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J.P. MORGAN CAPITAL HOLDINGS LIMITED
Strategic report

The directors present their Strategic report of J.P. Morgan Capital Holdings Limited (the “Company" or "Parent Company")
together with its subsidiaries (the “Group”) for the year ended 31 December 2016.

Overview

The Company is incorporated in England and Wales and its primary place of business is Luxembourg. The Company is an
indirect subsidiary of JPMorgan Chase Bank, National Association ("JPMorgan Chase Bank, N.A."), a national banking
association in the United States of America ("U.S.") and a principal subsidiary of JPMorgan Chase & Co. ("JPMorgan Chase" or
the "Firm"). JPMorgan Chase is a financial holding company incorporated under Delaware law in 1968, is a leading global
financial services firm and is one of the largest banking institutions in the U.S. with operations worldwide. The Group had $586
billion in assets and $45 billion in total shareholder's equity as of 31 December 20186.

Principal activities

The principal activity of the Company consists of making investments in and lending to JPMorgan Chase entities. The central
management and control of the Company and its principal office is in Luxémbourg.

The four principal subsidiaries within the Group are all based in the United Kingdom ("UK"), including: J.P. Morgan Securities plc
("JPMS plic"), J.P. Morgan Europe Limited ("JPMEL"}), J.P. Morgan International Bank Limited ("JPMIB"), and J.P. Morgan Limited
("JPML") (collectively, "principal subsidiaries"). JPMS plc, JPMEL and JPMIB are credit institutions, and EEA Capital
Requirements Directive IV ("CRD") define credit institutions as undertakings whose business is to receive deposits or other
repayable funds from the public and to grant credits for their own account. JPMS pic, JPMEL and JPMIB are all authorised by the
Prudential Regulation Authority ("PRA") and regulated by the PRA and Financial Conduct Authority ("“FCA") in the UK. JPML
provides financial and investment services and is regulated by the FCA in the UK.

JPMS plc is a principal subsidiary of the Firm in the UK and the European Economic Area ("EEA"). JPMS plc engages in
international investment banking activity, including activity across Markets, Investor Services and Banking lines of business.
Within these lines of business, its activities include underwriting bonds, equities and other securities, arranging private
placements of debt and convertible securities, trading in debt, equity securities and derivatives, brokerage and clearing services
for exchange traded futures and options contracts, prime brokerage, and investment banking advisory services. JPMS plcis a
member of over twenty exchanges and various clearing houses.

JPMEL provides marketing, custody and payment services to clients on behalf of affiliated entities and continues its wholesale
lending activities as a European passported bank. In addition, the it also benefits from attributions received from other Firm
undertakings for whom its employees conduct business.

JPMIB's principal activity includes providing investment management, investment advisory, banking (including deposit taking and
loans) and custody services in the Europe, the Middle East and Africa ("EMEA") region to Ultra High Net Worth Individuals and
High Net Worth Individuals and structures associated with them such as personal holding companies, trusts and corporations.
JPMIB also provides such services to smaller charities, foundations and endowments, JPMIB markets a wide range of products to
such clients including deposits, loans, mortgages, derivatives (both over the counter and listed), securities, as well as mutual,
hedge and private equity funds. JPMIB also provides banking and custody services and certain booking services and acts as a
counterparty to derivatives transactions to Asian private banking clients. All trading activity in JPMIB is performed on a matched
principal basis.

JPML supplies a range of institutional and corporate related financial and investment services to its international client base. It is
prominent as an arranger of mergers and acquisitions (M&A), syndicated debt and other corporate finance activities. It receives
attributions from other JPMorgan Chase undertakings, where its employees conduct business on behalf of other affiliated entities.

The Group operates in a number of other countries in Europe through branch networks of its subsidiaries.
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Review of business

The directors are satisfied with the performance of the Group with core businesses performing in line with expectations. Despite
mixed market conditions and an increasingly complex global environment, results for the year were strong, with developments in
the strength and depth of the Group's client franchises.

Key corporate events of 2016 included:

. On 17 March 2016, JPMEL paid interim dividends of $600 million to its parent, JPMS plc.

. On 14 April 2016, JPMS plc paid interim dividends of $358 million on preference shares and $687 million on ordinary

shares to J.P. Morgan Chase International Holdings ("JPMCIH"), a JPMorgan Chase subsidiary undertaking of the Group,
and $5 million on preferred ordinary shares to J.P. Morgan Capital Financing Limited, a company affiliated to the Group.

. On 9 May 2016, JPMCIH paid interim dividends of $157 million on preference shares to J.P. Morgan Whitefriars UK, a
company affiliated to the Group.

. On 14 December 2016, JPMCIH paid interim dividends of $157 million on preference shares to J.P. Morgan Whitefriars
UK.

. On 23 December 2016, the Geneva branch of the Company was closed, with all remaining assets and liabilities
transferred to the head office in Luxembourg. .

. During the fourth quarter of 2016 J.P. Morgan Securities pic was rated ‘A+/A-1 on a standalone basis, with a stable
outlook from Standard & Poor's.

Key performance indicators ("KPIs")

The results are monitored against expectations of the business activities. The board of directors monitors progress on the
performance of the Group by reference to the following KPis:

Financial Performance (in USD million’s except for capital ratios) 2016 2015
Income statement
Operating profit : 8,006 8,345
Profit on ordinary activities before taxation 3,903 3,654
Profit for the financial year (after tax) 2,937 3,211
Balance sheet
Total assets 586,360 510,415
Capital and Balance Sheet
Common Equity Tier 1 42,022 39,362
Return on assets 0.50% 0.63%
Pillar 1 Capital Ratio 20.08% 21.14%
Regulatory minimum total required capital ratio* 8% 8%

* Represents minimum requirements of the European Union's Basel !l| Capital Requirements Directive and Regulation. The Group’s total capital ratio as of 31
December 2016 and 2015 exceeded the minimum requirements, as well as the additional capital requirements in excess of the minimum as specified by the PRA.

Income statement

The consolidated income statement for the year ended 31 December 2016 is set out on page 31. Total operating profit was
$8,006 million for 2016 (2015: $8,345 million). The results for the Group show a profit on ordinary activities before taxation of
$3,903 million for 2016 (2015: $3,654 million).

Balance sheet

The consolidated balance sheet is set out on page 32. The Group has total assefs and total liabilities of $586,360 million (2015:
$510,415 million) and $541,082 million (2015: $467,699 million) respectively, as at 31 December 2016.

Capital ratios

The Company continues to maintain strong capital ratios. Refer to applicable Risk management section on page 8 for further
details. .

A more detailed description of the JPMorgan Chase key performance indicators may be found within the JPMorgan Chase & Co.
2016 Annual Report on Form 10-K.

.2.
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Business environment, strategy and future outiook

The Group's outlook for the full 2017 year should be viewed against the backdrop of the global economy, financial markets
activity, the geopolitical environment, the competitive environment, client activity levels and regulatory and legislative
developments in the countries where the Group does business. Each of these inter-related factors will affect the performance of
the Group and its lines of business ("LOB's").

On 23 June 2016, the UK voted by referendum to leave the European Union ("Brexit"). On 29 March 2017, the UK government
formally invoked Article 50 of the Lisbon Treaty, giving an expected exit date of the end of March 2019. The British Prime Minister
has laid out twelve “negotiation objectives” for Brexit, which confirmed the UK will not remain a member of the Single Market, but
will pursue a Free Trade Agreement that provides the greatest possible access to the Single Market. Further, the UK government
will seek a phased arrangement to ensure the orderly transition of the legal and regulatory framework for financial services and
promote stability and market confidence.

Many international banks, including JPMorgan Chase, operate substantial parts of their European Union ("EU") businesses from
entities based in the UK. Upon the UK leaving the EU, the regulatory and legal environment that would then exist, and to which
the Firm's UK operations would then be subject, will depend on, in certain respects, the nature of the arrangements agreed to
with the EU and other trading partners.

These arrangements cannot be predicted, but currently the Firm does not believe any of the likely identified scenarios would
threaten the viability of the Firm’s business units or the Firm's ability to serve clients across the EU and in the UK. However, it is
possible that under some scenarios changes to the Firm's legal entity structure and operations would be required, which might
result in a less efficient operating model across the Firm's European legal entities and the Group's European branches. The Firm
is in the process of evaluating plans to ensure its continued ability to operate in the UK and the EU beyond the expected exit date.

The impact of Brexit on the Group's business model and risks will continue to be assessed as part of the Firmwide analysis and
planning phase in considering a strategic post-Brexit legal entity structure.

During Q2 2017, the Firm simplified the ownership structure within the Group, as set out in the Regulatory developments-
‘Recovery and resolution’ section below.

Regulatory developments

The regulatory reform agenda has led to significant changes in the way that major financial services institutions are regulated
worldwide. This collection of reforms, most notably the Basel |1l framework, has led to a broad restructuring of the financial
services industry to both increase resiliency of financial firms and infrastructure as well as reduce the impact of a failure on the
financial system. Recently implemented and new requirements are leading to stricter regulations of financial institutions generally
and heightened prudential requirements for systemically important firms in particular. Included in these are reforms of the capital
and liquidity framework as well as new rules covering over-the-counter ("OTC") derivatives markets, such as mandated exchange
trading, position limits, margin, capital and registration requirements. Many of these reforms have and will continue to influence
the Firm and Group.

With the majority of the Group's subsidiaries incorporated in the EU, the regulatory developments within the EU are a key focus.
In the EU specifically, the European Systemic Risk Board (‘ESRB") has been established to monitor financial stability, together
with European Supervisory Agencies which set detailed regulatory rules and encourage supervisory convergence across the 28
Member States. The EU has also created a Single Supervisory Mechanism (“SSM") for the eurozone, under which the European
Central Bank (“ECB") has supervisory responsibility, together with a Single Resolution Mechanism (*“SRM”) and Single Resolution
Board (“SRB"), having jurisdiction over bank resolution in the zone.

There is an extensive and complex program of final and proposed regulatory enhancements which reflects, in part, the EU's
commitment to the G20 policy framework. As such, the EU is currently considering or executing upon significant revisions to laws
covering: bank and investment firm recovery and resolution; bank structure; securities settlement; transparency and disclosure of
securities financing transactions; benchmarks; resolution of market infrastructures (Central clearing counterparties (“CCP's"));
anti-money laundering controls; data security and privacy; and corporate governance in financial firms, together with new
amendments to capital and liquidity standards.
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Regulatory developments (continued)
Recovery and resolution

In April 2016, the Board of Governors of the Federal Reserve (“Federal Reserve”) and the Federal Deposit Insurance Comporation
(“FDIC") (collectively the “agencies”) jointly provided firm-specific feedback on the 2015 Resolution Plans of eight systemically
important U.S. domestic banking institutions and determined that five of these 2015 Resolution Plans, including that of the Firm,
were not credible or would not facilitate an orderly resolution under the U.S. Bankruptcy Code, as provided under the Dodd-Frank
Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act"). The agencies required that the identified shortcomings
be satisfactorily addressed in the Firm’s Resolution Plan due on 1 July 2017.

On 1 October 2016, the Firm filed with the agencies its 2016 Resolution Submission, describing how the Firm remediated the
deficiencies and providing a status report of its actions to address the feedback received from the agencies.

On 13 December 2016, the agencies advised the Firm of their determinations that the Firm's 2016 Resolution Submission
adequately remediated the deficiencies in the Firm’'s 2015 Resolution Plan identified by the agencies. On 1 July 2017, the Firm
filed with the agencies its 2017 Resolution Plan, describing how the Firm remediated the remaining shortcomings identified by the
agencies in April 2016.

A subsidiary, J.P. Morgan Securities plc ("JPMS plc"), is considered a material legal entity (as defined in its 2016 Resolution
Submission) for the purpose of the Firms' annual Resolution Plan. The Firm has taken several steps to address the feedback
including, among others, the objective to comprehensively reassess the resolvability of the UK subsidiaries, including that of
JPMS plc, and simplify its financial, operational and structural interconnectedness with JPMorgan Chase affiliates.

The proposed simplification was completed by 1 July 2017 and resulted in the elimination of certain intermediate holding entities
between the Company and JPMS pilc. In addition, the share ownership structure of JPMS plc was simplified and JPMS plc
became wholly owned by the Company.

Capital, Liquidity, Leverage Ratio Requirements

In October 2012, the Basel Committee published final guidelines for calculating incremental capital requirements for domestic
systemically important banking institutions (“D-SIBs"). These guidelines are complementary to the framework for global
systemically important banks (*G-SIBs”), but are more principles-based to allow for national discretion in their implementation.

The D-SIB guidelines have been implemented in the EU by the European Banking Authority (“EBA”) through the systemic risk
buffer ("SRB") and the other systemically important institution (“O-SII") buffer in CRD IV. The O-Slis identification process started
in 2015 and takes place on a yearly basis. The EU's implementation of the D-SIB guidelines grants EU member states’ relevant
authorities significant discretion to identify O-Slis. The Firm'’s legal entities in the EU do not fall within the scope of the SRB
regulations and therefore the Group will not be subject to a SRB capital buffer. The UK has chosen not to apply a capital buffer to
O-SlIs and therefore the Group is not required to maintain an O-Sl| buffer.

The CRD IV package, as amended by the European Commission Delegated Act ("the Delegated Act’), is the EU’'s implementation
of the Basel |l capital framework. Notably, the package introduced a new leverage ratio, which compares CRD IV's definition of
Tier 1 capital to a measure of leverage exposure, defined as the sum of assets less Tier 1 capital deductions plus certain off-
balance-sheet exposures, including a measure of derivatives exposures, securities financing transactions and commitments. On
23 November 2016, the European Commission (“EC”) released its proposal for Capital Requirements Directive V (‘CRD V")/
Capital Requirements Regulation 2 (“CRR 2"), which amends CRD IV legislation to accommodate several recently finalised Basel
standards, including: Fundamental Review of the Trading Book (“FRTB"), Standardised Approach to Counterparty Credit Risk
("SA-CCR") and Leverage Ratio ("LR") plus a number of other amendments to the prudential framework in the EU (e.g., Large
Exposure framework). The amendments to the LR now mandate a binding ratio, set at 3%, with discretion afforded to national
authorities to increase this requirement if they deem necessary.

The CRD V package also includes the introduction of an intermediate holding company requirement for foreign banks and the
implementation of the standard for Total Loss Absorbing Capacity ("TLAC").

The Basel Committee is considering further changes to the Basel Il framework, which includes revisions to the standardised
approach to credit risk and operational risk calculation methods. The changes will affect the Group and other of the Firm's EU
legal entities once finalised and implemented in the EU through changes to the CRD. Note that no firm plans for implementation
of these changes have been set out by the EU legislative.bodies and their finalisation also remains incomplete following a delay in
January 2017, so the approach and timing remains uncertain.

The Basel Committee’s international framework for liquidity risk measurement, standards and monitoring requires banking
organisations to measure their liquidity against two specific liquidity tests.
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Regulatory developments (continued)
Total Loss Absorbing Capacity

In November 2015, the Financial Stability Board (‘FSB") issued a set of final principles, and a corresponding term sheet, on a new
minimum standard for TLAC of G-SIBs. TLAC is intended to facilitate the resolution of a financial institution without causing
financial instability and without recourse to public funds. The FSB's final standard also requires certain material subsidiaries of a
G-SIB organised outside of the G-SIB’s home country, such as the Group, to maintain amounts of TLAC to facilitate the transfer of
losses from operating subsidiaries to the parent company.

As of January 2016, the Bank Recovery and Resolution Directive ("BRRD") subjects institutions to a minimum requirement for
own funds and eligible liabilities (“MREL"). On 8 November, the Bank of England (“BOE") and PRA published respectively their
policy statement and accompanying supervisory statement on MREL thresholds and buffers. The BOE statement of policy sets
out the end-state MREL levels that will apply to UK institutions by 1 January 2022. Intermediate target levels are set depending on
whether the firm is a G-SIB, a D-SIB, or neither. The releases confirm that the BOE will apply a level of MREL and implementation
timetable in line with the global TLAC standard. The releases do not cover specifically the levels of MREL the Firm can expect for
the Group's UK entities such as JPMS plc. BOE is expected to consult again on internal MREL in 2017 (following an FSB
publication on internal TLAC issued in December 20186).

Further, on 23 November 2016, the EC released proposals for amending the BRRD, including a proposal to amend MREL
requirements to implement the global TLAC standard in the EU. Under the proposal, TLAC will be implemented as a Pillar 1
MREL requirement in line with the FSB’s minimum TLAC standard. The scope is in line with the FSB Term Sheet (i.e. Global
Systematically Important insurers (“G-Slis”) only). Additionally, material subsidiaries of non-EU G-SlIs that are not themselves
resolution entities will be subject to an internal TLAC requirement, set at 90% of their individual external TLAC requirement were it
required.

The potential impacts of these requirements on the Group are currently being considered. Once communication of the end state
requirement has been provided, the Group will establish plans to ensure compliance with the requirements by the conformance
date. In the interim period however, the Group considers compliance with current minimum capital requirements to represent
compliance with its transitional MREL.

EU Market Reform

The EU has finalised the Markets in Financial Instruments Regulation and a revision of the Markets in Financial Instruments
Directive (collectively, “MiFID II"). These include extensive market structure reforms, such as the establishment of a new trading
venue category (organised trading facilities), creation of a derivatives trading obligation and enhanced pre- and post-trade
transparency covering a wider range of financial instruments. Firms trading commodity derivatives will be required to calculate
and report their positions and adhere to specific limits. Other reforms introduce enhanced transaction reporting, rules governing
algorithmic and high-frequency trading, the publication of best execution data by investment firms and trading venues, investor
protection-related and organisational requirements. Other requirements will affect the way investment managers can pay for the
receipt of investment research. On 30 June 2016, legislation was passed to delay MiFiD Ii for one year until January 2018. The
Firm has a dedicated MIFID Il programme which is focused on business specific requirements, ensuring operational readiness
and consistency in implementation across the industry.

The EU and national financial legislators and regulators have proposed or adopted numerous further market reforms that may
impact the Group’s businesses, including heightened corporate governance standards for financial institutions and rules to govern
the way that indices are generated that are used as benchmarks for financial instruments or funds.

The EU has established regulatory requirements for OTC derivatives activities under the European Market infrastructure
Regulation ("EMIR"), including requirements relating to margining, mandatory clearing and reporting, which in general have
already started taking effect. A global compliance timetable for margin requirements was established by the BCBS-I0SCO
Working Group on Margin Requirements ("WGMR"). The EU finalised its rules for non-centrally cleared OTC derivatives in
December 2016 which deviated from this schedule in implementing the first phase imposing initial and variation margin
requirements for the largest global dealers. Phase 1 of the initial and variation margin rules began to apply in the EU from 4
February 2017. Implementation of industry wide variation margin rules in the EU aligned with the global schedule was due to start
on 1 March 2017. However, due to readiness issues across the broader industry, global regulatory bodies which have adopted the
WGMR schedule have acted to provide varying degrees of enforcement relief. On 23 February 2017, the European Supervisory
Authorities ("ESAs") released a statement that all in-scope transactions entered into from 1 March 2017 remain subject to the
rules and would need to be made compliant, but they expect National Competent Authorities to apply a risk-based approach to
day-to-day enforcement of the rules as the market works towards full compliance. The Firm and Group is coordinating with its
regulators and continues to work diligently with its clients to reach a state of industry readiness.

In addition, the EU also introduced the Securities Financing Transaction Regulation (“SFTR"), parts of which have begun to apply
from 2016. The new measures include rules concerning the re-use of collateral, disclosure and record keeping as well as
reporting requirements. Given the broad scope of the regulation, it is expected to affect multiple business areas, in particular the
repos business, principal stock borrowed loan, agency lending and prime brokerage.



J.P. MORGAN CAPITAL HOLDINGS LIMITED

Strategic report (continued)
Regulatory developments (continued)
Volcker Rule

Section 619 of the Dodd-Frank Act (the “Volcker Rule”) prohibits banking entities, including the Firm, from engaging in certain
“proprietary trading” activities, subject to exceptions for underwriting, market-making, risk-mitigating hedging and certain other
activities. In addition, the Volcker Rule limits the sponsorship of, and investment in, “covered funds” (as defined in the rule) and
imposes limits on certain transactions between the Firm and its sponsored funds. The Group is subject to these provisions by
virtue of being a subsidiary of the Firm.

The Volcker Rule, which became effective in July 2015, requires banking entities to establish comprehensive compliance
programs reasonably designed to help ensure and monitor compliance with the restrictions under the Volcker Rule, including, in
order to distinguish permissible from impermissible risk-taking activities, the measurement, record-keeping, monitoring and
reporting of certain key metrics. The reporting requirements include calculating daily quantitative metrics on covered trading
activities (as defined in the rule) and providing these metrics to regulators on a monthly basis. Given the uncertainty and
complexity of the Volcker Rule’s framework, the full impact will ultimately depend on its ongoing interpretation by the five
regulatory agencies responsible for its oversight. '

Of note, the EU Parliament is considering the Bank Structure Regulation, a draft regulation to implement a proprietary trading ban
and impose mandatory separation of other trading activities from core banking activity. The proposed regulation is applicable only
to certain banks above materiality thresholds. If the EU Parliament can agree a position on this regulation, it will proceed to a
‘trialogue’ process to agree a common text between the European Commission, European Council of Ministers and the EU
Parliament. Various EU Member States have enacted similar structural measures, including the UK (via the Independent
Commission on Banking), France and Germany.
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Risk Management

Risk is an inherent part of the Group's business activities. The Group's overall objective is to manage its businesses, and the
associated risks, in a manner that balances serving the interests of its clients and customers and protects the safety and
soundness of the Group.

JPMorgan Chase’s and the Group's risk management framework seeks to mitigate risk and loss to the Firm and Group. The Firm
has established processes and procedures intended to identify, measure, monitor, report and analyse the types of risk to which
the Firm is subject. However, as with any risk management framework, there are inherent limitations to the Firm's risk
management strategies because there may exist, or develop in the future, risks that the Firm has not appropriately anticipated or
identified.

The Group exercises oversight through the Board of Directors and delegation from the Board to various committees and sub-
committees which are aligned to both the Firm risk management framework and regulatory requirements.

All disclosures in the Risk management section (pages 7 - 24) are unaudited unless otherwise stated.
Risk Summary

The following table summaries the risks inherent in the Group's business activities.

Risk Definition

Economic risks

The risk that the Group has an insufficient level and composition of capital to support the Group's business activities,

Capital risk and associated risks during normal economic environments and stressed conditions.
Credit risk The risk of loss arising from the default of a customer, client or counterparty.

The risk that a sovereign event or action alters the value or terms of contractual obligations of obligors, counterparties
Country risk and issuers, or adversely affects markets related to a particular country.

The risk that the Group will be unable to meet its contractual and contingent obligations or that it does not have the
Liquidity risk appropriate amount, composition and tenor of funding and liquidity to support its assets and liabilities.

The risk of loss arising from potential adverse changes in the value of the Group's assets or liabilities or future results,
resulting from changes in market variables such as interest rates, foreign exchange rates, equity prices, commodity

Market risk prices, implied volatilities or credit spreads.

Non-U.S. dollar

Foreign Exchange Non-U.S. dollar FX risk is the risk that changes in foreign exchange rates affect the value of the Group’s assets or
("FX") risk liabilities or future results.

The risk resulting from the Group’s traditional banking activities (both on- and off-balance sheet positions) arising from
Structural interest rate the extension of loans and credit facilities, taking deposits and issuing debt (collectively referred to as “non-trading
risk activities”).

Other core risks
Compliance risk The risk of failure to comply with applicable laws, rules and regulations.

The risk that an employee’s action or inaction causes undue harm to the Group and Firm's clients and customers,
c damages market integrity, undermines the Group and Firm’s reputation, or negatively impacts the Group and Firm’s
onduct risk culture.

The risk of loss or imposition of damages, fines, penalties or other liability arising from failure to comply with a
Legal risk contractual obligation or to comply with laws or regulations to which the Group is subject.

The risk of the potential for adverse consequences from decisions based on incorrect or misused model outputs and
Model risk reports.

The risk of loss resuiting from inadequate or failed processes or systems, human factors, or due to external events
Operational risk that are neither market nor credit related such as cyber and technology related events.

The risk that an action, transaction, investment or event will reduce trust in the Group and the Firm's integrity or
competence by our various constituents, including clients, counterparties, regulators, employees and the broader
Reputation risk public.
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Risk Management (continued)

An overview of the key aspects of risk management is provided below. A detailed description of the policies and processes
adopted by the Firm may be found within the JPMorgan Chase & Co. 2016 Annual Report on Form 10-K.

Capital risk (Audited)

Capital risk is the risk the Group has an insufficient level and composition of capital to support the Group’s business éctivities and
associated risks during both normal economic environments and under stressed conditions.

A strong capital position is essential to the Group’s business strategy and competitive position. The Firm's capital management
strategy focuses on maintaining long-term stability to enable the Firm to build and invest in market-leading businesses, even in a
highly stressed environment. Prior to making any decisions on future business activities, senior management considers the
implications on the Firm's capital. Accordingly, its Capital Management Framework is designed to ensure that the Group is
adequately capitalised at all times in relation to:

+  Minimum risk-based regulatory capital requirements (Pillar 1 capital under CRD IV plus Pillar 2/Individual Capital Guidance
(“ICG") set by the PRA and relevant CRD 1V buffers);

«  Minimum leverage requirements®™ (calculated per the final rules in the Capital Requirements Regulation (“CRR”) post the
delegated act (October 2014));

»  The risks faced by the entities, through regular comparisons of regulatory and internal capital requirements; and

+  Senior management’s risk appetite expressed, for example, through the application of an internal capital buffer and preferred
minimum capital ratios above those prescribed in regulation.

The framework used to manage capital within the Group is based around a regular cycle of point-in-time capital calculations and
reporting, supplemented by forward-looking projections and stress testing, with corrective action taken as and when required to
maintain an appropriate level of capitalisation. Each part of the process is subject to rigorous control, including capital adequacy
reporting with daily, weekly or quarterly frequency to ensure we maintain appropriate oversight in line with the Capital
environment. Escalation of issues is driven by a framework of specific triggers, set in terms of capital and leverage ratios,
movements in those ratios and other measures.

Through the quarterly Internal Capital Adequacy Assessment Process (“ICAAP”), the Group ensures that it is adequately
capitalised in relation to its risk profile and appetite, not only as at the ICAAP date, but through the economic cycle and under a
range of severe but plausible stress scenarios. 'Reverse stress testing' is used to identify potential, extreme scenarios which
might threaten the viability of the Group's business mode! so that any required mitigation can be put in place.

The composition of capital of the Group is as follows. All tiers of capital are shown net of applicable deductions.

2016 2015

$'m $'m
Common Equity Tier 1 (Equity share capital and reserves) 41,954 39,293
Additional Tier 1 (Preference shares and preferred ordinary shares) 45 ) 48
Tier 2 (Preference shares and subordinated loan) 23 21
Total capital resources 42,022 39,362
Pillar 1 Capital Requirement (unaudited) 16,741 ‘ 14,894
Excess of total capital resources over Pillar 1 capital requirements (unaudited) 25,281 24,468

Pillar 1 Capital Ratio (unaudited) ' A 20.08% 21.14%

As of 31 December 2016 and 2015, the Group was adequately capitalised and met all external capital requirements. Capital
resources utilised to calculate capital ratios are inclusive of audited current year profits, less the foreseeable dividend included in
the post balance sheet events note 38. Additionally, the operational risk requirement included within the Pillar 1 Capltal
Requirement has been recalculated to incorporate current year net income.

Group information is included in the consolidated Pillar 3 disclosures and is made available on the Firm’s website in accordance
with Part Eight of the European Capital Requirements Regulation. These are published on an annual basis or more frequently
where the Firm has assessed a further need to do so under the guidelines (EBA/ GL/2014/14) set out by the European Banking
Authority ("EBA"). These disclosures are not subject to external audit.

®  CRD IV implemented Basel lll in the EU and came into force on 1 January 2014.
®  Disclosure requirement applicable from 1 January 2015 and minimum leverage requirement applicable from 1 January 2018.

-8-
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Risk Management (continued)
Credit risk (Audited)

Credit risk refers to the risk of loss arising from a borrower, counterparty or obligor failing to meet its contractual obligations. In its
wholesale business, the Group is exposed to credit risk through its underwriting, lending, market-making and hedging activities
with and for clients and counterparties, as well as through its operating services activities (such as cash management and
clearing activities), securities financing activities, investment securities portfolio, and cash placed with banks. A portion of the
loans originated or acquired by the Firm's wholesale businesses are generally retained on the balance sheet; the Group’s
syndicated loan business distributes a significant percentage of originations into the market and is an important component of
portfolio management. The Group designates certain wholesale loans at fair value through profit or loss, refer to note 28.

Governance

Credit risk is managed by the Firm on a global as well as at a legal entity level. The Firm has developed policies and practices
that the Group is subject to that are designed to preserve the independence and integrity of the approval and decision-making
process of extending credit. The policies ensure that credit risks are assessed accurately, approved properly, monitored regularly
and managed actively at the transaction, client and portfolio levels. In addition, the principal subsidiaries within the Group have
their own credit risk policy, which contains standards pertaining to governance including: management of concentrations, credit
risk limits and new business initiative approvals. The credit risk policy of the Group's principal subsidiaries are reviewed by the
Board of Directors' Risk Policy Committee (“DRPC") and approved by their respective Boards.

The Group's principai subsidiaries have a designated Chief Risk Officer. Credit Executives within the Firm who approve
extensions of credit for the Group's principal subsidiaries report to the Chief Risk Officer. Each Line of Business ("LOB") within the
Firm has its own independent credit risk management function, reporting to the Group Chief Risk Officer.

JPMS plc and JPMEL hold wholesale loan portfolios.
Risk identification and measurement

The Credit Risk Management function identifies, measures, limits, manages and monitors credit risk across our businesses.
To measure credit risk, the Group employs several methodologies for estimating the likelihood of obligor or counterparty
default. Methodologies for measuring credit risk vary depending on several factors, including type of asset, volatility in trading
markets, risk measurement parameters and risk assessment processes. Credit risk measurement is based on the probability
of default of an obligor or counterparty, the loss severity given a default event and the exposure at default.

Based on these factors and related market-based inputs, the Group estimates credit losses for its exposures. Incurred credit
losses inherent in the wholesale loan portfolios, are reflected in the provision for loan losses and credit losses inherent in lending-
related commitments are reflected in the provision for lending-related commitments. These losses are estimated using empirical
statistical analyses and depend on the characteristics of the credit exposure. In addition, potential and unexpected credit losses
are reflected in the allocation of credit risk capital and represent losses exceeding the established allowances for loan losses and
lending-related commitments. The analyses for these losses include stress testing (considering alternative economic scenarios)
as described in the stress testing section below.

Risk-rated exposure

The Group holds risk-rated portfolios. For the risk-rated portfolio, credit loss estimates are based on estimates of the
probability of default ("PD") and loss severity given a default.

The probability of default is the likelihood that a borrower will default on its obligation; the loss given default (‘LGD") is the
estimated loss on the exposure that would be realised upon the default and takes into consideration collateral and structural
support for each credit facility. The estimation process includes assigning risk ratings to each borrower and credit facility to reflect
the internal view risk within the portfolio.

These risk ratings are reviewed regularly by Credit Risk Management and revised as needed to reflect the borrower's current
financial position, risk profile and related collateral.

The calculations and assumptions are based on historic experience and management judgement, and are reviewed regularly.
Stress testing

Stress testing is important in measuring and managing credit risk in the Group's credit portfolio. The Group uses stress testing to
inform decisions on setting risk appetite both at legal entity and LOB level. Stress testing resuits across a range of scenarios and
products are regularly reported to relevant management committees providing additional insight into credit portfolio's sensitivities
under stress and measurement against risk appetite. This additional insight supports timely management notification and action,
when required.
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Credit risk (Audited) (continued)
Risk monitoring and management

The Group have adopted and applied the policies and practices developed by the Firm. The Firmwide policy framework
establishes credit approval authorities, concentration limits, risk rating methodologies, portfolio review parameters and guidelines
for management of distressed exposures. In addition, certain models, assumptions and inputs used in evaluating and monitoring
credit risk are independently validated by groups that are separate from the LOBs.

Wholesale credit risk is monitored regularly at an aggregate portfolio, industry and individual client and counterparty level with
established concentration limits that are reviewed and revised as deemed appropriate by management, typically on an annual
basis.

In addition, wrong-way risk - the risk that exposure to a counterparty is positively correlated with the impact of a default by the
same counterparty, which could cause exposure to increase at the same time as the counterparty's capacity to meet its
obligations is decreasing - is actively monitored as this risk could result in greater exposure at default compared with a transaction
with another counterparty that does not have this risk.

Risk monitoring and management (continued)
Management of the Group’s wholesale credit risk exposure is accomplished through a number of means, including:

«  Loan underwriting and credit approval process
* Loan syndications and participations

*  Loan sales and securitisations

*  Master netting agreements

»  Collateral and other risk-reduction techniques

Risk reporting

To enable monitoring of credit risk and effective decision-making by the Group's subsidiaries, aggregate credit exposure,
concentration levels and risk profile changes are reported regularly to senior Credit Risk Management. Detailed portfolio
reporting of industry, product and geographic concentrations occurs monthly, and the appropriateness of the allowance for
credit losses is reviewed by senior management at least on a quarterly basis. Through the risk reporting and governance
structure, credit risk trends and limit exceptions are provided regularly to, and discussed with, senior management and the
relevant Board of Directors as appropriate.
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Credit risk exposures (Audited)

The table below presents the Group’s total balance sheet exposure and net exposure to financial assets after taking account of
certain risk mitigants. Gross balance sheet exposure is reported on a net-by-counterparty basis for derivatives and securities
purchased under agreements to resell when the legal right and intention of offset exists under an enforceable netting agreement
as required under section 11.38A of FRS102. Net exposure is presented after taking account of assets which are primarily
exposed to market risk, enforceable master netting agreements (where the offsetting criteria under section 11.38A is not met) and
the value of collateral received in respect of financial assets.

Net balance sheet

Gross Master exposure held with:
D oot captured by agreements  securlty - sheet  JPMorgan  External
exposure 1) market risk  and other collateral 2) exposure  yndortaking parties
$'m $'m $'m $'m $'m $'m $'m
31 December 2016
Financial assets: - ~
Cash and balances at central banks 20,768 — — — 20,768 — 20,768
Cash at bank and in hand 127 — — — 127 125 2
Loans and advances to banks 6,567 — — — 6,567 4,621 1,946
:l‘.)oans and advances to customers 8,766 _ _ (5,374) 3,392 _ 3,392
Securities purchased under
agreements to resell 4) 141,670 — — (141,670) — —_ —
Securities borrowed 4) 25,665 —_ —_ (25,665) —_ — - —
Financial assets held for trading 324,203 (89,766) (200,312) (19,626) 14,499 e 14,499
Financial assets designated at fair P .
value through profit or loss 330 (330) — — — = —
Financial assets available-for-sale 107 (107) — — — — —
Other assets 57,278 — — — 57,278 23,190 34,088
Total 5) 585,481 (90,203) (200,312) (192,335) 102,631 27,936 74,695

See page 12 for footnotes.
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Net balance sheet

Master exposure held with:
batance ahoet capm’?::"b‘i agreemonts  socurlty |- anest  JPMorgan  External
exposure 1) market ris and other collateral 2) exposure  yndertaking parties
$'m $m $m $m $'m $m $'m
31 December 2015
Financial assets:
Cash and balances at central banks 269 — — — 269 — 269
Cash at bank and in hand 413 —_ — — 413 413 —
Loans and advances to banks 5,184 — — — 5,184 2,137 3,047
%)oans and advances to customers 10,293 N _ (7.409) 2,884 _ 2,884
Securities purchased under resale .
agreements 4) 143,117 — — (143,117) — — —
Securities borrowed 4) 14,873 — — (14,873) — — —
Financial assets held for trading 301,252 (92,118) (165,935) (15,595) 27,604 — 27,604
Financial assets designated at fair
value through profit or loss 140 (140) — — — — —
Financial assets available-for-sale 20 (20) — —_ _— — —
Subordinated loans 245 —_ — — 245 245 —
Other assets 33,692 — —_ — 33,692 11,507 22,185
Total 5) 509,498 (92,278) (165,935) (180,994) 70,291 14,302 55,989

) Of the above on-balance sheet assets, $100,491 million (2015: $97,623 million) is held with other JPMorgan Chase undertakings. For further
details of these amounts by line item category, refer to the notes to the financial statements.

2) Cash and security collateral received in respect of financial assets held for trading is limited to net balance sheet exposure after taking account

of master netting and other arrangements.

3) During 2016, the net balance sheet exposure on loans and advances to customers is presented without taking into account credit risk mitigants

such as financial guarantees, prior year amounts have been adjusted to conform with current year presentation.

4) The fair value of the security collateral in respect of securities financing transactions is, in aggregate, greater than the net amounts reported on
balance sheet, and therefore, the related amounts included as cash and security collateral have been limited to the inclusion of collateral to the
extent of the net amount by counterparty. During 2015, these amounts were limited to the inclusion of collateral to the extent of the net balance
sheet amount in aggregate and therefore prior year amounts have been adjusted to conform with current year presentation.

% Off-balance sheet exposure consists of lending commitments of $19,571 million (2015: $20,474 million). Refer to note 33.

The Group's credit exposures and credit risk mitigants are further described below:

Cash and balances at central banks

Cash and balances with central banks include interest-bearing deposits. These are of investment grade.

Cash at bank and in hand

Cash at bank and in hand are mainly held with JPMorgan Chase undertakings which are of investment grade.

Loans and advances to banks

The Group places substantially all of its deposits with banks, which are of investment grade to mitigate credit risk exposure.
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Loans and advances to customers

The ratings scale below is based on the Firm's internal risk ratings, which generally correspond to the ratings as defined by S&P

and Moody'’s Investors Service. The Group's credit exposure and maturity profile to loans and advances to customers is detailed
in note 14.

2016 2015
$m $m

Rating profile
Investment grade (AAA/Aaa to BBB-/Baa3) 6,503 7,108
Sub-investment grade (BB+/Ba1 and below) 2,263 3,185
8,766 10,293

There were no material past due or impaired loans and advances to customers as at 31 December 2016 (2015: nil).

Analysis of concentration credit risk

Concentrations of credit risk arise when a number of customers are engaged in similar business activities or activities in the same
geographic region, or when they have similar economic features that would cause their ability to meet contractual obligations to
be similarly affected by changes in economic conditions.

Geographical credit risk concentration 2016 2015
$'m $'m

_ European Union 1) 7,754 8,176
Rest of the world 1,012 2,117
8,766 10,293

" Includes balances with JPMorgan Chase undertakings.

Industry credit risk concentration 2016 2015
$'m $'m

Commercial and industrial 2,375 1,877
Financial institutions 277 136
Real estate 746 1,094
Other 2) 5,368 7,186
8,766 . 10,293

2 \ncludes balances with individuals

Securities purchased under agreements to resell and securities borrowed

The Group generally bears credit risk related to resale agreements and securities borrowed where cash advanced to the
counterparty exceeds the expected value of the collateral received on default. The Group'’s credit exposure on these transactions
is therefore significantly lower than the amounts recorded on the balance sheet, which for the substantial majority represent
contractual value before consideration of any collateral received. The Group also has a potentiai credit exposure on repurchase
agreements and securities loaned, which are liabilities on its balance sheet, to the extent that the value of collateral pledged to
the counterparty for these transactions exceeds the amount of cash or collateral received.
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Financial assets held for trading

Debt and equity instruments are primarily exposed to market risk and are therefore deducted to determine the net credit risk
exposure. Derivatives are reported at fair value on a gross by counterparty basis in the Group's financial statements unless the
Group has current legal right of set-off and also intends to settle on a net basis. The majority of the credit risk exposure is
mitigated by cash collateral, margin arrangements and enforceable master netting arrangements. The counterparty credit risk on
the derivative portfolio is generally mitigated by arrangements provided to the Group by JPMorgan Chase Bank N.A.

Financial assets available for sale
Financial assets available for sale represents listed equity securities and are captured by market risk and therefore are removed
to arrive at net credit risk exposure.

Financial assets designated at fair value through profit and loss
Financial assets designated at fair value through profit or loss represent unlisted equity securities and loans. These are both
primarily exposed to market risk and are therefore deducted to determine net credit risk exposure.

Debtors and other assets

The Group is exposed to credit risk from its debtors through its amounts due from brokers/dealers, customers and JPMorgan
Chase undertakings. These primarily comprise receivables related to cash collateral paid to counterparties in respect of derivative
financial instruments. In addition, these balances also include receivables related to sales of securities which have traded, but not
yet settled. These receivables generally have minimal credit risk due to the low probability of clearing organisation defauit and
failure to deliver, the short-term nature of receivables related to securities settlements which are predominately on a delivery
versus payment basis. ‘

Country risk

Country risk is the risk that a sovereign event or action alters the value or terms of contractual obligations of obligors,
counterparties or issuers, or adversely affects markets related to a particular country. The Firm has a comprehensive country risk
management framework for assessing country risks, determining risk tolerance and measuring and monitoring direct country
exposures in the Firm. The Country Risk Management group is responsible for developing guidelines and policies for managing
country risk in both emerging and developed countries. The Country Risk Management group actively monitors the various
portfolios giving rise to country risk to ensure the Firm and Group’s country risk exposures are diversified and that exposure levels
are appropriate given the Firm and Group's strategy and risk tolerance relative to a country.

Country risk organisation

The Country Risk Management group, part of the independent risk management function, works in close partnership with other
risk functions to assess and monitor country risk within the Firm. The Firmwide Risk Executive for Country Risk reports to the
Firm's CRO. Country Risk Management is responsible for the following functions:

«  Developing guidelines and policies consistent with a comprehensive country risk framework
«  Assigning sovereign ratings and assessing country risks

«  Measuring and monitoring country risk exposure and stress across the Firm

« Developing surveillance tools for early identification of potential country risk concerns

«  Providing country risk scenario analysis

14 -
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Country risk identification and measurement

The Firm and Group is exposed to country risk through its lending and deposits, investing and market-making activities, whether
cross-border or locally funded. Country exposure includes activity with both government and private-sector entities in a country.
Under the Firm’s internal country risk management approach, country exposure is reported based on the country where the
majority of the assets of the obligor, counterparty, issuer or guarantor are located or where the majority of its revenue is derived,
which may be different than the domicile (legal residence) or country of incorporation of the obligor, counterparty, issuer or
guarantor. Country exposures are generally measured by considering the Firm and Group’s risk to an immediate default of the
counterparty or obligor, with zero recovery. Assumptions are sometimes required in determining the measurement and allocation
of country exposure, particularly in the case of certain tranched credit derivatives. Different measurement approaches or
assumptions would affect the amount of reported country exposure.

Country risk measures are aggregated based on a “Country of Assets” attribute assigned to the client/counterparty/issuer or the
risk position by the LOB owner of the risk. Country Risk Management maintains the Firmwide definition for Country of Assets and
consults with the business as requested on designations. All risk positions, regardless of type, must have a designated Country of
Assets.

Under the Firm’s internal country risk measurement framework used by the Group:

» Lending exposures are measured at the total committed amount (funded and unfunded), net of the allowance for credit
losses and cash and marketable securities collateral received

+ Deposits are measured as the cash balances placed with central and commercial banks
+  Securities financing exposures are measured at their receivable balance, net of collateral received
« Debt and equity securities are measured at the fair value of all positions, including both long and short positions

+  Counterparty exposure on derivative receivables is measured at the derivative's fair value, net of the fair value of the related
collateral. Counterparty exposure on derivatives can change significantly because of market movements

»  Credit derivatives protection purchased and sold is reported based on the underlying reference entity and is measured at the
notional amount of protection purchased or sold, net of the fair value of the recognised derivative receivable or payable.
Credit derivatives protection purchased and sold in the Firm’s market making activities is measured on a net basis, as such
activities often result in selling and purchasing protection related to the same underlying reference entity; this reflects the
manner in which the Firm manages these exposures.

The Firm and Group offers a wide variety of products and services, and some activities may create contingent or indirect
exposure related to a country (for example, providing clearing services or.secondary exposure to collateral on securities financing
receivables). These exposures are managed in the normatl course of business through the Firm and Group's credit, market and
operational risk governance, rather than through Country Risk Management.

Country risk stress testing

The country risk stress framework aims to estimate losses arising from a country crisis by capturing the impact of large asset
price movements in a country based on market shocks combined with counterparty specific assumptions. Country Risk
Management periodically defines and runs ad hoc stress scenarios for individual countries in response to specific market events
and sector performance concerns.

Country risk reporting
The Group’s top three country exposures as of 31 December 2016 are the UK, France and Germany. The selection of countries is
based solely on the Group's largest total exposures by country, based on the Firm'’s internal country risk management approach,

and does not represent the Firm's view of any actual or potentially adverse credit conditions. Country exposures may fluctuate
from period to period due to client activity and market flows.
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