From: Luzcando, Cindy (Exchange)

Sent: Friday, January 11, 2008 4:26 PM

To: Alix, Michael (Exchange); Farber, Jeff - Controllers (Exchange); Steppacher, Chip (Exchange);
Ahluwalia, Kanwardeep (Exchange); Kay, Scott (Exchange); Mcgovern, Brendan (Exchange); Chen,
Dan (Exchange); Bell, James (Exchange)

Cc: Zhang, Harry (Exchange); Quaderi, Adnan (Exchange); O'kelly, Patrick (Exchange); Li, Jack
(Exchange); Bullaro, Vincent (Exchange); Luxton, Stephen (Exchange); Gejke, Cecilia (Exchange);
Chan, William (Exchange); Healy, John (Exchange); Wong, Helen (Exchange); Martone, Brian
(Exchange); Sullivan, Colleen - Controllers (Exchange)

Subject: Quarterly Update Presentation to the SEC -1/17/08

Importance: High

Attachments: SECQtrlyUpdate4Q07.ppt
Good afternoon,

Please find attached the latest draft of the Quarterly Price Verification presentation we
will be giving to the SEC on 1/17/08. I've included the quarter's pricing adjustments as a
result of the price verification work as well as any changes in pricing reserves over the
quarter. Can you please review the attached and let me know if have any edits.

Thanks and regards,

Cindy
2-7579
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Cindy Luzcando
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*November 2007 Price Verification Results
= Major Markdowns - 4th Quarter ‘07
= Other Price Adjustments - 4th Quarter '07
= Changes to Major Pricing Reserves
s Summary of Price Verification Results
= Scope of Coverage Summary
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Major Markdowns - 4th Quarter ‘07

Mortgage Department Markdowns — 4th Quarter’ 07

$MM
Residential Whole Loans:
Domestic (120.3)
International 00
(1203)
Residential MBS:
Domestic (1,619.4)
International (41.8)
(1661.2)
Commercial Whole Loans:
Domestic (132.5)
International 5.7
©287)
CBO/CDO Related:
Domestic (1,107.6)
International (64.6)
(1172.2)
Other:
International (3.6)
Total (3.185.4)
Hedge PAL 1,291.1
P&L Net of Hedge (1894.4)
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Other Price Adiustmenis- 4th Quarker 47

September<07

= Credit Trading NY Cash - A net exposure led the Desk to remark the DARP book for
a loss of $553m which brought marks in line with external pricing sources.

~ NY Fixed Income Derivatives- In response to Risk’s analysis, the Desk remarked the
correlations relevant to digital options significantly closer to Markit, taking a net
$1mm loss.

October ‘07
= None

November 07

= Credit Trading VOX- At year end the Desk in agreement with Risk and BUC took a
positive $10mm adjustment into the 2007 P&L. This was based on the difference in
equity and junior mezzanine tranche prices observed in the market by the Desk vis a
vis our model prices and supported by the positive$43mm bespoke position in
those tranches and the positive overall model bias.

s Credit Trading Structured — The Desk in agreement with Risk and BUC took a
$10mm P&L adjustment for 2007. Similarly to the VOX book, the adjustment was
driven by differences in equity and junior mezzanine tranche prices observed in the
market by the Desk vis a vis our model prices and supported by the positive $83mm
bespoke position in those tranches and the positive overall model bias.
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Other Price Adiustmenis- 4th Quarker 47
November ’07

= Principal Strategies Europe - At quarter end there was $1.6mm exposure on long
$6.1mm short $5.6mm vega variance swaps. An exposure of $900m came from short
$2.4mm vega Dec 08 SPX variance swaps in the Index-Index strategy. The desk
calculates adjustments to bring theoretical system prices in line with observed
market levels. However, in this case the volatility surface was updated by New York
after the figure was calculated resulting in a 40bp difference.

u

SEP Europe - A $1.4mm exposure in the Exotics portfolio resulted from valuation
differences on long $4mm vega FX options held back-to-back with the FX desk. The
difference results from SEP not pricing the FX options with skew due to system
limitations.

”

SEP Europe - An adjustment was taken to account for a $1.4mm exposure on
S&P500 variance swaps and a number of minor FX volatilities that were incorrectly
entered as zero in Atlas.

»

Distressed Europe- A total amount of EU 4.1mm was marked down at year end for
an equity position and warrants. The equity position was marked down based on a
break-up valuation method which haircut the company’s balance sheet. The warrant
position was marked down based on a lower enterprise value that includes low 2007
and 2008 EBITDA multiples.
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Changss to Major Pricing Reserves- 4th Quarter ‘37

$2.5mm given the decrease in exposure on volatility skew differences on Markit

« NY Fixed Income Derivatives - The pricing reserve decreased from $5mm to
European options.

« SEP America - The $3mm reserve in August was decreased to $2mm at year end

given the consistent SPX exposure based on Totem indications, size of the

portfolio and recent volatility in the markets.

s Credit Trading London - The $3mm pricing reserve for the perpetual book was

released in September due to various position markdowns throughout the
quarter, an increase in pricing transparency and cushions in other FRN books.

» Credit Trading NY Cash -An exposure of $4.2mm, down from $4.2mm in August,

as challenging credit markets remain. The $1mm reserve for high grade bonds

$1.5mm to $5mm. The Structured book continues to see negative pricing results
was released as well.

for the Structured Hedging book at quarter end led to a decrease in reserve of

=~ Credit Trading High Grade and High Yield Flow - The $10mm reserve for high

yield swaps was reduced to $4mm for 4Q07 given the decrease in exposure to
$3.4mm from $6.5mm The remaining exposure was due to high yield swaps and

5

off the run indices where there are large positions with small spread differences.

Credit Trading High Grade and High Yield Flow- $6mm was for TOR indices and

$4mm was for HY swaps. The HY swaps reserves was released in Sept.

BSC-FCIC-e00716413
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Changss to Major Pricing Reserves- 4th Quarter ‘37

= Credit Trading VOX - There is no pricing reserve at quarter end, a decrease of
$10mm from August.

Credit Trading Vox — reserve was released in Sept

Confidential Treatment Requested by JPMorgan BSC-FCIC-e00716414
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Surmmary of Price Verification Resulls

SUMMARY OF PRICE VERIFICATION RESULTS
(all $ amounts in 000's)
For Month End November 30, 2007
As of 1110108

HET(EXPOSUREY NET. EXPOSORE)
SHON oy pricing - | cusion arrer
PRODUCT XPOS RESERVES: RESERVES ISSUE HIGHLIGHTS.
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As of 1110108
NET.(EXPOSURE)
HION Fiop PRICHG,
WHITEBOOK Heima: RESERVES ISSUE HIGHLIGHTS
REDIT TRADING 12 EEETS [Sructured: 510mm reserve was released this monih ard wes
i ken in as P ip. 1-30)
REDIT TRADING [FLOW AND GASH T 90 K S000 |5, =516 5mrm reserve Trom Iast month decressed 1 Samm
e to less Unfavomble resuts. The reserse is held or HY swaps
2132
REDIT TRADING [Vox GAPITAL 12 REETRS 3 210 TE500, [NX - $10mm reserve wes relessed and was token 2 PAL (b, 35
57)
FRODUCTS 3 Baa ] % 2000 1S,
[TEREST RATE 3 () [ 2500 1S,
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[[EVERAGE FiNANGE B FoTy T
TOTAL WHITEBOOKS NOT UTILIZING XPOS s 5285 3 13,500 3
GRAND TOTAL [ 2553]5 13,500 [ 3 36,673 |
8
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Soope of Coverage Summary
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