ReaderTT.config = {"pagecount":307,"title":"","author":"HSGAC","subject":"","keywords":"","creator":"Acrobat PDFMaker 9.1 for Word","producer":"Adobe PDF Library 9.0","creationdate":"D:20130313135047-04'00'","moddate":"D:20130315085235-04'00'","trapped":"","fileName":"document.pdf","bounds":[[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210],[935,1210]],"bookmarks":[{"title":"More than a Tempest in a Teapot.  In the April 13 earnings call, in response to a question, Mr. Dimon dismissed media reports about the SCP as a \u201ctempest in a teapot.\u201d  While he later apologized for that comment, his judgment likely was of importance to investors in the immediate aftermath of those media reports.  The evidence also indicates that, when he made that statement, Mr. Dimon was already in possession of information about the SCP\u2019s complex and sizeable portfolio, its sustained losses for three straight months, the exponential increase in those losses during March, and the difficulty of exiting the SCP\u2019s positions.  ","page":-1,"zoom":""},{"title":"Mischaracterizing Involvement of Firmwide Risk Managers.  Mr. Braunstein stated on the April 13 earnings call that \u201call of those positions are put on pursuant to the risk management at the firm-wide level.\u201d  The evidence indicates, however, that in 2012, JPMorgan Chase\u2019s firmwide risk managers knew little about the SCP and had no role in putting on its positions.  JPMorgan Chase\u2019s Chief Risk Officer John Hogan told the Subcommittee, for example, that, prior to the April press reports, he had been unaware of the size and nature of the SCP, much less its mounting losses.  Virtually no evidence indicates that he, his predecessor, o  any other firmwide risk manager played any role in designing or approving the SCP positions acquired in 2012, until well after the April 13 earnings call when the bank\u2019s risk managers effectively took over management of the SCP.  In addition, Mr. Brauns ein\u2019s statement omitted any mention of the across-the-board risk limit breaches triggered by the SCP during the first quarter of 2012, even though those breaches would likely have been of interest to investors.  ","page":-1,"zoom":""},{"title":"Mischaracterizing SCP as \u201cFully Transparent to the Regulators.\u201d  In the bank\u2019s April 13 earnings call, Mr. Braunstein said tha  the SCP positions were \u201cfully transparent to the regulators,\u201d who \u201cget information on those positions on a regular and recurring basis as part of our normalized reporting.\u201d  In fact, the SCP positions had never been disclosed to the OCC in any regular bank report.  The bank had described the SCP\u2019s positions to the OCC for the first time, in a general way, only a few days earlier and failed to provide more detailed information for more than a month.  Mr. Braunstein\u2019s statement also omitted the fact that JPMorgan Chase had dodged OCC oversight of the SCP for years by failing to alert the agency to the establishment of the portfolio, failing to provide any portfolio-specific information in CIO reports, and even disputing OCC access to daily CIO profit-loss reports.  During the April 13 call, the bank led investors to believe that the SCP operated under close OCC supervision and oversight, when the truth was that the bank had provided barely any SCP data for the OCC to review.  ","page":-1,"zoom":""},{"title":"Mischaracterizing SCP Decisions as \u201cMade on a Very Long-Term Basis.\u201d  On the bank\u2019s April 13 earnings call, Mr. Braunstein also stated that with regard to \u201cmanaging\u201d the stress loss positions of the Synthetic Credit Portfolio, \u201c[a]ll of the decisions are made on a very long-term basis.\u201d  In fact, the CIO credit traders engaged in daily derivatives trading, and the bank conceded  he SCP was \u201cactively traded.\u201d  An internal CIO presentation in March 2012, provided to the bank\u2019s executive committee a month before the earnings call, indicated that the SCP operated on a \u201cshort\u201d time horizon.  In addition, many of the positions produci g SCP losses had been acquired just weeks or months earlier.  Mr. Braunstein\u2019s characterization of the SCP as making long term investment decisions was contrary to both the short-term posture of the SCP, as well as how it actually operated in 2011 and 202.  His description was inaccurate at best and deceptive at worst.","page":-1,"zoom":""},{"title":"Mischaracterizing SCP Whale Trades As Providing \u201cStress Loss Protection.\u201d  During the April 13 call, Mr. Braunstein indicated  hat the SCP was intended to provide \u201cstress loss protection\u201d to the bank in the event of a credit crisis, essentially presenting the SCP as a portfolio designed to lower rather than increase bank risk.  But in early April, days before the earnings call, Ms. Drew told the bank\u2019s executive committee that, overall, the SCP was \u201clong\u201d credit, a posture that multiple senior executives told the Subcommittee was inconsistent with providing protection against a credit crisis.  Moreover, a detailed analysis reviewed by senior management two days before the April 13 earnings call showed that in multiple scenarios involving a deterioration of credit, the SCP would lose money.  While the bank may have sought to reassure investors that the SCP lowered the bank\u2019s credit risk, in fact, as then configured, the SCP would have amplified rather than reduced the bank\u2019s losses in the event of a credit crisis.  The bank\u2019s description of the SCP was simply erroneous. ","page":-1,"zoom":""},{"title":"Asserting SCP Trades Were Consistent With the Volcker Rule.  The final point made in the April 13 earnings call by Mr. Braunstein was:  \u201c[W]e believe all of this is consistent with what we believe the ultimate outcome will be related to Volcker.\u201d  The Volcker Rule is intended to reduce bank risk by prohibiting high risk proprietary trading activities by federally insured banks,  heir affiliates, and subsidiaries.  However, the Volcker Rule also allows certain trading activities to continue, including \u201crisk-mitigating hedging activities.\u201d  Mr. Braunstein\u2019s statement gave the misimpression that the SCP was \u201chedging\u201d risk.  When the Subcommittee asked the bank for any legal analyses regarding the Volcker Rule and the SCP, the bank responded that none existed.  On the day prior to the earnings call, Ina Drew wrote to Mr. Braunstein that \u201cthe language in Volcker is unclear,\u201d a statement that presumably refers to the fact that the implementing regulation was then and still is under development.  In addition, the bank had earlier written to regulators expressing concern that the SCP\u2019s derivatives trading would be \u201cprohibited\u201d by the Volcker Rule.  The bank omitted any mention of that analysis to investors, when essentially asserting that the CIO would be permitted under the law to continue operating the SCP as before.","page":-1,"zoom":""},{"title":"Omitting VaR Model Change.  Near the end of January, the bank approved use of a new CIO Value-at-Risk (VaR) model that cut in half the SCP\u2019s purported risk profile, but failed to disclose that VaR model change in its April 8-K filing, and omitted the reason for returning to the old model in its May 10-Q filing.  JPMorgan Chase was aware of the importance of VaR risk analysis to investors, because when the media first raised questions about the whale trades, the bank explicitly referred analysts to the CIO\u2019s VaR totals in its 2011 annual 10-K filing, filed on February 29, 2012.  Yet, days later, on April 13, the bank's 8-K filing contained a misleading chart that listed the CIO\u2019s first quarter VaR total as $67 million, only three million more than the prior quarter, without also disclosing that the new figure was the product of a new VaR model that calculated a much lower VaR profile for the CIO than the prior model.  An analyst or investor relying on the disclosed VaRs for the end of 2011 and the first quarter of 2012 would likely have believed that the positions underlying those VaRs were similar, since the VaR totals were very similar.  The change in the VaR methodology effectively masked the significant changes in the portfolio.  ","page":-1,"zoom":""},{"title":"When asked in a May 10 call with investors and analysts why the VaR model was changed, Mr. Dimon said the bank made \u201cconstant changes and updates to models, always trying to get them better,\u201d but did not disclose that the bank had reinstated the old CIO VaR model because the \u201cupdate[d]\u201d CIO VaR had understated risk by a factor of two, was error prone, and suffered from operational problems.  The May 10-Q filing included a chart showing a revised CIO VaR for the first quarter of $129 million, which was twice the VaR amount initially reported for the first quarter, and also twice the average amounts in 2011 and 2010.  The only explanation the May 10-Q filing provided was that the revised VaR \u201cwas calculated using a methodology consistent with the methodology used to calculate CIO's VaR in 2011.\u201d  ","page":-1,"zoom":""},{"title":"Together, these misstatements and omissions about the involvement of the bank\u2019s risk managers in putting on SCP positions, the SCP\u2019s transparency to regulators, the long-term nature of its decisionmaking, its VaR totals, its role as a risk-mitigating hedge, and its supposed consistency with the Volcker Rule, misinformed investors, regulators, and the public about the nature, activities, and riskiness of the CIO\u2019s credit derivatives during the first quarter of 2012.  ","page":-1,"zoom":""},{"title":"Chapter 5-Disregarding Limits FINAL (3-12-13).pdf","page":-1,"zoom":"","children":[{"title":"(g) Failing to Lower the VaR Limit","page":189,"zoom":"XYZ 220 432 null"}]},{"title":"Chapter 6-OCC Oversight FINAL (3-12-13).pdf","page":-1,"zoom":"","children":[{"title":"A.  Overview of OCC\u2019s Oversight Role","page":-1,"zoom":""},{"title":"B.  Pre-2012:  Avoiding OCC Oversight As the SCP Develops ","page":-1,"zoom":"","children":[{"title":"Prior to 2012, the OCC had very little understanding of the strategies, size, or risk profile of the CIO\u2019s Synthetic Credit Po tfolio (SCP).  The OCC\u2019s lack of understanding was due primarily to a lack of disclosure by the bank about the SCP when it was established, when it delivered unexpected revenues, or when it began to increase in size and risk in 2011.  The OCC told the Subcommittee that, in 2010, as part of an examination of the SCP\u2019s investment portfolios, the examination staff had a vague understanding that a CIO portfolio had been established to provide stress loss protection for the bank and earn some profit, as the CIO had done in the financial crisis, but did not know the portfolio\u2019s name, the extent of its derivatives trading, or its risk profile.  While the OCC, in hindsight, identified occasional references to a \u201ccore credit portfolio\u201d in bank materials, it dete mined that the earliest explicit mention of the SCP as a CIO portfolio was when it was mentioned in a routine bankwide Value-at-Risk (VaR) report on January 27, 2012.  That report identified the SCP for the first time as a distinct portfolio accounting or over 90% of the CIO\u2019s VaR.  The lack of bank disclosures essentially made it more difficult for OCC to effectively oversee this high risk portfolio in its early years.","page":-1,"zoom":""},{"title":"(1) 2006-2009:  Minimizing OCC Oversight As SCP Expands ","page":-1,"zoom":""},{"title":"In 2006, JPMorgan Chase approved a request by the CIO to create a new credit derivatives trading portfolio as part of an inter al \u201cNew Business Initiative Approval\u201d (NBIA).  Typically, the bank does not share NBIAs with the OCC, and the OCC told the Subcommittee that it was unaware of whether it received a copy of the 2006 NBIA that gave rise to the CIO\u2019s Synthetic Credit Portfolio.  The OCC also told the Subcommittee that, even if it had known at the time, it would have had no role in approving and could not have prohibited establishment of the new Synthetic Credit Portfolio as proposed in 2006, although it could have monitored its activities and development.  The OCC told the Subcommittee that it did not know exactly when, after receiving approval, the CIO actually began to buy and sell credit derivatives.  The OCC did determine that it was in 2008, that the CIO portfolio was given its current name, the Synthetic Credit Portfolio.  The OCC also determined that the 2006 NBIA was not updated then or later, even as the SCP significantly expanded its credit derivatives trading activity. ","page":-1,"zoom":""},{"title":"The OCC told the Subcommittee that one reason it had only a rudimentary understanding of the SCP was because the CIO made nume ous name and organizational changes to its investment portfolios over the years, making them difficult to track.  In addition, the SCP was not named in any portfolio lists that the CIO provided to the OCC from 2007 through 2012, although the CIO occasionally referred to a \u201ccore credit portfolio,\u201d which was one part of the SCP.  ","page":-1,"zoom":""},{"title":"The bank and the OCC told the Subcommittee that, instead of focusing on the SCP, the CIO typically discussed its Tactical Asse  Allocation (TAA) mark-to-market portfolio, a broader investment portfolio which included the SCP.  Consistent with that explanation, several internal CIO documents indicate that when CIO head Ina Drew discussed the CIO\u2019s investment portfolios with the JPMorgan Chase Board of Director\u2019s Risk Policy Committee, she talked about the larger TAA portfolio, and did not mention the SCP.  In addition, the CIO and OCC told the Subcommittee that a few years earlier, the TAA portfolio had been called the \u201cDiscretionary Trading\u201d portfolio.  Moreover, the CIO told the Subcommittee that in January 2012, it merged the TAA with another portfolio of mark-to-market assets called the Strategic Asset Allocation portfolio, and called the product of that merger the \u201cMTM Overlay\u201d portfolio.  Ms. Drew said the frequent name changes and portfolio reconfigurations were made for business reasons and not to evade regulatory oversight.  ","page":-1,"zoom":""},{"title":"According to the OCC, it was very unusual for a bank to do what JPMorgan Chase did with the SCP \u2013 use its excess deposits to e gage in short term credit derivatives trading \u2013 an approach no other major U.S. bank employs.  JPMorgan Chase later claimed that the SCP represented a \u201csuccessful\u201d way to hedge the bank\u2019s credit risks.  The bank was unable to explain, however, why it failed for years to notify its primary regulator of that new and effective hedge, generate documents laying out the SCP\u2019s hedging objectives and strategies, or accumulate hedging related performance data.  The bottom line is that the bank did not disclose and the OCC did not learn of the extent and associated risks of the CIO\u2019s growing Synthetic Credit Portfolio until media reports on April 6, 2012 described the book\u2019s outsized credit derivative holdings.","page":-1,"zoom":""},{"title":"(2)  2010:  Resisting OCC Examination Results ","page":-1,"zoom":"","children":[{"title":"In 2010, as part of its routine examination process, the OCC conducted a detailed review of the CIO\u2019s investment activities, focusing in particular on the $350 billion Available for Sale portfolio, and warned that the CIO needed to do a better job documenting portfolio decisions and managing the risks associated not only with that investment portfolio but with several others as well.  ","page":-1,"zoom":""},{"title":"On December 8, 2010, after concluding its examination of the CIO\u2019s investment activities, the OCC sent a Supervisory Letter to CIO head Ina Drew with its findings, requirements, and recommendations.  The Supervisory Letter included a Matter Requiring Attention (MRA) \u2013 meaning a matter that required corrective action by the bank \u2013 stating that CIO management needed to \u201cdocument investment policies and portfolio decisions.\u201d  The Supervisory Letter also found that the \u201crisk management framework for the investment portfolios (Strategic Asset Allocation and Tactical Asset Allocation)\u201d lacked \u201ca documented methodology,\u201d \u201cclear records of decisions,\u201d and other features to ensure that the CIO was making investments and controlling associated risks in line with the expectations of senior management and the appropriate Board of Directors committee.  The Supervisory Letter made no explicit mention of the Synthetic Credit Portfolio, but because the SCP was part of the TAA portfolio, which was mentioned in the MRA, the MRA also applied to the SCP.","page":-1,"zoom":""},{"title":"Prior to the OCC\u2019s issuance of a Supervisory Letter, it is standard practice for the OCC to hold a close-out meeting with the ank to discuss the examination findings, requirements, and recommendations, and receive bank management\u2019s response.  The OCC\u2019s head capital markets examiner at JPMorgan Chase held that meeting with CIO head Ina Drew, whom he said did not react well to the examination\u2019s criticisms.  According to a later email by his supervisor, the OCC Examiner-In-Charge, Ms. Drew \u201c\u2018sternly\u2019 discussed [the OCC\u2019s] conclusions with him for 45 minutes.\u201d  The OCC told the Subcommittee that, among other objections, she complai ed that the regulator was trying to \u201cdestroy\u201d JPMorgan Chase\u2019s business, and that its requirements would take away necessary flexibility from the CIO.  Moreover, according to the Examiner-In-Charge\u2019s email, Ms. Drew informed the OCC \u201cthat investment decisions are made with the full understanding of executive management including Jamie Dimon.  She said that everyone knows that is going on and there is little need for more limits, controls, or reports.\u201d  ","page":-1,"zoom":""},{"title":"The OCC\u2019s head capital markets examiner told the Subcommittee that he was \u201csurprised\u201d at the time by her reaction, because tha  level of \u201cpushback\u201d for an MRA regarding \u201cbasic banking\u201d expectations was \u201cextreme.\u201d  The OCC Examiner-In-Charge characterized Ms. Drew\u2019s response as an attempt to invoke Mr. Dimon\u2019s authority and reputation in order to try to avoid implementing formal documentation requirements.  When asked about the meeting, Ms. Drew told the Subcommittee that her recollection was, while she disagreed with the OCC\u2019s recommendations, it was a good \u201ctwo way\u201d discussion.","page":-1,"zoom":""},{"title":"The CIO\u2019s formal response to the OCC\u2019s 2010 Supervisory Letter, signed by Ms. Drew in January 2011, committed to documenting i vestment and risk decisions for the SAA portfolio, but never mentioned the TAA portfolio in which the SCP was then located.  Ms. Drew told the Subcommittee that the failure to mention the TAA portion of the MRA was not intentional; the SAA was simply a bigger portfolio.  The OCC told the Subcommittee that it should have noticed at the time that the CIO\u2019s response was limited to the SAA portfolio, but said it did not, characterizing it failure to notice as an \u201coversight\u201d by the OCC.","page":-1,"zoom":""},{"title":"According to the OCC, it usually performs a check one year after an MRA is issued to evaluate whether the bank has taken the required corrective action.  In this case, however, the OCC told the Subcommittee that it did not provide a timeframe for completion of the corrective action and did not check on the status of actions taken by the CIO to document its investment and risk decisions.  The OCC told the Subcommittee that the MRA should have been reviewed by December 2011, but because of competing priorities, it had delayed conducting that review until the fall of 2012.  The OCC also told the Subcommittee that it must officially \u201cclear\u201d any given MRA on its internal tracking system, and does not do so unless examiners confirm that the matter has been resolved.  Ms. Drew, however, told Subcommittee staff that she believed the MRA had been closed out, though, in fact, it had not a d the OCC had not told the bank it was closed.  The OCC indicated that, while it had not cleared the CIO\u2019s 2010 MRA and would have examined the status of the MRA as part of a CIO examination in the fall of 2012, an examination that was overcome by events, it still viewed its mishandling of the 2010 MRA as a \u201cfail from OCC.\u201d  ","page":-1,"zoom":""}]},{"title":"(3)  2011:  Missing SCP Red Flags ","page":-1,"zoom":""}]},{"title":"(2)  Failing to Provide OCC with CIO Data","page":-1,"zoom":""},{"title":"The CIO managed $350 billion in excess deposits, a portfolio whose size was second only to that managed by the Investment Bank within JPMorgan Chase.  To keep apprised of CIO activity, the OCC required the bank to share a number of standard internal reports tracking the CIO\u2019s asset, risk, and profit/loss data.  In early 2012, however, the bank\u2019s standard reports began to omit critical CIO data.  Those data gaps meant the OCC did not have comprehensive or up-to-date information about the CIO\u2019s trading activities, including with respect to the SCP.  ","page":-1,"zoom":""},{"title":"Executive Management Reports.  One of the regular reports the bank supplied to the OCC was a monthly Treasury Executive Management Report (EMR), which included a section with basic performance data for the CIO.  According to the OCC, over time, those reports became thinner and thinner with less useful information about the CIO.  The OCC told the Subcommittee that it approached JPMorgan Chase\u2019s Chief Financial Officer, Douglas Braunstein, as well as the bank\u2019s Corporate Treasury division about the lack of sufficient information in the EMR.  The OCC explained that it was concerned because \u201cless information mean[t] less questions\u201d that regulators could pose.  Then, in January 2012, the OCC noted that the usual monthly Treasury EMR did not include any section on the CIO, as it had in the past.  The OCC said it later learned that, without any notice to the agency, the CIO had begun issuing its own Executive Management Report (EMR).  The OCC said that the CIO did not provide the OCC with copies of the CIO\u2019s new EMR in January, February, March, or April, the same four-month period during which the SCP losses exploded.  When the OCC finally learned of and requested a copy of the CIO\u2019s monthly EMR report in April, after the London whale stories appeared in the press, it promptly received a copy.  It is difficult to understand how the bank could have failed to provide, and the OCC failed to request, basic CIO performance data for a four month period. ","page":-1,"zoom":""},{"title":"Valuation Control Group Reports.  A second type of report that the bank routinely provided to the OCC was the CIO\u2019s Valuation Control Group (VCG) reports, which were monthly reports containing verified valuations of its portfolio assets.  The OCC used these reports to track the performance of the CIO investment portfolios.  But in 2012, the OCC told the Subcommittee that the CIO VCG reports for February and March failed to arrive.  These are the same months during which it was later discovered that the CIO had mismarked the SCP book to hide the extent of its losses.  On April 13, 2012, after the London whale trades appeared in  he press, the OCC requested copies of the missing VCG reports, which were provided on the same day.  Again, it is difficult to understand how the bank could have failed to provide those basic reports on a timely basis, and how the OCC could have failed to notice, for two months, that the reports had not arrived.  Moreover, when the March VCG report was later revised to increase the SCP liquidity reserve by roughly fivefold, that revised report was not provided to the OCC until May 17.    ","page":-1,"zoom":""},{"title":"P&L Reports.  A third standard internal bank report that the bank was supposed to provide, but which OCC experienced difficulty in obtaining, involved the daily profit and loss (P&L) figures for the CIO.   The OCC told the Subcommittee that the bank\u2019s standard practice had been to send P&L reports for the CIO as a whole and to provide aggregated figures that did not break down P&L totals for individual portfolios like the SCP.  Then, in either late January or early February 2012, the OCC said that the daily CIO P&L report stopped arriving in OCC electronic inboxes.  The OCC explained that when it brought up what it thought was simply a glitch in JPMorgan Chase\u2019s email delivery, the bank informed it that Chief Executive Officer Jamie Dimon had ordered the bank to cease providing the CIO\u2019s daily P&L reports, because he believed it was too much information to provide to the OCC.  The OCC said that the bank explained further that it had experienced a series of unauthorized data disclosures and the bank, not knowing who was leaking the data, sought to limit the information it provided to the OCC, even though OCC had not been responsible for the leaks.  According to the OCC, when it requested resumption of the daily CIO P&L reports, Douglas Braunstein, JPMorgan Chase\u2019s Chief Financial Officer, agreed to the request, but had apparently not informed Mr. Dimon.  At a meeting shortly the eafter in which both Mr. Braunstein and Mr. Dimon were present, according to the OCC, when Mr. Braunstein stated that he had ordered resumption of the reports, Mr. Dimon reportedly raised his voice in anger at Mr. Braunstein.  The OCC said that Mr. Dimon then disclosed that he was the one who had ordered a halt to the reports and expressed the opinion that the OCC did not need the daily P&L figures for the CIO.  Despite his reaction, the CIO P&L reports were not halted again.  The OCC estimated that it was without the reports for less than a week altogether.","page":-1,"zoom":""},{"title":"The OCC told the Subcommittee that when the bank finally provided daily P&L data for the CIO\u2019s individual portfolios, it again provided aggregated data that made it difficult to track and analyze the trading activity and individual assets.  The OCC noted that the aggregated SCP data was in marked contrast to the daily P&L data that JPMorgan Chase\u2019s Investment Bank provided to the OCC on a routine basis for the same types of credit derivatives.  ","page":-1,"zoom":"","children":[{"title":"Later on, the OCC learned that the P&L reporting for the SCP included mismarked derivative values which produced quarter-end SCP losses that, as a whole, were understated by $660 million.  While the OCC told the Subcommittee that it concluded that the bank had not undertaken a deliberate effort to mislead its regulator, the bank\u2019s improper valuation practices had resulted in misleading P&L information being sent to the OCC.  ","page":-1,"zoom":""},{"title":"Late, missing, and misleading CIO information in the EMR, VCG, and P&L reports sent to the OCC meant that the OCC was supervising the CIO using incomplete and inaccurate information.  The lack of accurate data also impeded effective OCC oversight of the high risk trading strategies used in the SCP that eventually caused the bank to lose over $6 billion.  The absence of transpare t, detailed, and accurate information about the Synthetic Credit Portfolio is exactly the type of documented investment and risk information that the OCC called for after its 2010 examination of the CIO, information requirements which Ina Drew railed against as unnecessary and intrusive.","page":-1,"zoom":""}]},{"title":"During the first quarter of 2012, while JPMorgan Chase omitted critical CIO data from key reports sent to the OCC and failed to send some reports altogether, it did regularly report to the OCC another type of data \u2013 ongoing breaches of the CIO\u2019s risk limits \u2013 that warned of the escalating risk in the CIO\u2019s trading book.  The OCC has acknowledged internally that its examiners received that data from the bank, but inexplicably failed to take notice of it or to investigate the causes of the ongoing breaches.    ","page":-1,"zoom":""},{"title":"(4)  Miscasting Long Acquisitions As Risk Reducing","page":-1,"zoom":""},{"title":"Contemporaneous OCC documentation indicates that many senior OCC personnel initially accepted the bank\u2019s characterization of the SCP as a hedging mechanism intended to reduce bank risk.  When questions arose about how the SCP could be characterized as a hedge when it purchased so many long credit derivative positions, OCC examiners initially accepted the bank\u2019s explanation that  he long positions were acquired in order to offset, or hedge, the SCP\u2019s own existing short positions, which the CIO wanted to reduce, but viewed as too illiquid to simply sell off.  What was not offered as an explanation at the time, but which has become apparent in contemporaneous bank documents is that the CIO\u2019s motive for purchasing IG long credit derivatives in January 2012, was not just to offset the CIO\u2019s short positions, but also to generate cash premiums, or \u201ccarry,\u201d which it could then use to fi ance the purchase of still more high yield shorts.  As 2012 wore on, another motive for acquiring long derivatives was to use the incoming cash premiums to offset the daily mark-to-market losses the CIO was having to record for the SCP.  ","page":-1,"zoom":""},{"title":"The OCC told the Subcommittee that its examination team was not aware that the CIO was purchasing IG longs, in part, to produce carry that could be used to purchase additional high yield shorts and offset SCP reported losses.  The OCC told the Subcommittee that its examiners had believed the bank\u2019s assertion that the IG longs were acquired to offset the risks of its high yield shorts.  ","page":-1,"zoom":"","children":[{"title":"April Presentation.  During the JPMorgan Chase earnings call with investors on April 13, 2012, when asked about the whale trades, Mr. Dimon told investors the CIO stories in the press were a \u201ccomplete tempest in a teapot,\u201d and CFO Douglas Braunstein announced that \u201c[w]e are very comfortable with our positions \u2026.\u201d  ","page":-1,"zoom":""},{"title":"Three days later, on April 16, 2012, the bank provided a 13-page presentation to regulators about the whale trades, its first written description about what happened.  In it, the bank told regulators that the objective of the SCP was to \u201cprotect against a significant downturn in credit, offsetting natural credit exposures in CIO and the firm,\u201d though it did not describe the particular credit exposures being offset or the risks or vulnerabilities involved in the whale trades themselves.  This representation, which, again, portrayed the SCP book as designed to lower bank risk, was, again, inconsistent with the SCP book itself, since it continued to hold a net long position, meaning it was exposed to credit risk, just as the CIO\u2019s portfolio and the bank as a whole were exposed to credit risk.  ","page":-1,"zoom":""},{"title":"The OCC told the Subcommittee that its examiners knew at this point that, given the book\u2019s long risk posture, the SCP was not performing a hedging function.  The OCC told the Subcommittee that the bank\u2019s assertion that the SCP was a \u201cdedicated hedge\u201d had actually raised \u201calarm bells\u201d for the OCC, because it should have been, but was not reported as such, like other instruments i  the CIO that served a \u201cdedicated hedge\u201d function, such as the hedges against Mortgage Servicing Rights and interest rate risk.  The OCC was unable to explain why it did not, at that point, confront the bank with its analysis that the SCP was not, in fac , a hedge. ","page":-1,"zoom":""},{"title":"The OCC also told the Subcommittee that it later determined that the CIO\u2019s April 16 presentation contained \u201cmaterial misrepresentations,\u201d including a misrepresentation that the 2012 first quarter SCP losses totaled $580 million, when first quarter losses had actually been internally reported as $719 million.  More significantly, at the time the bank briefed the OCC in April, the SCP losses were more than double the $580 million figure provided by the bank; the bank should have told the OCC that the losses by then totaled $1.25 billion.   OCC told the Subcommittee that the bank\u2019s presentation also included \u201cunrealistic scenarios\u201d for the second quarter, promising overly optimistic future recovery of the SCP assets\u2019 value.  The OCC told the Subcommittee that, at the time it received the presentation in April, it had viewed the presentation as providing additional information \u201cin good faith.\u201d  ","page":-1,"zoom":""},{"title":"So, by late April 2012, the bank had provided the OCC with repeated assurances that the SCP functioned as a hedge designed to lower bank risk, supplied one \u201cuseless\u201d chart and another less-than-complete briefing detailing the trades, and offered multiple excuses for the CIO\u2019s breaching its risk limits.  In addition, the bank did not disclose in April the portfolio\u2019s escalating losses or the fact that it had lost money on most days since January.  The OCC told the Subcommittee that the bank\u2019s repeated expressions of unconcern about the SCP, together with the limited data provided about its size, risk profile, and losses, had persuaded the OCC to deem the whale trades issue \u201cclosed\u201d in an internal email on April 23, 2012.  Ultimately, OCC\u2019s excessive trust in the bank allowed the bank to avoid scrutiny about the status of the SCP, and was a central reason for the OCC\u2019s failure to challenge the unsafe and unsound derivatives trading activity by the CIO.","page":-1,"zoom":""}]},{"title":"(2)  Updating OCC Only When Losses About to Become Public","page":-1,"zoom":"","children":[{"title":"At the same time it was reassuring its regulators, JPMorgan Chase ramped up its internal efforts to address the rapidly escala ing losses in the SCP.  As shown in the below chart tracking the SCP\u2019s daily profit-loss reports, which the bank recorded but did not provide to the OCC at the time, the SCP went from a pattern of steady losses from January through most of March, to a volatile pattern of much larger losses starting on March 27, 2012.  Those larger losses began after the CIO traders had \u201cdoubled down\u201d on the SCP\u2019s credit derivatives trading strategy by placing a series of enormous trades in March, in which the CIO acquired $40 billion of notional long positions in several credit indices which rapidly lost value.  Starting on April 27, 2012, the effort to understand and stop the SCP losses became, in the words of JPMorgan Chase\u2019s Deputy Chief Risk Officer Ashley Bacon \u201call consuming.\u201d","page":-1,"zoom":""}]},{"title":"Source:  7/30/2012 OCC Large Bank Supervision presentation to Subcommittee re Chief Investment Office Discussion, at PSI-OCC-0-000026 (showing the MTM Stop Loss Advisory as a horizontal line).","page":-1,"zoom":""},{"title":"For ten days, from April 9 to April 19, the bank repeatedly assured the OCC that the CIO whale trades were nothing to worry about.  JPMorgan Chase did not update the OCC again until May 4, 2012, despite, as the above chart shows, increasing losses and breaches of the CIO\u2019s MTM stop loss limit.  The OCC told the Subcommittee that the bank should have alerted the agency when the SCP losses intensified.  The bank also did not update the OCC on Achilles Macris\u2019 request at the end of March that JPMorgan employees, Ashley Bacon and Olivier Vigneron, who worked in the Investment Bank, be diverted \u201cfor help with the synthetic credit book,\u201d because Mr. Macris had \u201clost confidence\u201d in his team.  In addition, the bank did not update the OCC, as it should have, on then-$500 million in CIO collateral disputes indicating that the CIO may have been overvaluing SCP assets and understating its losses.  According to the OCC, for nearly three weeks, the bank did not call, email, or otherwise update the OCC about any aspect of the SCP\u2019s worsening status.  ","page":-1,"zoom":""},{"title":"Then, on May 4, 2012, a few days before JPMorgan Chase had to file a 10-Q report with the SEC publicly disclosing its first quarter financial results, two senior bank executives telephoned the OCC Examiner-In-Charge to inform the OCC that the SCP had incurred \u201ccurrent losses\u201d of \u201capproximately $1.6 billion.\u201d  According to the OCC, the bank\u2019s Chief Financial Officer, Douglas Brau stein, told the OCC during the call that the losses were the result of \u201cpositions established some time ago,\u201d a characterization that, according to OCC, was \u201cnot accurate\u201d because the losses were largely caused by derivative purchases made in the first quarter of 2012.  The Examiner-In-Charge told the Subcommittee that he was taken aback at the time, since the bank should have updated him about the mounting losses prior to that telephone call. ","page":-1,"zoom":""},{"title":"(3)  Hiding Problems with the Marks","page":-1,"zoom":""},{"title":"E.  OCC Aftermath","page":-1,"zoom":""}]},{"title":"Chapter 7-Misleading Investors FINAL (3-12-13).pdf","page":-1,"zoom":"","children":[{"title":"More than a Tempest in a Teapot.  In the April 13 earnings call, in response to a question, Mr. Dimon dismissed media reports about the SCP as a \u201ccomplete tempest in a teapot.\u201d  While he later apologized for that comment, his judgment likely was of importance to investors in the immediate aftermath of those media reports.  The evidence also indicates that, when he made that statement, Mr. Dimon was already in possession of information about the SCP\u2019s complex and sizeable portfolio, its sustained losses for three straight months, the exponential increase in those losses during March, and the difficulty of exiting the SCP\u2019s positions.  ","page":-1,"zoom":""},{"title":"Mischaracterizing Involvement of Firmwide Risk Managers.  Mr. Braunstein also stated on the April 13 earnings call that \u201call o those positions are put on pursuant to the risk management at the firm-wide level.\u201d  The evidence indicates, however, that in 2012 JPMorgan Chase\u2019s firmwide risk managers knew little about the SCP and had no role in putting on its positions.  For example, JPMorgan Chase\u2019s Chief Risk Officer John Hogan told the Subcommittee that prior to the April press reports, he had been unaware of the size and nature of the SCP, much less its mounting losses.  Virtually no evidence indicates that he, his predecessor, or any other firmwide risk manager played any role in designing or approving the SCP positions acquired in 2012 until well after the April 13 earnings call when the bank\u2019s risk managers effectively took over management of the SCP.  In addition, Mr. Braunstein\u2019s statement omitted any mention of the across-the-board risk limit breaches triggered by the SCP during the first quarter of 2012, even though those breaches would likely have been of interest to investors.  ","page":-1,"zoom":""},{"title":"Mischaracterizing SCP as \u201cFully Transparent to the Regulators.\u201d  In the bank\u2019s April 13 earnings call, Mr. Braunstein said tha  the SCP positions were \u201cfully transparent to the regulators,\u201d who \u201cget information on those positions on a regular and recurring basis as part of our normalized reporting.\u201d  In fact, the SCP positions had never been disclosed to the OCC in any regular bank report.  The bank had described the SCP\u2019s positions to the OCC for the first time, in a general way, only a few days earlier and failed to provide more detailed information for more than a month.  Mr. Braunstein\u2019s statement also omitted the fact that JPMorgan Chase had dodged OCC oversight of the SCP for years by failing to alert the agency to the establishment of the portfolio, failing to provide any portfolio-specific information in CIO reports, and even disputing OCC access to daily CIO profit-loss reports.  During the April 13 call, the bank led investors to believe that the SCP operated under close OCC supervision and oversight, when the truth was that the bank had provided barely any SCP data for the OCC to review.  ","page":-1,"zoom":""},{"title":"Mischaracterizing SCP Decisions as \u201cMade on a Very Long-Term Basis.\u201d  On the bank\u2019s April 13 earnings call, Mr. Braunstein also stated that with regard to \u201cmanaging\u201d the stress loss positions of the Synthetic Credit Portfolio, \u201c[a]ll of the decisions are made on a very long-term basis.\u201d  In fact, the CIO credit traders engaged in daily derivatives trading, and the bank conceded  he SCP was \u201cactively traded.\u201d  An internal CIO presentation in March 2012, provided to the bank\u2019s executive committee a month before the earnings call, indicated that the SCP operated on a \u201cshort\u201d time horizon.  In addition, many of the positions produci g SCP losses had been acquired just weeks or months earlier.  Mr. Braunstein\u2019s characterization of the SCP as making long term investment decisions was contrary to both the short-term posture of the SCP, as well as how it actually operated in 2011 and 202.  His description was inaccurate at best, and deceptive at worst.","page":-1,"zoom":""},{"title":"Mischaracterizing SCP Whale Trades As Providing \u201cStress Loss\u201d Protection.  During the April 13 call, Mr. Braunstein indicated  hat the SCP was intended to provide \u201cstress loss\u201d protection to the bank in the event of a credit crisis, essentially presenting the SCP as a portfolio designed to lower rather than increase bank risk.  But in early April, days before the earnings call, Ms. Drew told the bank\u2019s executive committee that, overall, the SCP was \u201clong\u201d credit, a posture that multiple senior executives told the Subcommittee was inconsistent with providing protection against a credit crisis.  Moreover, a detailed analysis reviewed by senior management two days before the April 13 earnings call showed that in multiple scenarios involving a deterioration of credit, the SCP would lose money.  While the bank may have sought to reassure investors that the SCP lowered the bank\u2019s credit risk, in fact, as then configured, the SCP would have amplified rather than reduced the bank\u2019s losses in the event of a credit crisis.  The bank\u2019s description of the SCP was simply erroneous. ","page":-1,"zoom":""},{"title":"Asserting SCP Trades Were Consistent With the Volcker Rule.  The final point made in the April 13 earnings call by Mr. Braunstein was:  \u201c[W]e believe all of this is consistent with what we believe the ultimate outcome will be related to Volcker.\u201d  The Volcker Rule is intended to reduce bank risk by prohibiting high-risk proprietary trading activities by federally insured banks,  heir affiliates, and subsidiaries.  However, the Volcker Rule also allows certain trading activities to continue, including \u201crisk-mitigating hedging activities.\u201d  Mr. Braunstein\u2019s statement gave the misimpression that that the SCP was \u201chedging\u201d risk.  When the Subcommittee asked the bank for any legal analyses regarding the Volcker Rule and the SCP, the bank responded that none existed.  On the day prior to the earnings call, Ina Drew wrote to Mr. Braunstein that \u201cthe language in Volcker is unclear,\u201d a s atement that presumably refers to the fact that that the implementing regulation was then and still is under development.  In addition, the bank had earlier written to regulators expressing concern that the SCP\u2019s derivatives trading would be \u201cprohibited\u201d by the Volcker Rule and asking for a change to the proposed rule to ensure it would be permitted.  The bank omitted that analysis to investors, when asserting that the CIO would be allowed under the Volcker Rule to continue operating the SCP as before.","page":-1,"zoom":""},{"title":"Omitting VaR Model Change.  Near the end of January, the bank approved use of a new CIO Value-at-Risk (VaR) model that cut in half the SCP\u2019s purported risk profile, but failed to disclose that VaR model change in its April 8-K filing, and omitted the reason for returning to the old model in its May 10-Q filing.  JPMorgan Chase was aware of the importance of VaR risk analysis to investors, because when the media first raised questions about the whale trades, the bank explicitly referred analysts to the CIO\u2019s VaR totals in its 2011 annual 10-K filing, filed on February 29, 2012.  Yet, days later, on April 13, the bank's 8-K filing contained a misleading chart that listed the CIO\u2019s first quarter VaR total as $67 million, only three million more than the prior quarter, without also disclosing that the new figure was the product of a new VaR model that calculated much lower VaR results for the CIO than the prior model.  An analyst or investor relying on the disclosed VaRs for the end of 2011 and the first quarter of 2012 would likely have believed that the positions underlying those VaRs were similar, since the VaR totals were very similar.  The change in the VaR methodology effectively masked the significant changes in the portfolio.  ","page":-1,"zoom":""},{"title":"When asked in a May 10 call with investors and analysts why the VaR model was changed, Mr. Dimon said the bank made \u201cconstant changes and updates to models, always trying to get them better,\u201d but did not disclose that the bank had reinstated the old CIO VaR model because the \u201cupdate[d]\u201d CIO VaR had understated risk by a factor of two, was error prone, and suffered from operational problems.  The May 10-Q filing included a chart showing a revised CIO VaR for the first quarter of $129 million, which was twice the VaR amount initially reported for the first quarter, and also twice the average amounts in 2011 and 2010.  The only explanation the May 10-Q filing provided was that the revised VaR \u201cwas calculated using a methodology consistent with the methodology used to calculate CIO's VaR in 2011.\u201d  ","page":-1,"zoom":""},{"title":"Together, these misstatements and omissions about the involvement of the bank\u2019s risk managers in putting on SCP positions, the SCP\u2019s transparency to regulators, the long-term nature of its decision-making, its VaR results, its role as a risk-mitigating hedge, and its supposed consistency with the Volcker Rule, misinformed investors, regulators, and the public about the nature, activities, and riskiness of the CIO\u2019s credit derivatives during the first quarter of 2012.  ","page":-1,"zoom":""},{"title":"A. Public Disclosure of Whale Trades and SCP","page":-1,"zoom":""},{"title":"B. Securities Laws","page":-1,"zoom":""},{"title":"(1)  Rule 10b-5","page":-1,"zoom":"","children":[{"title":"Materiality.  Disclosures are of concern under federal securities laws when they involve \u201cmaterial\u201d information.  The Supreme Court has ruled that information is \u201cmaterial\u201d when there is \u201ca substantial likelihood that the disclosure of the omitted fact would have been viewed by the reasonable investor as having significantly altered the \u2018total mix\u2019 of information made available.\u201d  Another court characterized the standard as follows:  \u201cMaterial facts include those that \u2018affect the probable future of the company and [that] may affect the desire of investors to buy, sell, or hold the company'sÂ securities.\u2019\u201dÂ  Courts have found that information about earnings estimates is generally material, including any misrepresentation of a company\u2019s earnings.  Changes in share price are also relevant to a materiality inquiry.  \u201c[W]ith respect to contingent or speculative information or events, \u2026 materiality \u2018will depend at any given time upon a balancing of both the indicated probability that the event will occur and the anticipated magnitude of the event in light of the totality of the company activity.\u2019\u201d","page":-1,"zoom":"","children":[{"title":"In connection with buying or selling securities.  Disclosures raising concerns under federal securities laws must also be made in connection with the buying or selling of securities.  Courts have held that a statement is made \u201cin connection with\u201d the purchase or sale of securities when it \u201cis reasonably calculated to influence the average investor[.]\u201d  In actions brought by the SEC, this approach \u201cremains as broad and flexible as is necessary to accomplish the statute\u2019s purpose of protecting investors.\u201d  For example, statements in press releases, annual reports, quarterly and annual public SEC filings, and news articles can satisfy the \u201cin connection with\u201d element, because investors rely on such documents.  False and misleading statements in analyst calls associated with quarter-end earnings releases are also considered \u201cin connection with\u201d the purchase or sale of securities.  A longstanding SEC Release has warned that the prohibitions against false or misleading statements in Rule 10b-5, as well as Section 17 of the Securities Act of 1933, \u201capply to all company statements that can reasonably be expected to reach investors and the trading markets, whoever the intended primary audience.\u201d","page":-1,"zoom":""},{"title":"Scienter.  In addition to the required components of materiality and a connection to the purchase and sale of securities, disclosures are of concern under Rule 10b-5 only when the issuer has the requisite scienter.  The Supreme Court has ruled that the scienter requirement can be met \u201cby showing that the defendant acted intentionally or recklessly.\u201d  One common definition of \u201creckless conduct\u201d is \u201chighly unreasonable [conduct], involving not merely simple, or even inexcusable negligence, but an extreme departure from the standards of ordinary care, and which presents a danger of misleading buyers or sellers that is either known  o the defendant or is so obvious that the actor must have been aware of it.\u201d  Recklessness can be the result of management making statements made on the basis of deficient corporate management systems.  In such instances, companies \u201ceither must refrain f om making any such statements about future performance or must disclose the basis on which any such statements are made and any other material information necessary toÂ make such statements not misleading.\u201d  ","page":-1,"zoom":""}]},{"title":"(2) Section 17(a) of the Securities Act of 1933","page":-1,"zoom":""}]},{"title":"C.  Disclosures and Key Omissions Raising Concerns","page":-1,"zoom":""},{"title":"(1) Mischaracterizing the Involvement of Firmwide Risk Managers  ","page":-1,"zoom":"","children":[{"title":"(2) Mischaracterizing SCP as \u201cFully Transparent to the Regulators\u201d ","page":-1,"zoom":"","children":[{"title":"On the April 13, 2012 earnings call, Mr. Braunstein also said the following with respect to the CIO\u2019s Synthetic Credit Portfolio: ","page":-1,"zoom":""},{"title":"\u201cAnd I would add that all those positions are fully transparent to the regulators.  They review them, have access to them at a y point in time, get the information on those positions on a regular and recurring basis as part of our normalized reporting.\u201d","page":-1,"zoom":""},{"title":"This statement by Mr. Braunstein had no basis in fact.  The bank never provided the OCC with \u201ca regular and recurring\u201d report on the Synthetic Credit Portfolio trading positions.  Also, the notion that JPMorgan Chase would regularly provide trading positions to the OCC on an ongoing basis was inconsistent with the bank\u2019s whole approach to the SCP.  Chapter VI describes in detail how, for years, JPMorgan Chase minimized the SCP data it provided to the OCC.  Just a few months earlier in 2012, Mr. Braunstein had been personally involved in a dispute with the OCC over access to daily CIO profit and loss (P&L) data.  In either late January or early February 2012, at the direction of Mr. Dimon, the bank abruptly stopped providing daily CIO P&L reports to the OCC, because Mr. Dimon believed it was too much information to provide to the OCC.  When the OCC insisted that the daily P&L reports be restored, Mr. Braunstein ordered a resumption of the reports, despite inciting Mr. Dimon\u2019s anger as a result, who reportedly raised his voice at Mr. Braunstein.  Because Mr. Braunstein knew that the bank was only reluctantly providing CIO P&L data to the OCC, it is unclear what reasonable basis he had for stating that the bank was regularly providing the agency with the much more detailed and sensitive data involved in SCP trading positions.  In fact, it was not until a month later, on May 17, 202, that in response to an OCC special request, the bank provided the agency for the first time with specific SCP position level data.  ","page":-1,"zoom":""},{"title":"Contrary to Mr. Braunstein\u2019s representation, the bank was not \u201cfully transparent\u201d with its regulators regarding the SCP.  As detailed in Chapter VI, although the SCP was established in 2006, the bank did not include the name of the Synthetic Credit Portfolio in any document given to the OCC until January 2012.  At the end of January 2012, CIO executives told OCC examiners that the Synthetic Credit Portfolio was being reduced in size, leading the OCC to believe that the bank was planning to phase it out entirely with a year or two, when in truth the bank was already engaged in a strategy to increase the portfolio\u2019s size.  At the same time the SCP was growing, the bank had ceased sending several regular CIO reports to the OCC during the first quarter of 2012.  As SCP losses mounted in March and April, the bank did not update the OCC about what was happening.  Instead, the bank gave notice to the agency of the SCP\u2019s problems in early May, only days before it disclosed such losses publicly as part of its 10-Q filing.   ","page":-1,"zoom":""},{"title":"By telling investors that the Synthetic Credit Portfolio positions were \u201cfully transparent\u201d to regulators, the bank likely sought to reassure investors about the risky whale trades that the media had characterized as large enough to \u201cdriv[e] prices in the $10 trillion market.\u201d  It would be reasonable for investors to want to know if such large positions were known to the bank\u2019s  egulators.  Investors might have reasoned that such trades, if known to regulators, could not have been overly risky; but if hidden, investors might have worried they were high risk transactions that regulators might otherwise have challenged. ","page":-1,"zoom":""}]},{"title":"(3)  Mischaracterizing SCP Decisions as \u201cMade on a Very ","page":-1,"zoom":""},{"title":" Long-Term Basis\u201d","page":-1,"zoom":""},{"title":"(4) Mischaracterizing SCP Whale Trades As Hedges  ","page":-1,"zoom":"","children":[{"title":"No Clear Offsets.  As described in Chapter III, the purpose of the SCP was undocumented, unclear, and changed over time.  The assets that the SCP was purportedly hedging were not identified or defined in writing, and calculating the size and nature of the hedge was treated as a \u201cguesstimate.\u201d  Days before the April 13 earnings call, Mr. Dimon asked his colleagues, including Mr. Braunstein, for the correlation between the SCP and the portfolio the SCP was meant to hedge.  Mr. Dimon told the Subcommittee that he did not recall if he received a response.  Ms. Drew, who had told her colleagues she was \u201cworking on Jamie\u2019s request for correlation,\u201d told the Subcommittee that so many events were unfolding at the time, that she did not recall if the correlation analysis was sent to him.  The Subcommittee found no evidence that it was.  Mr. Hogan also requested a correlation analysis to  espond to regulators\u2019 questions about the SCP, and included Mr. Braunstein on his email, but JPMorgan Chase never produced it.  ","page":-1,"zoom":""},{"title":"Net Long Posture.  Mr. Braunstein explained to the Subcommittee that JPMorgan Chase, by its very nature as a bank which loans money, was \u201clong\u201d credit, because when credit deteriorated, the bank lost money.  In contrast, a portfolio that held a \u201cshort\u201d credit position generally gained money when credit deteriorated.  On April 5, 2012, in anticipation of the press articles due to be published the following day, Ms. Drew sent Mr. Dimon, Mr. Braunstein, and other members of the JPMorgan Chase Operating Committee an email on April 5 stating: ","page":-1,"zoom":""},{"title":"Scenario Analysis Showed SCP Was Not a Hedge.  The statements by Mr. Braunstein and Mr. Dimon were also contradicted by an internal bank analysis that both received two days before the earnings call.  That analysis clearly depicted the SCP as in a long posture and likely to lose money in a negative credit environment \u2013 which meant it was not operating as a hedge to offset the ba k\u2019s other credit risks.","page":-1,"zoom":"","children":[{"title":"SCP\u2019s History.  As noted above, during the interview with Mr. Dimon, JPMorgan Chase\u2019s General Counsel denied that Mr. Braunstein had characterized the SCP book as a hedge during the April earnings call.  In the letter, Mr. Braunstein did not repeat that denial.  Rather, he explained that his \u201cstatements on April 13 regarding those hedging characteristics were references to the portfolio\u2019s design and historical performance as a hedge.\u201d ","page":-1,"zoom":""},{"title":"No \u201cFat Tail Hedge.\u201d  In addition to contending that he was discussing the SCP\u2019s function as a hedge in a historical sense, Mr. Braunstein\u2019s letter to the Subcommittee also explained that he had described the SCP as a hedge after \u201creceiv[ing] information from a number of sources regarding the CIO/London Whale issue\u201d including \u201cnumerous conversations with Ina Drew, J.P. Morgan\u2019s Chief Investment Officer, and members of her London-based team, including the CIO\u2019s Chief Risk Officer and Chief Financial Officer, as well as John Hogan, J.P. Morgan\u2019s Chief Risk Officer.\u201d  He also \u201cspecifically recalled\u201d the April 11 presentation, described above.  These sources do not provide a reasonable basis, however, for Mr. Braunstein\u2019s characterization of the SCP as a hedge.","page":-1,"zoom":""}]}]},{"title":"(5) Asserting SCP Trades Were Consistent With the Volcker Rule  ","page":-1,"zoom":""},{"title":"The final point made in the April 13 earnings call by Mr. Braunstein involved the Volcker Rule.  Mr. Braunstein stated: ","page":-1,"zoom":""},{"title":"\u201cThe last comment that I would make is that based on, we believe, the spirit of the legislation as well as our reading of the legislation, and consistent with this long-term investment philosophy we have in CIO we believe all of this is consistent with what we believe the ultimate outcome will be related to Volcker.\u201d  ","page":-1,"zoom":""},{"title":"The Volcker Rule, codified at Section 619 of the Dodd-Frank Wall Street Reform and Consumer Protection Act, is intended to reduce bank risk by prohibiting high-risk proprietary trading activities by federally insured banks, their affiliates, and subsidiaries.  At the same time, the Volcker Rule is intended to allow certain bank trading activities to continue, including \u201crisk-mitigating hedging activities,\u201d meaning hedging activities that reduce, rather than increase, a bank\u2019s risk of losses.    ","page":-1,"zoom":""},{"title":"(6) Omitting VaR Model Change  ","page":-1,"zoom":""}]}]},{"title":"Chapter 7-Misleading Investors FINAL (3-12-13).pdf","page":-1,"zoom":"","children":[{"title":"More than a Tempest in a Teapot.  In the April 13 earnings call, in response to a question, Mr. Dimon dismissed media reports about the SCP as a \u201ccomplete tempest in a teapot.\u201d  While he later apologized for that comment, his judgment likely was of importance to investors in the immediate aftermath of those media reports.  The evidence also indicates that, when he made that statement, Mr. Dimon was already in possession of information about the SCP\u2019s complex and sizeable portfolio, its sustained losses for three straight months, the exponential increase in those losses during March, and the difficulty of exiting the SCP\u2019s positions.  ","page":-1,"zoom":""},{"title":"Mischaracterizing Involvement of Firmwide Risk Managers.  Mr. Braunstein also stated on the April 13 earnings call that \u201call o those positions are put on pursuant to the risk management at the firm-wide level.\u201d  The evidence indicates, however, that in 2012 JPMorgan Chase\u2019s firmwide risk managers knew little about the SCP and had no role in putting on its positions.  For example, JPMorgan Chase\u2019s Chief Risk Officer John Hogan told the Subcommittee that prior to the April press reports, he had been unaware of the size and nature of the SCP, much less its mounting losses.  Virtually no evidence indicates that he, his predecessor, or any other firmwide risk manager played any role in designing or approving the SCP positions acquired in 2012 until well after the April 13 earnings call when the bank\u2019s risk managers effectively took over management of the SCP.  In addition, Mr. Braunstein\u2019s statement omitted any mention of the across-the-board risk limit breaches triggered by the SCP during the first quarter of 2012, even though those breaches would likely have been of interest to investors.  ","page":-1,"zoom":""},{"title":"Mischaracterizing SCP as \u201cFully Transparent to the Regulators.\u201d  In the bank\u2019s April 13 earnings call, Mr. Braunstein said tha  the SCP positions were \u201cfully transparent to the regulators,\u201d who \u201cget information on those positions on a regular and recurring basis as part of our normalized reporting.\u201d  In fact, the SCP positions had never been disclosed to the OCC in any regular bank report.  The bank had described the SCP\u2019s positions to the OCC for the first time, in a general way, only a few days earlier and failed to provide more detailed information for more than a month.  Mr. Braunstein\u2019s statement also omitted the fact that JPMorgan Chase had dodged OCC oversight of the SCP for years by failing to alert the agency to the establishment of the portfolio, failing to provide any portfolio-specific information in CIO reports, and even disputing OCC access to daily CIO profit-loss reports.  During the April 13 call, the bank led investors to believe that the SCP operated under close OCC supervision and oversight, when the truth was that the bank had provided barely any SCP data for the OCC to review.  ","page":-1,"zoom":""},{"title":"Mischaracterizing SCP Decisions as \u201cMade on a Very Long-Term Basis.\u201d  On the bank\u2019s April 13 earnings call, Mr. Braunstein also stated that with regard to \u201cmanaging\u201d the stress loss positions of the Synthetic Credit Portfolio, \u201c[a]ll of the decisions are made on a very long-term basis.\u201d  In fact, the CIO credit traders engaged in daily derivatives trading, and the bank conceded  he SCP was \u201cactively traded.\u201d  An internal CIO presentation in March 2012, provided to the bank\u2019s executive committee a month before the earnings call, indicated that the SCP operated on a \u201cshort\u201d time horizon.  In addition, many of the positions produci g SCP losses had been acquired just weeks or months earlier.  Mr. Braunstein\u2019s characterization of the SCP as making long term investment decisions was contrary to both the short-term posture of the SCP, as well as how it actually operated in 2011 and 202.  His description was inaccurate at best, and deceptive at worst.","page":-1,"zoom":""},{"title":"Mischaracterizing SCP Whale Trades As Providing \u201cStress Loss\u201d Protection.  During the April 13 call, Mr. Braunstein indicated  hat the SCP was intended to provide \u201cstress loss\u201d protection to the bank in the event of a credit crisis, essentially presenting the SCP as a portfolio designed to lower rather than increase bank risk.  But in early April, days before the earnings call, Ms. Drew told the bank\u2019s executive committee that, overall, the SCP was \u201clong\u201d credit, a posture that multiple senior executives told the Subcommittee was inconsistent with providing protection against a credit crisis.  Moreover, a detailed analysis reviewed by senior management two days before the April 13 earnings call showed that in multiple scenarios involving a deterioration of credit, the SCP would lose money.  While the bank may have sought to reassure investors that the SCP lowered the bank\u2019s credit risk, in fact, as then configured, the SCP would have amplified rather than reduced the bank\u2019s losses in the event of a credit crisis.  The bank\u2019s description of the SCP was simply erroneous. ","page":-1,"zoom":""},{"title":"Asserting SCP Trades Were Consistent With the Volcker Rule.  The final point made in the April 13 earnings call by Mr. Braunstein was:  \u201c[W]e believe all of this is consistent with what we believe the ultimate outcome will be related to Volcker.\u201d  The Volcker Rule is intended to reduce bank risk by prohibiting high-risk proprietary trading activities by federally insured banks,  heir affiliates, and subsidiaries.  However, the Volcker Rule also allows certain trading activities to continue, including \u201crisk-mitigating hedging activities.\u201d  Mr. Braunstein\u2019s statement gave the misimpression that that the SCP was \u201chedging\u201d risk.  When the Subcommittee asked the bank for any legal analyses regarding the Volcker Rule and the SCP, the bank responded that none existed.  On the day prior to the earnings call, Ina Drew wrote to Mr. Braunstein that \u201cthe language in Volcker is unclear,\u201d a s atement that presumably refers to the fact that that the implementing regulation was then and still is under development.  In addition, the bank had earlier written to regulators expressing concern that the SCP\u2019s derivatives trading would be \u201cprohibited\u201d by the Volcker Rule and asking for a change to the proposed rule to ensure it would be permitted.  The bank omitted that analysis to investors, when asserting that the CIO would be allowed under the Volcker Rule to continue operating the SCP as before.","page":-1,"zoom":""},{"title":"Omitting VaR Model Change.  Near the end of January, the bank approved use of a new CIO Value-at-Risk (VaR) model that cut in half the SCP\u2019s purported risk profile, but failed to disclose that VaR model change in its April 8-K filing, and omitted the reason for returning to the old model in its May 10-Q filing.  JPMorgan Chase was aware of the importance of VaR risk analysis to investors, because when the media first raised questions about the whale trades, the bank explicitly referred analysts to the CIO\u2019s VaR totals in its 2011 annual 10-K filing, filed on February 29, 2012.  Yet, days later, on April 13, the bank's 8-K filing contained a misleading chart that listed the CIO\u2019s first quarter VaR total as $67 million, only three million more than the prior quarter, without also disclosing that the new figure was the product of a new VaR model that calculated much lower VaR results for the CIO than the prior model.  An analyst or investor relying on the disclosed VaRs for the end of 2011 and the first quarter of 2012 would likely have believed that the positions underlying those VaRs were similar, since the VaR totals were very similar.  The change in the VaR methodology effectively masked the significant changes in the portfolio.  ","page":-1,"zoom":""},{"title":"When asked in a May 10 call with investors and analysts why the VaR model was changed, Mr. Dimon said the bank made \u201cconstant changes and updates to models, always trying to get them better,\u201d but did not disclose that the bank had reinstated the old CIO VaR model because the \u201cupdate[d]\u201d CIO VaR had understated risk by a factor of two, was error prone, and suffered from operational problems.  The May 10-Q filing included a chart showing a revised CIO VaR for the first quarter of $129 million, which was twice the VaR amount initially reported for the first quarter, and also twice the average amounts in 2011 and 2010.  The only explanation the May 10-Q filing provided was that the revised VaR \u201cwas calculated using a methodology consistent with the methodology used to calculate CIO's VaR in 2011.\u201d  ","page":-1,"zoom":""},{"title":"Together, these misstatements and omissions about the involvement of the bank\u2019s risk managers in putting on SCP positions, the SCP\u2019s transparency to regulators, the long-term nature of its decision-making, its VaR results, its role as a risk-mitigating hedge, and its supposed consistency with the Volcker Rule, misinformed investors, regulators, and the public about the nature, activities, and riskiness of the CIO\u2019s credit derivatives during the first quarter of 2012.  ","page":-1,"zoom":""},{"title":"A. Public Disclosure of Whale Trades and SCP","page":-1,"zoom":""},{"title":"B. Securities Laws","page":-1,"zoom":""},{"title":"(1)  Rule 10b-5","page":-1,"zoom":"","children":[{"title":"Materiality.  Disclosures are of concern under federal securities laws when they involve \u201cmaterial\u201d information.  The Supreme Court has ruled that information is \u201cmaterial\u201d when there is \u201ca substantial likelihood that the disclosure of the omitted fact would have been viewed by the reasonable investor as having significantly altered the \u2018total mix\u2019 of information made available.\u201d  Another court characterized the standard as follows:  \u201cMaterial facts include those that \u2018affect the probable future of the company and [that] may affect the desire of investors to buy, sell, or hold the company'sÂ securities.\u2019\u201dÂ  Courts have found that information about earnings estimates is generally material, including any misrepresentation of a company\u2019s earnings.  Changes in share price are also relevant to a materiality inquiry.  \u201c[W]ith respect to contingent or speculative information or events, \u2026 materiality \u2018will depend at any given time upon a balancing of both the indicated probability that the event will occur and the anticipated magnitude of the event in light of the totality of the company activity.\u2019\u201d","page":-1,"zoom":"","children":[{"title":"In connection with buying or selling securities.  Disclosures raising concerns under federal securities laws must also be made in connection with the buying or selling of securities.  Courts have held that a statement is made \u201cin connection with\u201d the purchase or sale of securities when it \u201cis reasonably calculated to influence the average investor[.]\u201d  In actions brought by the SEC, this approach \u201cremains as broad and flexible as is necessary to accomplish the statute\u2019s purpose of protecting investors.\u201d  For example, statements in press releases, annual reports, quarterly and annual public SEC filings, and news articles can satisfy the \u201cin connection with\u201d element, because investors rely on such documents.  False and misleading statements in analyst calls associated with quarter-end earnings releases are also considered \u201cin connection with\u201d the purchase or sale of securities.  A longstanding SEC Release has warned that the prohibitions against false or misleading statements in Rule 10b-5, as well as Section 17 of the Securities Act of 1933, \u201capply to all company statements that can reasonably be expected to reach investors and the trading markets, whoever the intended primary audience.\u201d","page":-1,"zoom":""},{"title":"Scienter.  In addition to the required components of materiality and a connection to the purchase and sale of securities, disclosures are of concern under Rule 10b-5 only when the issuer has the requisite scienter.  The Supreme Court has ruled that the scienter requirement can be met \u201cby showing that the defendant acted intentionally or recklessly.\u201d  One common definition of \u201creckless conduct\u201d is \u201chighly unreasonable [conduct], involving not merely simple, or even inexcusable negligence, but an extreme departure from the standards of ordinary care, and which presents a danger of misleading buyers or sellers that is either known  o the defendant or is so obvious that the actor must have been aware of it.\u201d  Recklessness can be the result of management making statements made on the basis of deficient corporate management systems.  In such instances, companies \u201ceither must refrain f om making any such statements about future performance or must disclose the basis on which any such statements are made and any other material information necessary toÂ make such statements not misleading.\u201d  ","page":-1,"zoom":""}]},{"title":"(2) Section 17(a) of the Securities Act of 1933","page":-1,"zoom":""}]},{"title":"C.  Disclosures and Key Omissions Raising Concerns","page":-1,"zoom":""},{"title":"(1) Mischaracterizing the Involvement of Firmwide Risk Managers  ","page":-1,"zoom":"","children":[{"title":"(2) Mischaracterizing SCP as \u201cFully Transparent to the Regulators\u201d ","page":-1,"zoom":"","children":[{"title":"On the April 13, 2012 earnings call, Mr. Braunstein also said the following with respect to the CIO\u2019s Synthetic Credit Portfolio: ","page":-1,"zoom":""},{"title":"\u201cAnd I would add that all those positions are fully transparent to the regulators.  They review them, have access to them at a y point in time, get the information on those positions on a regular and recurring basis as part of our normalized reporting.\u201d","page":-1,"zoom":""},{"title":"This statement by Mr. Braunstein had no basis in fact.  The bank never provided the OCC with \u201ca regular and recurring\u201d report on the Synthetic Credit Portfolio trading positions.  Also, the notion that JPMorgan Chase would regularly provide trading positions to the OCC on an ongoing basis was inconsistent with the bank\u2019s whole approach to the SCP.  Chapter VI describes in detail how, for years, JPMorgan Chase minimized the SCP data it provided to the OCC.  Just a few months earlier in 2012, Mr. Braunstein had been personally involved in a dispute with the OCC over access to daily CIO profit and loss (P&L) data.  In either late January or early February 2012, at the direction of Mr. Dimon, the bank abruptly stopped providing daily CIO P&L reports to the OCC, because Mr. Dimon believed it was too much information to provide to the OCC.  When the OCC insisted that the daily P&L reports be restored, Mr. Braunstein ordered a resumption of the reports, despite inciting Mr. Dimon\u2019s anger as a result, who reportedly raised his voice at Mr. Braunstein.  Because Mr. Braunstein knew that the bank was only reluctantly providing CIO P&L data to the OCC, it is unclear what reasonable basis he had for stating that the bank was regularly providing the agency with the much more detailed and sensitive data involved in SCP trading positions.  In fact, it was not until a month later, on May 17, 202, that in response to an OCC special request, the bank provided the agency for the first time with specific SCP position level data.  ","page":-1,"zoom":""},{"title":"Contrary to Mr. Braunstein\u2019s representation, the bank was not \u201cfully transparent\u201d with its regulators regarding the SCP.  As detailed in Chapter VI, although the SCP was established in 2006, the bank did not include the name of the Synthetic Credit Portfolio in any document given to the OCC until January 2012.  At the end of January 2012, CIO executives told OCC examiners that the Synthetic Credit Portfolio was being reduced in size, leading the OCC to believe that the bank was planning to phase it out entirely with a year or two, when in truth the bank was already engaged in a strategy to increase the portfolio\u2019s size.  At the same time the SCP was growing, the bank had ceased sending several regular CIO reports to the OCC during the first quarter of 2012.  As SCP losses mounted in March and April, the bank did not update the OCC about what was happening.  Instead, the bank gave notice to the agency of the SCP\u2019s problems in early May, only days before it disclosed such losses publicly as part of its 10-Q filing.   ","page":-1,"zoom":""},{"title":"By telling investors that the Synthetic Credit Portfolio positions were \u201cfully transparent\u201d to regulators, the bank likely sought to reassure investors about the risky whale trades that the media had characterized as large enough to \u201cdriv[e] prices in the $10 trillion market.\u201d  It would be reasonable for investors to want to know if such large positions were known to the bank\u2019s  egulators.  Investors might have reasoned that such trades, if known to regulators, could not have been overly risky; but if hidden, investors might have worried they were high risk transactions that regulators might otherwise have challenged. ","page":-1,"zoom":""}]},{"title":"(3)  Mischaracterizing SCP Decisions as \u201cMade on a Very ","page":-1,"zoom":""},{"title":" Long-Term Basis\u201d","page":-1,"zoom":""},{"title":"(4) Mischaracterizing SCP Whale Trades As Hedges  ","page":-1,"zoom":"","children":[{"title":"No Clear Offsets.  As described in Chapter III, the purpose of the SCP was undocumented, unclear, and changed over time.  The assets that the SCP was purportedly hedging were not identified or defined in writing, and calculating the size and nature of the hedge was treated as a \u201cguesstimate.\u201d  Days before the April 13 earnings call, Mr. Dimon asked his colleagues, including Mr. Braunstein, for the correlation between the SCP and the portfolio the SCP was meant to hedge.  Mr. Dimon told the Subcommittee that he did not recall if he received a response.  Ms. Drew, who had told her colleagues she was \u201cworking on Jamie\u2019s request for correlation,\u201d told the Subcommittee that so many events were unfolding at the time, that she did not recall if the correlation analysis was sent to him.  The Subcommittee found no evidence that it was.  Mr. Hogan also requested a correlation analysis to  espond to regulators\u2019 questions about the SCP, and included Mr. Braunstein on his email, but JPMorgan Chase never produced it.  ","page":-1,"zoom":""},{"title":"Net Long Posture.  Mr. Braunstein explained to the Subcommittee that JPMorgan Chase, by its very nature as a bank which loans money, was \u201clong\u201d credit, because when credit deteriorated, the bank lost money.  In contrast, a portfolio that held a \u201cshort\u201d credit position generally gained money when credit deteriorated.  On April 5, 2012, in anticipation of the press articles due to be published the following day, Ms. Drew sent Mr. Dimon, Mr. Braunstein, and other members of the JPMorgan Chase Operating Committee an email on April 5 stating: ","page":-1,"zoom":""},{"title":"Scenario Analysis Showed SCP Was Not a Hedge.  The statements by Mr. Braunstein and Mr. Dimon were also contradicted by an internal bank analysis that both received two days before the earnings call.  That analysis clearly depicted the SCP as in a long posture and likely to lose money in a negative credit environment \u2013 which meant it was not operating as a hedge to offset the ba k\u2019s other credit risks.","page":-1,"zoom":"","children":[{"title":"SCP\u2019s History.  As noted above, during the interview with Mr. Dimon, JPMorgan Chase\u2019s General Counsel denied that Mr. Braunstein had characterized the SCP book as a hedge during the April earnings call.  In the letter, Mr. Braunstein did not repeat that denial.  Rather, he explained that his \u201cstatements on April 13 regarding those hedging characteristics were references to the portfolio\u2019s design and historical performance as a hedge.\u201d ","page":-1,"zoom":""},{"title":"No \u201cFat Tail Hedge.\u201d  In addition to contending that he was discussing the SCP\u2019s function as a hedge in a historical sense, Mr. Braunstein\u2019s letter to the Subcommittee also explained that he had described the SCP as a hedge after \u201creceiv[ing] information from a number of sources regarding the CIO/London Whale issue\u201d including \u201cnumerous conversations with Ina Drew, J.P. Morgan\u2019s Chief Investment Officer, and members of her London-based team, including the CIO\u2019s Chief Risk Officer and Chief Financial Officer, as well as John Hogan, J.P. Morgan\u2019s Chief Risk Officer.\u201d  He also \u201cspecifically recalled\u201d the April 11 presentation, described above.  These sources do not provide a reasonable basis, however, for Mr. Braunstein\u2019s characterization of the SCP as a hedge.","page":-1,"zoom":""}]}]},{"title":"(5) Asserting SCP Trades Were Consistent With the Volcker Rule  ","page":-1,"zoom":""},{"title":"The final point made in the April 13 earnings call by Mr. Braunstein involved the Volcker Rule.  Mr. Braunstein stated: ","page":-1,"zoom":""},{"title":"\u201cThe last comment that I would make is that based on, we believe, the spirit of the legislation as well as our reading of the legislation, and consistent with this long-term investment philosophy we have in CIO we believe all of this is consistent with what we believe the ultimate outcome will be related to Volcker.\u201d  ","page":-1,"zoom":""},{"title":"The Volcker Rule, codified at Section 619 of the Dodd-Frank Wall Street Reform and Consumer Protection Act, is intended to reduce bank risk by prohibiting high-risk proprietary trading activities by federally insured banks, their affiliates, and subsidiaries.  At the same time, the Volcker Rule is intended to allow certain bank trading activities to continue, including \u201crisk-mitigating hedging activities,\u201d meaning hedging activities that reduce, rather than increase, a bank\u2019s risk of losses.    ","page":-1,"zoom":""},{"title":"(6) Omitting VaR Model Change  ","page":-1,"zoom":""}]}]},{"title":"Chapter 6-OCC Oversight FINAL (3-12-13).pdf","page":-1,"zoom":"","children":[{"title":"A.  Overview of OCC\u2019s Oversight Role","page":-1,"zoom":""},{"title":"B.  Pre-2012:  Avoiding OCC Oversight As the SCP Develops ","page":-1,"zoom":"","children":[{"title":"Prior to 2012, the OCC had very little understanding of the strategies, size, or risk profile of the CIO\u2019s Synthetic Credit Po tfolio (SCP).  The OCC\u2019s lack of understanding was due primarily to a lack of disclosure by the bank about the SCP when it was established, when it delivered unexpected revenues, or when it began to increase in size and risk in 2011.  The OCC told the Subcommittee that, in 2010, as part of an examination of the SCP\u2019s investment portfolios, the examination staff had a vague understanding that a CIO portfolio had been established to provide stress loss protection for the bank and earn some profit, as the CIO had done in the financial crisis, but did not know the portfolio\u2019s name, the extent of its derivatives trading, or its risk profile.  While the OCC, in hindsight, identified occasional references to a \u201ccore credit portfolio\u201d in bank materials, it dete mined that the earliest explicit mention of the SCP as a CIO portfolio was when it was mentioned in a routine bankwide Value-at-Risk (VaR) report on January 27, 2012.  That report identified the SCP for the first time as a distinct portfolio accounting or over 90% of the CIO\u2019s VaR.  The lack of bank disclosures essentially made it more difficult for OCC to effectively oversee this high risk portfolio in its early years.","page":-1,"zoom":""},{"title":"(1) 2006-2009:  Minimizing OCC Oversight As SCP Expands ","page":-1,"zoom":""},{"title":"In 2006, JPMorgan Chase approved a request by the CIO to create a new credit derivatives trading portfolio as part of an inter al \u201cNew Business Initiative Approval\u201d (NBIA).  Typically, the bank does not share NBIAs with the OCC, and the OCC told the Subcommittee that it was unaware of whether it received a copy of the 2006 NBIA that gave rise to the CIO\u2019s Synthetic Credit Portfolio.  The OCC also told the Subcommittee that, even if it had known at the time, it would have had no role in approving and could not have prohibited establishment of the new Synthetic Credit Portfolio as proposed in 2006, although it could have monitored its activities and development.  The OCC told the Subcommittee that it did not know exactly when, after receiving approval, the CIO actually began to buy and sell credit derivatives.  The OCC did determine that it was in 2008, that the CIO portfolio was given its current name, the Synthetic Credit Portfolio.  The OCC also determined that the 2006 NBIA was not updated then or later, even as the SCP significantly expanded its credit derivatives trading activity. ","page":-1,"zoom":""},{"title":"The OCC told the Subcommittee that one reason it had only a rudimentary understanding of the SCP was because the CIO made nume ous name and organizational changes to its investment portfolios over the years, making them difficult to track.  In addition, the SCP was not named in any portfolio lists that the CIO provided to the OCC from 2007 through 2012, although the CIO occasionally referred to a \u201ccore credit portfolio,\u201d which was one part of the SCP.  ","page":-1,"zoom":""},{"title":"The bank and the OCC told the Subcommittee that, instead of focusing on the SCP, the CIO typically discussed its Tactical Asse  Allocation (TAA) mark-to-market portfolio, a broader investment portfolio which included the SCP.  Consistent with that explanation, several internal CIO documents indicate that when CIO head Ina Drew discussed the CIO\u2019s investment portfolios with the JPMorgan Chase Board of Director\u2019s Risk Policy Committee, she talked about the larger TAA portfolio, and did not mention the SCP.  In addition, the CIO and OCC told the Subcommittee that a few years earlier, the TAA portfolio had been called the \u201cDiscretionary Trading\u201d portfolio.  Moreover, the CIO told the Subcommittee that in January 2012, it merged the TAA with another portfolio of mark-to-market assets called the Strategic Asset Allocation portfolio, and called the product of that merger the \u201cMTM Overlay\u201d portfolio.  Ms. Drew said the frequent name changes and portfolio reconfigurations were made for business reasons and not to evade regulatory oversight.  ","page":-1,"zoom":""},{"title":"According to the OCC, it was very unusual for a bank to do what JPMorgan Chase did with the SCP \u2013 use its excess deposits to e gage in short term credit derivatives trading \u2013 an approach no other major U.S. bank employs.  JPMorgan Chase later claimed that the SCP represented a \u201csuccessful\u201d way to hedge the bank\u2019s credit risks.  The bank was unable to explain, however, why it failed for years to notify its primary regulator of that new and effective hedge, generate documents laying out the SCP\u2019s hedging objectives and strategies, or accumulate hedging related performance data.  The bottom line is that the bank did not disclose and the OCC did not learn of the extent and associated risks of the CIO\u2019s growing Synthetic Credit Portfolio until media reports on April 6, 2012 described the book\u2019s outsized credit derivative holdings.","page":-1,"zoom":""},{"title":"(2)  2010:  Resisting OCC Examination Results ","page":-1,"zoom":"","children":[{"title":"In 2010, as part of its routine examination process, the OCC conducted a detailed review of the CIO\u2019s investment activities, focusing in particular on the $350 billion Available for Sale portfolio, and warned that the CIO needed to do a better job documenting portfolio decisions and managing the risks associated not only with that investment portfolio but with several others as well.  ","page":-1,"zoom":""},{"title":"On December 8, 2010, after concluding its examination of the CIO\u2019s investment activities, the OCC sent a Supervisory Letter to CIO head Ina Drew with its findings, requirements, and recommendations.  The Supervisory Letter included a Matter Requiring Attention (MRA) \u2013 meaning a matter that required corrective action by the bank \u2013 stating that CIO management needed to \u201cdocument investment policies and portfolio decisions.\u201d  The Supervisory Letter also found that the \u201crisk management framework for the investment portfolios (Strategic Asset Allocation and Tactical Asset Allocation)\u201d lacked \u201ca documented methodology,\u201d \u201cclear records of decisions,\u201d and other features to ensure that the CIO was making investments and controlling associated risks in line with the expectations of senior management and the appropriate Board of Directors committee.  The Supervisory Letter made no explicit mention of the Synthetic Credit Portfolio, but because the SCP was part of the TAA portfolio, which was mentioned in the MRA, the MRA also applied to the SCP.","page":-1,"zoom":""},{"title":"Prior to the OCC\u2019s issuance of a Supervisory Letter, it is standard practice for the OCC to hold a close-out meeting with the ank to discuss the examination findings, requirements, and recommendations, and receive bank management\u2019s response.  The OCC\u2019s head capital markets examiner at JPMorgan Chase held that meeting with CIO head Ina Drew, whom he said did not react well to the examination\u2019s criticisms.  According to a later email by his supervisor, the OCC Examiner-In-Charge, Ms. Drew \u201c\u2018sternly\u2019 discussed [the OCC\u2019s] conclusions with him for 45 minutes.\u201d  The OCC told the Subcommittee that, among other objections, she complai ed that the regulator was trying to \u201cdestroy\u201d JPMorgan Chase\u2019s business, and that its requirements would take away necessary flexibility from the CIO.  Moreover, according to the Examiner-In-Charge\u2019s email, Ms. Drew informed the OCC \u201cthat investment decisions are made with the full understanding of executive management including Jamie Dimon.  She said that everyone knows that is going on and there is little need for more limits, controls, or reports.\u201d  ","page":-1,"zoom":""},{"title":"The OCC\u2019s head capital markets examiner told the Subcommittee that he was \u201csurprised\u201d at the time by her reaction, because tha  level of \u201cpushback\u201d for an MRA regarding \u201cbasic banking\u201d expectations was \u201cextreme.\u201d  The OCC Examiner-In-Charge characterized Ms. Drew\u2019s response as an attempt to invoke Mr. Dimon\u2019s authority and reputation in order to try to avoid implementing formal documentation requirements.  When asked about the meeting, Ms. Drew told the Subcommittee that her recollection was, while she disagreed with the OCC\u2019s recommendations, it was a good \u201ctwo way\u201d discussion.","page":-1,"zoom":""},{"title":"The CIO\u2019s formal response to the OCC\u2019s 2010 Supervisory Letter, signed by Ms. Drew in January 2011, committed to documenting i vestment and risk decisions for the SAA portfolio, but never mentioned the TAA portfolio in which the SCP was then located.  Ms. Drew told the Subcommittee that the failure to mention the TAA portion of the MRA was not intentional; the SAA was simply a bigger portfolio.  The OCC told the Subcommittee that it should have noticed at the time that the CIO\u2019s response was limited to the SAA portfolio, but said it did not, characterizing it failure to notice as an \u201coversight\u201d by the OCC.","page":-1,"zoom":""},{"title":"According to the OCC, it usually performs a check one year after an MRA is issued to evaluate whether the bank has taken the required corrective action.  In this case, however, the OCC told the Subcommittee that it did not provide a timeframe for completion of the corrective action and did not check on the status of actions taken by the CIO to document its investment and risk decisions.  The OCC told the Subcommittee that the MRA should have been reviewed by December 2011, but because of competing priorities, it had delayed conducting that review until the fall of 2012.  The OCC also told the Subcommittee that it must officially \u201cclear\u201d any given MRA on its internal tracking system, and does not do so unless examiners confirm that the matter has been resolved.  Ms. Drew, however, told Subcommittee staff that she believed the MRA had been closed out, though, in fact, it had not a d the OCC had not told the bank it was closed.  The OCC indicated that, while it had not cleared the CIO\u2019s 2010 MRA and would have examined the status of the MRA as part of a CIO examination in the fall of 2012, an examination that was overcome by events, it still viewed its mishandling of the 2010 MRA as a \u201cfail from OCC.\u201d  ","page":-1,"zoom":""}]},{"title":"(3)  2011:  Missing SCP Red Flags ","page":-1,"zoom":""}]},{"title":"(2)  Failing to Provide OCC with CIO Data","page":-1,"zoom":""},{"title":"The CIO managed $350 billion in excess deposits, a portfolio whose size was second only to that managed by the Investment Bank within JPMorgan Chase.  To keep apprised of CIO activity, the OCC required the bank to share a number of standard internal reports tracking the CIO\u2019s asset, risk, and profit/loss data.  In early 2012, however, the bank\u2019s standard reports began to omit critical CIO data.  Those data gaps meant the OCC did not have comprehensive or up-to-date information about the CIO\u2019s trading activities, including with respect to the SCP.  ","page":-1,"zoom":""},{"title":"Executive Management Reports.  One of the regular reports the bank supplied to the OCC was a monthly Treasury Executive Management Report (EMR), which included a section with basic performance data for the CIO.  According to the OCC, over time, those reports became thinner and thinner with less useful information about the CIO.  The OCC told the Subcommittee that it approached JPMorgan Chase\u2019s Chief Financial Officer, Douglas Braunstein, as well as the bank\u2019s Corporate Treasury division about the lack of sufficient information in the EMR.  The OCC explained that it was concerned because \u201cless information mean[t] less questions\u201d that regulators could pose.  Then, in January 2012, the OCC noted that the usual monthly Treasury EMR did not include any section on the CIO, as it had in the past.  The OCC said it later learned that, without any notice to the agency, the CIO had begun issuing its own Executive Management Report (EMR).  The OCC said that the CIO did not provide the OCC with copies of the CIO\u2019s new EMR in January, February, March, or April, the same four-month period during which the SCP losses exploded.  When the OCC finally learned of and requested a copy of the CIO\u2019s monthly EMR report in April, after the London whale stories appeared in the press, it promptly received a copy.  It is difficult to understand how the bank could have failed to provide, and the OCC failed to request, basic CIO performance data for a four month period. ","page":-1,"zoom":""},{"title":"Valuation Control Group Reports.  A second type of report that the bank routinely provided to the OCC was the CIO\u2019s Valuation Control Group (VCG) reports, which were monthly reports containing verified valuations of its portfolio assets.  The OCC used these reports to track the performance of the CIO investment portfolios.  But in 2012, the OCC told the Subcommittee that the CIO VCG reports for February and March failed to arrive.  These are the same months during which it was later discovered that the CIO had mismarked the SCP book to hide the extent of its losses.  On April 13, 2012, after the London whale trades appeared in  he press, the OCC requested copies of the missing VCG reports, which were provided on the same day.  Again, it is difficult to understand how the bank could have failed to provide those basic reports on a timely basis, and how the OCC could have failed to notice, for two months, that the reports had not arrived.  Moreover, when the March VCG report was later revised to increase the SCP liquidity reserve by roughly fivefold, that revised report was not provided to the OCC until May 17.    ","page":-1,"zoom":""},{"title":"P&L Reports.  A third standard internal bank report that the bank was supposed to provide, but which OCC experienced difficulty in obtaining, involved the daily profit and loss (P&L) figures for the CIO.   The OCC told the Subcommittee that the bank\u2019s standard practice had been to send P&L reports for the CIO as a whole and to provide aggregated figures that did not break down P&L totals for individual portfolios like the SCP.  Then, in either late January or early February 2012, the OCC said that the daily CIO P&L report stopped arriving in OCC electronic inboxes.  The OCC explained that when it brought up what it thought was simply a glitch in JPMorgan Chase\u2019s email delivery, the bank informed it that Chief Executive Officer Jamie Dimon had ordered the bank to cease providing the CIO\u2019s daily P&L reports, because he believed it was too much information to provide to the OCC.  The OCC said that the bank explained further that it had experienced a series of unauthorized data disclosures and the bank, not knowing who was leaking the data, sought to limit the information it provided to the OCC, even though OCC had not been responsible for the leaks.  According to the OCC, when it requested resumption of the daily CIO P&L reports, Douglas Braunstein, JPMorgan Chase\u2019s Chief Financial Officer, agreed to the request, but had apparently not informed Mr. Dimon.  At a meeting shortly the eafter in which both Mr. Braunstein and Mr. Dimon were present, according to the OCC, when Mr. Braunstein stated that he had ordered resumption of the reports, Mr. Dimon reportedly raised his voice in anger at Mr. Braunstein.  The OCC said that Mr. Dimon then disclosed that he was the one who had ordered a halt to the reports and expressed the opinion that the OCC did not need the daily P&L figures for the CIO.  Despite his reaction, the CIO P&L reports were not halted again.  The OCC estimated that it was without the reports for less than a week altogether.","page":-1,"zoom":""},{"title":"The OCC told the Subcommittee that when the bank finally provided daily P&L data for the CIO\u2019s individual portfolios, it again provided aggregated data that made it difficult to track and analyze the trading activity and individual assets.  The OCC noted that the aggregated SCP data was in marked contrast to the daily P&L data that JPMorgan Chase\u2019s Investment Bank provided to the OCC on a routine basis for the same types of credit derivatives.  ","page":-1,"zoom":"","children":[{"title":"Later on, the OCC learned that the P&L reporting for the SCP included mismarked derivative values which produced quarter-end SCP losses that, as a whole, were understated by $660 million.  While the OCC told the Subcommittee that it concluded that the bank had not undertaken a deliberate effort to mislead its regulator, the bank\u2019s improper valuation practices had resulted in misleading P&L information being sent to the OCC.  ","page":-1,"zoom":""},{"title":"Late, missing, and misleading CIO information in the EMR, VCG, and P&L reports sent to the OCC meant that the OCC was supervising the CIO using incomplete and inaccurate information.  The lack of accurate data also impeded effective OCC oversight of the high risk trading strategies used in the SCP that eventually caused the bank to lose over $6 billion.  The absence of transpare t, detailed, and accurate information about the Synthetic Credit Portfolio is exactly the type of documented investment and risk information that the OCC called for after its 2010 examination of the CIO, information requirements which Ina Drew railed against as unnecessary and intrusive.","page":-1,"zoom":""}]},{"title":"During the first quarter of 2012, while JPMorgan Chase omitted critical CIO data from key reports sent to the OCC and failed to send some reports altogether, it did regularly report to the OCC another type of data \u2013 ongoing breaches of the CIO\u2019s risk limits \u2013 that warned of the escalating risk in the CIO\u2019s trading book.  The OCC has acknowledged internally that its examiners received that data from the bank, but inexplicably failed to take notice of it or to investigate the causes of the ongoing breaches.    ","page":-1,"zoom":""},{"title":"(4)  Miscasting Long Acquisitions As Risk Reducing","page":-1,"zoom":""},{"title":"Contemporaneous OCC documentation indicates that many senior OCC personnel initially accepted the bank\u2019s characterization of the SCP as a hedging mechanism intended to reduce bank risk.  When questions arose about how the SCP could be characterized as a hedge when it purchased so many long credit derivative positions, OCC examiners initially accepted the bank\u2019s explanation that  he long positions were acquired in order to offset, or hedge, the SCP\u2019s own existing short positions, which the CIO wanted to reduce, but viewed as too illiquid to simply sell off.  What was not offered as an explanation at the time, but which has become apparent in contemporaneous bank documents is that the CIO\u2019s motive for purchasing IG long credit derivatives in January 2012, was not just to offset the CIO\u2019s short positions, but also to generate cash premiums, or \u201ccarry,\u201d which it could then use to fi ance the purchase of still more high yield shorts.  As 2012 wore on, another motive for acquiring long derivatives was to use the incoming cash premiums to offset the daily mark-to-market losses the CIO was having to record for the SCP.  ","page":-1,"zoom":""},{"title":"The OCC told the Subcommittee that its examination team was not aware that the CIO was purchasing IG longs, in part, to produce carry that could be used to purchase additional high yield shorts and offset SCP reported losses.  The OCC told the Subcommittee that its examiners had believed the bank\u2019s assertion that the IG longs were acquired to offset the risks of its high yield shorts.  ","page":-1,"zoom":"","children":[{"title":"April Presentation.  During the JPMorgan Chase earnings call with investors on April 13, 2012, when asked about the whale trades, Mr. Dimon told investors the CIO stories in the press were a \u201ccomplete tempest in a teapot,\u201d and CFO Douglas Braunstein announced that \u201c[w]e are very comfortable with our positions \u2026.\u201d  ","page":-1,"zoom":""},{"title":"Three days later, on April 16, 2012, the bank provided a 13-page presentation to regulators about the whale trades, its first written description about what happened.  In it, the bank told regulators that the objective of the SCP was to \u201cprotect against a significant downturn in credit, offsetting natural credit exposures in CIO and the firm,\u201d though it did not describe the particular credit exposures being offset or the risks or vulnerabilities involved in the whale trades themselves.  This representation, which, again, portrayed the SCP book as designed to lower bank risk, was, again, inconsistent with the SCP book itself, since it continued to hold a net long position, meaning it was exposed to credit risk, just as the CIO\u2019s portfolio and the bank as a whole were exposed to credit risk.  ","page":-1,"zoom":""},{"title":"The OCC told the Subcommittee that its examiners knew at this point that, given the book\u2019s long risk posture, the SCP was not performing a hedging function.  The OCC told the Subcommittee that the bank\u2019s assertion that the SCP was a \u201cdedicated hedge\u201d had actually raised \u201calarm bells\u201d for the OCC, because it should have been, but was not reported as such, like other instruments i  the CIO that served a \u201cdedicated hedge\u201d function, such as the hedges against Mortgage Servicing Rights and interest rate risk.  The OCC was unable to explain why it did not, at that point, confront the bank with its analysis that the SCP was not, in fac , a hedge. ","page":-1,"zoom":""},{"title":"The OCC also told the Subcommittee that it later determined that the CIO\u2019s April 16 presentation contained \u201cmaterial misrepresentations,\u201d including a misrepresentation that the 2012 first quarter SCP losses totaled $580 million, when first quarter losses had actually been internally reported as $719 million.  More significantly, at the time the bank briefed the OCC in April, the SCP losses were more than double the $580 million figure provided by the bank; the bank should have told the OCC that the losses by then totaled $1.25 billion.   OCC told the Subcommittee that the bank\u2019s presentation also included \u201cunrealistic scenarios\u201d for the second quarter, promising overly optimistic future recovery of the SCP assets\u2019 value.  The OCC told the Subcommittee that, at the time it received the presentation in April, it had viewed the presentation as providing additional information \u201cin good faith.\u201d  ","page":-1,"zoom":""},{"title":"So, by late April 2012, the bank had provided the OCC with repeated assurances that the SCP functioned as a hedge designed to lower bank risk, supplied one \u201cuseless\u201d chart and another less-than-complete briefing detailing the trades, and offered multiple excuses for the CIO\u2019s breaching its risk limits.  In addition, the bank did not disclose in April the portfolio\u2019s escalating losses or the fact that it had lost money on most days since January.  The OCC told the Subcommittee that the bank\u2019s repeated expressions of unconcern about the SCP, together with the limited data provided about its size, risk profile, and losses, had persuaded the OCC to deem the whale trades issue \u201cclosed\u201d in an internal email on April 23, 2012.  Ultimately, OCC\u2019s excessive trust in the bank allowed the bank to avoid scrutiny about the status of the SCP, and was a central reason for the OCC\u2019s failure to challenge the unsafe and unsound derivatives trading activity by the CIO.","page":-1,"zoom":""}]},{"title":"(2)  Updating OCC Only When Losses About to Become Public","page":-1,"zoom":"","children":[{"title":"At the same time it was reassuring its regulators, JPMorgan Chase ramped up its internal efforts to address the rapidly escala ing losses in the SCP.  As shown in the below chart tracking the SCP\u2019s daily profit-loss reports, which the bank recorded but did not provide to the OCC at the time, the SCP went from a pattern of steady losses from January through most of March, to a volatile pattern of much larger losses starting on March 27, 2012.  Those larger losses began after the CIO traders had \u201cdoubled down\u201d on the SCP\u2019s credit derivatives trading strategy by placing a series of enormous trades in March, in which the CIO acquired $40 billion of notional long positions in several credit indices which rapidly lost value.  Starting on April 27, 2012, the effort to understand and stop the SCP losses became, in the words of JPMorgan Chase\u2019s Deputy Chief Risk Officer Ashley Bacon \u201call consuming.\u201d","page":-1,"zoom":""}]},{"title":"Source:  7/30/2012 OCC Large Bank Supervision presentation to Subcommittee re Chief Investment Office Discussion, at PSI-OCC-0-000026 (showing the MTM Stop Loss Advisory as a horizontal line).","page":-1,"zoom":""},{"title":"For ten days, from April 9 to April 19, the bank repeatedly assured the OCC that the CIO whale trades were nothing to worry about.  JPMorgan Chase did not update the OCC again until May 4, 2012, despite, as the above chart shows, increasing losses and breaches of the CIO\u2019s MTM stop loss limit.  The OCC told the Subcommittee that the bank should have alerted the agency when the SCP losses intensified.  The bank also did not update the OCC on Achilles Macris\u2019 request at the end of March that JPMorgan employees, Ashley Bacon and Olivier Vigneron, who worked in the Investment Bank, be diverted \u201cfor help with the synthetic credit book,\u201d because Mr. Macris had \u201clost confidence\u201d in his team.  In addition, the bank did not update the OCC, as it should have, on then-$500 million in CIO collateral disputes indicating that the CIO may have been overvaluing SCP assets and understating its losses.  According to the OCC, for nearly three weeks, the bank did not call, email, or otherwise update the OCC about any aspect of the SCP\u2019s worsening status.  ","page":-1,"zoom":""},{"title":"Then, on May 4, 2012, a few days before JPMorgan Chase had to file a 10-Q report with the SEC publicly disclosing its first quarter financial results, two senior bank executives telephoned the OCC Examiner-In-Charge to inform the OCC that the SCP had incurred \u201ccurrent losses\u201d of \u201capproximately $1.6 billion.\u201d  According to the OCC, the bank\u2019s Chief Financial Officer, Douglas Brau stein, told the OCC during the call that the losses were the result of \u201cpositions established some time ago,\u201d a characterization that, according to OCC, was \u201cnot accurate\u201d because the losses were largely caused by derivative purchases made in the first quarter of 2012.  The Examiner-In-Charge told the Subcommittee that he was taken aback at the time, since the bank should have updated him about the mounting losses prior to that telephone call. ","page":-1,"zoom":""},{"title":"(3)  Hiding Problems with the Marks","page":-1,"zoom":""},{"title":"E.  OCC Aftermath","page":-1,"zoom":""}]},{"title":"Chapter 1-Executive Summary  FINAL (3-12-13).pdf","page":-1,"zoom":"","children":[{"title":"More than a Tempest in a Teapot.  In the April 13 earnings call, in response to a question, Mr. Dimon dismissed media reports about the SCP as a \u201ctempest in a teapot.\u201d  While he later apologized for that comment, his judgment likely was of importance to investors in the immediate aftermath of those media reports.  The evidence also indicates that, when he made that statement, Mr. Dimon was already in possession of information about the SCP\u2019s complex and sizeable portfolio, its sustained losses for three straight months, the exponential increase in those losses during March, and the difficulty of exiting the SCP\u2019s positions.  ","page":17,"zoom":"XYZ 165 481 null"},{"title":"Mischaracterizing Involvement of Firmwide Risk Managers.  Mr. Braunstein stated on the April 13 earnings call that \u201call of those positions are put on pursuant to the risk management at the firm-wide level.\u201d  The evidence indicates, however, that in 2012, JPMorgan Chase\u2019s firmwide risk managers knew little about the SCP and had no role in putting on its positions.  JPMorgan Chase\u2019s Chief Risk Officer John Hogan told the Subcommittee, for example, that, prior to the April press reports, he had been unaware of the size and nature of the SCP, much less its mounting losses.  Virtually no evidence indicates that he, his predecessor, o  any other firmwide risk manager played any role in designing or approving the SCP positions acquired in 2012, until well after the April 13 earnings call when the bank\u2019s risk managers effectively took over management of the SCP.  In addition, Mr. Brauns ein\u2019s statement omitted any mention of the across-the-board risk limit breaches triggered by the SCP during the first quarter of 2012, even though those breaches would likely have been of interest to investors.  ","page":17,"zoom":"XYZ 151 314 null"},{"title":"Mischaracterizing SCP as \u201cFully Transparent to the Regulators.\u201d  In the bank\u2019s April 13 earnings call, Mr. Braunstein said tha  the SCP positions were \u201cfully transparent to the regulators,\u201d who \u201cget information on those positions on a regular and recurring basis as part of our normalized reporting.\u201d  In fact, the SCP positions had never been disclosed to the OCC in any regular bank report.  The bank had described the SCP\u2019s positions to the OCC for the first time, in a general way, only a few days earlier and failed to provide more detailed information for more than a month.  Mr. Braunstein\u2019s statement also omitted the fact that JPMorgan Chase had dodged OCC oversight of the SCP for years by failing to alert the agency to the establishment of the portfolio, failing to provide any portfolio-specific information in CIO reports, and even disputing OCC access to daily CIO profit-loss reports.  During the April 13 call, the bank led investors to believe that the SCP operated under close OCC supervision and oversight, when the truth was that the bank had provided barely any SCP data for the OCC to review.  ","page":18,"zoom":"XYZ 165 1023 null"},{"title":"Mischaracterizing SCP Decisions as \u201cMade on a Very Long-Term Basis.\u201d  On the bank\u2019s April 13 earnings call, Mr. Braunstein also stated that with regard to \u201cmanaging\u201d the stress loss positions of the Synthetic Credit Portfolio, \u201c[a]ll of the decisions are made on a very long-term basis.\u201d  In fact, the CIO credit traders engaged in daily derivatives trading, and the bank conceded  he SCP was \u201cactively traded.\u201d  An internal CIO presentation in March 2012, provided to the bank\u2019s executive committee a month before the earnings call, indicated that the SCP operated on a \u201cshort\u201d time horizon.  In addition, many of the positions produci g SCP losses had been acquired just weeks or months earlier.  Mr. Braunstein\u2019s characterization of the SCP as making long term investment decisions was contrary to both the short-term posture of the SCP, as well as how it actually operated in 2011 and 202.  His description was inaccurate at best and deceptive at worst.","page":18,"zoom":"XYZ 165 733 null"},{"title":"Mischaracterizing SCP Whale Trades As Providing \u201cStress Loss Protection.\u201d  During the April 13 call, Mr. Braunstein indicated  hat the SCP was intended to provide \u201cstress loss protection\u201d to the bank in the event of a credit crisis, essentially presenting the SCP as a portfolio designed to lower rather than increase bank risk.  But in early April, days before the earnings call, Ms. Drew told the bank\u2019s executive committee that, overall, the SCP was \u201clong\u201d credit, a posture that multiple senior executives told the Subcommittee was inconsistent with providing protection against a credit crisis.  Moreover, a detailed analysis reviewed by senior management two days before the April 13 earnings call showed that in multiple scenarios involving a deterioration of credit, the SCP would lose money.  While the bank may have sought to reassure investors that the SCP lowered the bank\u2019s credit risk, in fact, as then configured, the SCP would have amplified rather than reduced the bank\u2019s losses in the event of a credit crisis.  The bank\u2019s description of the SCP was simply erroneous. ","page":18,"zoom":"XYZ 165 485 null"},{"title":"Asserting SCP Trades Were Consistent With the Volcker Rule.  The final point made in the April 13 earnings call by Mr. Braunstein was:  \u201c[W]e believe all of this is consistent with what we believe the ultimate outcome will be related to Volcker.\u201d  The Volcker Rule is intended to reduce bank risk by prohibiting high risk proprietary trading activities by federally insured banks,  heir affiliates, and subsidiaries.  However, the Volcker Rule also allows certain trading activities to continue, including \u201crisk-mitigating hedging activities.\u201d  Mr. Braunstein\u2019s statement gave the misimpression that the SCP was \u201chedging\u201d risk.  When the Subcommittee asked the bank for any legal analyses regarding the Volcker Rule and the SCP, the bank responded that none existed.  On the day prior to the earnings call, Ina Drew wrote to Mr. Braunstein that \u201cthe language in Volcker is unclear,\u201d a statement that presumably refers to the fact that the implementing regulation was then and still is under development.  In addition, the bank had earlier written to regulators expressing concern that the SCP\u2019s derivatives trading would be \u201cprohibited\u201d by the Volcker Rule.  The bank omitted any mention of that analysis to investors, when essentially asserting that the CIO would be permitted under the law to continue operating the SCP as before.","page":18,"zoom":"XYZ 165 218 null"},{"title":"Omitting VaR Model Change.  Near the end of January, the bank approved use of a new CIO Value-at-Risk (VaR) model that cut in half the SCP\u2019s purported risk profile, but failed to disclose that VaR model change in its April 8-K filing, and omitted the reason for returning to the old model in its May 10-Q filing.  JPMorgan Chase was aware of the importance of VaR risk analysis to investors, because when the media first raised questions about the whale trades, the bank explicitly referred analysts to the CIO\u2019s VaR totals in its 2011 annual 10-K filing, filed on February 29, 2012.  Yet, days later, on April 13, the bank's 8-K filing contained a misleading chart that listed the CIO\u2019s first quarter VaR total as $67 million, only three million more than the prior quarter, without also disclosing that the new figure was the product of a new VaR model that calculated a much lower VaR profile for the CIO than the prior model.  An analyst or investor relying on the disclosed VaRs for the end of 2011 and the first quarter of 2012 would likely have believed that the positions underlying those VaRs were similar, since the VaR totals were very similar.  The change in the VaR methodology effectively masked the significant changes in the portfolio.  ","page":19,"zoom":"XYZ 165 875 null"},{"title":"When asked in a May 10 call with investors and analysts why the VaR model was changed, Mr. Dimon said the bank made \u201cconstant changes and updates to models, always trying to get them better,\u201d but did not disclose that the bank had reinstated the old CIO VaR model because the \u201cupdate[d]\u201d CIO VaR had understated risk by a factor of two, was error prone, and suffered from operational problems.  The May 10-Q filing included a chart showing a revised CIO VaR for the first quarter of $129 million, which was twice the VaR amount initially reported for the first quarter, and also twice the average amounts in 2011 and 2010.  The only explanation the May 10-Q filing provided was that the revised VaR \u201cwas calculated using a methodology consistent with the methodology used to calculate CIO's VaR in 2011.\u201d  ","page":19,"zoom":"XYZ 165 565 null"},{"title":"Together, these misstatements and omissions about the involvement of the bank\u2019s risk managers in putting on SCP positions, the SCP\u2019s transparency to regulators, the long-term nature of its decisionmaking, its VaR totals, its role as a risk-mitigating hedge, and its supposed consistency with the Volcker Rule, misinformed investors, regulators, and the public about the nature, activities, and riskiness of the CIO\u2019s credit derivatives during the first quarter of 2012.  ","page":19,"zoom":"XYZ 165 360 null"}]},{"title":"Chapter 6-OCC Oversight FINAL (3-14-13).pdf","page":-1,"zoom":"","children":[{"title":"A.  Overview of OCC\u2019s Oversight Role","page":224,"zoom":"XYZ 165 1020 null"},{"title":"B.  Pre-2012:  Avoiding OCC Oversight As the SCP Develops ","page":226,"zoom":"XYZ 165 832 null","children":[{"title":"Prior to 2012, the OCC had very little understanding of the strategies, size, or risk profile of the CIO\u2019s Synthetic Credit Po tfolio (SCP).  The OCC\u2019s lack of understanding was due primarily to a lack of disclosure by the bank about the SCP when it was established, when it delivered unexpected revenues, or when it began to increase in size and risk in 2011.  The OCC told the Subcommittee that, in 2010, as part of an examination of the SCP\u2019s investment portfolios, the examination staff had a vague understanding that a CIO portfolio had been established to provide stress loss protection for the bank and earn some profit, as the CIO had done in the financial crisis, but did not know the portfolio\u2019s name, the extent of its derivatives trading, or its risk profile.  While the OCC, in hindsight, identified occasional references to a \u201ccore credit portfolio\u201d in bank materials, it dete mined that the earliest explicit mention of the SCP as a CIO portfolio was when it was mentioned in a routine bankwide Value-at-Risk (VaR) report on January 27, 2012.  That report identified the SCP for the first time as a distinct portfolio accounting or over 90% of the CIO\u2019s VaR.  The lack of bank disclosures essentially made it more difficult for OCC to effectively oversee this high risk portfolio in its early years.","page":226,"zoom":"XYZ 165 792 null"},{"title":"(1) 2006-2009:  Minimizing OCC Oversight As SCP Expands ","page":227,"zoom":"XYZ 220 1101 null"},{"title":"In 2006, JPMorgan Chase approved a request by the CIO to create a new credit derivatives trading portfolio as part of an inter al \u201cNew Business Initiative Approval\u201d (NBIA).  Typically, the bank does not share NBIAs with the OCC, and the OCC told the Subcommittee that it was unaware of whether it received a copy of the 2006 NBIA that gave rise to the CIO\u2019s Synthetic Credit Portfolio.  The OCC also told the Subcommittee that, even if it had known at the time, it would have had no role in approving and could not have prohibited establishment of the new Synthetic Credit Portfolio as proposed in 2006, although it could have monitored its activities and development.  The OCC told the Subcommittee that it did not know exactly when, after receiving approval, the CIO actually began to buy and sell credit derivatives.  The OCC did determine that it was in 2008, that the CIO portfolio was given its current name, the Synthetic Credit Portfolio.  The OCC also determined that the 2006 NBIA was not updated then or later, even as the SCP significantly expanded its credit derivatives trading activity. ","page":227,"zoom":"XYZ 165 1060 null"},{"title":"The OCC told the Subcommittee that one reason it had only a rudimentary understanding of the SCP was because the CIO made nume ous name and organizational changes to its investment portfolios over the years, making them difficult to track.  In addition, the SCP was not named in any portfolio lists that the CIO provided to the OCC from 2007 through 2012, although the CIO occasionally referred to a \u201ccore credit portfolio,\u201d which was one part of the SCP.  ","page":227,"zoom":"XYZ 165 768 null"},{"title":"The bank and the OCC told the Subcommittee that, instead of focusing on the SCP, the CIO typically discussed its Tactical Asse  Allocation (TAA) mark-to-market portfolio, a broader investment portfolio which included the SCP.  Consistent with that explanation, several internal CIO documents indicate that when CIO head Ina Drew discussed the CIO\u2019s investment portfolios with the JPMorgan Chase Board of Director\u2019s Risk Policy Committee, she talked about the larger TAA portfolio, and did not mention the SCP.  In addition, the CIO and OCC told the Subcommittee that a few years earlier, the TAA portfolio had been called the \u201cDiscretionary Trading\u201d portfolio.  Moreover, the CIO told the Subcommittee that in January 2012, it merged the TAA with another portfolio of mark-to-market assets called the Strategic Asset Allocation portfolio, and called the product of that merger the \u201cMTM Overlay\u201d portfolio.  Ms. Drew said the frequent name changes and portfolio reconfigurations were made for business reasons and not to evade regulatory oversight.  ","page":227,"zoom":"XYZ 165 623 null"},{"title":"According to the OCC, it was very unusual for a bank to do what JPMorgan Chase did with the SCP \u2013 use its excess deposits to e gage in short term credit derivatives trading \u2013 an approach no other major U.S. bank employs.  JPMorgan Chase later claimed that the SCP represented a \u201csuccessful\u201d way to hedge the bank\u2019s credit risks.  The bank was unable to explain, however, why it failed for years to notify its primary regulator of that new and effective hedge, generate documents laying out the SCP\u2019s hedging objectives and strategies, or accumulate hedging related performance data.  The bottom line is that the bank did not disclose and the OCC did not learn of the extent and associated risks of the CIO\u2019s growing Synthetic Credit Portfolio until media reports on April 6, 2012 described the book\u2019s outsized credit derivative holdings.","page":228,"zoom":"XYZ 165 957 null"},{"title":"(2)  2010:  Resisting OCC Examination Results ","page":228,"zoom":"XYZ 0 725 null","children":[{"title":"In 2010, as part of its routine examination process, the OCC conducted a detailed review of the CIO\u2019s investment activities, focusing in particular on the $350 billion Available for Sale portfolio, and warned that the CIO needed to do a better job documenting portfolio decisions and managing the risks associated not only with that investment portfolio but with several others as well.  ","page":228,"zoom":"XYZ 165 687 null"},{"title":"On December 8, 2010, after concluding its examination of the CIO\u2019s investment activities, the OCC sent a Supervisory Letter to CIO head Ina Drew with its findings, requirements, and recommendations.  The Supervisory Letter included a Matter Requiring Attention (MRA) \u2013 meaning a matter that required corrective action by the bank \u2013 stating that CIO management needed to \u201cdocument investment policies and portfolio decisions.\u201d  The Supervisory Letter also found that the \u201crisk management framework for the investment portfolios (Strategic Asset Allocation and Tactical Asset Allocation)\u201d lacked \u201ca documented methodology,\u201d \u201cclear records of decisions,\u201d and other features to ensure that the CIO was making investments and controlling associated risks in line with the expectations of senior management and the appropriate Board of Directors committee.  The Supervisory Letter made no explicit mention of the Synthetic Credit Portfolio, but because the SCP was part of the TAA portfolio, which was mentioned in the MRA, the MRA also applied to the SCP.","page":228,"zoom":"XYZ 165 563 null"},{"title":"Prior to the OCC\u2019s issuance of a Supervisory Letter, it is standard practice for the OCC to hold a close-out meeting with the ank to discuss the examination findings, requirements, and recommendations, and receive bank management\u2019s response.  The OCC\u2019s head capital markets examiner at JPMorgan Chase held that meeting with CIO head Ina Drew, whom he said did not react well to the examination\u2019s criticisms.  According to a later email by his supervisor, the OCC Examiner-In-Charge, Ms. Drew \u201c\u2018sternly\u2019 discussed [the OCC\u2019s] conclusions with him for 45 minutes.\u201d  The OCC told the Subcommittee that, among other objections, she complai ed that the regulator was trying to \u201cdestroy\u201d JPMorgan Chase\u2019s business, and that its requirements would take away necessary flexibility from the CIO.  Moreover, according to the Examiner-In-Charge\u2019s email, Ms. Drew informed the OCC \u201cthat investment decisions are made with the full understanding of executive management including Jamie Dimon.  She said that everyone knows that is going on and there is little need for more limits, controls, or reports.\u201d  ","page":229,"zoom":"XYZ 165 915 null"},{"title":"The OCC\u2019s head capital markets examiner told the Subcommittee that he was \u201csurprised\u201d at the time by her reaction, because tha  level of \u201cpushback\u201d for an MRA regarding \u201cbasic banking\u201d expectations was \u201cextreme.\u201d  The OCC Examiner-In-Charge characterized Ms. Drew\u2019s response as an attempt to invoke Mr. Dimon\u2019s authority and reputation in order to try to avoid implementing formal documentation requirements.  When asked about the meeting, Ms. Drew told the Subcommittee that her recollection was, while she disagreed with the OCC\u2019s recommendations, it was a good \u201ctwo way\u201d discussion.","page":229,"zoom":"XYZ 165 643 null"},{"title":"The CIO\u2019s formal response to the OCC\u2019s 2010 Supervisory Letter, signed by Ms. Drew in January 2011, committed to documenting i vestment and risk decisions for the SAA portfolio, but never mentioned the TAA portfolio in which the SCP was then located.  Ms. Drew told the Subcommittee that the failure to mention the TAA portion of the MRA was not intentional; the SAA was simply a bigger portfolio.  The OCC told the Subcommittee that it should have noticed at the time that the CIO\u2019s response was limited to the SAA portfolio, but said it did not, characterizing it failure to notice as an \u201coversight\u201d by the OCC.","page":229,"zoom":"XYZ 165 478 null"},{"title":"According to the OCC, it usually performs a check one year after an MRA is issued to evaluate whether the bank has taken the required corrective action.  In this case, however, the OCC told the Subcommittee that it did not provide a timeframe for completion of the corrective action and did not check on the status of actions taken by the CIO to document its investment and risk decisions.  The OCC told the Subcommittee that the MRA should have been reviewed by December 2011, but because of competing priorities, it had delayed conducting that review until the fall of 2012.  The OCC also told the Subcommittee that it must officially \u201cclear\u201d any given MRA on its internal tracking system, and does not do so unless examiners confirm that the matter has been resolved.  Ms. Drew, however, told Subcommittee staff that she believed the MRA had been closed out, though, in fact, it had not a d the OCC had not told the bank it was closed.  The OCC indicated that, while it had not cleared the CIO\u2019s 2010 MRA and would have examined the status of the MRA as part of a CIO examination in the fall of 2012, an examination that was overcome by events, it still viewed its mishandling of the 2010 MRA as a \u201cfail from OCC.\u201d  ","page":230,"zoom":"XYZ 165 999 null"}]},{"title":"(3)  2011:  Missing SCP Red Flags ","page":231,"zoom":"XYZ 0 536 null"}]},{"title":"(2)  Failing to Provide OCC with CIO Data","page":236,"zoom":"XYZ 0 1100 null"},{"title":"The CIO managed $350 billion in excess deposits, a portfolio whose size was second only to that managed by the Investment Bank within JPMorgan Chase.  To keep apprised of CIO activity, the OCC required the bank to share a number of standard internal reports tracking the CIO\u2019s asset, risk, and profit/loss data.  In early 2012, however, the bank\u2019s standard reports began to omit critical CIO data.  Those data gaps meant the OCC did not have comprehensive or up-to-date information about the CIO\u2019s trading activities, including with respect to the SCP.  ","page":236,"zoom":"XYZ 165 1060 null"},{"title":"Executive Management Reports.  One of the regular reports the bank supplied to the OCC was a monthly Treasury Executive Management Report (EMR), which included a section with basic performance data for the CIO.  According to the OCC, over time, those reports became thinner and thinner with less useful information about the CIO.  The OCC told the Subcommittee that it approached JPMorgan Chase\u2019s Chief Financial Officer, Douglas Braunstein, as well as the bank\u2019s Corporate Treasury division about the lack of sufficient information in the EMR.  The OCC explained that it was concerned because \u201cless information mean[t] less questions\u201d that regulators could pose.  Then, in January 2012, the OCC noted that the usual monthly Treasury EMR did not include any section on the CIO, as it had in the past.  The OCC said it later learned that, without any notice to the agency, the CIO had begun issuing its own Executive Management Report (EMR).  The OCC said that the CIO did not provide the OCC with copies of the CIO\u2019s new EMR in January, February, March, or April, the same four-month period during which the SCP losses exploded.  When the OCC finally learned of and requested a copy of the CIO\u2019s monthly EMR report in April, after the London whale stories appeared in the press, it promptly received a copy.  It is difficult to understand how the bank could have failed to provide, and the OCC failed to request, basic CIO performance data for a four month period. ","page":236,"zoom":"XYZ 165 916 null"},{"title":"Valuation Control Group Reports.  A second type of report that the bank routinely provided to the OCC was the CIO\u2019s Valuation Control Group (VCG) reports, which were monthly reports containing verified valuations of its portfolio assets.  The OCC used these reports to track the performance of the CIO investment portfolios.  But in 2012, the OCC told the Subcommittee that the CIO VCG reports for February and March failed to arrive.  These are the same months during which it was later discovered that the CIO had mismarked the SCP book to hide the extent of its losses.  On April 13, 2012, after the London whale trades appeared in  he press, the OCC requested copies of the missing VCG reports, which were provided on the same day.  Again, it is difficult to understand how the bank could have failed to provide those basic reports on a timely basis, and how the OCC could have failed to notice, for two months, that the reports had not arrived.  Moreover, when the March VCG report was later revised to increase the SCP liquidity reserve by roughly fivefold, that revised report was not provided to the OCC until May 17.    ","page":236,"zoom":"XYZ 165 539 null"},{"title":"The OCC told the Subcommittee that when the bank finally provided daily P&L data for the CIO\u2019s individual portfolios, it again provided aggregated data that made it difficult to track and analyze the trading activity and individual assets.  The OCC noted that the aggregated SCP data was in marked contrast to the daily P&L data that JPMorgan Chase\u2019s Investment Bank provided to the OCC on a routine basis for the same types of credit derivatives.  ","page":238,"zoom":"XYZ 165 1101 null","children":[{"title":"Later on, the OCC learned that the P&L reporting for the SCP included mismarked derivative values which produced quarter-end SCP losses that, as a whole, were understated by $660 million.  While the OCC told the Subcommittee that it concluded that the bank had not undertaken a deliberate effort to mislead its regulator, the bank\u2019s improper valuation practices had resulted in misleading P&L information being sent to the OCC.  ","page":238,"zoom":"XYZ 165 977 null"},{"title":"Late, missing, and misleading CIO information in the EMR, VCG, and P&L reports sent to the OCC meant that the OCC was supervising the CIO using incomplete and inaccurate information.  The lack of accurate data also impeded effective OCC oversight of the high risk trading strategies used in the SCP that eventually caused the bank to lose over $6 billion.  The absence of transpare t, detailed, and accurate information about the Synthetic Credit Portfolio is exactly the type of documented investment and risk information that the OCC called for after its 2010 examination of the CIO, information requirements which Ina Drew railed against as unnecessary and intrusive.","page":238,"zoom":"XYZ 165 854 null"}]},{"title":"During the first quarter of 2012, while JPMorgan Chase omitted critical CIO data from key reports sent to the OCC and failed to send some reports altogether, it did regularly report to the OCC another type of data \u2013 ongoing breaches of the CIO\u2019s risk limits \u2013 that warned of the escalating risk in the CIO\u2019s trading book.  The OCC has acknowledged internally that its examiners received that data from the bank, but inexplicably failed to take notice of it or to investigate the causes of the ongoing breaches.    ","page":238,"zoom":"XYZ 165 620 null"},{"title":"(4)  Miscasting Long Acquisitions As Risk Reducing","page":240,"zoom":"XYZ 0 629 null"},{"title":"Contemporaneous OCC documentation indicates that many senior OCC personnel initially accepted the bank\u2019s characterization of the SCP as a hedging mechanism intended to reduce bank risk.  When questions arose about how the SCP could be characterized as a hedge when it purchased so many long credit derivative positions, OCC examiners initially accepted the bank\u2019s explanation that  he long positions were acquired in order to offset, or hedge, the SCP\u2019s own existing short positions, which the CIO wanted to reduce, but viewed as too illiquid to simply sell off.  What was not offered as an explanation at the time, but which has become apparent in contemporaneous bank documents is that the CIO\u2019s motive for purchasing IG long credit derivatives in January 2012, was not just to offset the CIO\u2019s short positions, but also to generate cash premiums, or \u201ccarry,\u201d which it could then use to fi ance the purchase of still more high yield shorts.  As 2012 wore on, another motive for acquiring long derivatives was to use the incoming cash premiums to offset the daily mark-to-market losses the CIO was having to record for the SCP.  ","page":240,"zoom":"XYZ 165 589 null"},{"title":"The OCC told the Subcommittee that its examination team was not aware that the CIO was purchasing IG longs, in part, to produce carry that could be used to purchase additional high yield shorts and offset SCP reported losses.  The OCC told the Subcommittee that its examiners had believed the bank\u2019s assertion that the IG longs were acquired to offset the risks of its high yield shorts.  ","page":241,"zoom":"XYZ 165 957 null","children":[{"title":"April Presentation.  During the JPMorgan Chase earnings call with investors on April 13, 2012, when asked about the whale trades, Mr. Dimon told investors the CIO stories in the press were a \u201ccomplete tempest in a teapot,\u201d and CFO Douglas Braunstein announced that \u201c[w]e are very comfortable with our positions \u2026.\u201d  ","page":244,"zoom":"XYZ 165 936 null"},{"title":"Three days later, on April 16, 2012, the bank provided a 13-page presentation to regulators about the whale trades, its first written description about what happened.  In it, the bank told regulators that the objective of the SCP was to \u201cprotect against a significant downturn in credit, offsetting natural credit exposures in CIO and the firm,\u201d though it did not describe the particular credit exposures being offset or the risks or vulnerabilities involved in the whale trades themselves.  This representation, which, again, portrayed the SCP book as designed to lower bank risk, was, again, inconsistent with the SCP book itself, since it continued to hold a net long position, meaning it was exposed to credit risk, just as the CIO\u2019s portfolio and the bank as a whole were exposed to credit risk.  ","page":244,"zoom":"XYZ 165 834 null"},{"title":"The OCC told the Subcommittee that its examiners knew at this point that, given the book\u2019s long risk posture, the SCP was not performing a hedging function.  The OCC told the Subcommittee that the bank\u2019s assertion that the SCP was a \u201cdedicated hedge\u201d had actually raised \u201calarm bells\u201d for the OCC, because it should have been, but was not reported as such, like other instruments i  the CIO that served a \u201cdedicated hedge\u201d function, such as the hedges against Mortgage Servicing Rights and interest rate risk.  The OCC was unable to explain why it did not, at that point, confront the bank with its analysis that the SCP was not, in fac , a hedge. ","page":244,"zoom":"XYZ 165 624 null"},{"title":"The OCC also told the Subcommittee that it later determined that the CIO\u2019s April 16 presentation contained \u201cmaterial misrepresentations,\u201d including a misrepresentation that the 2012 first quarter SCP losses totaled $580 million, when first quarter losses had actually been internally reported as $719 million.  More significantly, at the time the bank briefed the OCC in April, the SCP losses were more than double the $580 million figure provided by the bank; the bank should have told the OCC that the losses by then totaled $1.25 billion.   OCC told the Subcommittee that the bank\u2019s presentation also included \u201cunrealistic scenarios\u201d for the second quarter, promising overly optimistic future recovery of the SCP assets\u2019 value.  The OCC told the Subcommittee that, at the time it received the presentation in April, it had viewed the presentation as providing additional information \u201cin good faith.\u201d  ","page":245,"zoom":"XYZ 165 977 null"},{"title":"So, by late April 2012, the bank had provided the OCC with repeated assurances that the SCP functioned as a hedge designed to lower bank risk, supplied one \u201cuseless\u201d chart and another less-than-complete briefing detailing the trades, and offered multiple excuses for the CIO\u2019s breaching its risk limits.  In addition, the bank did not disclose in April the portfolio\u2019s escalating losses or the fact that it had lost money on most days since January.  The OCC told the Subcommittee that the bank\u2019s repeated expressions of unconcern about the SCP, together with the limited data provided about its size, risk profile, and losses, had persuaded the OCC to deem the whale trades issue \u201cclosed\u201d in an internal email on April 23, 2012.  Ultimately, OCC\u2019s excessive trust in the bank allowed the bank to avoid scrutiny about the status of the SCP, and was a central reason for the OCC\u2019s failure to challenge the unsafe and unsound derivatives trading activity by the CIO.","page":246,"zoom":"XYZ 165 438 null"}]},{"title":"(2)  Updating OCC Only When Losses About to Become Public","page":247,"zoom":"XYZ 192 915 null","children":[{"title":"At the same time it was reassuring its regulators, JPMorgan Chase ramped up its internal efforts to address the rapidly escala ing losses in the SCP.  As shown in the below chart tracking the SCP\u2019s daily profit-loss reports, which the bank recorded but did not provide to the OCC at the time, the SCP went from a pattern of steady losses from January through most of March, to a volatile pattern of much larger losses starting on March 27, 2012.  Those larger losses began after the CIO traders had \u201cdoubled down\u201d on the SCP\u2019s credit derivatives trading strategy by placing a series of enormous trades in March, in which the CIO acquired $40 billion of notional long positions in several credit indices which rapidly lost value.  Starting on April 27, 2012, the effort to understand and stop the SCP losses became, in the words of JPMorgan Chase\u2019s Deputy Chief Risk Officer Ashley Bacon \u201call consuming.\u201d","page":247,"zoom":"XYZ 165 873 null"}]},{"title":"Source:  7/30/2012 OCC Large Bank Supervision presentation to Subcommittee re Chief Investment Office Discussion, at PSI-OCC-0-000026 (showing the MTM Stop Loss Advisory as a horizontal line).","page":248,"zoom":"XYZ 110 461 null"},{"title":"For ten days, from April 9 to April 19, the bank repeatedly assured the OCC that the CIO whale trades were nothing to worry about.  JPMorgan Chase did not update the OCC again until May 4, 2012, despite, as the above chart shows, increasing losses and breaches of the CIO\u2019s MTM stop loss limit.  The OCC told the Subcommittee that the bank should have alerted the agency when the SCP losses intensified.  The bank also did not update the OCC on Achilles Macris\u2019 request at the end of March that JPMorgan employees, Ashley Bacon and Olivier Vigneron, who worked in the Investment Bank, be diverted \u201cfor help with the synthetic credit book,\u201d because Mr. Macris had \u201clost confidence\u201d in his team.  In addition, the bank did not update the OCC, as it should have, on then-$500 million in CIO collateral disputes indicating that the CIO may have been overvaluing SCP assets and understating its losses.  According to the OCC, for nearly three weeks, the bank did not call, email, or otherwise update the OCC about any aspect of the SCP\u2019s worsening status.  ","page":248,"zoom":"XYZ 165 407 null"},{"title":"Then, on May 4, 2012, a few days before JPMorgan Chase had to file a 10-Q report with the SEC publicly disclosing its first quarter financial results, two senior bank executives telephoned the OCC Examiner-In-Charge to inform the OCC that the SCP had incurred \u201ccurrent losses\u201d of \u201capproximately $1.6 billion.\u201d  According to the OCC, the bank\u2019s Chief Financial Officer, Douglas Brau stein, told the OCC during the call that the losses were the result of \u201cpositions established some time ago,\u201d a characterization that, according to OCC, was \u201cnot accurate\u201d because the losses were largely caused by derivative purchases made in the first quarter of 2012.  The Examiner-In-Charge told the Subcommittee that he was taken aback at the time, since the bank should have updated him about the mounting losses prior to that telephone call. ","page":249,"zoom":"XYZ 165 1020 null"},{"title":"(3)  Hiding Problems with the Marks","page":250,"zoom":"XYZ 0 704 null"},{"title":"E.  OCC Aftermath","page":252,"zoom":"XYZ 165 770 null"}]},{"title":"Chapter 7-Misleading Investors FINAL (3-14-13).pdf","page":-1,"zoom":"","children":[{"title":"More than a Tempest in a Teapot.  In the April 13 earnings call, in response to a question, Mr. Dimon dismissed media reports about the SCP as a \u201ccomplete tempest in a teapot.\u201d  While he later apologized for that comment, his judgment likely was of importance to investors in the immediate aftermath of those media reports.  The evidence also indicates that, when he made that statement, Mr. Dimon was already in possession of information about the SCP\u2019s complex and sizeable portfolio, its sustained losses for three straight months, the exponential increase in those losses during March, and the difficulty of exiting the SCP\u2019s positions.  ","page":259,"zoom":"XYZ 165 1045 null"},{"title":"Mischaracterizing Involvement of Firmwide Risk Managers.  Mr. Braunstein also stated on the April 13 earnings call that \u201call o those positions are put on pursuant to the risk management at the firm-wide level.\u201d  The evidence indicates, however, that in 2012 JPMorgan Chase\u2019s firmwide risk managers knew little about the SCP and had no role in putting on its positions.  For example, JPMorgan Chase\u2019s Chief Risk Officer John Hogan told the Subcommittee that prior to the April press reports, he had been unaware of the size and nature of the SCP, much less its mounting losses.  Virtually no evidence indicates that he, his predecessor, or any other firmwide risk manager played any role in designing or approving the SCP positions acquired in 2012 until well after the April 13 earnings call when the bank\u2019s risk managers effectively took over management of the SCP.  In addition, Mr. Braunstein\u2019s statement omitted any mention of the across-the-board risk limit breaches triggered by the SCP during the first quarter of 2012, even though those breaches would likely have been of interest to investors.  ","page":259,"zoom":"XYZ 151 878 null"},{"title":"Mischaracterizing SCP as \u201cFully Transparent to the Regulators.\u201d  In the bank\u2019s April 13 earnings call, Mr. Braunstein said tha  the SCP positions were \u201cfully transparent to the regulators,\u201d who \u201cget information on those positions on a regular and recurring basis as part of our normalized reporting.\u201d  In fact, the SCP positions had never been disclosed to the OCC in any regular bank report.  The bank had described the SCP\u2019s positions to the OCC for the first time, in a general way, only a few days earlier and failed to provide more detailed information for more than a month.  Mr. Braunstein\u2019s statement also omitted the fact that JPMorgan Chase had dodged OCC oversight of the SCP for years by failing to alert the agency to the establishment of the portfolio, failing to provide any portfolio-specific information in CIO reports.  During the April 13 call, the bank led investors to believe that the SCP operated under close OCC supervision and oversight, when the truth was that the bank had provided barely any SCP data for the OCC to review.  ","page":259,"zoom":"XYZ 165 611 null"},{"title":"Mischaracterizing SCP Decisions as \u201cMade on a Very Long-Term Basis.\u201d  On the bank\u2019s April 13 earnings call, Mr. Braunstein also stated that with regard to \u201cmanaging\u201d the stress loss positions of the Synthetic Credit Portfolio, \u201c[a]ll of the decisions are made on a very long-term basis.\u201d  In fact, the CIO credit traders engaged in daily derivatives trading, and the bank conceded  he SCP was \u201cactively traded.\u201d  An internal CIO presentation in March 2012, provided to the bank\u2019s executive committee a month before the earnings call, indicated that the SCP operated on a \u201cshort\u201d time horizon.  In addition, many of the positions produci g SCP losses had been acquired just weeks or months earlier.  Mr. Braunstein\u2019s characterization of the SCP as making long term investment decisions was contrary to both the short-term posture of the SCP, as well as how it actually operated in 2011 and 202.  His description was inaccurate at best, and deceptive at worst.","page":259,"zoom":"XYZ 165 342 null"},{"title":"Mischaracterizing SCP Whale Trades As Providing \u201cStress Loss\u201d Protection.  During the April 13 call, Mr. Braunstein indicated  hat the SCP was intended to provide \u201cstress loss\u201d protection to the bank in the event of a credit crisis, essentially presenting the SCP as a portfolio designed to lower rather than increase bank risk.  But in early April, days before the earnings call, Ms. Drew told the bank\u2019s executive committee that, overall, the SCP was \u201clong\u201d credit, a posture that multiple senior executives told the Subcommittee was inconsistent with providing protection against a credit crisis.  Moreover, a detailed analysis reviewed by senior management two days before the April 13 earnings call showed that in multiple scenarios involving a deterioration of credit, the SCP would lose money.  While the bank may have sought to reassure investors that the SCP lowered the bank\u2019s credit risk, in fact, as then configured, the SCP would have amplified rather than reduced the bank\u2019s losses in the event of a credit crisis.  The bank\u2019s description of the SCP was simply erroneous. ","page":260,"zoom":"XYZ 165 1045 null"},{"title":"Asserting SCP Trades Were Consistent With the Volcker Rule.  The final point made in the April 13 earnings call by Mr. Braunstein was:  \u201c[W]e believe all of this is consistent with what we believe the ultimate outcome will be related to Volcker.\u201d  The Volcker Rule is intended to reduce bank risk by prohibiting high-risk proprietary trading activities by federally insured banks,  heir affiliates, and subsidiaries.  However, the Volcker Rule also allows certain trading activities to continue, including \u201crisk-mitigating hedging activities.\u201d  Mr. Braunstein\u2019s statement gave the misimpression that that the SCP was \u201chedging\u201d risk.  When the Subcommittee asked the bank for any legal analyses regarding the Volcker Rule and the SCP, the bank responded that none existed.  On the day prior to the earnings call, Ina Drew wrote to Mr. Braunstein that \u201cthe language in Volcker is unclear,\u201d a s atement that presumably refers to the fact that that the implementing regulation was then and still is under development.  In addition, the bank had earlier written to regulators expressing concern that the SCP\u2019s derivatives trading would be \u201cprohibited\u201d by the Volcker Rule and asking for a change to the proposed rule to ensure it would be permitted.  The bank omitted that analysis to investors, when asserting that the CIO would be allowed under the Volcker Rule to continue operating the SCP as before.","page":260,"zoom":"XYZ 165 776 null"},{"title":"Omitting VaR Model Change.  Near the end of January, the bank approved use of a new CIO Value-at-Risk (VaR) model that cut in half the SCP\u2019s purported risk profile, but failed to disclose that VaR model change in its April 8-K filing, and omitted the reason for returning to the old model in its May 10-Q filing.  JPMorgan Chase was aware of the importance of VaR risk analysis to investors, because when the media first raised questions about the whale trades, the bank explicitly referred analysts to the CIO\u2019s VaR totals in its 2011 annual 10-K filing, filed on February 29, 2012.  Yet, days later, on April 13, the bank's 8-K filing contained a misleading chart that listed the CIO\u2019s first quarter VaR total as $67 million, only three million more than the prior quarter, without also disclosing that the new figure was the product of a new VaR model that calculated much lower VaR results for the CIO than the prior model.  An analyst or investor relying on the disclosed VaRs for the end of 2011 and the first quarter of 2012 would likely have believed that the positions underlying those VaRs were similar, since the VaR totals were very similar.  The change in the VaR methodology effectively masked the significant changes in the portfolio.  ","page":260,"zoom":"XYZ 165 444 null"},{"title":"When asked in a May 10 call with investors and analysts why the VaR model was changed, Mr. Dimon said the bank made \u201cconstant changes and updates to models, always trying to get them better,\u201d but did not disclose that the bank had reinstated the old CIO VaR model because the \u201cupdate[d]\u201d CIO VaR had understated risk by a factor of two, was error prone, and suffered from operational problems.  The May 10-Q filing included a chart showing a revised CIO VaR for the first quarter of $129 million, which was twice the VaR amount initially reported for the first quarter, and also twice the average amounts in 2011 and 2010.  The only explanation the May 10-Q filing provided was that the revised VaR \u201cwas calculated using a methodology consistent with the methodology used to calculate CIO's VaR in 2011.\u201d  ","page":261,"zoom":"XYZ 165 1101 null"},{"title":"Together, these misstatements and omissions about the involvement of the bank\u2019s risk managers in putting on SCP positions, the SCP\u2019s transparency to regulators, the long-term nature of its decision-making, its VaR results, its role as a risk-mitigating hedge, and its supposed consistency with the Volcker Rule, misinformed investors, regulators, and the public about the nature, activities, and riskiness of the CIO\u2019s credit derivatives during the first quarter of 2012.  ","page":261,"zoom":"XYZ 165 896 null"},{"title":"A. Public Disclosure of Whale Trades and SCP","page":261,"zoom":"XYZ 192 776 null"},{"title":"B. Securities Laws","page":268,"zoom":"XYZ 192 630 null"},{"title":"(1)  Rule 10b-5","page":269,"zoom":"XYZ 0 1100 null","children":[{"title":"Materiality.  Disclosures are of concern under federal securities laws when they involve \u201cmaterial\u201d information.  The Supreme Court has ruled that information is \u201cmaterial\u201d when there is \u201ca substantial likelihood that the disclosure of the omitted fact would have been viewed by the reasonable investor as having significantly altered the \u2018total mix\u2019 of information made available.\u201d  Another court characterized the standard as follows:  \u201cMaterial facts include those that \u2018affect the probable future of the company and [that] may affect the desire of investors to buy, sell, or hold the company'sÂ securities.\u2019\u201dÂ  Courts have found that information about earnings estimates is generally material, including any misrepresentation of a company\u2019s earnings.  Changes in share price are also relevant to a materiality inquiry.  \u201c[W]ith respect to contingent or speculative information or events, \u2026 materiality \u2018will depend at any given time upon a balancing of both the indicated probability that the event will occur and the anticipated magnitude of the event in light of the totality of the company activity.\u2019\u201d","page":269,"zoom":"XYZ 165 1063 null","children":[{"title":"In connection with buying or selling securities.  Disclosures raising concerns under federal securities laws must also be made in connection with the buying or selling of securities.  Courts have held that a statement is made \u201cin connection with\u201d the purchase or sale of securities when it \u201cis reasonably calculated to influence the average investor[.]\u201d  In actions brought by the SEC, this approach \u201cremains as broad and flexible as is necessary to accomplish the statute\u2019s purpose of protecting investors.\u201d  For example, statements in press releases, annual reports, quarterly and annual public SEC filings, and news articles can satisfy the \u201cin connection with\u201d element, because investors rely on such documents.  False and misleading statements in analyst calls associated with quarter-end earnings releases are also considered \u201cin connection with\u201d the purchase or sale of securities.  A longstanding SEC Release has warned that the prohibitions against false or misleading statements in Rule 10b-5, as well as Section 17 of the Securities Act of 1933, \u201capply to all company statements that can reasonably be expected to reach investors and the trading markets, whoever the intended primary audience.\u201d","page":269,"zoom":"XYZ 165 795 null"},{"title":"Scienter.  In addition to the required components of materiality and a connection to the purchase and sale of securities, disclosures are of concern under Rule 10b-5 only when the issuer has the requisite scienter.  The Supreme Court has ruled that the scienter requirement can be met \u201cby showing that the defendant acted intentionally or recklessly.\u201d  One common definition of \u201creckless conduct\u201d is \u201chighly unreasonable [conduct], involving not merely simple, or even inexcusable negligence, but an extreme departure from the standards of ordinary care, and which presents a danger of misleading buyers or sellers that is either known  o the defendant or is so obvious that the actor must have been aware of it.\u201d  Recklessness can be the result of management making statements made on the basis of deficient corporate management systems.  In such instances, companies \u201ceither must refrain f om making any such statements about future performance or must disclose the basis on which any such statements are made and any other material information necessary toÂ make such statements not misleading.\u201d  ","page":270,"zoom":"XYZ 165 1101 null"}]},{"title":"(2) Section 17(a) of the Securities Act of 1933","page":271,"zoom":"XYZ 220 1101 null"}]},{"title":"C.  Disclosures and Key Omissions Raising Concerns","page":271,"zoom":"XYZ 0 814 null"},{"title":"(1) Mischaracterizing the Involvement of Firmwide Risk Managers  ","page":271,"zoom":"XYZ 220 548 null","children":[{"title":"(2) Mischaracterizing SCP as \u201cFully Transparent to the Regulators\u201d ","page":275,"zoom":"XYZ 220 1101 null","children":[{"title":"On the April 13, 2012 earnings call, Mr. Braunstein also said the following with respect to the CIO\u2019s Synthetic Credit Portfolio: ","page":275,"zoom":"XYZ 165 1060 null"},{"title":"\u201cAnd I would add that all those positions are fully transparent to the regulators.  They review them, have access to them at a y point in time, get the information on those positions on a regular and recurring basis as part of our normalized reporting.\u201d","page":275,"zoom":"XYZ 165 1003 null"},{"title":"This statement by Mr. Braunstein had no basis in fact.  The bank never provided the OCC with \u201ca regular and recurring\u201d report on the Synthetic Credit Portfolio trading positions.  In fact, it was not until a month later, on May 17, 2012, that in response to an OCC special request, the bank provided the agency for the first time with specific SCP position level data.  ","page":275,"zoom":"XYZ 165 904 null"},{"title":"Contrary to Mr. Braunstein\u2019s representation, the bank was not \u201cfully transparent\u201d with its regulators regarding the SCP.  As detailed in Chapter VI, although the SCP was established in 2006, the bank did not include the name of the Synthetic Credit Portfolio in any document given to the OCC until January 2012.  At the end of January 2012, CIO executives told OCC examiners that the Synthetic Credit Portfolio was being reduced in size, leading the OCC to believe that the bank was planning to phase it out entirely with a year or two, when in truth the bank was already engaged in a strategy to increase the portfolio\u2019s size.  At the same time the SCP was growing, the bank had ceased sending several regular CIO reports to the OCC during the first quarter of 2012.  As SCP losses mounted in March and April, the bank did not update the OCC about what was happening.  Instead, the bank gave notice to the agency of the SCP\u2019s problems in early May, only days before it disclosed such losses publicly as part of its 10-Q filing.   ","page":275,"zoom":"XYZ 165 803 null"},{"title":"By telling investors that the Synthetic Credit Portfolio positions were \u201cfully transparent\u201d to regulators, the bank likely sought to reassure investors about the risky whale trades that the media had characterized as large enough to \u201cdriv[e] prices in the $10 trillion market.\u201d  It would be reasonable for investors to want to know if such large positions were known to the bank\u2019s  egulators.  Investors might have reasoned that such trades, if known to regulators, could not have been overly risky; but if hidden, investors might have worried they were high risk transactions that regulators might otherwise have challenged. ","page":276,"zoom":"XYZ 165 1045 null"}]},{"title":"(3)  Mischaracterizing SCP Decisions as \u201cMade on a Very ","page":276,"zoom":"XYZ 0 880 null"},{"title":" Long-Term Basis\u201d","page":276,"zoom":"XYZ 0 857 null"},{"title":"(4) Mischaracterizing SCP Whale Trades As Hedges  ","page":279,"zoom":"XYZ 220 711 null","children":[{"title":"No Clear Offsets.  As described in Chapter III, the purpose of the SCP was undocumented, unclear, and changed over time.  The assets that the SCP was purportedly hedging were not identified or defined in writing, and calculating the size and nature of the hedge was treated as a \u201cguesstimate.\u201d  Days before the April 13 earnings call, Mr. Dimon asked his colleagues, including Mr. Braunstein, for the correlation between the SCP and the portfolio the SCP was meant to hedge.  Mr. Dimon told the Subcommittee that he did not recall if he received a response.  Ms. Drew, who had told her colleagues she was \u201cworking on Jamie\u2019s request for correlation,\u201d told the Subcommittee that so many events were unfolding at the time, that she did not recall if the correlation analysis was sent to him.  The Subcommittee found no evidence that it was.  Mr. Hogan also requested a correlation analysis to  espond to regulators\u2019 questions about the SCP, and included Mr. Braunstein on his email, but JPMorgan Chase never produced it.  ","page":280,"zoom":"XYZ 165 609 null"},{"title":"Net Long Posture.  Mr. Braunstein explained to the Subcommittee that JPMorgan Chase, by its very nature as a bank which loans money, was \u201clong\u201d credit, because when credit deteriorated, the bank lost money.  In contrast, a portfolio that held a \u201cshort\u201d credit position generally gained money when credit deteriorated.  On April 5, 2012, in anticipation of the press articles due to be published the following day, Ms. Drew sent Mr. Dimon, Mr. Braunstein, and other members of the JPMorgan Chase Operating Committee an email on April 5 stating: ","page":281,"zoom":"XYZ 165 1041 null"},{"title":"Scenario Analysis Showed SCP Was Not a Hedge.  The statements by Mr. Braunstein and Mr. Dimon were also contradicted by an internal bank analysis that both received two days before the earnings call.  That analysis clearly depicted the SCP as in a long posture and likely to lose money in a negative credit environment \u2013 which meant it was not operating as a hedge to offset the ba k\u2019s other credit risks.","page":283,"zoom":"XYZ 165 1101 null","children":[{"title":"SCP\u2019s History.  As noted above, during the interview with Mr. Dimon, JPMorgan Chase\u2019s General Counsel denied that Mr. Braunstein had characterized the SCP book as a hedge during the April earnings call.  In the letter, Mr. Braunstein did not repeat that denial.  Rather, he explained that his \u201cstatements on April 13 regarding those hedging characteristics were references to the portfolio\u2019s design and historical performance as a hedge.\u201d ","page":289,"zoom":"XYZ 165 670 null"},{"title":"No \u201cFat Tail Hedge.\u201d  In addition to contending that he was discussing the SCP\u2019s function as a hedge in a historical sense, Mr. Braunstein\u2019s letter to the Subcommittee also explained that he had described the SCP as a hedge after \u201creceiv[ing] information from a number of sources regarding the CIO/London Whale issue\u201d including \u201cnumerous conversations with Ina Drew, J.P. Morgan\u2019s Chief Investment Officer, and members of her London-based team, including the CIO\u2019s Chief Risk Officer and Chief Financial Officer, as well as John Hogan, J.P. Morgan\u2019s Chief Risk Officer.\u201d  He also \u201cspecifically recalled\u201d the April 11 presentation, described above.  These sources do not provide a reasonable basis, however, for Mr. Braunstein\u2019s characterization of the SCP as a hedge.","page":290,"zoom":"XYZ 165 797 null"}]}]},{"title":"(5) Asserting SCP Trades Were Consistent With the Volcker Rule  ","page":292,"zoom":"XYZ 220 733 null"},{"title":"The final point made in the April 13 earnings call by Mr. Braunstein involved the Volcker Rule.  Mr. Braunstein stated: ","page":292,"zoom":"XYZ 165 696 null"},{"title":"\u201cThe last comment that I would make is that based on, we believe, the spirit of the legislation as well as our reading of the legislation, and consistent with this long-term investment philosophy we have in CIO we believe all of this is consistent with what we believe the ultimate outcome will be related to Volcker.\u201d  ","page":292,"zoom":"XYZ 165 638 null"},{"title":"The Volcker Rule, codified at Section 619 of the Dodd-Frank Wall Street Reform and Consumer Protection Act, is intended to reduce bank risk by prohibiting high-risk proprietary trading activities by federally insured banks, their affiliates, and subsidiaries.  At the same time, the Volcker Rule is intended to allow certain bank trading activities to continue, including \u201crisk-mitigating hedging activities,\u201d meaning hedging activities that reduce, rather than increase, a bank\u2019s risk of losses.    ","page":292,"zoom":"XYZ 165 539 null"},{"title":"(6) Omitting VaR Model Change  ","page":295,"zoom":"XYZ 220 1101 null"}]}]}],"thumbnailType":"jpg","pageType":"html","pageLabels":[]};
