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LME Aluminum Stocks, chart prepared by the Permanent Subcommittee on
Investigations.

Metro Freight Incentives, chart prepared by Goldman Sachs.

[Source: Goldman Sachs Counsel letter to the Permanent Subcommittee on
Investigations, GSPSICOMMODS00046232, included in Exhibit 39.]

Aluminum Tonnage Shipped (Metro Warehouse (Detroit) to Metro Warehouse
(Detroit), chart prepared by Goldman Sachs. [Source: Goldman Sachs Counsel letter to
the Permanent Subcommittee on Investigations, PSI-GoldmanSachs-20-000002.]
Goldman Employees Who Served As Metro Board Members, 2009 to 2014, chart
prepared by the Permanent Subcommittee on Investigations.

Aluminum Merry Go Round Transactions, chart prepared by the Permanent
Subcommittee on Investigations.

Detroit Queue and Platts MW Aluminum Premium, chart prepared by the Permanent
Subcommittee on Investigations.

Wentworth Ownership Structure, chart prepared by the Permanent Subcommittee on
Investigations.

Overview of North America Gas, Power and PI Assets, as of 03/31/2011, chart prepared
by J.P. Morgan. [FRB-PSI-623097, included in Exhibit 58]

JPMorgan internal email, dated October 2010, re: Please sir! mor BCR!!!!

Excerpts from 2013 CNR Financial Statement, prepared by CNR.
[GSPSICOMMODS00046374, included in Exhibit 17]

Queue Length, chart prepared by the Permanent Subcommittee on Investigations.

Documents Related to Goldman Sachs/General:

2.

Excerpts of Goldman Sachs responses to questions from the Federal Reserve on 4(o)
Commodities Activities, dated May 26, 2011, re: 1997 v. 2010 physical commodity
activities. [FRB-PSI-200600-6021, 608-610]

Excerpt from Goldman Sachs Presentation, Federal Reserve Bank of New York Discovery

Review: Global Commodities - US Natural Gas & Power, dated March 2010, (Financial vs.
Physical Trades FY 2009). [FRB-PSI-400006, 008]
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Goldman Sachs Presentation, Global Commodities, Presentation to the Board of Directors
of The Goldman Sachs Group, Inc., dated October 2011, including Metro, CNR and
Cogentrix highlights. [FRB-PSI-700011-030]

Excerpts from Goldman Sachs Memorandum, dated July 2012, re: Firmwide Client and
Business Standards Committee Meeting, (...Merchant Banking include CNR, Metro and
Vale.... *** . Nufcor - treated as part of firm’s own activities).

[FRB-PSI-200984, 995-996, 1000-001]

Goldman Sachs Memorandum to the Federal Reserve, dated July 2013, re: commodity-
related activities, including environmental/catastrophic risk. [FRB-PSI-201245-268]

Goldman Sachs Presentation, Global Commodities & Global Special Situations Group,
Presentation to the Board of Directors of The Goldman Sachs Group, Inc., dated
September 2013, including Metro and CNR (short coal hedge) highlights.
[FRB-PSI-400077-098]

Consolidated Holding Company Report of Equity Investments in Nonfinancial Companies -
FR Y-12, dated June 30, 2014, prepared by The Goldman Sachs Group, regarding its
merchant banking investments. [FRB-PSI-800013-016]

Documents Related to Goldman Sachs Involvement with Uranium:

9.

10.

11.

12.

Goldman Sachs New Product Memorandum, dated December 2008, re: Uranium Trading.
[FRB-PSI-400039-052]

Goldman Sachs Physical Commodity Review Committee: Meeting Minutes, dated May
2013, re: enriched uranium (UF6). [FRB-PSI-400053-055]

Nufcor Organization Chart, prepared by Goldman Sachs.
[GSPSICOMMODS00046240]

Excerpts from Goldman Sachs’ counsel letter to the Subcommittee, dated October 2014, re:
Nufcor, attached chart, Nufcor Uranium Utility Supply Contracts at the time of the Nufcor
Acquisition (June 30, 2009)).

[PSI-GoldmanSachs-21-000001, 004 and GSPSICOMMODS00046532-533]

Documents Related to Goldman Sachs Involvement with Coal:

13.

CNR Organization Chart, prepared by Goldman Sachs.
[GSPSICOMMODS00046318]
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14. Excerpt from Coalcorp Mining Inc., Notice of Special Meeting of Shareholders to be Held
on February 11, 2010 and Management Information Circular.
[PSI-CI-01-000001-003]

15. Goldman Sachs submission to the Federal Reserve, Report of Changes in Organizational
Structure - FR Y-10, dated April 2010, re: CNR.
[GSPSICOMMODS00046301-303]

16. Excerpt from C.I. Colombian Natural Resources I SAS and J. Aron & Company Marketing
Agreement, dated September 2011. [GSPSICOMMODS00046496-501, 509]

17. Excerpt from C.I. Colombian Natural Resources I S.A.S, Financial Statements for the years
ended on the 31° of December of 2013 and 2012 and Statutory Auditor’s Report, dated
March 2014. [GSPSICOMMODS00046366-367, 373-376]

18. Excerpts from Goldman Sachs counsel letter to the Subcommittee, dated October 2014, re:
CNR. [PSI-GoldmanSachs-19-000001, 004-005]

19. Goldman Sachs counsel letter to the Subcommittee, dated November 2014 (...J. Aron acted
as the exclusive marketing and sales agent for CNR....).

[PSI-GoldmanSachs-25-000001-003]

20. Goldman Sachs Metals & Mining, Background to Environmental and Social Due
Diligence, updated 2012. [FRB-PSI-300221-230]

Documents Related to Goldman Sachs Involvement with Aluminum:

21. Excerpt from Goldman Sachs counsel letter to the Subcommittee, dated October 2014,
including chart, Aluminum Tonnage Shipped. [PSI-GoldmanSachs-20-000001-002]

22. a. Invoice List of Glencore Ltd. and Red Kite Master Fund Limited.

[GSPSICOMMODS00046871-872]

b. Glencore Ltd. invoice to Metro International Trade, dated June 21, 2013, in the amount
0f'$9,909,280.66. [GSPSICOMMODS46873]

c. Glencore Ltd. invoice to Metro International Trade, dated June 21, 2013, in the amount
of $402,190.77. [GSPSICOMMODS46874]

d. Glencore Ltd. invoice to Metro International Trade, dated September 24, 2013, in the
amount of $321,105.33. [GSPSICOMMODS46875]

e. Red Kite Master Fund Limited invoice to Metro International Trade, dated November
13, 2012, in the amount of $5,735,700. [GSPSICOMMODS46876]

f. Red Kite Master Fund Limited invoice to Metro International Trade, dated December
20, 2012, in the amount of $632,720. [GSPSICOMMODS46877]



23.

24.

25.

26.

27.

28.

29.

30.

31.

32.
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g. Red Kite Master Fund Limited invoice to Metro International Trade, dated January 28,
2014, in the amount of $2,932,731.43. [GSPSICOMMODS46878]

h. Red Kite Master Fund Limited invoice to Metro International Trade, dated November
13, 2013, in the amount of $14,084,401.27. [GSPSICOMMODS46879]

Warrant Finance Agreement, DB Energy Trading LLC and Metro International Trading
Services, LLC, dated September 2010. [GSPSICOMMODS00047434-447]

Excerpt from Goldman Sachs Presentation, MITSI Holdings LLC, Board of Directors
Meeting, dated December 2012, slide entitled Overview Off-warrant Deals re: Red Kite
deals. [GSPSICOMMODS00009348]

Metro internal email, dated November 2012, re: Detroit Ali - off warrant storage deal.
[GSPSICOMMODS00046684-686]

Glencore/Metro email exchange, dated April 2013, re: New Deal - Glencore Detroit (,,,all
91,000 mt for Glencore scheduled to ship outbound in May/June will do so as scheduled
but will go to other Metro locations in Detroit (we of course decide) and remain off
warrant until June/July 2013 at which point the material will be rewarranted.).
[GSPSICOMMODS00046687-691]

Charts related to last Red Kite deal and Glencore deal, prepared by Metro for LME in 2014.
[GSPSICOMMODS00046666-683]

Metro internal email, dated December 2010, re: Montreal (...blocking others. *** ...Q
management....). [GSPSICOMMODS00047422]

Metro internal email, dated February 2012, re: Stemcor 12 Kt to Detroit (...queue
management...). [GSPSICOMMODS00047423-429]

Metro internal email, Michael Whelan, Metro, email, dated June 2013, re: Resignation (I
have some questions and concerns regarding the Chinese Wall Policy that is in place which
regulates the interaction between Metro International, its customers, and J. Aron. This
morning’s confrontation was extremely questionable.) [GSPSICOMMODS00047430]

Metro International Trade Services (2011-2013), chart regarding agreements of sharing
physical premiums. [GSPSICOMMODS00046531, 46630]

Goldman Sachs/Metro International Trade Services, Management Brief, June 2011

(Extraordinary income from counterparties sharing physical premium with Metro...).
[GSPSICOMMODS00009668]



33.

34.

35.

36.

37.

38.

39.
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LME counsel letter to the Subcommittee, dated November 2014 (...while the LME would
view such behavior as a contravention of the “spirit” of the relevant requirements, it may
be difficult to argue that it constituted a contravention of the “letter” of those
requirements.). [LME_ PSI10002459-462]

Aluminum Users Group Memorandum, dated October 2012 (The LME'’s terminal market
model ... is broken.). [PSI-AlumUsersGroup-01-000010-012]

Goldman Sachs Presentation to Firmwide Client and Business Standards Committee,
Metro International Trade Services, dated August 2011, including slide entitled, Metro
Financial Summary. [FRB-PSI-707486-500]

a. Excerpt from Goldman Sachs Presentation, MITSI Holdings LLC, Board of Directors
Meeting, dated December 2011, including slide entitled Current Deal Pipeline.
[GSPSICOMMODS00009287, 296]

b. Excerpts from Goldman Sachs Presentation, MITSI Holdings LLC, Board of Directors
Meeting, dated March 2012, including slides entitled Current Deal Pipeline and
Overview Off-warrant Deals. [GSPSICOMMODS00009423, 433, 437]

c. Excerpts from Goldman Sachs Presentation, MITSI Holdings LLC, Board of Directors
Meeting, dated December 2012, including slides entitled Current Deal Pipeline and
Overview Off-warrant Deals. [GSPSICOMMODS00009332, 343, 348]

d. Excerpts from Goldman Sachs Presentation, MITSI Holdings LLC, Board of Directors
Meeting, dated March 2013, including slides entitled Current Deal Pipeline and
Metro’s Annual Financial Performance. [GSPSICOMMODS00009355, 364, 370]

London Metal Exchange (LME) document listing terms and conditions applicable to all
LME listed warehouse companies, dated April 2014. [LME PSI0001406-427]

a. Conflict Management Procedures Between Metro and Other GS Businesses and
Personnel, Policy Issued To: Global Commodities Sales and Trading, Global
Commodities Principal Investment, Metro Board Members, Metro Management and
Staff, dated February 2010. [FRB-PSI-602457]

b. Information Barrier Policy: Metro and other GS Businesses and Personnel; For:
Global Commodities Sales and Trading, Global Commodities Principal Investment,
Metro Board Members, Metro Management and Staff, dated March 2014.
[GSPSICOMMODS00004059-076]

Excerpt from Goldman Sachs counsel letter to the Subcommittee, dated September 2014,
including table listing Total Annual Freight Allowance Paid by Metro and Annual Freight
Allowance Paid by Metro to J. Aron.

[PSI-GoldmanSachs-15-000001 and GSPSICOMMODS00046232]
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40. Excerpts from Goldman Sachs counsel letter to the Subcommittee, dated August 2014,
including list of authorized Goldman Sachs employees given access to confidential

information. [PSI-GoldmanSachs-17-000001 and GSPSICOMMODS00046225-226]

Documents Related to Morgan Stanley/General:

41. Morgan Stanley Presentation, Global Commodities Overview, dated May 2009.
[FRB-PSI-618889-908]

42. Morgan Stanley Presentation, Morgan Stanley Commodities, Business Overview, dated
February 2013, prepared for the Permanent Subcommittee on Investigations.
[PSI-MorganStanley-01-000001-027]

43. Consolidated Holding Company Report of Equity Investments in Nonfinancial Companies -
FR Y-12, dated June 30, 2014, prepared by Morgan Stanley, regarding its merchant banking
investments. [FRB-PSI-800009-012]

Documents Related to Morgan Stanley Involvement with Natural Gas:

44. Excerpt from Morgan Stanley Presentation, Federal Reserve Bank of New York, Morgan
Stanley Infrastructure Platform Review, prepared by Morgan Stanley, dated September
2013.

[FRB-PSI-400321-329, 331-333, 341, 351-352, 365-366]

45. a. Application of Wentworth Gas Marketing LLC for Long-Term Authorization to Export
Compressed Natural Gas, submitted to the Department of Energy, Office of Fossil
Energy, dated May 2014.
b. Department of Energy, Olffice of Fossil Energy, In re Wentworth Gas Marketing LLC,
Order Granting Long-term Authorization To Export Compressed Natural Gas, dated
October 2014. [PSI-DOE-01-000004-016]

46. Excerpt from Morgan Stanley Presentation, Morgan Stanley Infrastructure Partners,
Overview of Southern Star, dated August 2014.
[MS-PSI-00000001-016, 019-020. 023-027, 035, 037]

47. Morgan Stanley counsel letter to the Subcommittee, dated September 2014, re: Morgan
Stanley’s purchase of the Deutsche Bank natural portfolio and involvement with Wentworth
Holdings LLC. [PSI-MorganStanley-13-000001-009]

48. Excerpt from Morgan Stanley Presentation, Morgan Stanley Infrastructure Partners,
Southern Star Followup Questions, dated October 2014.
[MS-PSI-00000455-460, 465-469, 472-475]
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Documents Related to Morgan Stanley Involvement with Crude Oil:

49. Excerpts from Morgan Stanley counsel letter to the Subcommittee, dated October 2014, re:
early New York oil storage. [PSI-MorganStanley-17-000001-002]

50. Excerpts from Morgan Stanley counsel letter to the Subcommittee, dated June 2013, re:
TransMontaigne. [PSI-MorganStanley-06-000001-004]

51. Excerpts from Morgan Stanley counsel letter to the Subcommittee, dated October 2014, re:
oil storage data, revenue, and Olco Petroleum Group.

[PSI-MorganStanley-19-000001-003]

Documents Related to Morgan Stanley Involvement with Jet Fuel:

52. Excerpts from Jet Fuel Supply Agreement between Morgan Stanley Capital Group Inc. and
United Airlines, Inc. and United Aviation Fuels Corporation, dated September 2003.
[PSI-UnitedAirlines-01-000003, 013, 016, 020-022]

53. Morgan Stanley counsel letter to the Subcommittee, dated September 2014, re: Emirates.
[PSI-MorganStanley-15-000001-004]

54. Emirates counsel letter to the Subcommittee, dated October 2014, re: jet fuel purchases and
hedges. [PSI-Emirates-01-000001-004]

55. Emirates counsel letter to the Subcommittee, dated October 2014, re: jet fuel purchases and
hedges. [PSI-Emirates-02-000001-007]

Documents Related to JPMorgan Chase/General:

56. a. Notice to the Board of Governors of the Federal Reserve System by JPMorgan Chase &
Co., submitted July 21, 2005, requesting complementary authority for physical
commodity activities. [PSI-FederalReserve-01-000004-028]

b. Notice to the Board of Governors of the Federal Reserve System by JPMorgan Chase &
Co., submitted November 25, 2008, requesting complementary authority for refining
activities. [PSI-Federal Reserve-01-000553-558]

57. Federal Reserve letter to JPMorgan Chase, dated April 9, 2009, granting complementary
authority re: refining activities. [PSI-FRB-11-000001-002]

58. JPMorgan Presentation, Global Commodities — Operating Risk, dated April 2011.
[FRB-PSI-623086-127]

59. JPMorgan Chase physical inventory positions, 2008-2012.
[JPM-COMM-PSI-000015-016]
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61.

62.

63.

64.

65.

66.
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Merchant Banking Investment in Henry Bath, undated, prepared by JPMorgan.
[FRB-PSI-000580-582]

Excerpt from JPMorgan Presentation, Commodities Physical Operating Risk, Update to
CIBRC, dated January 2013, with slide entitled Physical Operating Risk Review of Project
Liberty. [FRB-PSI-301379, 381]

Consolidated Holding Company Report of Equity Investments in Nonfinancial Companies -
FR Y-12, dated June 30, 2014, prepared by JPMorgan, regarding its merchant banking
investments. [FRB-PSI-800005-008]

Excerpts from Global & Regional Investment Bank League Tables — 1H2014, dated
September 2014, prepared by Coalition Analytics Intelligence.
[PSI-Coalition-01-000019-021]

JPMorgan Chase counsel letter to the Subcommittee, dated June 2014, re: J.P.Morgan
Ventures Energy Corporation (JPMVEC). [PSI-JPMC-11-000001-002]

JPMorgan Chase counsel letter to the Subcommittee, dated October 2014, re: JPMVEC and
Project Liberty. [PSI-JPMorganChase-14-000001-009]

JPMorgan Chase counsel letter to the Subcommittee, dated October 2014, re: various
commodity issues. [PSI-JPMorgan-15-000001-008]

Documents Related to JPMorgan Chase Involvement with Electricity:

67.

68.

69.

70.

Power Plans Owned or Controlled via Tolling Agreements, 2008 to present, chart prepared
by JPMorgan. [JPM-COMM-PSI-000022-025]

Federal Reserve Bank of New York letter to JPMorgan, dated March 2008, granting 2-year
grace period for power plants and other assets acquired from The Bear Stearns Companies
Inc. [FRB-PSI-900001-003]

Excerpts from JPMorgan Presentation, Global Commodities Deep Dive Risk Review, dated
October 2009. [FRB-PSI-200634-638, 640-642, 644-645, 649-655]

a. Notice to the Board of Governors of the Federal Reserve System by JPMorgan Chase &
Co., submitted December 30, 2009, requesting complementary authority for energy
management activities. [PSI-FederalReserve-01-000561-567]

b. Notice to the Board of Governors of the Federal Reserve System by JPMorgan Chase &
Co., submitted December 30, 2009, requesting complementary authority for tolling
activities. [PSI-FederalReserve-02-000012-059]



71.

72.

73.

74.

75.

76.

77.

78.

9.

JPMorgan letter to the Federal Reserve, dated February 2010, requesting extension and
additional complementary authority. [FRB-PSI-300286-290]

Federal Reserve letter to JPMorgan, dated June 2010, granting complementary authority
regarding power plants. [FRB-PSI-302571-580]

JPMorgan Transaction Overview, dated August, 2010, regarding purchase of Kinder
Morgan Power Plant. [FRB-PSI-300066]

Undated document prepared by JPMorgan regarding power plant restructuring.
[FRB-PSI-300352-353]

JPMorgan Presentation, Commodities Operational Risk Capital, dated May 2011.
[FRB-PSI-300727-736]

JPMorgan internal email, dated April 2010, re: Resume for Power, attaching resume of
John Howard Bartholomew (Identified a flaw in the market mechanism Bid Cost Recovery
that is causing the CAISO to misallocate millions of dollars.). [PSI-FERC-02-000009-010]

JPMorgan internal email, dated October 2010, re: Please sir! mor BCR!!!!
[PSI-FERC-02-000042]

JPMorgan internal email from Francis Dunleavy to Blythe Masters, dated March 2011, re:
CAISO update (I will handle it but it may not be pretty.). [PSI-FERC-02-000067]

Documents Related to JPMorgan Chase Involvement with Copper:

79.

80.

81.

82.

&3.

JPMorgan Presentation, JPM Commodity Capabilities, dated January 2012.
[FRB-PSI-200832-865]

Excerpt from JPMorgan Presentation, FED/OCC Quarterly Meeting, dated February 2013,
including slide entitled, Physical Inventory Limits from FED & OCC.
[FRB-PSI-301443, 447]

Federal Reserve email to the Subcommittee, dated October 2014, re: treating copper as
“bullion.” [PSI-FRB-16-000001]

JPMorgan counsel email to the Subcommittee, dated October 2014, re: metals trading desk.
[PSI-JPMorgan-16-000001]

JPMorgan cou.Onsel letter to the Subcommittee, dated October 2014, re: JPMorgan copper
activities. [PSI-JPMorgan-18-000001-008 and JPM-COMM-PSI-000064-066]
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84. OCC Interpretive Letter No. 553, dated May 1991, re: treating platinum as bullion.
[PSI-OCC-01-000112-113]

85. OCC Interpretive Letter No. 693, dated November 1995, re: treating copper bullion.
[PSI-OCC-01-000135-141]

86. a. Comment Letter of Senator Carl Levin to the Securities and Exchange Commission,
dated, July 2012, re: JPM XF Physical Copper Trust Pursuant to NYSE Area Equities
Rule 8.201.
b. Comment Letter of Senator Carl Levin to the Securities and Exchange Commission,
dated, March 2013, re: JPM XF Physical Copper Trust, Form S-1 Registration
Statement.

87. Comment Letter of law firm representing cooper fabricating companies to the Securities
and Exchange Commission, dated July 2012, re: rule change allowing copper ETF. [PSI-
VandenbergFeliu to SEC(July2012)-000001-005]

88. LME email to the Subcommittee, dated November 2014: re: LME’s public Warrant
Banding Report dated December 15, 2010. [PSI-LME-06-000001]

Documents Related to JPMorgan Chase Involvement with Size Limits:

89. Methodology for Calculating Capacity Payments for Purposes of 5% Limit, undated,
prepared by JPMorgan. [FRB-PSI-300345-347]

90. Excerpt from JPMorgan Presentation, FED/OCC/FDIC Quarterly Meeting, dated
September 2013, Physical Inventory Limits from FED & OCC.
[FRB-PSI-301383, 387]

91. Excerpt from JPMorgan Chase counsel letter to the Subcommittee, dated October 2014,
including chart with inventory levels for copper, platinum, and paladium as of September
28,2012 held by JPMorgan Chase Bank. [PSI-JPMorgan-15-000001 and JPM-COMM-
PSI-000049]

92. JPMorgan internal email, dated January 2012, re: Consolidated OCC Summary 10 Jan
2012, providing inventory levels for metals held by JPMorgan Chase Bank.
[OCC-PSI-00000336]

93. JPMorgan internal email, dated January 2012, re: Consolidated OCC Summary 19 Jan

2012 (...took further action yesterday to lend 100k tonnes of materials to the market as well
as sell 400k tonnes of material to JPMVEC.). [OCC-PSI-00000344]



94.

95.

96.

97.

98.

99.
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JPMorgan internal email, dated January 2012, re: Consolidated OCC Summary 19 Jan
2012 (It will not happen again that you learn about it after the fact when it is an issue
within our control.). [OCC-PSI-00000340]

JPMorgan internal email, dated February 2012, re: 5% Limit Calculation (Following are
our current and proposed methodologies for calculating the [OCC] 5% limit.).
[OCC-PSI-00000324]

JPMorgan Chase counsel email to the Subcommittee, dated November 2014: re: JPMCB'’s
daily aluminum inventory values and the corresponding LME cash price for aluminum.
[PSI-JPMorgan-23-000001]

Excerpt from JPMorgan Chase counsel letter to the Subcommittee, dated October 2014, re:
aluminum trades and 5% limit. [PSI-JPMorgan-17-000001-002]

Excerpt from JPMorgan Chase counsel letter to the Subcommittee, dated November 2014:
re: JPMCB aluminum holdings. [PSI-JPMorgan-19-000001-003]

a. Metro legal counsel letter to LME, dated January 27, 2014.
[GSPSICOMMODS00046661-665]

b. Metro legal counsel letter to LME, date April 15, 2014.
[GSPSICOMMODS00046834-848]

&
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STRAUSS HAUER & FELD LLP

STEVEN R. ROSS
202.887.4343/fax. 202.887.4288
srogs@akingump.com

June 5, 2014

VIA HAND DELIVERY

The Honorable Carl Levin

Chairman

Permanent Subcommittee on Investigations

Committee on Homeland Security & Government Affairs
United States Senale

Russell Senate Office Building, SR-199

Washington, DC 20510

Re: JPMorgan Chase & Co's April 23, 2014 Briefing Follow-Up

Dear Chairman Levin:

On behalf of JPMorgan Chase & Co (“J.P.Morgan™), I write in connection with your
questionnaire dated January 11, 2013 regarding physical commodities. As you know, on April
23, 2014, J.P.Morgan provided a briefing to Subcommittee staff, during which your staff posed a
number of additional questions. This submission includes certain information responsive to
these questions, and J.P.Morgan is working to provide your staff with the balance of the follow-
up information requested. Responses (o certain of the specific follow-up questions are as
follows:

Question: Your staff asked for the name of the individual in charge of J.P. Morgan Ventures
Energy Corporation (“JPMVEC”).

Response: John Anderson is the Chiel Executive Officer of JPMVEC.

Question: Your staff asked about J.P.Morgan’s ownership interest in the London Metal
Exchange (“LME”).

Response: J.P.Morgan previously held an approximately 11% stake in the LME through

JPMorgan Melals Limited. This stake was sold to the HK Exchange when it bought the LME in
June of 2012. J.P.Morgan currently has no investment in the LME.

Permanent Subcommittee on Investigations
EXHIBIT #64

Robert 5. Strauss Building | 1333 New Hampshire / fax: 202.887.4288 | 4|

PeIZIBMG.1 11060001




Akin Gump

STRAUSS HAUER & FELD LLP

June 5, 2014
Page 2

Question: Your staff asked for a copy of J.P.Morgan’s policy regarding information barriers
between J.P.Morgan and Henry Bath.

Response: Please refer to the enclosed copy of the current policy marked as JPM-COMM-PSI-
000026 — JPM-COMM-PSI-000042.

Question: Your staff asked whether One Equity Partners ("OEP"), J.P.Morgan's private
investment arm, took outside investor money related to its investments.

Response: Third party investors have not invested in OEP. As discussed with Subcommittee
staff, certain J.P.Morgan employees have at times co-invested in the fund.

e o o SRR e e |

Redacted By

Permanent Subcommittee on Investigations
ety et e o e e i |

Please let me know if you have any questions.

___Sincerely, /;“‘_"“”ﬁr\f\

T

Steven R. Ross
Counsel for JPMorgan Chase & Co

~ Enclosure o B S o

cc: The Honorable John McCain, Ranking Member

PSI-JPMC-11-000002



Akin Gump

STRAUSS HAUER & FELD LLP

STEVEN R. ROSS
202.887.4343/lax: 202.887.4288
sross@akingump.com

October 6, 2014

VIA HAND DELIVERY

The Honorable Carl Levin

Chairman

Permanent Subcommittee on Investigations

Committec on Homeland Sccurity & Government Affairs
United States Senate

Russell Senatc Office Building, SR-199

Washington, DC 20510

Re: JPMorgan Chase & Co’s Responses to Follow-Up Questions

Dear Chairman Levin:

On behalf of JPMorgan Chase & Co (“J.P.Morgan™), I write in connection with your
questionnaire dated January 11, 2013 regarding physical commodities. This submission includes
further information responsive 1o additional questions posed by your staff on September 12,
2014. As discussed with your staff, J.P.Morgan is working to provide the balance of the follow-
up information requested. Please note that J.P.Morgan is in the process of collecting documents
responsive (o certain of the Subcommittee’s questions below. Responses to the specific
questions arc as follows:

Question 18: Please provide a description and brief history of Project Liberty and its current
status.

Response: On Scptember 8, 2012, J.P. Morgan Ventures Energy Corporation (“JPMVEC”)
closed a crude oil and refined product intermediation transaction, referred to as Project Liberty.
The project involved a Refinery located in Philadelphia, Pennsylvania that was wholly owned by
Sunoco Inc. (“Sunoco™). The Refinery, which processed 330,000 barrels per day of crude oil,
was about to be closed, with 800 workers about to lose their jobs. Project Liberty was a
coordinated effort to save the Refinery and the jobs of the Refinery workers, an effort that
received a tremendous amount of support at the state and local levels (see, c.g., Mark Maremont,
“White House Worked with Buyout Firm to Save Plant,” WALL STREET JOURNAL, Aug. 21,
2012). Instcad of closing, the Refinery was acquired by Philadelphia Encrgy Solutions Refining
and Marketing (“PESRM”), a joint venture formed by the Carlyle Group (“Carlyle”) and

Permanent Subcommittee on Investigations
EXHIBIT #65

PSI-JPMorganChase-14-000001
4000 |lax: 202.887.4288 | akingump.com
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Sunoco. PESRM was able to take advantage of various incentives offered by local, state and
federal governments to enhance the economics of operating the Refinery, and it committed to
make various upgrades. Government officials highlighted this transaction as a win for both labor
and encrgy efficicncy, in saving jobs and reducing energy costs.

The particulars of the PESRM urrangement are as follows:

in return for a 67% majority interest in the joint venture, Carlyle contributed $175 million
of cquity to fund future capital projects, facility upgrades and cnhance the Refinery’s
working capital;

Sunoco contributed its Philadelphia Refinery assets to the joint venture in exchange for a
non-operating minority intcrest;

as the majority shareholder, Carlyle oversces day-to-day opcrations, and it has retained a
controlling position and hired an experienced management tcam for the Refinery;

* key personncl at the Refinery werc retained o maintain the required knowledge base and
continuity of operations.

J.P.Morgan helped facilitate the acquisition by providing PESRM with intermediation in
the form of a Supply and Offtake Agreement, pursuant to which JPMVEC became the exclusive
supplicr 10 PESRM of 100% of the Refinery’s crude oil and non-crude feedstock requirements on
a “just-in lime” basis, and the purchaser of the majority of the refined products on an “as-they-
are-produced” basis. The agreement had a term of five years, cancellabie by either party on
notice at the end of ycar three or four. Under the arrangement, JPMVEC purchases the crude oil
from third parties, and sells the refined products to third parties (see additional information in
response to Question 24 below), in cach case at the direction of PESRM, subject 10 JPMVEC’s
legal, credit and country risk concerns. Initially, approximately 50% of the refined products
produced were to be sold by JPMVEC 1o Sunoco (o supply its retail network.

In connection with the intermediation, JPMVEC has leased and/or subleased
approximately 14.5 million barrels of storage capacity for crude oil and refined products on and
around the Refinery premises (from PESRM, Sunoco and certain other facility owners), and has

contracted for access to inter- and intra-refinery pipelines, docks, time-chartered vessels, and
other related infrastructure.

Under the arrangement, JPMVEC has received: through-put fees charged to PESRM
based upon the volume of crude oil purchased for salc to PESRM and refined products bought
from PESRM; and a working capital fee calculated upon the usage of the balance sheet (the
inventory net of third party payables) on crude oil and refined products. Additionally, there is a
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cover transaction fee charged on the sale of crude 1o third parties or the purchase of refined
products from third parties at PESRM’s request.

JPMVEC is indemnified by PESRM for all appropriate cxpenses incurred in connection

with the intermediation (c.g., transportation costs, demurrage costs, letters of credit costs,
volumetric gains and losses, elc.).

J.P.Morgan is currently in the process of selling the Supply and Offtake Agrecment.

Question 19: Please provide a list of the cntities related to Project Liberty, a brief description of
their roles, and JPMorgan’s ownership interests in cach such entity.

Response: There are two J.P.Morgan entities related to Project Liberty. As set forth in more
detail above in response to Question 18, JPMVEC provides the intermediation. Separately,
JPMorgan Chasce Bank, N.A, provided PESRM with a bilateral liquidity facility in the form of a
$100 million asset-based lending revolver for working capital and other purposes, securcd
against certain inventory not intermediated by JPMVEC (i.e., intermediates).

Question 20: Plcase describe the internal review and approval process for Project Liberty,
including the roles of “IB Environmental Risk Group, RRC, and GCG Operating Risk
Committee.” Please provide copies of the key documents related to Project Liberty’s review and
approval process, including the document describing and approving the project.

Response: J.P.Morgan undertook a robust internal review of Project Liberty. As with any
project of this size and complexity, that review included specific consideration by, and approvals
and input from, senior management and multiple control functions. Specifically, Project Liberty
was evaluated and approved by the North America (“N.A.”) Reputation Risk Committee, the IB
Environmental Risk Group (through its participation in the N.A. Reputation Risk Commitice
process), and the Global Commoditics Group (“GCG”) Operating Risk Committee. In addition,
the various control functions (including Credit, Market Risk, Operations, Accounting/Finance,
Compliance, Legal, Trading Assistants, Logistics, Technology, Tax, and Insurance) were
involved in the approval process and worked with the deal team for months leading up to the
transaction’s approval and closing. The deal was also reviewed cxtensively by GCG senior
management, who was actively involved in the consideration and negotiation of the deal.

Within GCG, new business opportunities involving physical commodities undergo formal
diligence and review to specifically consider physical risk (the “New Business Initiative
Approval” or “NBIA” process). In the casc of Project Liberty, the physical components of the
transaction had already been contecmplated, approved, and routinely undertaken by GCG, and
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thus did not necessitate the NBIA process. Nonetheless, all new transactions are evaluated when
they include any physical commodity components pursuant to GCG'’s standard diligence and risk
assessment practices. In the case of Project Liberty, J.P.Morgan evaluated the various areas of
potential risk (including credit, reputation, operating, and environmental risks), determined that
the physical oil products and related policies/processes involved fell within the scope of GCG’s
existing business operations (referred to as “business-as-usual™), and approved the transaction.

The following key approvals/assessments were made in connection with the transaction’s

closing in September 2012:

Credit Approval: A credit approval package was prepared in August 2012 approving a
crude intermediation facility and a five-year assci-based lending facility.

Large Structured Deal Template: As is common for large structured transactions, the
control functions and the deal team contributed (o an August 2012 Large Structured Deal
Template, which was reviewed and approved by the senior management of GCG.

N.A. Reputation Risk Committeec Approval: The N.A. Reputational Risk Committce
reviews imminent, cxisting, or prospective transactions, activitics and client relationships
of or undertaken by the Corporate & Invesiment Bank as agent or principal, which, in the
opinion of the relevant business head, have the potential for reputation risk. On
September 5, 2012, the N.A. Reputation Risk Committee (including a representative from
the IB Environmental Risk Group, which has a standing scat on the N.A. Reputation Risk
Commitice) was briclcd on Project Liberty and considered several reputation issues
related to the project. The N.A. Reputation Risk Committee approved the transaction
with several conditions, including enhanced due diligence for crude oil suppliers, country
risk process controls and limits, client accounting approval, and internal scnior
management approval for a consultancy agreement with PESRM in connection with
scheduling and operational services.

GCG Operating Risk Committee Approval: The GCG Opcerating Risk Committee
provides scnior business oversight and reviews new activities that have operating risk,
sets physical risk policies, and approves insurance coverage. On September 6, 2012, the
GCG Operating Risk Committec was briefed on Project Liberty and considered several
issues rclated to the project. Thesc considerations included: that the physical oil
products and activitics contemplated under the deal were “business-as-usual” under
existing J.P.Morgan policies and processes; that any vessels in use by Sunoco and to be
used by J.P.Morgan had been vetted and approved (see response 10 Question 27, below);
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that the tanks and infrastructure had been inspected and found to be suitable for use (see
response to Question 27, below); that scheduling expertise would be provided by
PESRM; that certain crude oil shipments from “strict liability” jurisdictions had been
evaluated (see response 1o Question 25, below); and that the project had been reviewed
and approved by the IB Environmental Risk Group and the N.A. Reputation Risk
Committee (as described above). The GCG Operating Risk Committee determined that
the elements of the transaction were generally “business-as-usual,” and it approved
moving forward with the transaction.

In several additional meetings, the GCG Operating Risk Commillec also discussed the
sourcing of crude oil from “strict liability” jurisdictions (an issue discussed below in
response to Question 25) and considerations related to the Ponciana barge (as discussed
below in response to Question 27).

* Close-Out Analysis: A closc-out analysis was preparcd by the GCG Structured
Transactions team and the credit risk tcam as part of the transaction’s overall diligence
and analysis of the risk that was done, including an analysis to estimate the cost of
removing the tank heel volumes at the Refinery in the event of a total shutdown.

Question 21: Please provide a list of assets within Project Liberty, including any management
agreements, physical inventorics, supply or offtake contracts, and other assets.

Response: With respect to PESRM’s physical inventory, please refer to the enclosed list of
products as of June 30, 2014, marked as JPM-COMM-PSI-000043 to JPM-COMM-PSI-000044.

The primary agreements that established the intermediation arrangement were:

* the Supply and Ofitake Agreement with JPMVEC discussed above in responsc 1o
Question 18 (and any related amendments, side letters, or waivers);

¢ UCC-1 Financing Statements;

* Guarantee (and any related amendments);

* Inventory Salcs Agreement;

e Sunoco R&M Master Confirmations (for in-transit and not-in-transil transactions);

¢ SIL Master Confirmation (not in-transit transactions);

* [ntercreditor Agreement (and any relalcd amendments);

* Terminaling, Transportation and Storage Services Agreement;

* Consulting Agreement (and any relaled amendments); and

e PES Intercreditor Agremeent.
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Question 22: Pleasc indicate what legal authority is being relied upon by JPM for engaging in
Project Liberty, including whether it is merchant banking authority or some other basis.

Response: Project Liberty is not a merchant banking investment. Rather, JPMVEC provides
intermediation to PESRM pursuant to complementary authority granted to JPMVEC by the
Board of Governors of the Federal Reserve System under Federal Reserve Regulation Y.

Question 23: Pleasc confirm that JPMorgan is obligated to provide 100% of the crude oil
nceded for Project Liberty, describc how JPMorgan obtains that oil, the approximate volume of

crude oil provided on a monthly basis, and the top three sources of the crude oil obtained by
JPMorgan over the last year.

Response: Pursuant to the terms of the Supply and Offtake Agreement, JPMVEC is obligated to
provide 100% of the crude oil necded by the Refinery. Under the arrangement, and as discusscd

above in response to Question 18, JPMVEC sources crude oil at the direction of PESRM, subject
to J.P.Morgan’s legal, credit and country risk concerns. On average, approximately eight million
barrels of crude oil were sold by JPMVEC to the Refinery per month over the last year. The top

three sources of the crude oil obtaincd over the last ycar are: Merrill Lynch Commodities, Statoil
Marketing & Trading (US) Inc., and Socar Trading SA.

Question 24: Please explain what products are produced by the refinery associated with Project
Liberty and the exient to which JPMorgan or unrelated third parties have purchased each of those
products for cach month of the project’s existence through June 30, 2014,

Response: JPMVEC purchases virtually all of the products produced by the Refinery, JPMVEC
then, in turn, sells the products to PESRM and Sunoco (which is an affiliate of PESRM), as well
as other third partics. Please refer (o the enclosed lists of (a) products and (b) third-party
purchasers, from the commencement of Project Liberty through June 30, 2014, marked as JPM-
COMM-PS1-000045 10 JPM-COMM-PSI-000047.

Question 25: Please describe all insurance coverage JPM has regarding Project Liberty,
including any deductions, caps, or exclusions.

a. What are “strict liability jurisdiclions,” and how did they affect Project Liberty?

b. Did JPM acquire additional insurance for those jurisdictions? [f so, please provide
details.
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Redacted By

Permanent Subcommittee on Investigations

Question 26: Plcasc provide descriptions of, and documents related to, any risk assessments

made by JPMorgan related to the storage, transportation, or production of crude oil and refined
products related to Project Liberty.

Response: Please see the above response to Question 20.
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Question 27: Please describe the usc of a barge named “Ponciana” in Project Liberty and any
concerns about its operations and insurance coverage.

Response: The Ponciana is the exclusive tank barge used to move liquefied gas (butanes) from
the Refinery to a storage facility in Marcus Hook, Pennsylvania, and back 1o the Refinery. Since
September 2012, on average, the Ponciana has been used approximately twice per month for
thesc voyages. The Ponciana is chartered by TTMI Sart, a subsidiary of JPMVEC through which
J.P.Morgan entities charter vessels to move crude oil and other products, on a Contract of
Affreightment basis. Fecs for usage of the barge are invoiced by PESRM to TTMI Sarl, and in
turn by TTMI Sarl to JPMVEC. These fees are subsequently reimbursed by PESRM (o
JPMVEC, along with other reimbursable fees described above in response to Question 18.

In 2012, the vetting specialist Atlantic Technical Management determined the Ponciana to
be in very good condition and also determined that the Ponciana had demonstrated capable and
stable opcrations and crewing. In September 2012, the Ponciana received an cxception from
GCG’s Vessel Chartering and Vetting Policy for Wet Freight (discussed below in response to
Question 28), given that the vessel’s age was one year beyond the age specified by the policy for
barges carrying liquid cargoes. The Operating Risk Committee, via a process specifically
contemplated by the Vetting Policy, approved this exception on Scptember 6, 2012, initially for
30 days and subsequently for six consecutive six month periods. As a condition lo this
cxceplion, the Ponciana must undergo and pass an inspection every six months. The vessel was
satisfactorily inspected by Atlantic Technical Management in September 2012, December 2012,
June 2013, December 2013, and June 2014,

Question 28: Please describe the process used to “vet” or perform due diligence regarding the
risks related to Project Liberty.

Response: As set forth above in responsc to Question 20, Project Liberty was reviewed and
approved through an extcnsive, months’-long process that involved GCG’s senior management,
numerous control functions, and multiple risk committees. Alongside this approval process for
the transaction, GCG has additional procedures in place to ensure further velting when necessary,
including policies that govern vessel chartering and vendor management. For example, and as
discussed above in response to Question 27, GCG’s Vessel Chartering and Vetting Policy for Wet
Freight was used to evaluate the Ponciana barge chartered in connection with Project Liberty. Of
note, when this policy was independently reviewed, it was determined to be a best-in-class policy
in the industry. In addition, GCG maintains a Physical Vendor Management Policy, which
governs the suitability and inspection of storage tanks. In accordance with that policy, on-site
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tank inspections were conducted by Oil Inspections, Ine. in 2012, and all tinks and infrastructure
were found to be suituble for use.

TR I e T R e e e ]
Redacted By

Permanent Subcommittee on Investigations

Please let me know if vou have any questions.

Sincerely

Counsel for JPMorgan Chase & Co

ce: The Honorable John McCain, Ranking Member
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stoss@akingump.com

October 21, 2014

VIA HAND DELIVERY

The Honorable Carl Levin

Chairman

Permanent Subcommittee on Investigations

Committee on Homeland Security & Government Affairs
United States Senate

Russell Senate Office Building, SR-199

Washington, DC 20510

Re: IPMargan Chase & Co’s Responses 1o Follow-Up Questions

Dear Chairman Levin:

On behalf of JPMorgan Chase & Co (“J.P.Morgan”), I write in connection with your
questionnaire dated January 11, 2013 regarding physical commodities. This submission includes
information and documents responsive to additional questions posed by your staff on October 13,
2014, As discussed with your staff, J.P.Morgan is working to provide the balance of the follow-
up information requested. Responses to the specific questions are as follows:

Question 1: Please provide the total dollar value of the consolidated physieal commodities
holdings of JPMorgan (including those held in the bank)-as of 9/30/2014. This should include
both (i) total physical inventory of JPMVEC and (ii) base metals held in the bank. Please provide
the consolidated tier 1 capital us of the same date.

Response: Please refer to the enclosed chart, marked as JPM-COMM-PSI-000048.

Question 2: Please provide the total dollar amount of each of platinun, palladium, and copper
held by the bank as of 9/28/2012 and 9/30/2014.

Response: Please refer to the enclosed chart, marked as JPM-COMM-PS1-000049.

Question 4: Please confirm that JPMorgan started providing the Federal Reserve staff with
"regular reporling of its compliance with the 5% limit" in 2011, Please provide the date of the

Permanent Subcommittee on Investigations PSl-JPMorgan-15-000001
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{irst such regular repott, the frequency of such reporting, and describe how and by whom the
report is prepared.

Response: ].P.Morgan’s inventory value data related to the Federal Reserve’s limit is compiled
by the relevant product controllers for each line of business, and then provided weekly by the
product controllers to the External Reporting Group within the Global Commodities Group
(“GCG”™). This group compiles and reviews all data before providing the month’s data to the
Federal Reserve in the middle of each month. In the past, this report had been provided to
individunals at the Federal Reserve by email. Currently, and since May 2014, reports are
uploaded to a SharePoint site to which the Federal Reserve has access.

J.P.Morgan is working to confirm the date of its first report to the Federal Reserve.
However, we note that the monthly data report (supplied to the Federal Reserve since at least
2011) contains, in addition to the new month’s data, historical data dating back to January 2011.

Question 5: Please indicate whether JPM had long term fuel supply contracts with any of the
‘power plants it owped or controlled, which power plants were involved, and the tenor of those
contracts.

Response: In addition to any tolling agreements reflected in the chart provided by J.P.Morgan
marked as JPM-COMM-PSI-000022 (o-JPM-COMM-PSI-000025 and referenced below in
Question 13 (which are essentially agreements to supply gas and buy the power), J.P.Morgan has
a two-year capacity purchase contract to fulfill a Southern Maryland Electric Cooperative
capacity sale in connection with the Panda Brandywine tolling agreement. Separately, with
respect to three power plants J.P.Morgan acquired {from Bear Stearns in 2008 and subsequently
sold (OLS Camarillo, OLS Chino, and Carson Cogeneration), J.P.Morgan had fuel supply
contracts for these plants.

Question 6: Please confirm that Global Commuodities Principal Investments is a unit within the
JPMorgan Global Commeodities Group, and it holds the ownership interests in the Panda, Kinder
and Central Power plants. Please indicate whether GCPI is using JPMVEC or another entity,
suchas J.P, Morgan Asset Management Holdings, Inc., to hold those intetests.

Response: Principal Investments is a line of business within GCG. The investments in the
Kinder Jackson power plant, Panda Brandywine toll, and Central Power & Lime biomass facility
have been (and currently arc) held by subsidiaries of JPMVEC.

Question 8: Please confirm that, during the two-year grace period that JPMorgan held the

power plants it acquired from Bear Stearns, 2008-2010, it did not include them when calculating
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the holding company’s compliance with the Federal Reserve's 5% complementary authority
limit.

Response: That is correct. As specified by the Federal Reserve Bank of New York on March
16, 2008, assets or activities acquired from Bear Stearns that J.P.Morgan was not then permitted
to own or engage in were treated as permissible assets or activities for a period of two years.

Question 9: Please indicate what JPMorgan entity; such as JEBMVEC, owns Virginia Port
Partners LLC, which made the $3 billion bid on the contract to operate the container terminal at
Hampton Roads shipping port in Virginia.'

Response: Neither JPMVEC nor any J.P.Morgan entity owns or owned Virginia Port Partners
LLC. Virginia Port Partners LLC was a consortium comprised of (1) JPMorgan [[FF Acquisitions
LLC, and (2) RREEEF, a division of Deutsche Bank AG. In 2012, the consortinm made a $3
billion bid on the contract to eperate the port of Virginia, which would have included working
with the Commonwealth of Virginia and the Virginia Port Authority to establish a partnership in
order to assist the Commonwealth in its long-term goals of creating the leading container port in
the Mid-Atlantic, promoting job growth, and fueling economic development.

JPMorgan IIF Acquisitions LLC refers to a special purpose vehicle related to the
Infrastructure Investments Fund (“ITF"). As discussed below in response to Question 10, the IIF
is a fund advised by JPMorguan Investment Management Ine.; J.P.Morgan, including JFMVEC,
does not hold any investment in the ITF, and its general partners are controlled by unaffiliated

third parties. In other words, there was no J.P.Morgan capital invested in Virginia Port Pariners
LLC.

Question 10: Pleasc confirm that JPMorgan has an infrastructure investment fund and, please
provide the name 0f the fund, where it is in the corporate structore, the dollats raised, and any
commodity-related investment project_s.2

Response: Within J.P.Morgan’s Asset Management arm, the Global Real Assets (“GRA”) unit
houses the Infrastructure Investments Group (the *“IIF Group”), The IIF Group does not invest
money directly on behalf of J.P.Morgan, nor is it a separate entity that owns assets. Rather, it isa
collection of individuals who raise capital, form funds and, through the Infrastructure
Investments Fund (the “IIF” or the “Fund”), deploys capital on behalf of third party investors.

' And additional related information requested by email by Elise Bean on October 15, 2014,
* And additional related information requested by email by Elise Bean on October 15, 2014,
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JL.P.Morgan does not invest in the Fund, and the Fund’s general partners are controlled by third
parties unaffiliated with J.P.Morgan,

J PMorgan Investment Management, Inc. (one of the vehicles through which GRA
operdtes within J.P.Morgan Asset Management) provides investment advice {o the Fund.

'With regard to the TIF’s investments, since it launched in 2006, the Fund has offered
investors a moderate-risk approach to infrastructure investing that is diversified both
geographically and by sub-sector. IIF seeks to invest in a broad range of infrastructure and
infrastructure-related assets located primarily in the United States, Canada, Western Burope and
Australia, and secondarily in other Organisation for Economic Co-eperation and Development
(“OECD”) countries. These assets may include:

Toll roads, parking garages, bridges and tunnels

* Oil and gas pipelines

Electricity transmission and distribution assets

Contracted power generation assets

Communications assets

Water distribution and wastewater collection and processing assets
* Railway lines and rapid rail links

*  Secaports

*  Adrports

There is not a separate OFCD infrastructure investment group under the GRA unit.
Rather, this reflects that most investments made by the IIF are targeted toward OECD countries.

In addition, GRA has a separate platform that seeks to invest capital in infrastructure-related
investments in Asia.

Question 12: Please provide, for the period 2008 through 2013, a description of the insurance
coverage (including exclusions, deductibles, and caps) for (i) JPMorgan's interests in power
plants, and (if) JPMorgan's consolidated physical commodity holdings,

Redacted By

Permanent Subcommittee on Investigations
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Redacted By

Permanent Subcommittee on Investigations
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Permanent Subcommittee on Investigations

Question 13: Please let us know if the attached chart regarding power plants contains any
errors, and if so, please correct them and return.

Response: Please refer to the enclosed chart, marked as JPM-COMM-PSI-000061 to JPM-
COMM-PSI-000063.

Question 16: Please confinn that JPMorgan Chase Bank does not net its commodity derivatives
for the purpose of calculating compliance with the OCC’s 5 percent regulatory Timit.

Response: Confirmed. It is important, though, to provide the context and background to this
limit. In June 1993, the OCC issued Interpretive Letter 632 which stated that it is permissible for
a national bank to supplement its hedging activity, subject to certain conditions, by making or
taking physical delivery of commodities, transfer or receive documents of title, and engage in
other related activities. The letter provided that, inter alia, physical activities could only be a
“nominal” percentage of a bank’s hedging activity. In August 1995, the OCC issued Interpretive
Letter 684, in which it defined “nominal” as no more than five percent of total transactions
involving eligible commodities. The Hmit is designed to ensure that only a small amount of the
national bank’s overall activity is in the physical markets.

J.P.Morgan calculates its compliance with the OCC’s aetivity limit daily. This calculation
looks at, within the national bank, the total amount of LME metals and off warrant metals versus
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the total amount of its overall metals activity (derivatives, LME metals, off warrant metals, and
futures). The physical component of these activities is limited to five percent, and is calculated
in terms of volumes (measured in metric tonnes). Accordingly, and given the activity limit itself
and the way. in which J.P.Morgan calculates its compliance with the activity limit, commodities
derivafives are not netted for purposes of the OCC limit. The numerator is the gross amount of
base metals held in inventory plus the gross amounf of metal that moves through the bank that
day in instantaneous title transfer transactions, and the denominator is the gross notional of all
metals aetivity, both physical and outstanding derivatives and futures referencing base metals.

Finally, while the OCC’s quantity of activity lirnit is not a risk limit, even if these
activities were 10 be included in a risk limit, the incremental market risk is minimal as the

physical commodities activities in question are a hedge within a customer-driven derivatives
business.

Question 17: Please confirm that JPMorgan Chase Barik calculates its compliance with the
OCC 5 percent regulatory limit on a units basis, and not on a dollar amount basis.

Response: As discussed above in response to Question 16, that is correct.

e e e T e g Y T

Redacted By

Permanent Subcommittee on Investigations
B il bl e e e R e e e S b e ]

Please let me know if you have any questions.

PSI-JPMorgan-15-000007



Akin Gump

STRAUSS HAUER & FELD LLP

October 21, 2014
Page 8
: Singerely,
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ettt

Counsel for JPMorgan Chase & Co

cc: The Honorable John McCain, Ranking Member
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NOTICE
tor the
BOARD OF GOVERNORS OF THE
FEDERAL RESERVE SYSTEM
b

JPMORGAN CHASE & CO.

Pursuant to Section $(K)(1){1B3) of the
Bank Holding Comipany Act of 1956,
as amended, and

12 C.F.R. §225.89

Subimitted

Decenther 30, 2009

Permanent Subcommittee on Investigations

EXHIBIT #70a PS|-FederalReserve-01-000561




NOTIOE
1o thie
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
(the “Baoard™)
Iy

JEMORGAN CHASE & (6

Parsuuant to section 4(K1I(B) of the
Bauk Holding Company Act of 1956,
as mmended {the "BCAY), and
Section 225,89 of the Bourd's Regalation Y

I orpan Chase & Coo 02 JPM Chase™) respectiully pives notice o the
Moard . purspaen e Sectien Skpch il of the BHU A that 51 through ies wholly owned
ot -hanking substidiay 1P Morgan Verures Loacrey Corporation (CIPMY ECT) or other
ern-Pankong atithates or subsidiarios, intends oo espand the current commodity triding

activities 1 conducts by providing energy muagement serviges ClEnergy Management

Services ' o oaners of [RMGUT Zeieralintt sceivives uneler CNUTEY DLATEQCTIent Jurecinants
CEMAST S JPA Chase asseris thar JPMVECs provision ol bBnerpy Managemen
Services swould Pe complemestary 1o iy business 0] entenny (o densidive contracts tut
are hosed on pon-hancia] commuaoditivs CUomumoday Derivatives Achvilics™ and Lo is
Pustoss ol providing inbsroaton, stanstoul forecashng, wml advice with reapect 1o
trivsag boss 10 foreien exelimge, sswaps, and suniby wansactions: commuodities: und any
o und comiract eption, fatre, aption on a tetrre, an simibar iestrunents (U Denvitives
Advrsery Services L Bath of which busipesses are Sagneial sctivobies, and would not

prosg o substantaal ok o the safety or soundness of depository mnstitutions or the Hoae!

PRI e & ¥
system ponerally

PSl-FederalReserve-01-000562



i. Hackproonnd

JPNE Chase 15 o financial holding company engaged pomanly i banking
investment bunhing and  asset management.  As o part of IPM Chase’s business,
TPRIVEC enters mto commuodite  derivatives  contpaets based  on non-finascial
conmmedities. aod markes amd takes phasical delivery andior stores the underlving
cimmaditios. as penuitted by Segtion 223 28bREMTTIRY of the Boanls Regulavon Y
and g proevtoushy appeosed for PV Chase under Section 225 89 ol e Board™s
Heguloren ¥ qeollectvely thie “fvstongs Husoiess !

N Chuse established @ commodity derivatives business i the nud-
TONS and estabiished JPMVEC o 19 dn 2005, IPN Chase decuded to expand its
ctiergy Business i response to significans demand from clients for products meeting their
Ftsh o pumwieenent peeds. IPNMVEC curently engages as principal in conumoedin
dervatives ansactions and offers o [l rege ol derivalives w0 s clicnts across the
spectrem ol ceade oil, conl, electiany and natoral gas-relosd risks Bnoaddition.
IWNIVEC enters wto plvsical timsacuons mothe matural pass conde o coal, and
electrcny inurkets and makes and takes delivers of these conunodiies © Client response

Weodhese produets las been significant, and the busimess has expenenced  continued

Pefeloran b e o Co 02 Fed Ry Bull €57 ( fodd

Lraddinon o these guipaties, 1PN FC aad 1 sehsadianies wre parties o L STAS that sery
i‘:"li-"-‘»-}l el JENEVEC a0
somdinct pursaant kil Detret Gy Timoths FoGiethner, Federal Reserve Band of New York w

Foacs Limon J8A a4 lnse & Co . dated Muarch 16, 2008

sosesd, e athur agiotes beewy Bear Boensy FPoamd thar we

-

PSI-FederalReserve-01-000563



el

IPMVEC aow proposcs o expand  the Exesting istness 1o ielude
prowidiog Prerey Maragement Services under EMAs Under an PRMAL encrey traders.
schedulers. amd related  support persopnel proside asset optimization seevices and
accraniting servives o d power pliot owner The energy rader will prosade market
termativn and reeommend hedging strategies, inchding capacsy and laissmssion
mhurement services aned advice regardimg swachimg between fuel s Energs
tragdders and schedulers assist the plant swner with the acquisitian and debvery of fuel
iputs o the plast o adibtion, the enerey teder will provide imterfive seivives for the
power phant osier wath mdependent svatem operstors (ISORT progional trepsoession
erganiations (R0 amd will schedule plan output o ISOs 8 TOs Gmd ather poser
purehisers hased on enerey prices 0 the ppen market Ao SO TU S Qielion process
determines whethier a power plam’s electtic cutput will be accepied lor defivery during
those hours and whether the prices thag the ISOPRTO will pay tor that energy sall be the
plant s bid price or a price Ingher or lower than the bid price. 100 poser plant’s bid s nol
acceptesd By e IS0 ar s avceptedd st price thal does not adequately compensale
the plant [y the gost to produce evergs . the phor mas ot rens Accardingls nesther the
wreryy tader nor the power plant oaaer have complete diseretion ta determpae of o plant
sl run e ot iun duomg any @isven osr o o das

A enerey mdder miay adso provide credin mtermediation services ol

poaver plant seaner with respect do the owner’s comterparties bor o example, i

chnmeviien sl suelr eredit servicds, the etergs raduer might pot eoliatera! o an 150 or

PSI-FederalReserve-01-000564



T an behalt of a plant owner as part of o credit wrrangement o ensore delivery. sitice
deading directy with the 150 or BTO would e oo costly for the plant owner Fhe
eneryy rader, i taes, wall colleet maney feons the IS0 ar RO and those Gards will be
weatlable to the envrgy tader as popant of the planl owner’s collateral srangement with
thw enerey rader

Phues, the energy e either wes as agent, on a disclased basis, ol the
Peawer plant oaarer, o acts os proocpal B the market for the bone it af the power plant
srwner, Without e abibity o eater inte PR AS and provide BEnergy Management

Servievs, JEMYEC is ar a significant disadvaniage w s competitors i sigrdficant ports
ol e eserey markeds and owieroperators are adeprived of meaniog el hedprae and
Eiumin.‘iik;.: PP s

1t [Hseussion

Lhe Bowd has previeusty spproved boergy Management Services o5 actvitivs

FOPMVEC will provide Frerpy

ta are complementary W Onascial oy s
Maiggenment Services i the same maomer s deseribed i the BRS Onder aad the Foits

irder

cont prhe. S Feosial Resorse Buellefin U600 200E ) fihe TRES
eral Renerv e Bulbetn C20 2008 1 e Forids Onder™

o =
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HL  Cwmmitmoents
[ commecton wilth its prosisian of Foerey Managemem Services, JPMVEL

rashes the Tallowing commitments,

A. Revenmes  attributable oo JPMVECS bocrey  Matagenent
Servives will not exceed 3 pereent of M Chase’s ol

cunsolslited operdning revenues

It JEAMINVEC woall only ot as enorgy muamager it the United States o

(e energy marigement agrecment under which o performs s

ety Manupement Senvices provides thay

I he overier of Hie Lacelay retaims the rght to market and sell
proser duectly o thid partics, which muas be subject o the enerey
maikteer s righ ol first refusal:

T Thesawner wi'thie tocliny retans the neght o determing the level
ut which the Fciiiny will eperate e o dectate (e paser output
ol the fecshiny at sy goven e,

LONetber dhieencres manaer sor s allihates puarantee the
Pzl peeformaiee o the L ifivy s sd

4. Iveathier the energy munager nor it allthetes bear any sisk ot

loss i the facabity 15 not profitable,

PSI-FederalReserve-01-000566



Iy, Conelusion

For the reasens sel forthe above. we belicve that the manner in which
JENIVEL will provide Drerey Muanagement Serviees, s desonned, 15 Tully consisient
with o complementary activity ansd wall not pose a nsh W the safety and soumdness of
depoaitary inatitutions or the Brancial systetn i genecal. Therefore, we respectiully
reuet that the Board oxercise it diseretiorany mbonty o authorae JPM Chise,
threwph TEMVEC, 1o provide Boeres Magaeement Services ¢ a complementary activily
L s Comnodity Dersatives Activitics amd s Dierivatives Adsisory Services. subjest (o

the contmutbme s vontared herein

PSI-FederalReserve-01-000567



OFFICIAL RECORD COPY
NOT FOR PUBLIC RELEASE
RESTRICTED F.R.

oceoivaly
! N i._. e e S e :];L

T i
NOTICE L DECS | g

| to the

BOARD OF GOVERNORS OF THE
FEDERAL RESERVE SYSTEM
by

JPMORGAN CHASE & CO.

Pursuant to Section 4(k)(1)(B) of the
Bank Holding Company Act of 1956,
as amended, and

12 C.F.R. §225.89

Submitted

December 30, 2009

Permanent Subcommittee on Investigations
EXHIBIT #70b PSI-FederalReserve-02-000012



NOTICE
to the
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
(the “Board”)
by
JPMORGAN CHASE & CO.

Pursuant to Section 4(k)(1)(B) of the
Bank Holding Company Act of 1956,
as amended (the “BHCA"), and
Section 225.89 of the Board’s Regulation Y

JPMorgan Chase & Co. (“JPM Chase”) respectfully gives notice to the
Board, pursuant to Section 4(k)(1)(B) of the BHCA, that it, through its wholly owned
non-banking subsidiary J.P. Morgan Ventures Energy Corporation (“JPMVEC”) or other
non-banking affiliates or subsidiaries, intends to expand the current commeodity trading
activities it conducts by entering into “energy tolling agreements”, In order to expand
JPMVEC’s activities in this manner, JPM Chase asks the Board to grant it approval under
Section 225.89 of the Board’s Regulation Y to enter into tolling agreements, which, as
further described in Section ILLA, below, may involve, among other things, purchasing
fuel used to produce electricity, entering into agreements for the transportation of fuel,
entering into options to purchase electricity, taking title to electricity and entering into
agreements for the transmission and sale of electricity (the “Complementary Activities”).
JPM Chase asserts that JPMVEC’s exercise of the Complementary Activities would be
complementary to a financial activity and would not pose a substantial risk to the safety
or soundness of depository institutions or the financial system generally.

PSI-FederalReserve-02-000013



I. Background

JPM Chase is a financial holding company engaged primarily in banking,
investment banking and asset management. As a part of JPM Chase’s business:
JPMVEC enters into commodity derivatives contracts based on non-financial
commodities, and makes and takes physical delivery and/or stores the undeﬂying
commodities, as permitted by Section 225.28(b)(8)(i1)(B) of the Board’s Regulation Y
and as previouély approved for JPM Chase under Section225.89 of the Board’s
Regulation Y (collectively, the “Existing Business™).!

JPM Chase established a commodity derivatives business in the mid-
1980s and established JPMVEC in 1994. In 2005, JPM Chase decided to expand its
energy business in response to significant demand from clients for products meeting their
risk management needs. JPMVEC currently engages as principal in commodity
derivatives transactions and offers a full range of derivatives to its clients across the
spectrum of crude oil, coal, electricity and natural gas-related risks. In addition,
JPMVEC enters into physical transactions in the natural gas, crude oil, coal and

electricity markets and makes and takes delivery of these commodities. > Client response

! JPMorgan Chase & Co., 92 Fed. Res. Bull, C57 (2006)

In addition to these activities, JPMVEC and/or its subsidiaries are parties to energy tolling
agreements that were acquired, among other activities, from Bear Energy LP (the “Bear Activity”)
and that are permissible for JFMVEC to conduct pursuant to the Letter from Timothy F. Geithner,
Federal Reserve Bank of New York, to James Dimon, JPMorgan Chase & Co., dated March 16,
2008.
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to these products has been significant, and the business has experienced continued
growth.,

JPMVEC now proposes to expand the Existing Business to include
entering into energy tolling agreements, as described in more detail below in
Section ILA. In general terms, the individual components of tolling agreements involve
the purchase and sale of energy commodities that JPMVEC has existing authority to trade
and hold under the Board’s Regulation Y and complementary authority granted by the
Board. -

Tolling ragreements are an integral part of the energy market and one of several
types of agreements the energy market demands in order to, among other things, provide
sources of electricity supply to buyers of electricity such as utilities and financial risk
management products to owner/operators., Without the ability to enter into tolling
agreements, JPMVEC is at a significant disadvantage to its competitors in significant
parts of the energy market, and owner/operators are deprived of meaningful hedging and

financing opportunities,
IL, Discussion

A. Identify and define the proposed complementary activity, specifically
describing what the activity would involve and how the activity would
be conducted. (Section 225.89(a)(1))

JPMVEC proposes to engage in the Complementary Activities as a
complement to the Existing Business. The Complementary Activities will expand the

Existing Business to include tolling agreements pursuant to which an owner/operator of
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an electric generlating facility, agrees, for a negotiated fee, to give the other party (the
buyer) an option to purchase electricity (ar;d in certain cases other products related to
electricity) generated by the facility. In connection with thé Complementary Activities,

5 .
JPMVEC proposes to act as buyer in the capacities described below.

Under a tolling agreement, the buyer will (i) purchase and take title to (and
in certain cases, store) fuel used to produce electricity, (ii) enter into agreements for the
transportation of fuel, (iii) enter into options to purchase electricity, (iv) take title to
electricity and (v) enter into agreements for the transmission and sale of electricity.

A tolling agreement is a power purchase agreement pursuant to which the
buyer makes a fixed payment (also referred to as a “capacity payment” or “demand
payment”) to the owner/operator of the facility for the right to exercise an option to
purchase electricity generated by the facility at a predetermined ratio of fuel input to
electricity output, which predetermined ratio is referred to in the industry as the “heat
rate.” In essence, a tolling agreement is simply a call option on electricity tailored to the
characteristics of a particular facility. Regardless of whether the buyer actually exercises
its option to purchase electricity, the buyer still pays the owner/operator a fixed capacityl
payment.

A typical tolling agreement is structured in one of two ways, so that when
the buyer elects to exercise its option to purchase electricity, it can either (1) provide the
. fuel directly to the facility or (2) compensate the owner/operator of the facility for fuel
the owner/operator has acquired based on the predetermined heat raté. By structuring the

transaction in either of these ways, the owner/operator still procures the fuel but does not

-
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take fuel price risk, as the buyer is reimbursing the owner/operator for the fuel at the spot
market price.

In addition, assuming the buyer exercises the call option on electricity, the
buyer typically pays the owner/operator a relatively small variable payment to cover
some non-fuel variable operating costs incurred in the production of electricity. These
charges are known as variable operation and maintenance (“VOM”) payments and start
charges, and are in addition to the capacity payment. The buyer typically takes physical
delivery of the electricity produced at the facility’s outgoing electricity meter, although
sometimes delivery is required to be made at the nearest liquid market hub.® If the buyer
is providing the fuel, it is responsible for arranging to provide the fuel to the facility’s
fuel meter and for paying for any fuel tranSportétion charges incurred to deliver the fuel
to the facility. Finally, the buyer may also acquire other related electricity products that
are available from a facility.” The costs for these products, if sold to the buyer, are
typically embedded in the capacity payment. However, these products are sometimes
sold directly by the owner to a third party.

Energy tolling agreements are varied in form and manner of

Many tolls are structured such that the ownerfoperator may utilize any physical or contractual
resources at its disposal in order to satisfy its contractual obligations. For example, if the
owner/operator prefers not to generate electricity itself when buyer exercises its option, and
instead desires to provide replacement power to buyer according to the same terms that are in the
tolling agreement, it can usually do so.

These ancillary products include a collection of secondary products typically sold to transmission
system operators to help maintain the reliability and proper functioning of the grid. For example,
transmission system operators are required to have some amount of non-operating generation
capacity standing by in case an operating generator goes offline. This is called a “reserve” service.
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documentation. Historically, tolling agreements were documented on a one-off basis, not
under a master agreement, and were subject to extensive individual negotiations. ' More
recently, tolling agreements are being documented under an Edison Electric Institute
(EEI) Master Agreement and/or a one-off agreement similar in form to the EEI or an
International Swaps and Derivatives Association, Inc. Master Agreement with a Power
Annex. For reference, a draft sample férm of confirmation for a proposed tolling
transaction under an EEI Agreement is attached hereto as Annex A. In addition, a
summary of provisions commonly found in a tolling agreement is attached hereto as
Annex B.

A summary of the way in which the Complementary Activities generally

will be accounted for is provided in Annex C.

B. Identify the financial activity for which the prdposed activity would be
complementary and provide detailed information sufficient to support
a finding that the proposed activity should be considered
complementary to the identified financial activity,
(Section 225.89(a)(2))

| Description of the Existing Business

JPMVEC is currently active in the global financial derivatives markets for
a wide range of commodities. JPMVEC currently engages in trading in commodities
derivatives based on physical commodities, including cash-settled or instantaneous
transfer transactions permissible under the Board’s Regulation Y and delivery or storage
of physical commodities permissible as a complementary activity pursuant to Board
Order. JPMVEC’s current activities include, among other things, forward and options

-6-
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contracts on electricity, agreements relating to transportation and storage and taking title

to fuel and electricity.

2. Complementary Nature of the Complementary Activities

The Board has previously determined that energy tolling is an activity that
is complementary to financial activities.” JPMVEC will conduct the Complementary
Activity in the same manner as that approved in the RBS Order.

Market practice and client needs require that JPMVEC have the ability to
enter into tolling agreements with respect to the commodities that are the subject of its
ongoing derivatives business, Offering this service is fundamental to maintaining JPM
Chase’s ongoing banking relationships with its energy generating clients and its ability to
serve as the one-stop financial services provider that those clients and the financial
markets increasingly demand. Furthermore, this service will allow JPMVEC to structure
transactions in a way that best serves customers’ risk management needs, while assisting
them in optimizing their energy assets without altering existing market practice.

The Complementary Activities will further complement the Existing
Business by providing JPMVEC with important market information. The ability to be
involved in thf: supply end of the commeodities markets through tolling agreements
provides access to information regarding the full array of actual producer and end-user

activity in those markets. The information gathered through this increased market

5 The Roval Bank of Scotland Group ple, 94 Federal Reserve Bulletin €60 (2008) (the “RBS
Order™).
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participation will help improve JPMVEC’s understanding of market conditions and
trends while supplying vital price and risk management information that JPMVEC can

use to improve its financial commodities derivative offerings.

C. Describe the scope and relative size of the proposed activity, as
measured by the percentage of the projected financial holding
company revenues expected to be derived from and assets associated
with conducting the activity. (Section 225.89(a)(3))

JPM Chase estimates that JPMVEC will generate approximately $30
million in revenue from the Complementary Activities in 2010. It estimates that revenues
from these activities will rise to approximately $35 million in 2011 and $40 million in
2012 (all these estimates exclude revenue generated | from the corresponding Bear
Activity). These revenues are expected to constitute approximately 2% of the overall
revenues for the Global Commodities Group, and less than 0.05% of the overall revenues

of JPM Chase, in each of those years.

D. Discuss the risks that conducting the activity may reasonably be
expected to pose to the safety and soundness of the subsidiary
depository institutions of the financial holding company and to the
financial system generally. (Section 225.89(a)(4))

The major risks associated with tolling agreements are broadly similar to
those taken when trading financially-settled commodities contracts and are identical to

those taken when trading physically-settled commodities contracts.

1. Overview of Risks

The primary risks associated with the Complementary Activities are

(1) the financial and economic risks associated with an option on electricity that may

8-
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prove uneconomic at such time as JPMVEC, as buyer, elects to exercise its option to
purchase electricity (but the maximum financial exposure to this risk is the amount of the
capacity payment and if JPMVEC never exercises its option to purchase electricity, the
only payment it makes to the owner is the capacity payment) and (2) “unit contingent
risk”, which is the risk that JPMVEC sells the electricity it anticipafes receiving from-the
owner upon exercise of its option but the owner is excused from delivering the electricity
under the contract (e.g., an unplanned outage has occurred at the facility) and thus
JPMVEC does not receive the anticipated electricity from the owner. If this occurs, the
owner in the toll typically does not pay market damages to JPMVEC, and JPMVEC will
need to replace electricity via spot market purchases at a potentially higher price (it could
also be lower). If a tolling agreement is structured such that JPIMVEC provides the fuel,
JPMVEC will also alssume the risk that the facility will not be able to produce electricity
because JPMVEC cannot deliver fuel to the facility (whether due to unavailability of fuel
or transportation curtailments such that fuel cannot be delivered to the facility). As
described below, these risks are exactly.the types of risks that are already managed in
JPMVEC’s everyday business by energy commodity traders.

2. Managing Risks

Each party to a tolling agreement must make an independent evaluation of
the risks and rewards of a given business situation and consider the appropriate contract
terms, under those specific circumstances, that it is willing to accept. Again, however, it
is important to recognize that JPMVEC is viewing its exposure under any one particular

tolling agreement as limited by the amount of the premium it is required to pay under the
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tolling agreement and by other contractual provisions. For example, “unit contingent”
risk can be mitigated in a number of -wa_ys: First, tolling agreements may provide for a
reduction in the capacity payments to the owner for non-performance. Second, unit-
contihgent risk may be mitigated by including “make whole” provisions in the contract
such that the “make whole” amount the ewner)operator must pay is the difference
between JPMVEC’s purchase price for electricity under the tolling agreement and the
price JPMVEC was required to pay for réplacement electricity.  Third, in certain
circumstances, unit outage insurance or other financial products are available to provide a
hedge.

That having been said, and as mentioned above, tolling agreements are
essentially a combination and integration of several different transactions in which
energy traders routinely engage (i.e., fuel sales transactions and electricity purchase
transactions With embedded optionality). Furthermore, the risks associated with tolling
agreements (i.¢., commodity price risks, counterparty credit risks, force majeure risks) are
managed in the same manner aé are the risks associated with all other similar energy
- commodity transactions. Accordingly, as described in more detail below, JPMVEC
brings to bear on tolling agreements all orf the risk management controls and practices

that it uses in the conduct of its energy commodity trading businesses generally.

3. JPM Chase’s Risk Management Controls

Market Risk. Exposure to adverse movements in the level or volatility of
market prices of commodities is measured and controlled primarily through the use of a

value-at-risk (*VaR”) approach. JPM Chase has established a daily VaR limit for the
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Global Commodities Group, the business unit within which JPMVEC operates, which
currently is $30 million, This limit is reviewed periodically. JPM Chase manages its
market risk across the entire Global Commodities Group and does not set VaR limits for
specific business lines within the Group. In fact, the activities in one business line, such
as the Complementary Activities, may offset risk incurred in another line and lead to a
decrease in the overall VaR of the Group. JPM Chase does establish position limits
(delta, gamma and vega limits) for each underlying commodity that is part of its
commodities trading business and that will apply to the Coxﬁplementary Activities,

Credit Risk, JPM Chase’s credit process for the Complementary
Activities will fall within its process for commodity derivativc transactions generally,
which process is the same as that for all over-the-counter derivative transactions it
executes. Before a transaction can be executed with a counterparty, which in the case of -
the Complementary Activities will be the owner/operator, a credit line must be
established for the counterparty. In almost all cases, the credi; officer with responsibility
for the counterparty establishes the credit line. When a derivative transaction is proposed
with a counterparty, the derivative marketer calculates the derivative risk equivalent
(DRE) of the transaction, which is the loan-equivalent credit ekposure that the transaction
is expected to generate. The DRE counts against the overall credit line to the
counterparty. When a derivative transaction is executed with a counterparty, a credit
valuation adjustment (CVA) is calculated, and the line of business that executed the
transaction then pays the CVA, either upfront or on a pay-as-you-go basis, to JPM

Chase’s Credit Portfolio Group (CPG) as consideration for CPG providing default
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protection to the line of business should the counterpart'y default and owe a termination
payment to the line of business. The CVA represents the counterparty credit charge to
the line of business arising from the transaction with the counterparty.

Operational Risk. To the extent JPMVEC stores and trahspor’ts fuel as
part of a tolling agreement, JPMVEC will be exposed to the risks associated with
transporting and storing physical commodities, e.g. spillage, contamination, despoliation.
JPMVEC will insure that it manéges in a safe and sound manner the particular risks that
arise in owning physical commodities. For natural gas, coal and oil (the main fuel
sources for generating units), JPMVEC will use appropriate storage facilities and means
of transportation that are owned and operated by unaffiliated entities selected on the basis
of experience, reputation, safety record, adequate insurance' and creditworthiness.
JPMVEC will also use independent inspectors to inspect and determine the quantity,
quality and other specifications of the natural gas, coal and oil. ' For electricity
transportation (electricity cannot be stored), JPMVEC will secure transmission services
from FERC-régu]ated transmission providers, under the FERC-filed tariffs then in effect.®

Liability Risk. Another risk associated with transporting or storing
physical commodities is the risk of a malfunction or an accident resulting in personal
injury or property damage. In general, the terms of any contract with the third party

operator of the storage or transportation facility would allocate these liability risks

Within the Electric Reliability Council of Texas, transmission providers and their related tariffs
are regulated by the Public Utility Commission of Texas as opposed to FERC,

=
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associated with physical ownership to the operator since the underlying commodity is in
such operator’s “care, custody and control.” While at times JPMVEC will enter into
transactions that involve the actugl acceptance by JPMVEC of physical deliveries or
storage of fuel for the unit, JPMVEC does not expect to own or operate entities in the
United States that are involved in the storage or transportation of physical commodities.
Reputational Risk. JPM Chase has several policies in place to address the
reputational risk of the Complementary Activities. JPM Chase has a poli_cy entitled
“Heightened Risk Transactions with Investment Bank Clients” that defines what
constitutes a Heightened Risk Transac.tion, which is the term JPM Chase uses for a
complex structured finance transaction. This policy focuses on the reputational risk in
these types of transactions and explains the importance to JPM Chase of properly
reviewing these transactions. Heightened Risk Transactions are escalated for review to
the regional Reputation Risk Committee (there are three, in the Americas, Europe and
Asia). JPM Chase has a policy describing the roles, responsibilities and procedures of
each Reputation Risk Committee (now known as Policy Review Committees). JPM
Chase also has a‘ Know Your Customer Policy that further establishes procedures to
safeguard JPM Chase’s reputation. In addition, the line of business responsible for
marketing and executing transactions is subject.to the Appropriateness Policy. This
policy provides a framework for approving and monitoring all transactions executed by
the line of business, including Heightened Risk Transactions, based on customer

sophistication and product complexity. .
E. Describe the potential adverse effects, including potential conflicts of
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interest, decreased or unfair competition, or other risks, that
conducting the activity could raise, and explain the measures the
financial holding company proposes to take to address those potential
effects. (Section 225.89(a)(5))

The potential adverse effects associated with the Complementary
Activities should be minimal and can be mitigated by JPM Chase’s existing control and
risk management infrastructure,

Competition. JPM Chase intends to build on its existing commodities
trading business. JPMVEC’s entrance into the buy-side markets for tolling agreem'ents
should increase competition in the market becaus.e JPMVEC will be able to enter into
transactions from which it is currently precluded. JPMVEC will be able to offer a full
array of services that other energy traders currently offer, allowing JPMVEC to corhpete
with other energy traders. In addition, JPMVEC will become a more efficient competitor
that can offer cost-efficient and individually tailored risk management services that better
meet the needs of its clients, while also supplfing additional liquidity to the commodities
markets.

It should be noted that the Federal Energy Regulatory Commission’s
(“FERC’s”) rules with respect to the competitive who]lesale energy markets are designed
and intended to create conditions under which the wholesale energy markets can function
with fairness and transparency. To that end, FERC carefully vets to whom it grants

“market-based rate authority” (“MBR Authority”).” JPMVEC has already been granted

MBR Authority is the authority to sell power at negotiated rates rather than at rates based on cost
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MBR Authority upon a finding by FERC that JPMVEC does not exercise “market
povxéer” and cannot erect other barriers to entry for competitors. FERC’s role in
supporting competitive markets is discussed in more detail in Annex D.

Conflicts of Interest. If permitted to engage in the Complementary
Activities, JPM Chase would evaluate the commercial, legal and regulatory implications
of providing to its customers any combination of financing and other financial services,
including tolling agreements, both generally and with respect to any given transaction.
JPM Chase has policies and procedures in place to ensure compliance with the anti-tying
provisions in Section 106 of the Bank Holding Company Act Amendments of 1970. As
in the case of other credit transactions, JPM Chase would apply those procedures to any
tolling agreement entered into by JPMVEC with an independent power producer when
the affiliated bank, JPMorgan Chase Bank, National Association (“JPMCB”), also
maintained lending relationships. If the iending bank, as part of its credit determination,
required the borrower to hedge its exposure with an appropriate party, it would do so in
compliance with Section 106. If JPMVEC and JPMCB provided both services, they
would do so on terms complying with Section 23B of the Federal Reserve Act, as
applicable. JPM Chase already considers all of thesek issues in connection with the various
combinations of risk management and financial intermediation services and other
financial and advisory services that it and its affiliates already provide to the energy

industry.

of service. See Annex D.
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In addition, FERC has broad authority, partially in response to historical
abuses in the wholesale electricity markets, to regulate entities involved in the wholesale
energy markets. FERC routinely reviews the transactions of all entities with MBR
Authority and has the ability to penalize those who engage in unfair and manipulative
practices that are detrimental to the proper functioning of the competitive market. Under
authority granted by the Energy Policy Act of 2005, FERC has substantially expanded
and emphasized its regulatory and enforcement activities in order to ensure the efficiency
and integrity of the Whollesale electricity markets and their participants. Any fact
commonly understood as a “conflict of interest” that results in JPMVEC having “market
power” or being on both sides of a transaction where there is a possible impact on
wholesale energy rates would factor into FERC’s review of JPMVEC’s activities and
could result in the imposition of civil and possibly criminal penalties, the imposition of
other restrictions and conditions on JPMVEC’s ability to participate in the pbwer
markets, or the revocation of JPMVEC’s MBR Authc;rity. As noted above, a discussion
of FERC’s authority and its jurisdictional responsibilities in, among other things;
preventing conflicts of interest that could lead to market abuses is contained in Annex D.

Market Manipulation. Under the terms of tolling agreements, JPMVEC
will not operate or control facilities in the United States that extract, transport, store or
distribute physical commodities. The owner{operator of the facility has ownership of and

clearly exercises control over the generating facility.8 Moreover, the rights that JPMVEC

! JPMVEC notes that its relationship with the owner/operator and the facility in a tolling transaction
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would have under the tolling agreement (i.e., the right to deliver fuel and the right to
receive electricity) all are clearly entailed by the permissible commodities contracts
entered into with the owner/operator and do not exceed the rights contemplated by
permissible commodities trading éctivities. JPM Chase’s limited role in the commodities
markets will limit the opportunities, and more importantly the incentives, that JPM Chase
might have to engage in any price manipulation, either directly or indirectly. As a
financial holding company, JPM Chase must comply, and has a policy of full clompliance,
with the regulatory and supervisory regimes of several regulators, as discussed below.
Such compliaﬁce further reduces the likelihood that JPM Chase or JPM Chase’s
employees would be able to engage in any form of market manipulation.

Regulation. As discussed above and in more detail in Annex D, FERC
extensively regulates the wholesale energy markets. In addition to FERC regulation,
certain aspects of energy trading are also generally subject to regulation by the
Commodity Futures Trading Commission (the “CFTC”) under the Commodity Exchange
Act as the CFTC is charged with preventing fraud, manipulation and abuse in
commodities markets generally.

The physical commodities markets are further protected from the adverse
effects of unfair competition, conflicts of interest and market manipulation because

financial institutions, such as JPM Chase, are subject to extensive regulation. JPM Chase

falls squarely within presumptions of non-control in the Board’s regulations and it possesses none
of the indicia of control identified by the Board in prior interpretations.
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and its subsidiaries are subject to regulation by the Board, the Office of the Comptroller
of the Currency, the Securities and Exchange Commission and the Financial Industry

Regulatory Authority in the United States.

F. Describe the potential benefits to the public, such as greater
convenience, increased competition, or gains in efficiency, that the
proposal reasonably can be  expected to produce.
(Section 225.89(a)(6))

The Complementary Activities should provide significant benefits to the
public by providing a greater variety of risk management tools that are more efficiently
structured to meet customer needs, increase competition and liquidity in the commodities
markets and reduce JPMVEC’s risk exposure associated with its commodities derivatives
contracts.

Authorizing JPMVEC to engage in the Complementary Activities would
allow JPMVEC to provide a full-range of commodities-related services to its customers
more efficiently, Tolling agreements have had, and will continue to have, an important
role in enabling generation unit owner/operators to secure financing for the construction
of new generating units or the acqt_lisition of existing facilities. As a condition to
borrowing, the lenders providing the financing will typically require that projected cash
flows from the facility, once it commences operations, are sufficient to make interest
payments for a period of time or to ultimately repay the loan. While a lender’s comfort
with the energy market or the size of the loan and the otherwise available collateral pool
will influence a lender’s need for assurances as to the potential cash flows available from

the facility, it is not uncommon for lenders to require that most, if not all, of the facility’s
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fuel requirements and electricity output be hedged for a period of time to ensure a certain
level of cash flow and to make the valuation of the facility less susceptible to daily price
fluctuations in the fuel and electricity markets. Conversely, owner/operators, even apart
from lender requirements, may have a similar interest in locking in a certain revenue
stream in.order to guarantee themselves a certain rate of return and level of profitability.
The Complementary Activities will allow JPMVEC to add the services described above
to the potential hedge products JPMVEC can offer in order to fully participate in the
commodities markets, conducting the Existing Business in a more cost-efficient manner
and offéring more competitive prices to its clients,

As discussed above in Sections ILLA. and II.B., as companies look for
more sophisticated risk management tools and become more comfortable with
particip-ating in the commodities derivatives markets, they are often looking for a single
provider that can meet all of their trading needs. It sﬁould also be noted that while
JPMVEC is interested in providing this combination of services, the marketplace also is
seeking out this combination of services, and generators are becoming increasingly
sophisticated in their abilities to structure, evaluate and negotiate packages of risk
management and financing products from different combinations of providers that are in

their economic best interests.
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The addition of a new financially sound an& well-capitalized counterparty
such as JPM Chase will add needed liquidity to the commodities derivatives markets.
Tier 1 common equity capital of $101 billion and a Tier 1 capital ration of 10.2% as of
September 30, 2009, JPM Chase has the resources to handle large and complex
transactions that few other organizations can match.

Finally, by participating in the widest possible variety of commodities
markets and transactions, JPMVEC will gain access to price and related market
information and acquire more experience in the markets for physical commodities that it
can use to better serve its customers and manage its own risk, which will lead to
increased revenues and lower costs, all of which will improve JPMVEC’s and JPM
Chase’s profits and enhance their soundness. As a more effective competitor, JPMVEC
will be better able to win business from new clients, resulting in more diversified credit

exposure for IPMVEC, both in terms of markets and customer base.

G. Provide any information about the financial and managerial resources

of the financial holding company and any other information requested
by the Board. (Section 225.89(a)(7))

JPM Chase’s financial information is available on its website,

www.]pmorganchase.com.

II1. Commitments

A. Include Complementary Activities in the limit on physical commodities
ownership of 5 % of consolidated Tier | Capital.

The Board has previously determined that the amount to be included in

this limit in connection with energy tolling agreements is the present value
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of all capacity payments to be made under the energy tolling agreements,
JPM Chase commits to the Board that it will follow this methodology and
include the Complementary Activities in calculating its compliance with
the limit of 5% of consolidated Tier 1 capital on the aggregate market
value of the physical commodities that it and any of its subsidiaries hold at
any one time as a result of physical commodities trading. ?

IV.  Conclusion

For the reasons set forth above, we believe that the manner in which
JPMVEC will enter into tolling agreements, as described, is fully consistent with a
complementary activity and will not pose a risk to the safety and soundness of depository
institutions or the financial S)éstem in general. Therefore, we respectfully request that the
Board exercise its discretionary authority to authorize JPM Chase, through JPMVEC, to
engage in the Complementary Activities as a complementary activity to its physically-
settled and financially-settled transactions in commeodities derivatives on nonfinancial

commodities, subject to the commitments contained herein.

As the Board stated in the RBS Order, an energy tolling agreement is similar to a call option on
the power produced by the plant with a strike price linked to fuel and power prices, An alternate
way of calculating the value of a tolling agreement for purposes of limiting the risk to the toller
that the plant proves uneconomical to operate, and thus for purposes of the 5% limit, is to
determine the mark-to-market (“MtM”) of the option, the tolling agreement, and to include the
aggregate out-of-the-money MtM values for all tolling agreements, with no netting against in-the-
money values, in the 5% limit, Until such time as the Board allows this method of valuing tolling
agreements for purposes of the 5% limit, JPM Chase commits to the methodology set forth in the
RBS order.
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authorization in the Léiter to ¢
such uullmnzmmn wnlil qﬁplrt:

WherEy management Activities acguired in connection with
iy, as grandfathered activities has provided the following

= (i) ability ro conduct business in the sawme manner as the heritage

ks thus preserving its value, (i} abil fity to conduel such business
ﬂlTC'ldY U'iSlJ ng ] PMQ enf.rgy bti'ﬂl‘nﬂ.SS see belc:w uﬂth respu.i' ©

a ] ﬂ.ﬂahum m tbc:lr em*ry mﬂ iﬂb Md euem\? manag.mcnt m,u vities. On
Tber 30, 2000; TPMC filed notices for prior approval of the Board 1o conduct

&pmﬁ'cul ly, the Leor stafes fhi® states thit “Any assets of setivities acqiired liony Besr Steurms that
JPMorgan s not claremly persiiited 1 o or engage in shall be trealed s paitiissible vssels or activitics
Fio-1 pfamd of g years, After that perjod, JMornzan moy lppﬂ_v 1o the' FIRENY for @ serey 0i’thl‘e; nNE-
vegr exlensions to maintsEin he gwnership of such activities or continuation of such activities

Permanent Subcommittee on Investigations
EXHIBIT #71
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energy tolling and energy maragement activitles (the “Notices™). As of the date of this
!etrer the Board has nol dcled on the Notices,

Cwrrently the physlcal commaodity trading business of historical FHCs, such as IPMC, is
-subject to a requirement that plivsical wmmo{lnmb held by the FHC gy not exoeed 5%
of Tier | capilal (the “Commadities Tradmg Limit"}. In approving tolling as a
uomp!;,mentar}r to a financial inhature activity, the Boaid has included a r‘equu'emenl )
the FEHC commit to inchude e present value of capacily paviments uneler ns (oM
agreements when calculating compliance with the FHC!'s Commoditics Tradin}
lj:l;c svcm fhat, 'g,tanﬂﬁrﬂné_ring x'v*em niod: gr‘anted.anﬂ .IPM‘C Wens mquir.ed 3 i

the Bﬂafd em_.,agmg it em.rgy mlimg c‘:(:-mplemr;ms SO
The Board has indicated that it has in the past subjc jaell 1
the Comimodities Trading Linit because talling cg LS AT
the plant proves o be uneconamical 10 operate ur when e ¢ost of
lucing power is ; 0% ol sver, given the
competitive disadvantages that JPMC woulSigy o it ‘ :
_physica!s ‘cnmmadit}r amd wltimu smiviﬁ,‘r ncler WL oringgfities Trading Limit, IPMC

W provide JPMC Nexibilily to préserve
P in the Bear Stearns Acquisition as well

Iegmmaw sai'et}' aml‘ qmmdaw 3
and grow the cnergy business

sty dElEI‘rnde 1hat.m F[—lf"' i‘ll.;ljp n‘:rgg’lg-; in tm:'rgy
aplementary aciivity, As part of this activity, the Bear
dWhrrently FPMC) enters into energy managemeni

31s r:umuanl io whlch J 1"\!{(_‘ pmwdee tmnsrmumml am]

rLWeRTCILY, 1he Buard, as in lhe lollmg case, has nlsa nmposeci certain limitations.
fically, the: Board has require that an FHC comanit 1hat reveoues sticibutable 1o

v management services in the United States will not excead 5%.of its lotal

salidated operating revenves. JEMC respectiulby subimits that sueh Hmitations ave not

netsssary from a safely and soundness perspective sinoe the main components of this

activity invelve activities similar to those already conducted by IPMC. JPMC cutrently

provides financial advice (similar 1o the advice given o plant managsts in this case) to
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{hird partie.s In addition, FPMC*s creditand risk managentent policies apply-when [PMC
engEges in tfansactions &8 pactol the transactionnl services component of cnetgy
management activity. The Board has also required that each energy masagement
agreemerit undey which a FHC pm‘iurms =0 gy MATMEEmMERL SErvices st provide that
(i the owner of the facility retains the right fo nnrkct and sell power directly to third
‘parlies, which may be subject to the energy manager’s right.of first refusal; (ii) the owner
of the facility retains the right w defing the levei at whicls the facility will operale (i
dictate the power duiput ofthe fﬂfﬂltj’ at any given tiee); (Ju} neither the cnergy MANE
now its ufﬁllata gu1r1ntee the f nanmaﬁ per:loﬁmnnce m the ﬁlf.lllll}' zmd {w] neigpss

conform 1o these E:-SlnCllfUIlh fmdr be permnu:d 10 cnntmuc o oEfer
'sewwes; to thwd pm'nes ab»ent tﬂn, J‘m’egmng Mmcngnq 50 img -

Tﬂ hie f:xftn.nn that thc f'ureg,crmr Lesiructmus were mlpas:ecl iy
not. engage in commetcial activities, IPMC respectfully ﬁubm
. He:mmmn nnd saie ﬂf puwer smr! ulher wmmudmn. i

Prior to the Bear Sleams Acquisi g, |
the activity of purchasing equify NS
and mnegutntmg the pasaer pt
‘agreements with a view (g
Steams becoming the

[ phmlh and .subscqnemh' mﬂruuturmg
rchasﬂ aomemem? and em.r‘;,y saﬂe

To date this restrdyluri ¥ ivity has not been determined 10 be a financial aceiviey or
mmpiemmmanf th . | ey this activity s similar in many ways to activilies

® As a result, the risk masagement of this activily driws
jse, In ddition, this activity involves investing for @ linancial
PMC 1o gain valuable insight ino the power market which can
efall commodities bisingss,

MIPthird parky managers is the same experiize at play in this activity which alse
es On restructuring the mpur and vutpul contracts entered into by powtr plants,

, existing plant managers of unprofitable (oi: suboptimal from aw economic

dpoint) plants prefer to turm over ownership of the plant to a sophisticated market
participant whicl has expertise in fuel procurement and power marketing. n such cases,
the Bear Stearns energy business haypurchased, snd secks ability to continue 1o be able
o: purchast, the plant and use its cxpertise 1o restruchire the rélevant contracts while the
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plant is operated by an Lhdﬂ{pemlent plant manager, The business then sells the oW _
potentially profialle plant for a financial cemrn. Prior to market downtura, pianlﬁ held as
st of this poetfolio-were usunlly sold within onc to. two vears. This activity is foeused

on (i) providing a solution for clieats who prefer to exit ownership of unpeofitable power
plants and (i} obtaining & financial return by rencgotiating andfor replacing existing
supply and delivery conlracts with the view to making ike plant more profiiable. In
addition, thig activity conplements. JPMC’s permitied physical wading aid custormer
commodities business by providing TPMC during the period. of owaership with a
potential puichaser of fuel and provider of power. During the process of restrugiid
plant’s coniracts, JPMC also waing enhanced knowledge of market pricing whi
JPMC (g provide best pricing and execution it the markelplace 1o its cusjpmérs,

business, JPMC’s goal is 1 augment its financial frading and nol ruy
plant as a commercial venture in a vacuunt, AS such, IPMC wiey
complementary to JEMC s conz commodities Business, Howe
by the Board, IPMC respeetfully réqieesls g coalinuation of ¢

-tliema in nccd of sullmnns (J 2. plani man

‘Plant to an éntity ¢
making the plant lmam..m]h' Wi Lb](—:
commoditics trading firms. not sujg®
mangdgement policies and tequjies
-2 safe and sound manner, As d

N onsWN s ackivity, JPM‘C‘ mk
Whis aclivity so that they arc conducted in

sapabilitics. Subjectina@is activity\QumerChant banling restriclions may not be feasible
unless broad authurﬂ 4 uct 4% counterparty o contracts with the plant is
determined not 1o sy to duy managemeni of the plant. Arbitrary restrictions on
tkie |11l-::ra:.lmn af i Qith the nr:c-um]md.lues business could severely impade the

effi cwncy o wul the basihess in restructuring the plant as @ profitable
eatity 1n a 07

| lr:: f.1cl (hm JPML Im.s made liua requnwl pul SUAIL lf:l r_.}_te Freeclt)m 01
M. 5 U.5.C. 532 (b) ¢4) {the Act} and the regulations promulgated by the

dWler friformation contained hergin is not publicly available and concerns

Mf‘ dam, L&, Lhr 'ampmrmmzc nl' t]m.c "m:iwmes 1 JPMC"; com mmhu{s

aﬂllmlas muewng {hL sul sumtml mm,pt..lnu,wf; harm Lr:sla sl {iown izmjud.iciaj
Fpretations of the Act, '

We appreciate your atieition to this grandfarhering request and are available 1o snswee
any questions you bave ds you consider this roguest. Concursent with this.proposal, we
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have provided detyiled information lo Board stafl a$ to our current commodities _
businesses which will hope will aid in your assessing this request. Please divect questions
relating 1o this regiest to Dianc'Genova at (212) 648-(268, Kathryn MeCulloch at (212)
270-5922 or me at (212) 648-02485. ' T

Very truly yours,

“ee,  Barbara Yelcich.
Fvan Flurwit? &
b

4

$<<,
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BOARD OF GOVERNORS

OF THE
FEDERAL RESERVE SYSTEM
WASHINGTDN, 0. C. 20561

ADDRESS OFFICIAL CORRESPONDENCE
TC THE BODARD

June 30, 2010

Kathryn V. McCulloch, Esq.
Senior Vice President

and Associate General Counsel
JPMorgan Chase & Co
270 Park Avenue, 38® Floor
New York, New York 10017

Dear Ms. McCulloch:

This letter concerns the notices filg
section 4 of the Bank Holding Company Agl

ana -_.: ent Services™). The Board
gtion Y that Energy Tolling and

D odity derivatives activities that are permissible
e under the BHC Act (“Commodity Derivatives

kg0 provides financial and investment advisory services for
s (“Derivatives Advisory Services”) that are permissible

2 Seeliihe Royal Bank of Scotland Group PLC, 94 Federal Reserve Bulletin C60
) (“RBS Order”) and Fortis S.A./N.V., 94 Federal Reserve Bulletin C20

(208)
3 See 12 U.S.C. § 1843(K)(4)(F).

Permanent Subcommittee on Investigations 1-302571
EXHIBIT #72 FRE-PSI-



for bank holding companies under the BHC Act. The Board previously
authorized JPMC to engage in Physical Commodity Trading as an activity that is
complementary to Commodity Derivatives Activities.* JPMC conducts Physical
Commodity Trading primarily through a nonbank subsidiary, J.P. Morgan
Ventures Energy Corporation, New York, New York. JPMC has requested:

1. authority to engage in Energy Tolling, on a limited basi
activity that is complementary to Commodity Deriggatives
Activities;

2. authority to engage in Energy Manageme ices, O

Energy Tolling

include Energy Tolling. J§ R e paolling agreements to which JPMC
would be a party, JPM@ s periodic fixed payments to the owner of a
power generation facii}

"W C has committed to conduct Energy Tolling activities in

e restrictions, definitions, and conditions previously imposed

Sasas the conduct of those activities. In connection with the Board’s

&! of JPMC’s Physical Commodity Trading activities, JPMC committed
Board that it will limit the aggregate market value of physical

4 IPMorgan Chase & Co., 92 Federal Reserve Bulletin C57 (2006).
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of JPMC’s tier 1 capital. JPMC also has committed that it will include the
present value of capacity payments associated with Energy Tolling contracts in
that 5 percent limit. As a result, JPMC'’s potential exposure to commodity price
risk will not increase by engaging in Energy Tolling activities.

Energy Management Services

JPMC has also requested approval to provide Energy Mana,

The transactional services would consist primarily of acti@x
intermediary, substituting its credit and liquidity {gsgtho 0

_ oy Management Services in
find conditions previously imposed

pection with the Board’s previous
approvals of Energy & ices. Those commitments generally limit
the scope of the aqgjvitiSfat JPMC may perform as energy manager to ensure
that JPMC incurs origathoS@arisks that are consistent with the agency nature of

Sice®und limit the revenues attributable to JPMC’s
Senaes to 5 percent of JPMC’s total consolidated
A’ The authority to act as energy manager should not expand

: : page in physical commodity trading beyond what it is

curraatly allow g to do under its Physical Commodity Trading authority.
. JPMC has committed to conduct Energy Tolling and provide
Energ@@Management Services in accordance with the restrictions, definitions,

otal operating revenues” is defined as net interest income and all
non-interest revenue, including net securities gains but excluding extraordinary
items.
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and conditions previously relied on by the Board in authorizing those activities.
JPMC also has established and maintained policies and systems for monitoring
and controlling the risks associated with Energy Tolling and Energy
Management Services and is expected to continue to maintain effective risk-
management policies and systems for each of those activities. Approval of th

request to engage in Energy Tolling and Energy Management Services likely
would benefit JPMC’s customers by enhancing JPMC’s ability to provi
efficiently a full range of commodity-related services consistent with exi

k

market practice. Approval also would enable JPMC to improvegts
understanding of the physical commodity and commodity degititives
and its ability to serve as an effective competitor in those

Long-Term Electricity Supply Contracts

Wecial and industrial end-
[Mprity permits it to take

iBn of, or counterparties

bs pafihitted to trade under the
wend by their nature to be

long-term electricity supply contracts with 136
users. JPMC'’s current Physical Commodg¥
a position in a commeodity and does not lim¥
to, its contracts. Most commoditieggife
Physical Commodity Trading a
limited to the wholesale market. yn the other hand, has a greater
potential to be sold not o bes oglierally but also to small retail
customers who are unlijé} ichgAnts in the market for energy-related
derivatives products. €&

electricity supply ¢§
consistent with its PR}

Nigfith large commercial and industrial end-users is
icalpommodity Trading authority.

] PMC’s activities remain complementary to the
mittS@under the Physical Commodity Trading authority, and
®us approvals,’ JPMC has committed that it will enter into

Z) the minimum consumption level for commercial and industrial

rs under applicable state law, whichever is greater. Requiring that
ontract only with customers that consume electricity at these high levels
help ensure that JPMC transacts with financially sophisticated purchasers
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(and not with retail purchasers) and, thus, remains essentially a wholesale
intermediary.

Based on the record, the Board has determined that (1) the
proposed Energy Tolling is complementary to JPMC’s Commodity Derivativ
Activities and (2) the proposed Energy Management Services are
complementary to JPMC’s Commodity Derivatives Activities and Deri
Advisory Services. In approving the proposed Energy Tolling and Ener

authority.

In making these determinatifs i
information, representations, and commi ol by JPMC to the Board
in connection with the notices.” Thes® RgmmMaeng#¥ind conditions are critical
to the determination that Physicgf# i TI¥0Ing, Encrgy Tolling, and

generally. These deterg#fations S$go are bJect to all the conditions set forth in
Regulation Y, includ i ®on 225.7,% and to the conditions contained
in the Board’s pre

appendix for a complete list of the commitments JPMC has made in
connection with these proposals.

® 12 CFR225.7.
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-6-

of its subsidiaries as the Board finds necessary to ensure compliance with, or to
prevent evasion of, the provisions and purposes of the BHC Act and the Board’s
regulations and orders issued thereunder.

As you are aware, legislation is pending that would impose .
constraints on the ability of banking institutions to engage in proprietarytrading
and derivatives activities. You have represented that most, if not all, o
activities to be conducted under the Energy Tolling and Energy Mgnage
- Services authority that JPMC has requested would be permissib
proposed legislation. To the extent that any activity become
Board expects that JPMC would conform such activities t
the law within the required time periods.

0
e
i

cc: Ivan J. Hurwitz, ¥ :
Federal Res 0 f New York
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Appendix

JPMC, together with its subsidiaries, including those attributable to JPMC'’s
acquisition of The Bear Stearns Companies, Inc. (collectively, “JPMC”), .
commits with respect to the notices (“Notices”) it has filed with the Board to
engage in Energy Tolling and Energy Management Services that:

Physical Commodity Trading Activities
1. JPMC will mclude in the 5 percent aggregate market

in commeodities transactions conducted pursuant to'Sg
225.28(b)(8)(11)(B) of Regulation Y. In ad{imganl 2
the Federal Reserve Bank of New Yor C Warket value of
commodities held under this approvalfe

Stures Tradmg Commission or
ard has specifically authorized

Reaiggitre if necessary, the activities of (i) owmng, mvestmg in, or
eratmg storage facilities for commodities that it is not permitted to hold
store under the BHC Act and (ii) making and taking physical delivery
f commodities that are not Approved Commodities, including metal
concentrates, acquired in connection with the transactions contemplated

FRB-PSI-302577



by the Notices within two years of consummation of the transactions, or
such longer period as the Federal Reserve in its discretion may grant.

5. After consurnmation of the transactions contemplated by the Notices,
JPMC will not expand its direct or indirect activities or investments in
activities of (i) owning, investing in, or operating storage facilities for
commodities that it is not permitted to hold or store under the BERE%gs

and (ii) making and takmg physmal delivery of commodities that 2

%l all Tapacity payments to be made

#iling agreements in calculating its

drcafit of tier 1 capital on the aggregate
podities that it and any of its

as a result of Physical Commodity

6.

e préduction payment transaction and does not immediately sell
Party in calculating its compliance with the limit of 5 percent of
e | cafital on the aggregate market value of the physical commodities
at 1t and any of its subsidiaries hold at any one time as a result of

ysical Commodity Trading.
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Energy Management Services

8.  Revenues attributable to JPMC’s Energy Management Services will not
exceed 5 percent of its total consolidated operating revernues.’

9.  JPMC will only act as energy manager if the energy management
agreement under which it performs its Energy Management Servi
provides that:

a. The owner of the facility retains the right to market

directly to third parties, which may be subject to
right of first refusal;

b. The owner of the facility retains the right to detegni
which the facility will operate (i.e., to d s ‘
facility at any given time);

d. Neither the energy mangag s bear any risk of loss if the
facility is not profitabl}
JPMC agrees that the foreg éits are deemed to be conditions
imposed in writing by ¢ rection with its findings and decision on
the notices filed by JI§ i Energy Tolhng and Energy Management

? Total operating revenues are defined as net interest income and all non-interest
revenue, including net securities gains but excluding extraordinary items.
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U:\Waldron\JPMC.Tolling-Management.Letter.final.docx

MWW :mww

bece:  Pat Robinson
Michael Waldron
Chris Paridon

David Alexander
Lisa DeFerrari
Michael Sexton
Robert Brooks

S

Kathy Everhart «
BS&R Clearing Unit

Board Records

Legal Records @
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J.P.MOI‘gaIl | E——
MEMORANDUM

R e TO; CPI Investment Committee
- wmemm = Redacied by the Permanent '
‘ Subcommittee on Investigations FROM: CPI Team
L T : RE: "KJ Toll Disposition Plan
DATE; August 13, 2010

TRANSACTION OVERVIEW
Kinder Morgan Power Company (“KMPC™:

generate-mllhon in net cash flow thru 2042 W|th a PV10 value of

AlphaGen and Triton Common Interests:
We have negotiated an agreement to purchase 100% of the equifia
MW gas fired facility in Jackson, MI (“Facility”) and 10% of the,co !

illion. Under the Operating Case, this investment isge pecte i
and generate million in net cash flow thru %2, Q)
benefits of million). Finally, PI has negotiated anf@ireemaht to pur
Triton Power for $1.5 million from IMH Holdings LLC.

se 90% of the common equity of

Consolidation of KMPC, Alphagen, Triton Commgiand JAMs tollita«elsligations:

Acquiring KMPC, Alphagen, Triton Common, (1 AlphaGen Gght and canceling the existing J.P. Margan toll results
in JP Morgan owning the Kinder Jackson, Facifilga(the “Facility™) for an all in cost of $143.2 million or $264/kW
(see Table 1 below). We believe the n_% mengavalue @f the Facllity is $1,500/kW and the market value is
between $350 — 475/kW.

D

Table 1: Consolidation and SalgaEggnomics

Kinder Jackson Facmt‘y_cost Iy S/kW Comments
PA%|JPM Toll on Fagijitymtthroughgiis) N Current Book Value
AlphaGen Debt JPM has $104MM (All-in @ 118 % par)

Current JPM Book Value
Per Financials

Embridge contract
Current JPM Book Value

L [0 £ U S B O A A S B

Total LE‘ For Facility

Kinder Jackson Facility Sale Comments
MiFacility Sales Proceeds (2010) ; Market value $350 - 475 / kW
less Facility Cost (using Toll MTM)
digdl| Pre Tax P&L

IRR (assuming a sale 6 months after close)

147.5%

Permanent Subcommittee on Investigations d
EXHIBIT #73
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Bear Stearns historically engaged in the activity of restructuring the capital structure and financial and
commodity contracts of power plants (“Power Plant Restructuring”). JPMC has continued to engage in
Power Plant Restructuring as a grandfathered activity. Power Plant Restructuring is an activity which
involves the purchase of equity in a particular company that owns a power plant coupled with the exercise
by the investor of an active role in restructuring the input and output contracts entered into by the
company with a view to making the overall plant performance profitable. This activity then enabigythe -
investor to sell its equity interest in the company and obtain a positive and enhanced financial return'Qiuits
investment because the plant is now potentially more profitable based on the renegotiated laced
supply and delivery contracts. |

and Gregory power plant companies, JPMC expects to dispose of its eq
of its investment in the Central Power & Lime power plant cojppagy,

and Gregory investments prior to the end of May 20
such investments to merchant banking requirgpasgits

#ed in clause 3 below. Currently all Power Plant investments are already compliant with -
his step in the process. :
he power plant company will also employ one or more asset managers independent of JPMC.
The asset manager will have overall technical expertise, will manage the negotiation, execution
and ongoing operation of input and output contracts, will coordinate the accounting and tax books
of the company and will have authority to enter into all contracts in connection with the foregoing
subject to overall supervision by the Board as permitted under the merchant banking rules. The
asset manager may be separate from the accounting manager depending on the project. There

Permanent Subcommittee on Investigations

EXHIBIT #74
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4)

may be a requirement for Board review of contracts binding the company over specified amounts.
If the independent asset manager decides in its sole discretion to requests bids on contracts that
are permissible for JPMC to engage in pursuant to its complementary powers (e.g. tolling
agreements, energy managerment agreements, power purchase agreements, etc.), JPMC may bid
on such contracts in a process and manner that will conform to merchant banking rules.
Currently, Central Power & Lime is the only facility that does not have an independent a
manager.

JPMC understands it must dispose of the investment within the merchant banking
period which includes the prior grandfathering period.
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STRICTLY PRIVATE AND CONFIDENTIAL

WVay 18, 2011

Permanent Subcommitiee on Investigations

EXHIBIT #75
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COMMODITIES OPERATIONAL RISK CAPITAL

Summary

m Operational Risk Capital is established for Global Commodities by combining two components:

including actual loss experience
from all of GCG's operating activities. Historical loss data includes operatifgactiviti tage RBS Sempra.

operational risk capital allocation is $201MM

® |t should be noted that in mast instances, JPM is not the owRE of phiysical assets and as such does not have primary direct
liability. However, for purposes of scenario analyses we_g i i

Risk Type ) ! < Mitigants ORC Components [ GCG Diversified
1 ORC
Execution/errors i J ingdie Policies and procedures
Fraud / Theft Policies and procedures $693
ad trading  Insurance $897 $151
Business Practice / Litigation Insurance $3z27
Employee Disputes Policies and procedures %32
Insurance
Extreme event risk f physical commodities Dedicaled, experienced staff $497 $297 $50
(using oil shipme| bility from accidents or spills Operating policies & procedures
W&, power & gas, LNG, coal, Insurance
metals, ags)
$2,094 $1,194 $201

INTERNAL 1 | FRB-PSI-50072% "



Operational risk stress loss scenarios

o The modeled boundary case event, a tanker spill, is the highest postulated loss case for all GCG physical commodities activities

smEsansssassssssssssmEEEssaEs

Event Loes Stree . -
B Tanker with 50,000MT capsizes
- 92% of shipments are less than this
volume
Tanker Spills 250-400 waterborne cargoes annually m 30% of the product is spilled

- 80% of spills are between 0 and 20%
u JPM doesn't own or operate tankers,

however, we assume JPM would be sued

Power plant explosion

B Explosion at the largest plant with 51

Tolls on Power Plants

Gas pipeline or storage|
explosion

aof power plant

Qil Storage accident

employees on site; total loss of plant k 855
JPM has equity interest in 4 power plants in profis P proreE a0
% V]

the U.S.: the largest is CPAL u20 /o_of the plant employees die¥jghe eaths @ $5mm each) 350,
explosion - ($175)

E\While pfan:s are operate b 4 coverage
il oss $0
rite-off of power plant $328
JPM currently has tolls on 8 power plants; the| Loss of future profits $65

loss of plant and
largest is AES Insurance coverage {$200)
Net loss $193
Write-off of storage carrying value $79)
\Write-off of gas in ground inventory $85
80 bef storage f 1.8 bef/d transport; largest igg Loss of future profits $10]
NSS storage facility Liability (3 deaths @ 5mm each) $15
' Insurance coverage ($100)
Net loss $89
Loss of product {(@$100/bbl) $5
Clean-up costs (estimated at $3,000/bbl) $150)
S Other components of loss (assuming same factor as waterborne Spl")
19,
= 10A‘of e oills spiled farm the targest tank Fines and penalties (50% of clean up costs; not covered by insurance) $75
BPM is not owner of storage, but assume o k ;

JPM would be sued Conjpensa!ory damages (20% of clean up costs; not covered by insurance) $30
Punitive damages (20% of clean up costs; not covered by insurance} $30
Legal fees (10% of clean up costs) $15
Insurance coverage ($170))
Net loss $135

INTERNAL 2

FRB-PSI-300725 ™



| e====m = Redacted by the Permanent
Subcommittee on Investigations

Operational risk stress loss scenarios - continued

[Eveats

" JER Asects | Ackivily

g

Precious metals theft

JPM operates 3 in NY, London &
Singapore with “ current market
value of precious metals

In addition to vault personnel, the vault is
constantk itored by Group security,
includingﬂin the vault and at all

enirances and exits

® Theft during transportation or an inside theft
m\While clients are required to insure thelr own
gold, we assume JPM is sued in event of theft
or the theft is JPM's own matal

® Brinks Matt is the largest bullion theft
reported, where 3 tonnes of gold were stolen; at
today's valuation this would be approximately
$135mm

Insurance coverage (F
Net Loss

$270]

($270}
0

Base metals theft

Henry Bath has warehouse aperations in 19
locations

Largest warshouse is in Singapare, which
has approximately 226,000 tonnes of base
metal valued at

® |arge scale inside theft involving all of thi
warehouse personne|

da yindependent audits (including both JPM and the LME} and the

a1 client requests to withdraw metal, such a large scale theft could not go

INTERNAL

FRB-PSI-300755™



COMMODITIES OPERATIONAL RISK CAPITAL

Tanker ORC Model Summary

® Additional physical operating risk capital is model based, leveraging an approach similar to an

Given Default credit model.

Key Model Attributes

®  Qil Shipments (‘Exposure’)

B The number of shipments and the volume of product
carried by each (247 shipment)

B Probability of Spill (‘PD’) ‘
®m The likelihood that a shipment will have a spill (0.007%)

m Loss Given Spill (‘LGD’)

® The cost of a spill is a function of three components: spi
size, clean up costs and other costs, such as fines and
penalties, compensatory damages, punitive dal
legal fees

B Correlation

INTERNAL

4 FRB-PSI 30075

(99.9% confidence interval): $297mm

"“Regulatory . Economic

! 147° 384

PPraduct . . 3.8
Caomponents of Cast | -

W __ Fines and Penalties | 74 192

___‘Compensatory Damages | " 29 7T

___ Punitive Damages | R e
iLegal Fees 15 33

Insurance na (279)
Total Standalone Capital L a7

‘Marginal Capital fmact tothe 1B | 27 E0

® [nsurance benefit recouped for econb;ﬁfc. but nat y.e-r
approved for regulatory






COMMODITIES OPERATIONAL RISK CAPITAL

Appendix — Tanker ORC Model: Oil Shipments.(‘Exposure’)

INTERNAL

B Exposure is represented by the number of shipments and the volume of product each carr\?
ts that o

@ The capital model estimates potential losses over the next 12 months; we use thefship
proxy for the shipment that will occur over the next 12 months.

Shipments over the last 1

sofm m:lm 150 000
Shipment Size (MT)

rred over the prier 12 months as a

FRB-PSI-300788"



COMMODITIES OPERATIONAL RISK CAPITAL

Appendix — Ténker ORC Maodel: Probability of Spill ('PD’)

®m What is the likelihood of a spill?

140
120
100
80
60
40

20

INTERNAL

TTT T T T T r T T rr T rrrrrT

1980 1985 1990 1995 2000 2005

GechSpills > 7 MT (left axis)

Global Seaborne Oil Trade in ton-miles (right axis)

ility ®f a spill for any given shipment as 0.007%

Y we estimate that a spill will occur every 50 years

FRB-PSIIQ

5007



COMMODITIES OPERATIONAL RISK CAPITAL

Appendix — Tanker ORC Model: Los_s Given Spill (‘'LGD’

® Should a spill occur, how much will is cost? \; ? ~

® Loss Given Spill is broken into three components:
® YWhat percentage of product will be spilled?

@ YWhat will the cost be to clean up the spill? /
E What other costs would occur? Exxon Valdez

:\"’

Hist | Spill Size vs Clean Up Cost

m Expert judgment used to calibrate the spill %

@ Most spills will be between 0% to 20% loss of prg
with a small chance of a total tanker loss

d $)

£
H10 "

S

B Historical data is used to estimate the regfjession ejjiclea o

up cost on spill size. (see chart on rigjif p
10~

(&)

® Other components of cost e .

10°-

up costs, calibrated using 5@
®  Loss of Product

f | I 1 b}
1 10! 10t 10° 10* 10°
Spili Size (MT)

INTERNAL 8 FRB-PSf-'l:‘z3/(1!(’}]%‘('*:‘3&n



COMMODITIES OPERATIONAL RISK CAPITAL

Appendix — Tanker ORC Model: Insurance

e Goverage, but we would need
regulatory approval to offset regulatory capital with insurance.

® \We have modeled the following aspects of insurance:

m  Mapping of coverage

Insurer ability to pay

Insurer willingness to pay \
Timeliness of payment

Coverage reinstatement Q

Current Insurance Coveray
Component of Cost | Insured? | : ___ Program L i _ Coverage

Deductible |

Redacted By

Permanent Subcommittee on Investigations

(NTERNAL ° .  FRB-PSII00TEE"



FOIA CONFIDENTIAL TREATMENT REQUESTED COUNTAINS PRIVILEGED INFORMATION -
DO NOT RELEASE PURSUANT TO 5 U.S.C. § 552, 18 CFR. §§'1h.Y, 1b.20 AND 388.1112

From;: Francis Dunleavy <Francis Dunleavy@jpmorgan, com>

Sent: Thursday, April 29, 2010 7:47 PM

To: Rab Cautherl <Rob.Cauthen@jpmorgan. coni> =
Subject: Re: Resumé for Power

Flease get him in ASAP.

From: Rob Cauthen

Te: Frarncis Dunleavy

Sent: Thu Apr 29 18:32:40.2010
Subject: Fw: Resume for Power

Fran,

| just got this, We should falk to him. D6 you want me {0 set something up? He night be useful, .

Sent from my BlackBerry Wireless Device

From: Cﬁrzs Roberison
— To: Roh Cauthen; Sean O'neal; Thorvin Andersony Paul Tramonte.

Sent: Thu Apr 29 17:26:18 2010
Subject; Resume fof Power :

This resime just canie through in response fo our "Specialized Settlements” position in Ops. He is cie’aﬂy over
qualified for that position, but his experience/ background was such that T wanted to forward to you, in case you
are interested.

= Redacted by the Permanent

I am ot personally familiar with this person. He just posted for the job,
3 Subcummlttee on Invest:gatmns

John Howard Bartholomew

Experience

Southern California Edison, Power Procurement, June 2008.- Present
Bld Strategy '

Idan’uﬁed a flaw in the market mechanism Bid Cost Recovery that is causing the
CAISO to misallocate millions of dollars

Increased profifs by creafing a strategy to hedge against the volatility between
prompt month and daily gas prices

Showed how units in reliability dreas can increass profits by 400%
Used Veéntyx software to develop day-shead positions for power and gas traders

Developed. Ventyx model to daily identify errors in the MRTU market optimization
Power Contracts

2009 All Source Request For Offers - assisted id negotiation and valuation of

Permanent Subcommittee on Investigations
EXHIBIT #76

PSI-FERC-02-000009
JPM-106763




FOIA CONFIDENTIAL TREATMENT REQUESTED CONTAINS PRIVILEGED INFORMATION -
DO NOT RELEASE PURSUANT TO 5 U.5.C. § 552, I8 CF.E. §§ 1b.9, 1b.20 AND 3881112

tolling fesource-adequacy, and heat-rate option contracts

Remodsled gas units to utilize a new market initiative that captures all of a unif's
characteristics including transition costs 7

FERC, Office of Enforcement, May - December 2007

Intern

Investipated Energy Transfer Partners and the hedge fund Amaranth for market
manipulation under the NGA and EPAct 2005, Investigations resulted in show cause:
orders seeking approximately $450 million in penalties

and

disgorgements

Established the basis for taking enforcement action against entities that engage in
flipping transactions on natural gas pipelines

U.S. Department of Energy, Policy Office, January - April 2007
Intern :

Drafted position papers on issues including:

o 2

Definitions of renewablo/replacement/alternative fuels

2 ;

California’s chalflenge of the standard of review ysed for consumer appliance

exemption petitions

@ .

Commentsto the DOE's denial of the Censolidated Residential Fumace
Agreement

Education

George Washington University, J.D., May 2008

Writing credit - "The California Energy Crisis and Mobile-Sierra" _
Lewis & Clark College, B.A. in Economics and Minor in Math, May 2003

‘.E‘co_nomics Merit Scholarship

.

Lacrosse: Captain 2004 and Division Champions 2003

-{E_h-ris-ﬁobeﬁson | Executive Oirector | Nerth Americz Commeodity Operations | L.P. Morgan Ventures Energy torppr_a_tiqn
700 Loulsiana St, Sufte 1000, Houstan, TX 77002 | Telephone: (713) 236-8014 | Facsimile: (973) 463-5472
Emaif: chris.robertson@]pmorgan.com |Instant Messaging: chris.robertson@mx.jpmorgan.com

PSI-FERC-02-000010
JEM-106765



FOIA CONFIDENTIAL TREATMENT REQUESTED CONTAINS PRIVILEGED INFORMATION -
DO NOT RELEASE PURSUANT TO 5 U.S.C. § 552, 18 C.F.R. §§ 1b.9, 1b.20 AND 388.1112

From: Luis Davila <Luis.Davila@)jpmorgan.com>

Sent: Friday, October 22, 2010 5:55 PM

To: John Rasmussen <John Rasmussen@)jpmorgan.com>; Ryan M Martin
<ryan.m.martin{@]jpmorgan.com>

Subject: Please sir! mor BCRI!!!

Luis Davila | Investment Bank T&O | Energy | IS0 Associate | 1.P. Morgan
700 Louisiana Street, Suite 1000, Houston, TX 77002 | T: 713 236 4169 | F: 713 236 5000
luis.davila@jpmorgan.com | jpmorgan.com

Permanent Subcommittee on Investigations

EXHIBIT #77

JPM-069383



FOIA CONFIDENTIAL TREATMENT REQUESTED CONTATNS PRIVILEGED INFORMATION
DO NOT RELEASE PURSUANT TO 5 U.S.C. § 552, 18 CF.R. §§ 1b.9, 15.20 AND 388.1112

From; Dunleavy, Francis <Francis. Dualeayy@)j pmorgan. com>
Sent: Monday, March 14, 2011 1:59 PM

To: Masters, Blythe <b1y‘tharriasters@j PIIOT AL COm™"
Subject: RE: Privileged and Confidential - CAISO update

T will handle it but it may not be pretty.

-—--Original Message——-

From: Masters, Blythe

Sent: Monday, March 14, 2071 12:54 PM

To: Dunleavy, Francig ,

Subject: Re: Privileged and Confidéntial - CAISO update

I'm in a nieeting in london with Jes.

- Otiginal Message i

From: Dunlegvy, Erancis

To: Masters, Blythe

Sent: Maon Mar 14 13:50:17 2011

Subject; RE: Privileged and Confidertial - CATSO updaie

We should speak

—-Original Message-———

Frem: Masters, Blythe

Semt: Monday, March 14, 2011 12:45 TM

To: Dunleavy, Francis

Subject: Re: Privileged and Confidential - CAISO wpdate

So Invour opinion we are beter off with ms trying to decide this without yourhelp??

- Original Messdge —-

Fromi: Dunleavy, Francis

To: Masters, Blythe

Sent: Mon Mar 14 12:38:48 2011

Subject. Re: Priviléged and Confidential - CATSO update

-—-- Origirial Message —-—

From: Masters, Blythe

To: Dunleavy, Francis )

Sent: Mon Mar 14 12:36:10 2011
Subject: Re: Privileged and Coufidertial - CAISO wpdate

That's nidiculous;

- Original Message -~

From: Dunleavy, Francis .

To:Masters, Blythe

Sent: Mon Mar 14 12:34:30'2011

Subject: Re: Privileged and Confidential - CAISO update

Permanent Subcommittee on Investigations

EXHIBIT #78

PSI-FERC-02-000067

IPM-172588%
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(basis ﬁg@gulity of a possible

transaction or {ransaclions and doss not carry any right of publication or disclosure, in whole or in part, f%‘@y other: . This presentation is for

discussion purposes only and is incornplele without reference to, and should be viewed solely in ccg;%ﬂctl ith, l%ai briefing pravided by
shoul 8 prior wrillen consenl of

JPMorgan. Neither this presentation nor any of its contents may be disclesed or used for any D!%%%WDOSB
JPMorgan. &,‘:‘%&é b,
The information in this presentation is based upon any management forecasts supplied tghys and refl u{% revalling conditions and our views as of this

date, all of which are aceordingly subfect to change, JPMorgan's opinions and estimates d__muhs JPM 1's judgment and should be regarded as
indicative, preliminary and for illustrative purposes only. In preparing this presentation, we ha%ﬂ%tgelied upon and assumed, without independent
verification, the accuracy and completeness of all Informalion available from pub {ls 20 TR ¢ was provided to us by or on behalf of the

do Nt pURABT to be appraisals of the assets, stock, or

e aclual value which may be received in connection with a
ressly contemplated hereby, the information n this
presentalion does nel lake into accaunt the effects of a possible transagh ansaclions ihvolving an actual or polential change of control, which
may have significant valualion and other efiects.

Company or which was otherwise reviewed by us. In addition, our arm!ysesﬁﬁ]@ nolt
business of he Gormpany ar any olher enlily. JPMorgan makes no represditali i

Natwithstanding anything herein to the contrary, the Compar
persons, without limitation of any kind, the U.S. federal a
transaclions contemplated hereby and all materials of,any
such tax reatment and ax struclure insofar as such (e
Company by JPMorgan. yf‘:—-

treatment and the U.S. federal and state income lax structure of the
inions or other tax analyses) that are provided to the Company relating to

JPMargan's policies prohibit employees fr% ﬁarin%@imml j ,‘li
rating or price argel, 1o a4 subject company E@gonsiieration or ifiducement for the receipt of business or for compensation. JPMorgan alse prohibits
its research analysts from being compfdfisated volvemant in investment banking transaclions except to the extent that such participation is

intended fo benefit invesiors. b, '“‘

JPMorgan is 4 marketing nam@%ﬁﬁm(,
i i othe

loan arranging, financial advisol s rddsiment banking activities are performed by a combination of J.P, Morgan Securities Inc., J.P. Morgan
ple, J,P. Morgan Securili "ﬂ% nd* g appropriately licensed subsidiaries of JPMorgan Chase & Co. In Asia-Pacific, and lending, derlvatives and
ather cormmercial bafiiting acti aré%gfonned by JPMorgan Chase Bank, N.A. JPMorgan deal team members may be employees of any of the
foregoing entities. (4 !

FRB-PSI-200833 JPMorgan
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Why Commodities at J.P. Morgan?

% Our clients require solutions to manage their commodity pri

The Franchise

1 Qver 2,000 clients including corporate, investor, g

& Innovation: We must bg espond to a rapidly changing environment

1 Global fod plle e relevance across all key geographies

i Phy T '

FRB-PS&I-200835 JPMargan
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Our growth has been consistent and dramatic, with organic investments and

acquisitions across products and geographies

Y

R ..,Jﬁm; i SUb A 2 e A R

e

=z J.P. Morgan has made significant investments in building out and diversifying of
capabilities - organically and through strategic acquisitions, such as RBS &
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J.P. Morgan Commodity Capabilities

MORGAN

e

i % BTAERIA Lty 7 1
OTC Energy. Metals, and As

e wé?ehéﬁs[ng Rlsk
: Structured P

Plastics

= Ethylene

Env-imnmehtz_ll =Wéather i e

Markets

Power

o n Catle  Temperature
% Crude Qi . @ Carbon - s L i :
A TR : allowances and
offsets (e.g.,
RGGI; EUAS;
CERs; VERs)
“ Sulphur Dioxide

. Polyethylene

Gfa_

» Soybeans

I‘{alul:al Gas
4 Eleglricity

o Coal Softs

"E;r;'msporta.tion
Fraight

FRB-PSI-200837 JPEMorgan



J.P. Morgan's Global Metals Group

@ A core component of the Global Commodities Group

 Our primary aim Is
¢ to facilitate price risk management for clients with exposure%
Precious metals — gold, silver
—~ PGMs — platinum, palladium, rhodium
— Base metals — copper, alummmm zing, lead,
molybdenum i
— Ferrous metals — iran-ore, steel

aluminium alloy, tin, cobalt and

ropriate and meaningful

| i+ As a group we have been involved Ig i actions and provided consistent service to our clients
over the past 30 years. We haveg gidl as a strong, reliable and committed house to.these

PABILITIES
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Our busin Jicash setued metal OTC derwarwes and l[sted contracts and we also frade in
physical

]

o |
L

JP MODRETAN
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COMMIDITY CAFABILITIES

Base and Precious Metals Presence and Services

i Hot-Rolled Coil Steel for US Midwest location Is traded ort
4 Copper also trades on COMEX divisian of N

i Products Traded: Swaps and Options refare
| hedges {average of the month)

*North Amarican Spacial Aluminum Alloy

A on of NYMEX} is the largest futures and options mriarkel. Good volurmes are also traded on the GBOT. Markets are also in
OCOM), Sydney, Hong Kong and elsewhere, although not as liquid.

palladium, London and Zurich are the most liquid OTC markets. The majorily of metal clears loce Zurich.

#  Prod #raded: Forwards for physical or cash ssitlement, oplions, transactions in multiple currencies

! FRB-PSI-260839 JPMorgan



J.P. Morgan’s Metals Trading Business % |

of base Tijbtals. JPMorgan is also a

Member of The London Metal Exchange which is the global centre for ¢ a L
ajor OTC and exchange fraded

i Market Making Member of The London Bullion Market Asscciation a@%& clearek
| metals coniracts : ﬁi;%‘
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d contracts. JPMorgan's balance sheet and

©  QOn-line Trading: We offer melals products to our client i : trading platforms, JPMorgan Metals and
MORCOM : B ;

% Physical Trading: JPMorgan is a leading trad pecialising in the crigination and delivery of metals

tefiners and proceééors and inveslors. The breadih of our
, pricing, and liquidity ‘

e
iF

I 7 Market reach: We trade with major consumers,
i . franchise provides us access to superi u%#g

5 Partnership: We work closely wit

nfidentiality, trust, and long-term commitment. This is especially relevant when

i = Confidentiality: We pride our

- dealing in more illiquid market: ing large volumes. We have significant experience in out-sized fransactions and
= significant hedging progs 4 ) ]

4

a

Oa

PTY

bajia g

% FRB-PSI-200840 JEMorgan



4P MORGAN SOMMODITY CAFABILITIES

Physical Metals - 19 Henry Bath Warehouse Locations & 3 JP Morgan Bullion
Vaults Worldwide

Singapé:ire (V)

FRB-PSI-2p0841 JEMorgan




# Worldwide Ceal — J.P. Morgan is a major participant in the international physicalfinancial coal and dry dis. The J.P. Morgan coal franchise
offers physicalffinancial trading producls and risk-management solutions 1o iis extensive cusiomer

S operations of RBS Serﬁpra
Commodities {completed July 1, 2016), J.P. Morgan has further enhanced ils position as lhe bal Commodities Firm and is now ully-

capable to service it international coal and freight client base threughout the supply chaing

i J P. Morgan is now comprised of 10 professionals with a developmeni presence on three ¢
of the giobal coal and dry buli freight markets.

nsive expertise and experlence In all aspects

Works closely wnh
; companies to tal[or rislc .

_managsment solutigns for Coal
Pmducars Consiimarg, Trading..-
Firms and Hedge Funds

! i_aéﬁig‘

i kmanage

Pnncipalm\restments
estments across'the Coal Mariets. Based mn

FRB-PSI-200842 JPMorgan

O Primary J.P. Murgan Global Coal and Freighl Office



JP MORGAN COMMOTITY

CAPSBILITIES

Freight Capabilities

e c3

« Can provide spacific ' Trade spread or
uantity of carggor . individual of all dry
y bulkroutes oo

-iiz Tailor made time
- charter ory
contrac

SDA contract referericing "Sub Annex |”

FRB-PSI1-200843 JEPMorgan
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COMMODITY CAPAB

PMORSAR

i

Our client franchise spans the corporate and financial spectrum — from

commadities producers and consumers to diversified asset manags
i

firiers Eiﬂ}aé:essom
Energy

ase & precious.melals

Producers
' » Upstream oil & gas
» Base and precious’
metals " L
Agriculture
:Shipowners

i

Hedge Funds & CTAs
» Macro inveslors’
* Technical funds

Sovereigns

+ Central Banks

« Government
investment offic

= Supemnationals

Physical Traders
» Physical merchants
v Physical trade houses

Brokers and Banls

ort: airlines, road, rail, shipping * F’rqpxietary trading desks
Utilities: power, gas, oil, emissions * Third party brokers
1‘ Industrials: feedstocks, light & heat » Regional banks

FRB-PSI-230844 JPMorgan



DETY CATABLLITIES

COM

IP MORGAN

Our focus on building a client franchise was recognized in Greenwich
Associates’ most recent Energy & Metals Corporate Derivative Suryeys

J.P. Morgan

#2011

Note: 2011 was
initial survay, prior
period comparison
not available

Market Penetration: In addition to our top gt seli WMarket Penetration: JPM has a dominant pasition in overall client
penetration (at 41%), JPM leads i b penetration at 61%; impressively, over half of aur dlients indicate we
are & "lop 3" dealer (32%) and Lead ! HAEC are a "top 3" dealer (53%) and 25% indicate we are their Lead dealer,
. more than double any of our compelitors .

Quality: We have market-leading client service as well, with a
significant #1 rank in the in Greenwich's "Quality” index

p from 4th in 2009 i Strategic Retali_onéhips: Ranked #2 (behind a niche player) in

: s e . " accounts that would consider JPM for strategic OTC transaclions
or 1st in votes indicating the GCG
overage provider. Sales Coverage: JPM rated 1stin voles indicating the GCG

- salesperson was a "top 3" or "best" coverage provider.

FRB-PSI-200845 JPMorgan
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REDGIN

J.P. Morgan’s Physical Metal Capabilities

two underground locations in London. : :
s Globally the most active Precicus Metals clearing business, Loco Lo er, platinurn and palladium clearing
= Loco Zurich gold, platinum and palladium clearing

Bullion Custody, services performed for wide ranging - c!;ent b :
and high net worlh private bank clients i

s ETF custodian , JP Morgan Is the appointed custodia

vereigh clients, central banks, hedge funds

! %%Fs including SLY, PALL, PPLT, SGOL

m We prowde our customers with &
taking delivery of base and Tery

* Confract specifics such as jurisdiclion, quality, term etc will
be subject lo compliance and credit approval

FRB-PSI-2(0847 JEMorgan
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The Gold Market

% Tenors:

= 1-4 year - the most liquid time buckets
m 5-7 year's - liguidity is more constrained due to infrequen{ activik

i 8-10+ years liquidity is more constrained again @ﬁ’

. Given the contraction in the glabal Geld hedge bool
dreased (ex project finance related trades).
However, JP Morgan as a markel leggiig B8 e Gold market has an active and mature

hedge programs.

7 Volumes:

ward component of the risk o . s .
FRB-PSI-2(0848 JEMorgan
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HEDGING

AND FINANGING STRUCTY

The Copper Market

& Tenors:
o Cash to 18mths - the most liquid time buckets

= 18mths to 4 years - liquidity is more constrained due to infr

1 4-7 years liquidity is more constrained again

= JP Morgan has considerable experience

FRB-PSI-200849 ' - JEMorgan



Execution

! = Mare than ever before, the careful selection of the right counlerparty (with sufficig g‘g inancia
in handling large commadity transactions, and global reach to source liquidity
important factors in the success of large commadity hedging programs %

Important considerations in the selection of the hedging counterparty
The recent financial crisis has significantly affected the capitalizaj TEgC
warehouse commodity market risk and raising concerns of cpunlerfia itk for clients
+ A number of traditional pure investment banking players also sﬂ%} eir funding sources dry-up, which has increased their funding
costs significantly (higher funding costs ullimately traﬁ%gl‘c in “%amp e prices on hedges)

' There are Iew participants that have expancnce in execdﬁ’ ﬁ conifrodity hedging programs (an inexperienced player can handle

URES

T

RUG

v BT

. Increasingifit e ) %;:Sariiy due to lack-of speed - the slower the program is executed the greater the probability that external

factors cé¥ affect the tharketfevels unfavourably
+ Working '$ith an instituion without the ability lo warehouse risk internally: i.e. not a REAL market-makerin Gold. This “back-lo-backing”
g erminstrates gitack on in-house capabilities and can result in |ncreased costs, higher visibility to the market {a 3rd party will nead
o take the ri%’mm to inefficient execution :

]
ﬁ@‘

GING

FRB-PSI-2008350 JEMorgan
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HEDS

STRUCTURES

AND FINAN

= J.P. Morgan’s strong capitalization and
credit risk as a counterparty for_cii_ent

1 J.P. Morgan's strong 6abit il

most competitors

ted a number of large, complex stratégic programs for volumes that
revailing liguidity on the _exchanges. Its ability to t;_{o 50 suc_cessfully

are feW players with sufficient in-house trading flows and glbbél reach (to source
rest an {he other side of the Lrade with cllents) to creale significant liquidity outside
; changes

HLJP. Mdrgan acli ively looks to support clients beyond ijst the execution. We actively work
with clients to provide training, market celour, advlsa on oparat;onal issues, am:! .
ohgoing valuations ; I

FRB-PSI-230851 JIEMorgan
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Metals Industry Solutions

Assefs

Hedging

Prepaid offtakes

Reserve Based Lending

Projecl Finance v

lliquld Underlyings: Regional

j h
| M&A-Relaled (e.g. deal ¢
3 monglisation/restructuri]

4 oang

BGIN

FRB-PSI-2(30852
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AND FANANCING

Copper Swaps

Buyer J.P. Morgan

Settlerment Cash setiled monthly against the g
| Pericds Cal 13 ~ Cal 15

Indicative Fixed Price $7410 per mt

*Basis Copper 3M price reference of $7500 per mt, and assuming a market parcel si;

Fixed Swap Price

G SR o e i T . v it
Jul- Jan-  Jul- Jan- Jul- Jan- Jul Jap-Jul Jan- Jule
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Copper Zero Cost Collars

Buyer J.P. Morgan

Expiry Cash sellled monthly againsl the
‘. Periods Cal 13- Cal 16 '
| Boaught Put Strike $6000 per mt

! Sold Gall Strike $9225 per mit

“Basis Copper IM price reference of $7500 per mt, and assuming a markel parcel sizs

Call Strike

Markel Bwap

 Put Strike

Jul-  Jan-  Jul-  Jan-  Jul-  Jan-  Jul- Jan-
10 11 11 12 12 13 13 14
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Copper Participator

Buyer

Expiry

Periods

Forvward Strilke
Bought Call Strike

J.P. Morgan
Cash setlled monthly against the
Cal 13- Cal 15
$6600 per mi
$10000 per mt

average

“Basis Copper 3M price reference of $7500 per mt, and assuming a market parce|

10,000
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8,000 -
7,500
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TRUSTY

T

FINANGIND

HEREING A

Financing Solutions

< s

J.P. Morgan advances funds based on a prob
reserves. Allows for additional financial€lExibill

Loan payments are backed fture commaodity production volumes. Hedge
structure can reduce volu

a credit enhancement for the producer.

ead of project completion in exchange for subsequent

modity. Structure can be used for brownfield and greenfield
projecis. )

i cdﬁ?ﬁBnent of bid price in asset acquisition finance or M&A deals by making

ts contingent upon upward market movements in the commadity underlying.

tentially avoids over-paying for asset if market subsequentiy falls.
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CONTACTS

GROUFR

AP MORCAN COMMOSOITY

JP Morgan Commodity Group Contacts

Kevin Roberts
Global Head of Metals Sales

kevin.d

pe i
+44 (0)

207 777 3485

PTG, Lo

Georges Tijbosch
Co-Head Energy Sales Europe

gecraag tibosch@ipmargan.com
+44 (0) 207 777 4005

Dominic.h. namis@jpmordgan.com

+44 (0) 207 742 4350

FRB-PSI-220865 JEMorgan
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From: Jennifer Gallagher [mailto:jennifer.c.gallagher@frb.gov]
Sent: Tuesday, October 28, 2014 1:12 PM

To: Bean, Elise (HSGAC)

Subject: RE: Outstanding requests

With respect to the copper question, the Federal Reserve is not bound by the OCC’s definition of
“bullion” for purposes of the National Bank Act, but section 225.28(b)(8)(iii) of the Federal Reserve’s
Regulation Y allows BHCs to buy, sell, and store gold, silver, palladium, platinum, and copper as
activities closely related to banking. Under the Federal Reserve’s regulations copper is treated
similarly to gold in the hands of bank holding companies. Since copper can be held under this
separate authority, rather than complementary authority or section 4{o) authority, holdings of
copper would not need to be counted by a financial holding company towards the 5%
complementary limit or the section 4(o) limit on grandfathered activities.

#
Redacted By

Permanent Subcommittee on Investigations
ﬂ
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From: Ross, Steven [mailto:sross@AKINGUMP.COM]

Sent: Thursday, October 23, 2014 5:29 PM

To: Bean, Elise (HSGAC)

Cc: Prober, Raphael; Greer, Megan

Subject: Response to your question from earlier today

In response to your earlier email seeking clarification regarding legal entities. JPMorgan
conducts the majority of its base metal trading through the Bank and also through a UK sub of
the Bank, J.P.Morgan Securities plc., which is a Category 1 ring dealer on the LME. There is
also a small amount of activity through JPMorgan Ventures Energy Corp.

* The Bank engages in OTC derivatives with clients and holds warrants as hedges;

- J.P.Morgan Securities plc. as a ring-dealing member, is a market-maker on the LME.

The metals desk employees are employed by the Bank or by J.P.Morgan Securities plc. They
are empowered to act for other legal entities within the JPM group through service
agreements that are in place between entities and through “dual-hatting” arrangements,
whereby individuals can be officers of more than one legal entity in the group.

Steve Ross
Akin Gump

The information contained in this e-mail message is intended only for the personal and
confidential use of the recipient(s) named above. If you have received this communication in
error, please notify us immediately by e-mail, and delete the original message.

PSI-JPMorgan-16-000001
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Akin Gump

STRAUSS HAUER & FELD LLP

STEVEN R. ROSS
202.887.4343/fax: 202 887.4288
sross@akingump.com

October 31, 2014

VIA HAND DELIVERY

The Honorable Carl Levin

Chairman

Permancnt Subcommittee on Investigations

Committec on Homeland Sccurity & Govermment Alfairs
United States Senate

Russell Scnate Office Building, SR-199

Washingion, DC 20510

Re: JPMorgan Chase & Co's Responses to Follow-Up Questions

Dear Chairman Levin:

On behalf of JPMorgan Chase & Co (“J.P.Morgan™), I wrile in connection with your
questionnaire dated January 11, 2013 regarding physical commodities. This submission includes
further information and documents responsive to the additional questions posed by your staff on
October 13, 2014, As discussed with your staff, J.P.Morgan is working to provide the balance of
the follow-up information requested. In addition, J.P.Morgan is compiling the rclevant trade
records referenced below and will submit those (o the Subcommittee next week. J.P.Morgan’s
response to the specific question below is as follows:

Question 15: Please confirm that JPMorgan purchased approximately $1.5 billion of physical

copper in late 2010. If so, please provide details regarding the position, including the purpose
and the tonnes involved.'

Response: J.P.Morgan’s positions generally (with respect to copper and other metals as well) are
driven by its customer business, which includes, amongst others, commodity trading advisors
(“CTAs™), investor clients, and producers/consumers of metal. With respect to J.P.Morgan’s
metals positions in 2010, a large portion of these positions were altributable to the fact that its
clients (particularly CTAs and investor clients) generally had long positions, did not want to take
physical dclivery of the metal as those positions became due, and so were looking to roll those

' And additional related information requesied by Subcommittee stall in subsequent conversations.

Permanent Subcommittee on Investigations PS|-JPMorgar-18-000001
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positions forward. As a result, clicnts lent (i.c. sold and then entered into Torward contracts Lo
repurchase) their metal (o J.P.Morgan, which left J.P.Morgan long inventory and short forwards.
J.P.Moargan could, in turn, either lend the metal 1o the market or take it up and pay warchouse
rent for the metal. This is consistent with J.P.Morgan’s role as market-maker, liquidity provider,
and financial intermediary.

We believe that J.P.Morgan's copper warrant positions in December 2010 are consistent
with this general framework. While these trades were several years ago and the J.P.Morgan
traders thus do not have specific recollections of the individual trades, J.P.Morgan has reviewed
the contemporancous trade data to determine the following: in late 2010, J.P.Morgan’s copper
warrant position on the LME reflected its ongoing and sustained trading activily, including trades
involving more than 50 different J.P.Morgan clients. The trade data does not appear to support
the theory that J.P.Morgan’s copper warrant position was the result of a single large trade.

As detailed in the charts below,” in carly December 2010, J.P.Morgan’s copper inventory
(meaning all copper inventory owned by J.P.Morgan, most of which was on warrant) ranged
from approximately 198,000 metric tonnes to 213,000 metric tonnes. At this time, official LME
copper warrants were approximately 350,000 metric tonnes.” Thus. J.P.Morgan's total copper
book included cash/warrants of approximately 57% 10 61% of LME copper warrants.* Of
course, LME copper is but onc portion of the global copper market.”

* J.P.Morgan has included data beyond that of December 2010 in order to present a fuller view of
its total copper inventory during this time period. In addition, the daily values of J.P.Morgan's copper
inventory, as determined at the close of business in New York, are included in the enclosed chart, which
has been marked as JPM-COMM-PSI-000064 10 JPM-COMM-PSI-000066. Tt is also important to note,
regarding this daily data, that LME trading activity frequently clusters around the third Wednesday of the
month (the “monthly prompt date™). These dates, such as November 17, 2010 and December 15, 2010,
generally are amalgamations of hundreds or more client-driven trades on the LME.

* Just like LME members’ positions change from day-to-day, the total inventory of LME copper
frequently fluctuates. For instance, according to public reports, the amount of LME copper had decreased
from approximately 550,000 metric tonnes in February 2010 1o approximately 350,000 metric tonnes ten
months later. See Carolyn Cui & Dan Fitzpatrick, “Big Bank Sitting On A Big Pile Of Copper,” WALL
STREET JOURNAL, Dee, 7, 2010.

4 = i
Exact ligures would of course depend on the precise amount of LME copper warrants on a
given day,

5 a0 o ] H
T Around the end of 2010, refined copper global production was reportedly approximately 18
million metric tonnes per annum and global stocks were 2.5 million metric tonnes. Thus, J.I.Morgan

PSI-JPMorgan-18-000002
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In the first chart, we have provided J.P.Morgan’s total copper inventory, by day, in
addition to its net copper position, which represents the delta between J.P.Morgan’s long
inventory and short forwards,

Copper Inventory Owned by J.P.Morgan &
J.P.Morgan Net Copper Position

200,060 MT i e

150,000 MT r—'\k\""i r\f‘/ | W
100,000 MT -

M-\_} e | R OLOTY (MELric tonnes)
50,000 MT - : — w0t e {etric tonnes)

ey,

250,000 MT

14-0ct-10 14-Nov-10 14-Dec-10 14-Jan-11 14-Feb-11 14-Mar-11

-50,000 MT

The second chart details more fully the blue line above, showing J.P.Morgan’s net copper
position. As you can see. during the December 2010 timeframe the Subcommittee Stafl has
asked about, J.P.Morgan’s net copper position ranged from short 30 metric tonnes to long 10.875
metric tonnes.

holding even 61% of LME copper warrants on a particular day would have been equivalent (o
approximately 9% of global copper stecks and approximately 1% of refined copper global production.

PSl-JPMorgan-18-000003
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25,000 MT e J.P.Morgan Net Copper Position

20,000 MT !
{ 15,000 MT
== D@t (Metric tonnes)
10,000 MT f"’\ i

OMT o
28-0ct-10 28-Nov-10 28-Dec-10 28-Jan-11 28—Feb—1g_{
-5,000 MT . R e g 4
-10,000 MT

It is not unusual for entitics to hold large positions of LME metals as part of their overall
portfolios, and the LME has rules addressing concentrated holdings to ensure that these holdings
are made available to the market at mandated borrowing rates, thereby avoiding any possibility
of a supply squeeze. In 2010, there were more than 600 instances of this so-called “Lending
Guidance,” which oceurs when a member or client holds 30% or more of the warrants and/or
cash in relation to stocks.” In accordance with these guidelines, because J.P.Morgan’s warrant
position in late 2010 was slightly greater than 50% of LME copper warrants, it quickly made
plans to sell a portion of this metal back to the market. This was accomplished on December 15,
2010, when J.P.Morgan delivered copper back to the market and J.P.Morgan’s invenlory

* The LML also confirmed in early December 2010 that the recent copper market activity was
“not unusual.”™ At that time, LME head of compliance Diarmuid O'Hegarty was quoted as saying, “The
LME has noted recent comments about the current circumstances in the copper market. Such
cirgumstances are not unusual and the exchange is exercising its well established procedures for
maintaining an orderly market,” See Louise Armitstead & Rowena Mason, “JP Morgan revealed as
mystery trader that bought £1ba-worth of copper on LM THE TELEGRAPH, Dee. 4, 2010. According to
that same article, Mr. O'Hegarty “added that large trades were not a cause for concern beeause the
market's rules dictate that holders have to lend out a proportion of their stock to ensure o smooth supply of
the metal.” See id.

PSI-JPMorgan-18-000004
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decreased to 56,000 metric tonnes. Accordingly, LP.Morgan's total copper inventory reduced to
’ e y “ ki i
roughly 16% of LM copper warrants at that time.

Finally, we note that JLP.Morgan™s copper holdings during this timelrmme, and at all other
timies, were rekaled to it customer business and not to the then-proposed JPM X1 Physical
Copper Trust (the “Copper ETF”). As discussed with Subcommittee staff, 1.2.Morgan looks
forward to providing a telephone briefing on this subject next week.

As we have also discussed with Subcommittee stafl, LP.Morgan currently has no plans (o

launch the Copper ETEF in the foresecable future. However, even il the Copper ETF were 10
taunch, it would have nothing to do with J.E.Morgan’s trading books related to its customer

business.

-Redacted By
Permanent Subcommittee on Investigations

Please let me know il vou have any questions,
Sincerely.

SL&gr )y
Steven R, Ross
Counsel for IPMorgan Chise & Co

ce: The Honorable John McCain, Ranking Member

~ Again, this is measured against wn approximate 350,000 metric tonnes of LME copper stock.

PSI-JPMaorgan-18-000005



Daily Copper Inventory Owned by J.P.Morgan
& 1.p . Movgan Net Copper Position

|(mericiannc)
14-0c1-10 142,350
15-0ct-10 191,000
18-Oct-10 191,075
20-0ct-10 191,150
21-O¢t-10 193,275
22-00t-10 191,574
25.0ct-10 190,000
26-0ct-10 184,000
27-0ct-10 179,475
28-0ct-10 184,000
1-Nov-10 178,000
2-Nov-10 167,000
3-Nov-10 174,000
4-Nov-10 168,000
5-Nov-10 167,000
~ 8-Nov-10 167,000
4-Nov-10 167,000
10-Nov-10 145,000
11-Noy-10 144,000
12-Nov-10 150,000
15-Nov=10 146,000
16-Nov-10 127,000
17-Mov-16 189,000
18-Nov-10 193,000
19-Nov-10 205,000
22-Nov-10] 202,000
23-Nov-10] 195,000
24-Nov-10 185,000
25-Nov-10 146,000
26-Nov-10 202,000
29-Nov-10 201,000
30-Nov-10 198,000
1-Dec-10 203,000
2-Dec-10 203,000
3-Dec-10 198,000
G6-Dec-10 205,000
7-Dec-10 201,000
8-Dec-10 198,000
§-Dec-10 199,000
10-Dec-10 198,000
13-Dec-10| 213,000
14-Dec-10 212,000
15-Dec-10 56,000
16-Dec-10] 50,000
17-Dec-10 60,000
20-Dec-10 58,000 |

PSI-JPMorgan-18-000006
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1 péka.

netric tonnes) | (metric tonnes)
21:-Dec-10 60,000 9,225
22-Dec-10] 66,000 7,825
~ 23-Dec-10 63000 5,900
24-Bec-10 62,000 | 6,000
27-Dec-10 62,000 6,150
28-Dec-10 64,000 6,375
29-Dee-10 53,000 4,000
30-Dec-10 66,000 5,125
31-Dee-10 70,000 5,125
d-Jan-11 79,000 1,200
5-Jan-11 76,000 5,000
Gedan-11 72,000 6,300
7-lan-11 60,000 7,375
10-fan-11 83,000 2,750
11-Jan-11 83,000 6,500
12-Jan-11 83,000 9,300
13-Jan-11 £3,000 7,300
14-Jan-11 77,000 6,700
17-Jan-11 78,000 7,600
18-Jan-11 85,000 7,200
19-Jan-11 126,000 7,450
20-ban-11 130,000 7,950
21-Jan-11 128,000 7,850
24-Jan-11 128,000 8,800
25-Jan-11 123,000 2,750
26-Jan-11 126,000 | 4,975
27-Jan-11 131,000 4,900
28-jan-11 136,000 9,950
31-Jan-11 137,000 20,450
1-Feb-11 144,000 6,400
2-Fabe11f 146,000 6,750
3-Feb-11 166,000 9,725
4-Feb-11 181,000 | 10,350
~ 7-Feb-11 181,000 10,225
8-feb-11 177,000 6,875
9-Feb-11 175,000 750
10-Feb11 135,000 .
11-Feb-11 145,000 2,675
14-Feb-11 143,000 11,750
15-Feb-11 149,000 10,100
16-Feb-11 159,000 13,128
17-Feh-11 174,000 4,625
18-Feb-11] 176,000 4,000
21-Feb-11 175,000 100
 22-Feb-11] 176,700 | 4,925
23-Feb-11 185,000 | 6,950
24-Fob-11 184,000 5,625
25-Feb-11 193,000 6,725
28-Feb-11 198,000 | 7,350

CONFIDENTIAL & PROPRIETARY

PSlI-JPMorgan-18-000007
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swe | nventory, | - Detta

e | (metric tonnes) | (metric tonries)
1-Mar-11 186,000 3,325
2-Mar-11 178,000 6,025
3Mar-11 186,000 4,925
4-Mar-11 188,000 5,550
7-Mar-11 181,000 2,175
8-Mar-11 187,000 {2,950]
9-par-11 177,000 (6,600)
~10-Mar-11 126,000 (8,400)
11-Mar-11 140,600 (2,09%)
14-Mar-11 134,000 3,025
15-Mar-11 136,000 (4,175)
17-Mar-11] 171,000 5400
18-Marf-11 191,000 4,250
21-Mar-11 185,000 3,575
22 Mar-11 182,000 4,125
23-Mar-11 198,000 6,825
24-Mar-11 200,000 3,005
25-Mar-11 200,000 2,650
2R-Mar-11 201,000 {7,150}
29-Mar-11 204,000 {3,975}
30-Mar-11 202,000 (5,6507

CONFIDENTIAL & PROPRIETARY

PSI-JPMorgan-18-000008
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12 US.C. 24(7)

)

Compiroller of the Currency
Adminlstrator of Nationai Banks

Washington, D.C. 20219 Interpretive Letter No. 533

May 1991
May 2, 1991 -

Mr. Frank J. MHurphy, Jr.

Vice President and Associate Legal Counsel
RCNB Corporation

Charlotte, NC 2B25S

Dear Mr. Wurphy:

This responds to your operating subsidiary notice indicating that
NCNB National Bank of North Carolina wishes, through an operating
subsidiary, to engage in brokerage of gold, silver, and platinum
coins and bullion. For the reasons given below, we have
determined that this activity is permissible.

National banks have express authority to buy and sell "coin and
bullion®. 12 U.S.C. § 24(7). 1In the past, the OCC has permitted
national banks to buy and sell, as agent for customers and for
the bank's own account, gold, silver, and platinum coins, and
gold and silver bullion. We have not permitted naticonal banks to
buy and sell platinum in bullion form because platinum was not
widely used in making legal-tender coins and so was not generally
regarded as "bullion". Recently, however, several countries have
introduced platinum coins. Although most dictionary definitions
of "bullion" continue to mentiocn gold and silver only, the term
"Bullion" is frequently Psed in financial reporting to describe
platinum coins and bars. Nearly all courts called upon to
define "bullion" have defined it as "gold or silver intended to
be coined”. However, none of these cases directly addressed the
possibility that other precious metals could also be bullion,
Further, numerous state statutes refer to platinum bullion, and
at least one explicitly defines "bullion® to include platinum.
Statutory definitions of "precious metals" generally include
platinum as well as gold and silver.

These authorities indicate that the scope of the term "bullion"
has expanded, and that it should now be read to include platinum

'See, e.q., Wall St. J., November 17, 1988, at C16; N.Y.
Times, September 11, 1988, at 66; Wall st. J., August 22, 1988,
at 23; N.Y. Times, May 19, 1987, at D14.

Permanent Subcommittee on Investigations
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as well as gold and silver. Trading in platinum bullion is
therefore within banks' express power to buy and sell bullion.
Alternatively, trading in platinum bullion can be viewed as
functionally equivalent” to trading in platinum coins (since

both forms of platinum trade based on the value of the underlying
metal),; and therefore incidental to banks! express power to trade
in coins. You may, therefore, proceed with your proposal.

Sincerely,

J. Michael ‘Shepherd
Senior Deputy Comptroller

“In M & M Leasing Corp. v. Seattle First National Bank, 563
F.2d 1377 (9th Cir. 1877), cert. denied, 436 U.S. 956 (1878), the
court found that the leasing of personal property is incidental
to the business of banking under the Arnold Tours test because a
property lease is “functionally interchangeable" with a loan of
money secured by the leased property. 563 F.2d at 1383,

PSI-OCC-01-000113
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12 U.S.C. 24005
12 U.S.C. 24(7)6

Cﬁrﬁptrﬁllof. of the Currency
Administrator of Natlonal Banks
Washington, DC 20219

Interpretive Letter No. 693
December 1995

November 14, 1995

Re:  National Bank May Buy and Sell Coppeét Pursiant to 12 U.S.C. § 24(Seventh)

This is in‘reply 1o your letter requesting that the OCC confinm your opinion that

(" ), awholly-owned operating subsidiary of , May expand,
its activities to include buying and selling copper pursuant to a national bank's express authority
1o buy and sell “coin and bullion" under the National Bank Act.! For the reasons set forth

|
.
’
i
i
i
i
¥
| l -bclow it .s our view that 12 U' S, C' § 24(Sevcnth') authorizes a national bank to buy and sell
|
i
|
-
|
E
-

the reasons dxscussed be!aw the OCC mncludes that zt is legally perrmss;blc for national banks

to buy and sell copper and conduct financial dérivatives activities with tegard to the underlying
commuodity.?

1. Background
is cum:mly buying and selling gold, silver, platinum, and palladlurn You indicate that

this business is conducied in conformity with written policies and procedures, and in accordanie
with established market practices and regulations relating to these metals. The company wishes

I See 12 U.5.C. § 24(Seventh),

3 We address f' nancml derwatwes transacnons in this response because you indivate that
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1o add copper 1o its metals activities, and justifics this on several grounds.

The first is that their established policies, practices, procedures and experiences in dealing with
precious metals gwes them the expertise necessary to buy and sell copper. Secondly,
notes that there is an increasing: siruilarity between transactions involving copper and those
transactions already being conducted by national banks with respect to gold, silver, platinum,
and palladium ("GSP&P"). There is also a similarity between the policies, methods and
procedures already -administered by with respect to its GSP&P transactions and those
required for the administration of copper transactions. perceives an expanding need from
business and industry, including their existing customer base, for a reliable source of supply and
financing of refined copper and use of copper as a vehicle for hedging marker risk. Finally,
believes the benefit in offermg a product to the community which is apptopnately offered
by a bank subsidiary experienced in metals transactions will enhance s competitive
position in relation to non-bank metals dealers.

LI e National B:

A national bank may engage in activity pursuant to 12 U.S.C. § 24(Seventh) if the activity is

part of or incidental to the business of barking. The OCC previously has concluded that

national banks have authority to buy and sell, as agent for customers and for the bank’s own
account, gold, silver, platinum and palladium coins and bullion pursuant to the enumerated
power in 12 U:S.C. § 24(Seventh) to buy and sell "exchange, coin, and bullion."?

Paragraph Seventhof 12 U.$.C. § 24, authorizing the purchase and sale of "coin and bullion”,
does not define the terms. While the section does not specify that copper may be bought and
sold under this enumerated power, neither does it place a limitation on the types of metals that
constitute coin and bullion.

The OCC has previously concluded that the term “bullion” includes uncoined gold and silver in

bar or ingot form, consistent with the first dictionary definition of the term "bullion” as “gold

or silver considered as 50 much metal."* See Banking Circular 58 (Rev.)(November 3. 19811
("BC-58"). This circular also defines the term "coin” as coins held for their metatlic value
which are minted by a: government, or exact restrikes of such coins minted at a later date by or
under the authority of the issuing government. The OCC has concluded that the term "bulliin”

* Interpretive Letter No: 553 (May 2, 1991), reprinted in [1990-1991 Transfer Binder| Fed  §
Bankmg L. Rep. (CCH) 9 83.300; see also Interpretive Letter No. 648 (May 4, 1994), reprinted 1

_in [1994 Transfer Binder] Fed. Banking L. Rep. (CCH) § 83,557.

* Webster's Ninth New Coucg;ate Dmmnagg 186 (1986). See also U.S. Department of
Interior Bureau of Mines, A _Di ing, Mineral, and Related Terms 150 ¢ 196X
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also includes platinum® and paliadmm.“ This conclusion was supported by several
considerations: market developments indicating that platinum arx palladium weré part of the
bullion banking market, the other common dncnonary definition of "bullion” as “metal in the
mass" the mmtmg of platinum and palladium cems, and the fact that some smte law deﬁmttons

encornpassed plazinum and palladmm the occ mdlcated thar nther metals also may be
characterized as bullion.

gold snlver orcopper coins when measured hy welght " Other dlcuonary def' muons of bullion
mention gold silver, or the term premous metal. " A number of state laws now include

copper in their statutory definitions of precious metals"", and at least one state statute
explicitly refers. to copper in bullion form.”

5 Interpretivé Letier No. 553, supra,

¢ Interpretive Letter No. 683 (July 28, 1995), ¢ reprinted ip [1994-1995 Transfer Binder] Fed.
Banking L. Rep. {(CCH) 4 83,631,

"!mlhon mdxcates a cormectxon between bullxon and the mmzmg of cur:ency Cons:stent with
the "metal in the mass” definition is the description in b, book 6 (8th ed. 1961)
of the American Socisty for Mefals, stating that bullion is: "(1) A semiirefined alloy containing

' sufficient premous metal 1o make recovery profitable. ) Refined gold or silver; uncoiried. "

B\ I i ictionary 294 (1971). LgL_ CharlesI Woelfel
ing 35 (1994) CharlesJ ‘Woeelfel, Encyclopedia. -

160 {IOth ed. 1994),

* F. E. Perry, A Dictionary of Banking 41 (2d ed. 1983).

© See Thiomas P. Fiich, Dictionary 6f (2d ed. 1990); defines bullion as

"gold or- mher precious metals in bar or coin farm See alsg American Bankers Association.
‘Banking Terminology 46 (3d ed. 1989), which defines bullion as “urininted précious mwtals
suitable for coining.”

" See, e.8., Arz. Rev. Stat. Ann. § 44- 1801(14)(19’94) Cal. Corp. Code § 29515 (Wesi
1995); Colo Rev. Sat. § 11-53-103¢(13)(1994); Ga. Code Ann, § 10-5A~ 1(12)(1994); 1diho
Code. § 30-1501(1994); Ind, Code Ann. § 23-2-6-15 (Burns 1994); Mont. Code Ann. § 30.10-
103 (1994) Neb. Rev. Stat. § 8-1715 (1994) Nev. Rev. Stat. Ann. § 91.140 (1993); Or Rew
Stat, § 645.020 (1994); Utal Code Ann, § 61-1-13 (1994),

i2

Nev. Rev, Stat. Ann. § 519:080 (1993),
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The factors that supported the OCC's conclusion with respect to platinum and palladium
generally support inclusion of copper within the coin and bullion authority of national banks,

- Copper, like platinum and palladmm has been used to mint legal-tender coins. The United

States, Chirnia and Britain have issued copper coins.” Additionally, copper, like platioum and
-pallad;.um is bought and sold as metal in a mass standardized as to weight and purity.'*

s customers increasingly expect to be able fo engage in the full range of metals
transactions from a reliable source of supply and financing, and a numibes of state laws now
define the term "precious metal” to include copper. At least one state statute defines “coins®
to'include monetized bullion or other forms of money manufactured from gold, silver, platinum,
palladium or other such metals.”® Based on the: foregoing, it is reasonable o conclude that the
trading and dealing of copper is encompassed within the enumerated power of national banks to
buy and sell coin and bulljon.

B. Business of Banking

The basic framework that governs the powers and permissible activities of national banks was,
at last resolved in 2 clear fashson by thc Supreme Court's recent decision in. NanonsBag

: G LIC"), 115 8.Ct. 810 (1995). The unanimous Court
held that the “business of bank:mg whmh is autlmnmd to banks in the National Bank Act
("Act"), 12 U.S.C. § 24(Seventh), is not limited to those activities and powers expressly
enumerated in the statute. Rather, the Court found that the business of bankmg is an expansive
concept and that the powers: enumecated in the Act are merely illustrative. The Court’s decision
also reaffirmied that courts should accord defererice to reéasoned decisions by the OCC
interpreting the powers of national banks. :

In deciding whether a particular activity is part of or incidental to the business of bankmg and
therefore within the OCC's discretion to permit, it is helpful to-apply the criteria which VALIC
and prior cases have used in makmg such deiermiinations. The factors may be framed in the
form of questions: (1) Is the activity a contemporary functional equivalent or logical ontgrowth
of a recognized banking function? (Z) Does the activity benefit customers and/or strengthen the-
bank? (3) Are the risks of the activity similar to the type of risks already assumed by banks?*

1" See €. Krause, Standard Catalog of 20th Centmury World Coins (20th ed. 1993).

A two percent tolerance is allowed on the contract weight whea delivering with settlement
on the delivered weight, A copper contract may be in the form of wirebars or cathodes both
with set standard dimensions for delivery and a specific type of copper. Brackenbury, Dealing
on London Metal Exchange and Commodity Markets 24-25 (1976).

15 See Colo. Comm. Code § 39-26-102(1994).

1 See generally Julie L. Williams & Mark P. Jacobsen, The Bu: ‘Banking: Loshing
to the Future, 50 The Business Lawyer 783, 783-785 (1995) (explammg the VALIC case and
the evolution of the "business of banking” concept).
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in their conduct of c¢oin-and bullion activites. You indicate that

e

Affirmative responses to such questions lead convincingly to the conclusion that an activity is
propetly characterized as part of the business of banking in the evolving financial services
marketplace. The OCC believes that each of these three factors is satisfied here.

First, the trading activides which will conduct with respect to' copper are functionally
equivalent to the tradmg activities it is currently conducting with respect to GSP&P. Copper,
along with GSP&P, is available on variows commodity exchanges for transactions with and
among the general public.”” Copper is regularly traded over the counter, on the London Metal
‘Exchange {“IME“) and on the COMEX division of the New York Mercantile Exchange
("NYMEX™). As a result, copper prices are found on recognized markets. Options for copper
are quoted on the NYMEX, the LME; and in various cash markets. Because copper is quoted

and traded on these exchanges, there is a substantial amount of liquidity for it. The
administration and policies of relating to copper will be the same as for other precious

metals it buys and sells. Additionally, all copper transactions are proposed 10 be done with

approved vendors and only NYMEX and/or London acceptable brands will be accepted. All

copper will be subjected to the same tésting criteria as GSP&P.

Second, buying and selling copper will benefit 's existing customer base. s
‘customers have indicated their desire to obtzin a reliable source of supply and financing of
refined copper. Buying and selling copper will allow todiversify the types of metals that

it can offer to its clients for financing, consignment, and hedging. As a resul, s
customers will be offered an additional product from a bank subsidiary experienced in metals
transactions and not have to go 1o numercus sources o supply their metal needs, will also

be strengthened because it will be better able to compete with non-bank metals dealers by
offering a wider selection of metals.

Third, the type of'risi:-assaciawd with buying and selling copper is similar to the risks

currently manages in its dealings with GSP&P, anuczpmes that its copper transactions
will constitute only a small percentage of the overall precious metals business and will pnmarﬁy
be customer-driven. Bécause copper trading activities are functionally equivalent to GSP&P

trading ‘activities, will be able (o utilize established precious metals policies approved.
authorized, ‘and regulated by the OCC in accordance with BC-58.

BC-58 sets forth general safety and soundness guidelines which national banks should implement

follows the gmdance for
its GSP&P transactions, and will do so with copper as well, It will subject the copper activities

to the same general credit, lendmg. safekeeping, accounting, and management standards for its
other precious metals activities.

o

Market, June 7, 1995, at 10A,

ities, American Metal
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The risks posed by engaging in financial derivatives transactions involving copper are also of
the type already assumed by national banks in connection with their derivatives activities in other

metals, currently engages in hedging activities involving GSP&P for its customers,
Because the financial derivative transactions that will engage in with copper are similar
to the financial derivative activities involving GSP&P, will be able to utilize established

policies developed in accordarice with OCC Banking Circular 277 (October 27, 1993)
("BC-277).

BC-277 provides guidelines for banks to apply mmnducung their financial derivatives activities
in a safe and sound mannar ;The gmdeimes add:ess semor managcmem and baard ovm:gh:

systems nsk nmnagamem, legai issues and capital adequacy cumntiy conducts its
financial derivative activities involving GSP&P in accordance with BC-277, and will do the same
with copper.

Although the trading risks associated with coppet and with GSP&P are similar, copper is
different from GSP&P in two ways. Copper is handled in larger quantities than GSP&P, and
its prices tend to be more volatile than GSP&P prices. intends 1o adopt several policies

and practices to address the volatile price issue. It will establish smaller trading limits for
copper than its existing precious metals trading limits. Inventories of copper will be maintained

at minimum levels, the company retaining only enough to satisfy normal commercial demand.

Hedging transactions invelving copper will be balanced in terms of maturity and quantity.

Options related 1o copper will be employed only to offset commercial demand. And finally,
will hire an experienced copper dealer who will report regularly to management,

Because copper is normally handled in larger quantities than GSP&P, s facilities for
copper storage, sale, and physical delivery will be larger those that required for GSP&P. The
copper will be stored in COMEX-approved warehouses for copper that mect 's security
requirements for precious metals. It will also be txansponed by approved armored transport
carriers. 3

Based on the above stated reasons; buying and selling copper is part of or incidental to the §
business of banking authorized in 12 U.S.C. § 24(Seventh), and may buy and sell copper |
and engage in financial derivatives activity involving copper in accordance with pertinent safety

and soundness guidelines,

1. Conclusion

Based on the foregoing, it is my opinion that buying and sellang copper and conducting fi nanual :
derivative activities are encompassed within the enumerated authority of a national bank in 12 3
U.8.C. § 24(Seventh) to buy and sell coin and bulluan, and that such activity is legally |

permissible as part of or incidental to the business of bankirig. Please note that buying and |

selling copper and financial derivatives activity with regard to copper, as described above. are |

subject to the principles and guidelines set forth in Banking Circulars 58 and 277.

PSI-OCC-01-000140
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. ‘ I trust this reply is responsive o your inquiry,

“ Juie L. Wilams

A ECLEL LR
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Lnited States Senate

COMMITTEE ON
HOMELAND SECURITY AND GOVERNMENTAL AFRAIRS

WASHINGTON, DO Zo516-5280
July 16, 2012

VIA EMAIL {rulescomments@sec.gov)

Elizabeth M, Murphy

Secretary

Securities and Exchange Commission
100 F Street, NE

Washington, DC 20549

RE: Proposed Rule Change to List and Trade Shares of the JPM XF Physical
Copper Trust Pursuant to NYSE Avca Equities Rule 8.201;
Release No, 34-67075: File No. SR-NYSEArea-2012-28

Dear Ms: Murphiy:

The purpose of this comment letter is to express concern about a proposed rule change by
the NYSE Arca, Inc. ("NYSE Arca”) to list and trade shares of JPM XF Physical Copper Trust
(“the Trust”™), a commodity-based Exchange Traded Fund (“ETF") linked to copper. There is
ample evidence that the proposed E'TF will disrupt the market supply of copper by removing
from the market a substantial percentage of the capper available for immediate delivery, This
supply disruption is likely to affect the cash and futures market for copper, increasing volatility
and driving up its price to create a bubble and burst eyele. The proposed ETF is unlike any other
metal ETF currently listed on the NYSE and would allow speculators to create a squeeze on the
market. The proposed rule change is inconsistent with Section 6(b)(5) of the Securities
Exchange Act of 1934 (*Aet™), which requires that rules be designed to prevent manipulative
acts and protect investors and the public interest. This letter respectfully suggests that the
proposed rule change should be denied.

Exehange Traded Funds. Exchange Traded Funds enable investors to buy and sell
shares in the fund on a stock exchange in the same way that investors can use the stock exchange
to buy and sell shares in a corporation. ETFs linked to commodities appeared en U.S, stock
exchanges for the first time in 2004, when an ETF linked to gold was offered for sale. Today,
retail investors and other market participants can use stock exchanges to buy and sell shares in a
wide variety of commeodity-based ETFs, some ol which track broad commaodity indexes, others
of which track sub-indexes, and some of which reference a single commodity. By buying and
selling these shares, commodity-based ETF traders gain expasure to commodity prices without
ever having fo transact business on a commaodity exchange subject to CFTC oversight.

The particular type of ETF addressed in the NYSE Arca proposal is structured as a trust
whose assets are limited to a single physical comumodity, copper. The ETF’s investment
objective is to track the spot price of copper, less trust expenses and fees, and provide its

Permanent Subcommittee on Investigations
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shareholders with exposure to changes in the commodity price. The ETF does not sell or redeem
individual shares, but instead sells large blocks or “Creation Units,” in units of 2,500 shares
each, to broker-dealers or other financial institutions known as Authorized Participants (AP). In
return, as a condition of the sale, APs are required to deliver to the ETF a specified amount of the
physical commodity to support the value of the ETF shares being issued.

APs then sell the individual ETF shares to investors through the stock exchange. If the
commodity price increases, the share values increase, and the investors gain,; if the price drops,
the share values fall, and investors lose. If the fund attracts more investors, the ETF typically
sells more creation units (or blocks of shares) and receives additional physical copper deliveries
to support those shares; if investments in the fund decrease, the ETF typically reduces its
commodity holdings. The copper underlying the ETF may be purchased in cash markets or in
commodity futures markets.

Subcommittee Investigations. The Permanent Subcommittee on Investigations, which |
chair, has conducted several in-depth investigations into commodity markets, examining how
speculation overwhelms normal supply and demand factors and increases prices at the expense
of consumers and American businesses.

In 2006, for example, the Subcommittee released a report which found that billions of
dollars in commodity index trading on the crude oil market had pushed up futures prices in 2006,
caused a corresponding increase in cash prices, and was responsible for an estimated $20 out of
the then $70 cost for a barrel of oil.' In 2007, the Subcommittee released a report showing how a
single hedge fund named Amaranth made huge, speculative trades on the natural gas market
using futures on a regulated futures exchange and swaps on an unregulated electronic energy
exchange.? These trades pushed up futures prices and increased natural gas prices for consumers
and American businesses.

In 2009, the Subcommiittee released a bipartisan 260 -page staff report and held a hearing
examining commodity index trading in the wheat market.” One key topic was the impact of
commodity index-based ETFs on futures contracts and commodity prices. Essentially, the report
found that the purchase of wheat futures contracts to support the commodity index financial
instruments, including ETFs, swaps, and exchange traded notes, had created a new demand for
those futures contracts; had distorted the prices of those futures contracts by overwhelming
normal supply and demand factors; had interfered with the convergence of wheat futures and
cash prices; and had hurt American businesses and consumers by causing unreliable wheat prices
and hedging failures.

In 2011, the Subcommittee held a hearing on excessive speculation in commodity
markets and compliance with the Dodd-Frank Act. We studied the rise of commodity index

! “The Role of Market Speculation in Rising Oil and Gas Prices: A Need to Put the Cop Back on the Beat,” U.S.
Scnate Permanent Subcommittee on Investigations Report, S. Prt. 109-65, June 27, 2006.

2 “Excessive Speculation in the Natural Gas Market,” U.S. Senate Permanent Subcommittee on Investigations
Repon S. Hrg. 110-235, June 25 and July 9, 2007.

? “Excessive Speculation in the Wheat Market,” U.S. Senate Permanent Subcommittee on Investigations Report, S.
Hrg. 111-155, July 21, 2009.



funds, commodity-related Exchange Traded Products, and the mutual fund industry.® Our
investigation discovered that these funds had put billions in speculative money into U.S.
commodities markets, causing increased price volatility The investigation indentified the risk
posed to the Amencan economy from unstable prices for materials essential to industry,
including copper

In January of this year, the Subcommittee investigated mutual fund speculation in
commodity markets. Through our investigation we learned that IRS private letter rulings had
allowed mutual funds to use either wholly-owned offshore corporations or financial instruments
called “commodity linked notes” to make unrestricted commodities investments, although the
law restricts them from deriving no more than 10% of their income from commodity
investments. These mvestmem strategies permitted a flood of billions in new speculative
commodity investments.®

Copper Market Background. The global copper supply comes either from primary
production through the extraction and Processing of copper ore or from secondary production
through the recycling of copper scrap. The supply of copper is inelastic,? in part because
extraction from old mines is declining and new mine projects have encountered delays.’

{)Oper is used in vital industries such as the construction, electrical, and electronics
industries.” It is used to produce cable and wire used in power transmlsslon and generation and
in telecommunication, as well as for pipes used in plumbing and heating.'' Copper demand
comes from fabricators and manufacturers who create these products and copper is used as an
end product by consumers throughout the world.

The majority of the copper produced annually is sold though long-term supply contracts.
While such contracts specify the amount of copper to be delivered, price is t ‘yplcally not fixed
until the time of delivery, exposing market partlmpants to price uncertainty. © Copper pnces tend
to experience wide and unpredictable fluctuations.” Producers and consumers participate in

* “Excessive Speculation and Compliance with the Dodd-Frank Act,” Opening Statement of Senator Car! Levin
befure the U.S, Senate Permanent Subcommitiee on Investigations, November 3, 2011.

° Id.
% “Compliance with Tax Limits on Mutual Fund Commodity Speculation,” Opening Statement of Senator Carl
Levin before the U.S, Senate Permanent Subcommittee on Investigations, January 26, 2012,
7 Amendment No. 5 to SEC Form S-1 Registration Statement for JPM XF Physical Copper Trust, July 12, 2011, at
p: 32-34 (hereinafter “Registration Statement™).

lneiasucny of supply means that an increase in the global demand for copper cannot be met with a short-term
mcrease in supply.

Reglstrauon Statement, at p. 32.

" 1d., atp. 34,
"1d,atp. 31
" SEC Notice of Filing of Proposed Rule Change to List and Trade Shares of the JPM XF Physical Copper Trust;
Release No. 34-66816; File No. SR-NYSEArca-2012-28, April 16, 2012, at p. 13 (hereinafier “SEC Notice™);
available at http://www.sec.gov/rules/sro/nysearca/2012/34-66816.pdf.
" Registration Statement, at p. 14.



copper futures exchanges to hedge against this price instability. L S?eculators also participate in
these exchanges, buying price risk in exchange for potential profit.'

The London Metal Exchange (“LME”) is the largest and most influential copper futures
exchange. “As a result of daily trading [of copper futures contracts on the LME], prices are
‘discovered’ and published by the LME.”'® The LME’s prices are then used by producers and
commercial end-users around world as the basis for the contract price for the physical purchase
or sale of copper.17 In addition to the base price, copper has an added “locational premia” based
on the supply and demand for copper at the location from which it is supplied.'®

The LME is the main source of information about the physical demand for and supply of
copper, because it has traditionally been a “market of last resort™ for producers to sell excess
stock and consumers to fill short-term needs for copper beyond the amount for which they have
contracted,' Copper is sold on the LME through “warrants,” or “bearer document[s] evidencing
the right of the holder to possession of a specified lot of metal at a specified LME warehouse
location.”? Copper sold on the LME must be Grade A and of an “Acceptable Delivery Brand,” a
brand registered with the LME.?'

Disrupting Supply. There is ample evidence that if the ETF shares are listed and traded
on the NYSE exchange, the Trust will disrupt the global supply of copper. Although the Trust’s
registration statement cites that in 2008 there was an estimated 2.47 million metric tons of copper
stocks in the global copper market, only 390,000 metric tons of this copper was registered with
exchanges.”? The copper registered with exchanges is part of the small percentage of global
refined copper stocks that are “liquid stocks” available for immediate delivery.”? For example, in
2011, total global cogPer stocks were 3.515 million metric tons while liquid stocks were only
808,000 metric tons.

Of those “liquid stocks,” only a small percentage of physical copper is truly available for
purchase by third parties. When one removes from the calculation of “liquid stocks” extra
copper held by consumers and producers, stocks that are waiting to pass through customs into
importing countries, and stocks on the Shanghai Futures Exchange (“SHFE”) which are

" SEC Notice, at p. 14

15 Id

' Registration Statement, at p. 40.

17 1d

'® SEC Notice, at p, 25

'* Registration Statement, at p, 41.

2 1d., at p. 40-41.

2! Id., at p. 42,

2 1d, at p. 20.

2 Report on Refined Copper Inventories on the Global Market, Table 3: “Refined Copper Balance Detail,”
Bloomsbury Minerals Economics Ltd, October 12, 2011 (hereinafier “BME Report”*). Available at
http://www.sec.gov/comments/sr-nysearca-20 12-28/nysearca201228-5.pdf as Exhibit A of Submitted Comment
from Robert B. Bernstein, Vandenberg & Feliu LLC, July 13, 2012, p. 15. Bloomsbury Minerals Economics is a

sPeciaIized consultancy engaged in base metals market and price analysis, focusing in particular on copper.
** BME report, Table 3.



unavailable outside of China, it appears that most of the remaining copper stocks avallable for
immediate delivery are on the LME and Commodity Exchange, Inc. (“COMEX").?

Additionally, the proposed EFT will accept and hold only Grade A copper of an
“Acceptable Delivery Brand,” exactly the type of copper on the LME Thus, even though the
copper held by the Trust will not be held through LME warrants,”” the set-up of the Trust makes
it extremely likely that its copper will be acquired from LME warehouses.

In August 2011, the LME reported that it possessed approximately 464,000 metric tons of
copper stocks and the COMEX had about 81,000 short tons (or about 73 500 metric tons), giving
them combined approximately 537,500 metric tons of copper stocks.”® As discussed above,
copper supply is inelastic, so even with advance warning about an increase in the demand for
copper, supply on these exchanges is not likely to increase. According to the Trust’s re istration
statement, the Trust will acquire 61,800 metric tons of copper to back its initial shares.” In
addition, on June 22, 2012, NYSE Arca filed a rule proposal to list another copper trust,
iShares® Copper Trust, sponsored by BlackRock Asset Management International, Inc., which
would also significantly increase the demand for physical copper.”® If BlackRocks s copper ETF
is also approved, it will acquire an initial 121,200 metric tons of copper ' Together thcse Trusts
would hold approximately 34% of the stocks of copper available for immediate delivery.?

Effecting Price. Removing one third of the available copper stocks undoubtedly will
affect and increase the price of copper. If the supply of copper available for immediate delivery
drops by about 34%, it naturally follows that the price of copper will rise. As the price of copper
in the market rises, demand for shares of the Trust will likely increase as well, leading the Trust
to create more shares, removing even more copper from the market and further decreasing the
liquid supply. This artificial supply and demand pattern is likely to create a boom and bust cycle,
as speculators enter and leave the market.

The Trust itself warns that “[b]ecause there is no limit on the amount of copper that the
Trust may acquire, the Trust, as it grows, may have an impact on supply and demand for copper
that ultimately may affect the price of the shares in a manner unrelated to other factors affecting
the global markets for copper.”

Moreover, according to the Trust’s registration statement, “[p]urchasing activity in the
copper market associated with the purchase of Creation Units from the Trust or selling activity

% Id The Commodity Exchange, Inc., or COMEX, is a division of the New York Mercantile Exchange.
2 Reglsu'auon Statement, at p. 44.
7 Registration Statement, at p. 43.
# LME Stock Report, J.P.Morgan, 9:07 AM, August 10, 2011,
* Jack Farchy, JPMorgan copper ETF plan would “wreck havoc,’ Financial Times, May 24, 2012,
*® SEC Notice of Filing of Proposed Rule Change to List and Trade Shares of IShares Copper Trust; Release No.
34-67237,; File No. SR-NYSEArca-2012-66, June 22, 2012,
*! Jack Farchy, JPMorgan copper ETF plan would "wreck havoc,’ Financial Times, May 24, 2012,
%2 See LME Stock Report, J.P.Morgan, 9:07 AM, August 10, 20! 1; and Jack Farchy, JPMorgan copper ETF plan
would ‘wreck havoc, * Financial Times, May 24, 20]2
% Registration Statement, at p. 20.



following the redemption of Creation Units may affect the price of copper . . " There is
nothing to prevent high investor demand from causing an increase in copper prices or a quick
drop in demand from driving down copper prices. The risk of a bubble in the copper market
creates a corresponding risk that the bubble will eventually burst. When it bursts, investors may
dump thousands of metric tons of copper back onto the market, swamping the market and
depressing the price, and again impacting the world economy at large.

U.S. Impact. The impact on copper supply and price will be strongest in the United
States because it is likely that the ETF’s copper will come from LME warehouses in the United
States. The Trust will likely acquire its initial copper holdings from the location with the lowest
locational premia. In addition, of the countries where the Trust has “initially permitted
warehouse locations,” ** the United States is the country with the lowest locational premia.

Moreover, because of the difficulty and expense of transporting copper,’ it is likely the
‘Trust will acquire its copper in the same location as where it plans to store the copper. The
Trust’s registration statement says that “under most circumstances, the Trust will hold most of its
copper in the warehouse . . . that is in the cheapest-to-deliver location [with the lowest locational
premium]. Therefore, that Trusl s storage of copper may ultlmately be concentrated in only a few
warehouse locations or even a single warehouse location.” "3 As discussed above, the United
States is likely to be that “cheapest-to-deliver location.” Also, most of the copper in LME
warehouses in the United States is stored by the Henry Bath Group, a J.P. Morgan affiliate,
which has been designated the warehouse keeper for the Trust.®® The Trust could acquire the
copper currently stored by Henry Bath for the LME and have it already located in a Trust-
permitted warehouse location without any transportation costs.

As of August 2011, there were only about 257,000 metric tons of copper in LME
warehouses in the United States and only about 73,500 metric tons in COMEX warehouses, for a
total of about 330,500 metric tons of copper stacks available on exchanges in the United States.*
The Trust’s initial 61,800 metric tons alone would remove about 19% of the U.S. supply of
copper available for immediate delivery. If BlackRock’s 121,200 metric tons are included, these
ETFs would remove over 55% of available U.S. copper stocks from the market.

Unlike Existing ETFs. While the SEC permits U.S. exchange sales of commodity-
backed ETFs for gold, silver, platinum, and palladium, these metals and their markets are
substantially different than copper. These four permitted metals are the only precious metals that
are currently treated as world currencies. For this reason, they are commonly held for
investment purposes. As a result there are substantial existing supplies of these metals which
could be acquired to back an ETF without affecting the world market price in these metals.

3 1d., at p. 28.
%% SEC Notice, at p. 26.
% Sid,atp. 11,
Reglstratlon Statement, at p. 20,
B 1d, atp. 2.
% LME Stock Report, J.P.Morgan, 9:07 AM, August 10, 2011.



Conversely, copper is not currently held for investment ﬁurgyo-sc:s. because it is, relative to
precious metals, very expensive to store and difficult to transport.*" Because copper has not been
held for investment, there is not the same existing supply of copper for the Trust to acquire to
back its ETF. Holding copper for investment purposes will have a significantly greater impact
on the copper market than ETFs holding palladium, platinum, silver, or gold had on their
respective markets and the broader ¢conomy.

 Squeezing the Market. If the proposed rule change is approved, it will make the copper
market more susceptible to.squeézes and corners by speculators. Creating this market condition
is inconsistent with Section 6(b)(5)’s requirement that exchange rules be designed to prevent
manipulative practices. A squeeze on the copper market is when a lack of supply and excess
demand forces the price upward, and a corner is when one parly acquires enough copper to be
able to manipulate its price. A squeeze on the copper market already purportedly occurred this
vear in April when one entity took control of up to 90% of the cash contracts and inventory on
the LME.* The ETF will make the market more susceptible 1o squeezes, because it could be
used by market participants to remove copper from the available supply in order to purposefully
artificially inflate the price. Moreover, their activities would go undetected by the LME, which
conducts surveillance for dominant market participants, because ETFs are not currently subject
to any form of commodity regulations. By holding physical copper rather than LME warrants,
the Trust can control more of the available supply of copper without triggering LME reporting or
rules.

Section 6(b)(5) requires that NYSE rules be designed to prevent manipulative acts and
protect investors and the public interest. The proposed rule ¢change is not designed to prevent
manipulative acts. To the contrary, it may encourage such dcts. This ETF may allow speculators
to squeeze or corner the market in copper. If approved, the ETF is likely to distort the global
price of copper, leading to a boom and bust pricing cyele which will hurt manufacturers who rely
on this essential industrial product and will ultimately hurt eonsurners and the larger economy. It
is not in the public interest for a new investment instrument to disrupt the delicate balance of
supply and demand that sets the price for an essential commodity. The proposed rule change
will benefit speculators at the expense of consumers.and American busingsses, The proposed
rule change should be denied.

Thank you for this opportunity to comment on the proposed rule.

Sincerely,

Carl Levin
Chairman
Permanent Subcommittee on Investigations

- Registration Statement, at p. 36-37.
* Bric Onstad, Copper market expects squevze, big holding appears, Reuters, July 2, 2012,



March 11, 2013

VIA U.S. MAIL & EMAIL (davisjz{@sec.gov)

The Honorable Elisse B. Walter

Chairman

United States Securities and Exchange Commission
100 F Street, NE

Washington, D.C. 20549

RE: JPM XF Physical Copper Trust, Form S-1
Registration Statement (Amendment No, 6: filed Jan 17, 2013)

Dear Chairman Walter:

The purpose of this letter is to express concern about the inadequacy of the disclosures in
the above referenced Form S-1 Registration Statement (S-1) filing for the JPM XF Physical
Copper Trust (JPMXF). The JPMXF registration statement was initially made October 22, 2010,
and amended 6 times subsequently. The most recent S-1, filed on January 17, 2013, is
incomplete on its face and should not be declared effective until it adequately describes the
nature and scope of the activities of JP Morgan Chase & Co and its affiliate entities’
(JPMorgan’s) in the physical copper market, including its inventory positions and its role in
mining, financing, refining, storing, transporting, and trading physical copper; its long and short
copper positions in the futures, swaps, and options markets; and its policies, procedures, and
practices for pricing services from related parties, identifying and resolving conflict of interest
issues, and preventing and detecting any price manipulation, squeezes, corners, and price
distortions by JPMorgan affiliates in the copper market.

Absent detailed information on these activities, the S-1"s disclosures concerning J.P.
Morgan’s market power and its potential or actual conflicts of interest are insufficient to meet the
requirements of the law. This letter respectfully requests that the Commission, pursuant to its
authority under Section 8(b) of the Securities Act of 1933, require more complete disclosure of

' Section 8(b) states:
(b) If it appears to the Commission that a registration statement is on its face incomplete or inaccurate in
any material respect, the Commission may, after notice by personal service or the sending of confirmed
telegraphic notice not later than ten days after the filing of the registration statement, and opporlunllv for
hearing (at a time fixed by the Commission) within ten days after such notice by personal service or the
sending of such telegraphic notice, issue an order prior to the effective date of registration refusing to
permit such statement to become effective until it has been amended in accordance with such order. When
such statement has been amended in accordance with such order the Commission shall so declare and the
registration shall become effective at the time provided in subsection (a) or upon the date of such
declaration, whichever date is the later.

Permanent Subcommittee on Investigations
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these material activities prior to declaring an effective registration statement for JPMXF Physical
Copper Trust.

A. Background

Exchange Traded Funds. Exchange Traded Funds (ETFs) enable investors to buy and
sell shares in a fund on a stock exchange in the same way that investors can use the stock
exchange to buy and sell shares in a corporation. ETFs linked to commodities appeared on U.S.
stock exchanges for the first time in 2004, when an ETT linked to gold was offered for sale.
Today, retail investors and other market participants can use stock exchanges to buy and sell
shares in a wide variety of commodity-based ETFs, some of which track broad commodity
indexes, others of which track sub-indexes, and some of which reference a single commodity.
By buying and selling these shares, commodity-based ETF traders gain exposure to commodity
prices without having to transact business on a commodity exchange subject to oversight by the
Commodity Futures Trading Commission (CFTC).

JPMXF in General. According to its filings, JPMXF is structured as a trust whose
assets are limited to a single physical commodity, copper. The ETF's investment objective is to
track the spot price of copper, less trust expenses and fees, and provide its shareholders with
exposure to changes in the commodity price. The ETF does not sell or redeem individual shares,
but instead sclls large blocks or "Creation Units," in units of 2,500 shares each, to broker-dealers
or other financial institutions known as Authorized Participants (AP). In return, as a condition of
the sale, APs are required to deliver to the ETF a specified amount of the physical commuodity to
support the value of the ETF shares being issued. APs then sell the individual ETF shares to
investors through the stock exchange. If the commodity price increases, the shares increase in
value, and the investors gain; if the spot price drops, the shares fall in value, and investors lose.
If the fund attracts more investors, the ETF would likely sell more Creation Units (or blocks of
shares) in exchange for additional physical copper deliveries to support those shares; if
investments in the fund decrease, the ETF would likely reduce its commodity holdings. The
copper underlying the ETF may be purchased in cash markets or in commodity futures markets.

The S-1 filing also discloses that JPMorgan affiliates will play an active role in JPMXF,
filling key administrative posts as well as acting as the purchaser of the initial Creation Units, as
an Authorized Participant selling the initial shares to investors, as a market-maker encouraging
the bu‘zying and selling of JPMXF shares, and as a physical dealer for the copper backing the
Trust.

TPMXF would be one of the few asset-backed ETFs on U.S. stock markets, and would be
the first to rely on copper for its value. While the SEC already permits U.S. exchange sales of
commodity-backed ETFs for gold, silver, platinum, and palladium, those precious metals and
their markets are substantially different than the industrial market for physical copper. Prior to
the establishment of commodity-backed ETFs for gold, silver, platinum, and palladium, these
four precious metals were already treated as world currencies and commonly held for investment
purposes. The supply and demand functions for these precious metals were already a
combination of those who needed the metal for commercial or personal uses (for example, to

? Registration Statement, at p. 92.
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make electronic components) and those who sought to hold it as passive asset (for example, to
hedge against inflation).

Conversely, copper has not historically been held for investment purposes. It is, relative
to precious metals, very expensive to store and difficult to transport.” Its supply and demand
functions have traditionally been set according to commercial and personal uses only, and not as
a store of value, Thus, for the first time, fabricators, manufacturers, and other industrial
businesses who use copper will be forced to compete in the marketplace against the Trust and
others seeking to hold the copper as a passive asset, thus changing the dynamic of copper’s
supply and demand [unctions.

For that reason, acquiring and holding copper for investment purposes will have a
significantly greater impact on the physical copper market than ETFs holding palladium,
platinum, silver, or gold had or have on their respective physical markets’ and the broader
economy’. In addition, because it appears to participate extensively in all aspects of the copper
market, as detailed below, JPMorgan may be positioned and incentivized to effect or benefit
from changes in the value of copper and participation in the ETF. Those interests may be at
times in line with, and at times against, the investors in the ETF. For example JPMorgan's
interests in negotiating high warchouse fees or shorting copper futures may contradict investors’
interests in low administrative expenses and higher copper prices. Further, JPMorgan’s other
business interests may directly or indirectly benefit from copper price distortions, squeezes,
corners, or other price manipulations, which the Trust may knowingly or unknowingly help them
to achieve.

Subcommittee Investigations. The Permanent Subcommittee on Investigations, which I
chair, has conducted several in-depth investigations into commedity markets, examining how
excessive speculation can overwhelm normal supply and demand factors and increase prices at
the expense of consumers and American businesses.

In 2006, for example, the Subcommittee released a report which found that billions of
dollars in commodity index trading on the crude oil market had pushed up futures prices in 20006,
caused a corresponding increase in cash prices, and was responsible for an estimated $20 out of
the then $70 cost for a barrel of 0il.® In 2007, the Subcommittee released a report showing how a
single hedge fund named Amaranth made huge, speculative trades on the natural gas market
using futures on a regulated futures exchange and swaps on an unregulated electronic energy
exchange.’ This trading activity pushed up futures prices and increased natural gas prices for
both families and American businesses.

3 JPM XF Physical Copper Trust, Form S-1 Registration Statement, Amendment (1/17/2013) (hereinafter
“Registration Statement”), at p. 40-41,

* See “Speculative Influences on Commodity Futures Prices,” (2010), by Christopher Gilbert,
http:/functad.ore/en/docs/osedp2010] _en.pdf, at p.8

5 See “The Growing Financialisation of Commodity Markets : Divergences between Index Investors and Moncy
Managers,” Journal of Development Studies, Vol. 48 , Tssue 6, (2012), Jorg Mayer (UNCTAD), at p.752-753.

§ “The Role of Market Speculation in Rising Oil and Gas Prices: A Need to Put the Cop Back on the Beat,” U.S.
Senate Permanent Subcommittee on Investigations Report, S.Prt. 109-65 (6/27/2006),

? “Excessive Speculation in the Natural Gas Market,” U.S. Senate Permanent Subcommittee on [nvestigations, S.
Hrg. 110-235, (6/25/2007).
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In 2009, the Subcommittec released a bipartisan 260-page staff report and held a hearing
examining commodity index trading in the wheat market.® One key topic was the impact of
commodity index-based ETFs on futures contracts and commodity prices. Essentially, the report
found that the purchase of wheat futures contracts to support the commodity index financial
instruments, including ETFs, swaps, and exchange traded notes, had created a new demand for
those futures contracts; had distorted the prices of those futures contracts by overwhelming
normal supply and demand factors; had interfered with the convergence of wheat futures and

cash prices; and had hurt American businesses and consumets by causing unreliable wheat prices
and hedging failures. '

In 2011, the Subcommittee held a hearing on excessive speculation in commodity
markets and compliance with the Dodd-Frank Act. We studied the rise of commodity-related
Exchange Traded Products, commedity index funds, and the mutual fund industry.” Our
investigation discovered that these funds had put billions of dollars in speculative money into
U.S. commodities markets, causing increased price volatility. The investigation indentified the
risk posed to the American economy from unstable prices for materials essential to industry,
including coppcr.m

In 2012, the Subcommittee investigated mutual fund speculation in the commodity
markets. Through our investigation we learned that IRS private letter rulings had allowed
mutual funds to use either wholly-owned offshore corporations or financial instruments called
“commodity linked notes” to make unrestricted commeodities investments. The IRS rulings
unleashed billions of dollars in new speculative commodity investments.!

Copper Market Background. The global copper supply comes cither from primary
production through the extraction and processing of copper ore or from secondary production
through the recycling of copper scrap. The supply of copper is relatively inelastic, in part
because extraction from old mines is declining and new mine projects have encountered delays.

Copper is used in vital industries such as the construction, electrical, and electronics
industries. It is used to produce cable and wire used in power transmission and generation and in
telecommunication, as well as for pipes used in plumbing and heating. Copper demand comes
from fabricators and manufacturers who create these products, and copper is used as an end
product by consumers throughout the world.

The majority of the copper produced annually is sold though long-term supply contracts.
While such contracts specify the amount of copper to be delivered, price is typically not fixed
until the time of delivery, exposing market participants to price uncertainty. Copper prices tend
to experience wide and unpredictable fluctuations. Producers and consumers participate in

§ "Excessive Speculation in the Wheat Market," U.S, Senate Permanent Subcommittee on Investigations, 3. Hrg.
111-155, (7/121/2009).

¥ “Excessive Speculation and Compliance with the Dodd-Frank Act,” before the U.S. Senate Permanent
Subcommittee on Investigations, S. Hrg. 112-313, (11/3/2011).

1 1d., Opening Statement of Senator Carl Levin.

! “Compliance with Tax Limits on Mutual Fund Commodity Speculation,” Opening Statement of Senator Carl
Levin before the U.S. Senate Permanent Subcommittee on Investigations, 8. Hrg, 112~ (1/26/2012),
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copper futures exchanges to hedge against this price instability. Speculators also participate in
these exchanges, buying price risk in exchange for potential profit.

The London Metal Exchange (“LME?”) is the largest and most influential copper futures
exchange, “As a result of daily trading [of copper futures contracts on the LME], prices are
‘discovered” and published by the LME.”"* The LME’s prices are then used by producers and
commercial end-users around world as the basis for the contract price for the physical purchase
or sale of copper.”® In addition o the base price, copper has an added “locational premium,” the
amount of which is based upon the supply and demand for copper and the storage and
transportation expenses applicable to the location from which it is supplied.™

The LME is the main source of information about the physical demand for and supply
and price of copper, because it has traditionally been a “market of last resort” for producers to
sell excess stock and consumers to fill short-term needs for copper beyond the amount for which
they have contracted. 1> Copper is sold on the LME through “warrants,” or “bearer document/[s]
evidencing the right of the holder to possession of a specified lot of metal at a specified LME
warchouse location.”*® Copper sold on the LME must be Grade A and of an “Acceptable
Delivery Brand,” a brand registered with the LME."

B. S-1 Fails to Detail Trust’s Impact on Copper Supply

There is ample evidence to suggest that if the JPMXF registration statement is declared
effective and its shares are traded, it will disrupt the global supply of copper, which will affect
copper prices.

The S-1 registration statement is incomplete, because it focuses on and provides
information about the total size of the copper market, but ignores the much smaller amount of
copper that is registered with exchanges. Since the prices for the broader market are largely
determined by the prices on the exchanges, any reasonable analysis of the impact of JPMXF on
market supplies and prices should also provide information related to the exchanges.

For example, although the Trust’s registration statement states that, in 2008, there was an
estimated 2.47 million metric tons of copper stocks in the global copper market, the registration
statement and its related filings do not disclose that most of this copper was already allocated for
delivery through long-term arrangements, and only 390,000 metric tons was registered with
exchanges.!® The copper registered with exchanges is part of the small percentage of global

i Registration Statement, at p. 43.

" 1d.

' SEC Notice of Filing of Proposed Rule Change to List and Trade Shares of the JPM XF Physical Copper Trust;
Release No. 3d-66816; File No. SR-NYSEArca-2012-28, April 16,2012, at p. 13 (hereinafier "SEC Notice");
available at http://www.sec.gov/rules/sro/nysearcal20 1 2134-668 1 6.pdf. , at p. 25.

' Registration Statement, at p. 44,

1d., atp. 44.

"1d., at p, 45.

¥ 1d., atp. 20-21.
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refined copper stocks that are “liquid stocks” available for immediate delivery."” For example in
2011, while total global copper stocks were 3.515 malhon metric tons, liquid stocks available for
immediate delivery totaled only 808,000 metric tons.”” The JPMXF registration statement does
not adequately disclose information about the limited supply of liquid copper stocks actually
available for immediate delivery.

Moreover, of those “liquid stocks,” only a small percentage of physical copper is truly
available for purchasc by third parties, including for placement in an ETF inventory. When one
removes from the calculation of “liquid stocks™ extra copper held by consumers and producers,
stocks that are waiting to pass through customs into importing countries, and stocks on the
Shanghai Futures Exchange which are unavailable outside of China, it appears that most of the
remaining copper stocks avaﬂdble for immediate delivery must be purchased through the LME
or the Commodity Exchange, Inc. (“COMEX"), the second largest metals exchange.”’ Because
the ETT represents an even greater portion of the liquid stocks available for purchase by third
parties, its impact on copper supplies and prices will be greater than indicated in the S-1. The
JPMXEF registration statement does not adequately disclose material information about the
limited supply of liquid copper stocks actually available, not only for immediate delivery, but
also for purchase and placement in an ETF.

Additionally, the S-1 filing has stated that it will accept and hold only Grade A copper of
an “Acceptable Delivery Brand,” exactly the type of copper available on the LME and
COMEX.*? Thus, even though the Trust states that it will accept copper supplies outside of those
held through LME warrants,” the Trust’s restrictions on the type of copper that it will accept
makes it cxtremely likely that its copper will be acquired from LME or COMEX warehouses.
Otherwise, copper supplies offered for delivery to the Trust would have to undergo expensive
testing to establish their acceptability.

In August 2011, the LME reported it possessed approximately 464,000 metric tons of
copper stocks, while the COMEX had about 81,000 short tons (or about 73,500 mctrm tons),
producing a combined total of approximately 537,500 metric tons of copper stocks.” As
discussed above, copper supply is relatively inelastic, so even with advance warning about an
increase in the demand for copper, supply on the two exchanges is unlikely to significantly
increase. According to the JPMXI’s reg;stratlon statement, it will seek to acquire 61,800 metric
tons of copper to back its initial shares. » That amount represents over 11% of the total supply
through the LME and COMEX exchanges. In addition, on February 25, 2013, the SEC approved

¥ Report on Refined Copper Inventories on the Global Market, Table 3: “Refined Copper Balance Detail,”
Bloomsbury Minerals Economics Ltd., (10/12/2011) (hereinafter “BME Report™), Bloomsbury Minerals
Economics is a specialized consultancy engaged in base metals market and price analysis, focusing in particular on
copper.

% BME report, Table 3,

2! 1d. The Commodity Exchange, Inc., or COMEX, is a division of the New York Mercantile Exchange.

* Registration Statement, at p. 16. Although it does not use the term “Grade A,” the COMEX uses a similar term,
“High Grade,” to describe the copper available on the COMEX. See http://www,astm.org/Standards/B115.htm,
http:/fwww.fex.com/metals/copper_cathodes.him,

3 Registration Statement, at p. 46.

* LME Stock Report, J.P.Morgan, 9:07 AM, (8/10/2011).

* Registration Statement, at p. 21.
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an NYSE ARCA rule to list another copper trust, iShares® Copper Trust, sponsored by
BlackRock Asset Management International, Inc., which would also significantly increase the
demand for physical copper.”® BlackRock’s copper ETF has indicated that it would seek to
acquire 121,200 metric tons of copper to support its initial shares.”” Together, these two ETFs
would seek to hold approximately 183,000 metric tons, or 34% of all liquid stocks of copper.™

The Commission - indeed, U.S. investors and the U.S. business community -- have never
before contemplated commodity-backed ETFs which may gain “legal” control of such a
disproportionate share of an industrial metals market. Such ETFs are not only likely to disrupt
global supplies and increase prices, but also raise legal issues related to whether and how the
ETF’s copper inventories and business activities may trigger concerns involving price
distortions, squeezes, corners, and other manipulations in the copper market. Such activities also
raise questions about the SEC’s and CFTC’s abilities to police for these potential violations due
to the lack of transparency in the physical copper markets.

C. S-1 Fails to Detail How JPMXF Would Affect Price

Actions taken by JPMXF to remove such a large percentage of the available copper
stocks from commodity markets to sit untouched in one or more warehouses for an indeterminate
amount of time undoubtedly will affect and increase the price of copper. If the supply of copper
available for immediate delivery drops by about 34%, it naturally follows that the price of copper
will rise. As the price of copper in the market rises, demand for shares of the JPIMXF will likely
increase as well, leading it to issue more Creation Units requiring the removal of even more
copper from the market and further decreasing the liquid supply. If allowed to oceur, this market
activity is likely to create a boom and bust cycle, as speculators enter and leave the market.

The impact on copper supply and price will be strongest in the United States, because it is
likely that Authorized Participants will acquire needed copper supplies from LME and COMEX
warehouses located in the United States due to lower costs. Of the countries where the Trust has
“initially permitted warchouse locations,”29 the U.S. warehouses have the lowest locational
premia and, thus, the lowest initial acquisition costs.

As of August 2011, about 252,000 metric tons of copper were located in LME
warehouses in the United States, and about 73,500 metric tons in COMEX warehouses located in
the United States, for a total of about 325,500 metric tons of U.S. copper stocks available on the
two exchanges.”® The JPMXF’s purchase of an initial 61,800 metric tons alone would remove
about 19% of the U.S. supply of copper available for immediate delivery. If BlackRock’s
121,200 metric tons are included, the two ETFs would remove over 56% of available U.S.
copper stocks from the market. The S-1 filing is silent, however, about the extent to which
acquiring copper supplies from U.S. warehouses would restrict U.S. and world copper supplies

26 QEC Notice of Filing of Proposed Rule Change to List and Trade Shares of 1Shares Copper Trust; Release No.
34-67237; File No. SR-NYSEArca-2012-66, (6/22/2012).

¥ Jack Farchy, JPMorgan copper ETF plan would ‘wreck havoe, ' Financial Times, (5/24/2012).

® See BME report, Table 3; and Jack Farchy, JPMorgan copper ETF plan would "wreck havo, ' Financial Times,
(5/24/2012).

¥ SEC Notice, at p. 26.

3 LME Stock Report, J.P.Morgan, 9:07 AM, (8/10/2011).
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and affect prices, and what steps the Trust might take, if any, in response to U.S. price volatility,
supply disruptions, or price distortions.

The S-1 generally recognizes that “the Trust, as it grows, may have an impact on supply
and demand for copper that ultimately may aftect the Earicc of the shares in a manner unrelated to
other factors affecting the global markets for copper.” ' Moreover, according to the JPMXF
registration statement, “[pJurchasing activity in the copper market associated with the purchase
of Creation Units from the Trust or selling activity following the redemption of Creation Units
may affect the price of copper . . .”** While these general statements demonstrate that JPMorgan
Chase is well aware of the impact that its copper ETF may have on copper supplies and prices,
the S-1 fails to provide any specific information to investors about the next level of impacts.

For example, the S-1 fails to provide details regarding policies or actions the Trust or
JPMorgan might take in response to copper price volatility which, in turn, would affect the value
of the ETF investments. Because the S-1says it has “no formal procedures to resolve potential
conflicts of interest,” it indicates that either the Trust has no policy or it may have inadequate
procedures to protect investors in the event that JPMorgan affiliates trade against the Trust.

In addition, the S-1 does not identify, discuss, or present actions that could be teken to
address the legal issues that might arise if the ETF itself is seen as fostering price distortions,
squeezes, corners, or other price manipulations in the copper market. Nor does the S-1 detail
what policies and procedures JPMorgan would follow to ensure that its other trading and
business interests are not impermissibly conflicted with those invested in JPMXF. For example
JPMorgan controls a wholly owned subsidiary that warehouses copper and could create a short
term squeeze by slowing release of copper from the warehouse. That warehouse subsidiary also
control rates charged for storage and could drive copper prices up by driving up the embedded
cost of storage.

As currently configured, the Trust contains no provisions to prevent high investor
demand from causing an increase in copper prices or, alternatively, a quick drop in demand from
driving down copper prices. The risk of a bubble in the copper market creates a corresponding
risk that the bubble will eventually burst. If that happens, investors may dump thousands of
metric tons of copper back onto the market, swamping the market and depressing the price,
impacting not only copper-reliant industries around the world, but also possibly producing large
gains for any parties shorling the copper market. Again, the S-1 fails to adequately disclose or
discuss the extent of this risk and its impact on the value of JPMXF. '

D, S-1 Fails to Detail JPMorgan’s Expansive Role in Copper Markets

JPMorgan’s public filings, as well as press reports about its commodities activities as
described above, raise questions about the firm’s concentration of economic power in the
commodity markets, generally, and more specifically in the copper markets, the extent of which
is not adequately disclosed in the S-1.

3! Registration Statement, at p. 20.
32 [ .
** Registration Statement, at p. 28.
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JPMorgan’s public filings and public reports suggest that it controls and owns affiliate
entities in nearly all aspects of the commodities business, providing it vertical integration in
financing, transportation, storage, and trading for its customers and proprietary positions in the
physical and financial markets. It is one of the largest derivatives dealers in the world and is a
major trader in commodities markets.”? [ts affiliates appear to be active participants in virtually
all aspects of the copper market, some of which also plan to provide services to JPMXF. The S-
1's disclosures regarding the role of JPMorgan’s affiliates with respect to JPMXF, the possible

and actual conflicts of interest that may arise, and how investors may be affected are incomplete
on their face.

According to JPMXF's most recent S-1 filing, JPP Morgan affiliate entities will play an
extensive role in supporting the operations of JPMXF, including administering the Trust,
warchousing its copper inventory, acquiring initial and subsequent copper supplies to support the
Trust, and marketing and selling the Trust shares. The S-1 filing states:

“The Trust, the Sponsor, the Administrative Agent, the Warchouse-keeper and
J.P. Morgan Securities LLC, the initial Authorized Participant, are all affiliates of
JPMorgan Chase & Co. In addition, the Sponsor will appoint an affiliate of
JPMorgan Chase & Co. to act as marketing agent for the Trust. It is currently
expected that a JPMorgan Entity will purchase the Initial Creation Units of the
Trust and continue to act as an Authorized Participant for the Trust after the
issuance and sale of the Initial Creation Units and act as market-maker for the
shares or act as a physical dealer of copper. JPMorgan Entities may also buy or
sell shares, on their own behalf, as part of a hedge or on behalf of a client. Tn
addition, certain JPMorgan Entities are currently active participants in the copper
market and other commodities markets, including in the physical markets for
commodities, the futures markets (on multiple commodity exchanges) and the
OTC markets, including the trading of commodity swaps, options and other
derivatives.”**

The S-1 filing also discloses that “A significant portion of trading in the physical copper market
is currently conducted by such JPMorgan Entities.” ** (Emphasis added.)

The S-1 does not go beyond this general disclosure, however, to provide investors with
key information about the so-called “JPMorgan Entities,” failing even to provide a
comprehensive list of those entities and the services each may perform for J PMXF. While the S-
1 filing discloses, for example, that the Trust Sponsor and Warehouse Agent are owned by
JPMorgan’s wholly-owned subsidiary, J.P. Morgan Ventures Energy Corporation, it does not
disclose the extent to which J.P, Morgan Ventures Energy Corporation subsidiaries and affiliates
appear to be active in copper markets.>® Those subsidiaries and affiliates include J.P. Morgan

 See, e.g., “OCC’s Quarterly Report on Bank Trading and Derivatives Activity Third Quarter 2012,” Tables [, 2,
5, Office of Comptroller of Currency, http:/fwww.oce.gov/topics/capital-markets/financial-
markets/trading/derivatives/dq312.pdf.

* Registration Statement, at p. 92.

* Registration Statement, at p. 93.

* JPMorgan Chase & Co., Form 10-K (2011), Exhibit 21.
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China Commodities Corporation, J.P. Morgan Commodities Canada Corporation, J.P. Morgan
Commodities Sarl, J.P. Morgan Metals & Concentrates LL.C, I.P. Morgan Metals Group
Limited, and J.P. Morgan Metals Limited.”” None of them are mentioned in the S-1, and the
roles which they may play in JPMXF are not disclosed.

The S-1 does provide more specific information about one JPMorgan affiliate, The Henry
Bath Group, which has been appointed warehouse-keeper for the copper of JPMXF. The S-1
states: “The Henry Bath Group is a warchousing services provider specializing in the storage
and shipping of exchange-traded metals and soft commodities around the world. The Henry
Bath Group operates a global platform of exchange-approved storage warchouses for holding,
making and taking delivery of physical commodity products.”’38 “The Henry Bath Group has
over 200 years of experience in storage and handling of metals traded on the LME (London
Metals E};lz:hange).”39

The S-1 filing also gencrally states: “Banks provide a variety of services to the copper
market and its participants, thereby facilitating interactions between other parties. Services
provided by the banking community include traditional banking products as well as mine
financing (both secured and unsecured), physical copper purchases and sales, hedging and risk
management and inventory management for industrial users and consumers.™"

The S-1 filing does not, however, disclose any policies, procedures, or practices for
pricing the services to be provided by JPMorgan affiliates and ensuring those services are
provided in a reasonable way to benefit the Trust and its investors. The filing does not disclose,
for example, whether JPMXF will allow JPMorgan affiliates to charge it the same price as cach
affiliate charges other JPMorgan affiliates, the lowest price charged by the affiliate to any third
party client, the highest price charged to any client, or some other price, but is instead silent. The
only related disclosure is that the firm “has not established formal procedures,” but then fails to
describe its informal or actual procedures, even though pricing of required services will be
central to the profitability of the ETF. Recent history has shown that a financial institution’s
affiliates, when involved with administering a complex financial instrument sold to investors,
can administer their duties in ways that advantage their parent corporation at the expense of
investors.! Adequate information about which affiliates will be providing which services to
JPMXTF using what pricing and administration principles is essential to investors making
informed decisions about the returns on a JPMXF investment.

Moreover, based on publicly available information beyond what is contained in the S-1,
JP Morgan appears to be a major merchant in physical commodities and plays a dominant role in

7 1d.

** Registration Statement, at 3.

1d. at 3.

1d, at 34,

! See, e.g., “Wall Street and the Financial Crisis: Anatomy of a Financial Collapse,” U.S. Senate Permanent
Subcommittee on Investigation, S. Firg, 112-675, Volume 5, (4/13/2011), at 687-703. That Subcommittee
investigation found that a Goldman Sachs affiliate had acted as the Liquidation Agent for a financial instrument in
which the investors held the long side, but another Goldman affiliate secretly held the short side. The Liquidation
Agent then delayed selling certain assets that were losing value because, although the reduced value damaged the
long investors, it benefited the short investment held by another Goldman affiliate. See also id., 703-718 (discussing
how a Goldman affiliate handled default swap collateral purchased in connection with certain financial instruments).
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global commodity markets. JPMorgan filings and public reports suggest that it controls and
owns affiliate entities in nearly all aspects of the commodities business, providing it vertical
integration in financing, transportation, storage, and trading for its customers and proprietary
positions in the physical and financial markets. Although the public information is limited about
JPMorgan copper related entities, in 2008, the firm acquired the physical commodity trading
assets of failing Bear Stearns. In 2010, JPMorgan bought the global commodities business of
Royal Bank of Scotland. Both of these businesses were major players in the commodity
markets. In 2012, JPMorgan reported to the Federal Reserve that its gross fair value of physical
commodities inventory was $17.2 billion respectively.”

In late 2011, JPMorgan bought a stake in the London Metals Exchange (LME) from MF
Global and is now the exchange’s largest sharcholder.* According to the LME’s website, “The
London Metal Exchange is the world centre for industrial metals trading and price-risk
management. More than 80% of global non-ferrous business is conducted here and the prices
discovered on our three trading platforms are used as the global benchmark.” The LME’s prices
“are used the world over by industrial and financial participants for referencing, hedging,
physical settlement, contract negotiations, margining and portfolio evaluations .... The prices
discovered on the LME are used the world over as the reference price for physical
ne ,g_gotiafdons,’"14

Press reports also indicate that JPMorgan has been buying up copper since 2010, in
anticipation of its ETF launch.” In April 2012, the firm reportedly held 30-40% of total copper
positions on the LME.* This may already have artificially inflated the price of copper, which is
up more than 15% since 2010,

Nevertheless, it is not clear whether JPMorgan intends to use its copper supplies to
provide an inexpensive source or to buy copper ahead of JPMXF investors at a lower price,
profiting when it resells the copper to the Trust at higher prices to the investors in JPMXF, an
obvious conflict of interest which is unaddressed by the S-1.

The general disclosures in the S-1 filing about JPMorgan’s broad, commodity activities
also does not adequately address the firm’s ability to remove from the market and store in its
own warehouses for indeterminate periods of time vast quantities of this critically important
metal, potentially distorting not only the copper trading and financial markets, but also JPMXF’s
expenses and financial viability. The S-1 does not sufficiently describe the firm’s dominant
position as a major dealer and market-maker in the physical and financial copper markets, nor

2 Jp Morgan, Form FR Y-9C, (12/31/2011), Schedule HC-D “Trading Assets and

Liabilities,” Item M.9.2.(2), and JP Morgan, FR Y-9C, (3/31/2012), Schedule HC-D “Trading Assets and
Liabilities,” Item M.9.a.(2). Form FR Y-9C is a quarterly report filed with the Federal Reserve Board by bank
holding companies with total consolidated assets of $500 million or more. 12 U.S.C. § 1844, 12 C.F.R. § 225.5(b).
# Mark Scott & Michael J. De La Merced, JPMorgan Said to Buy MIF Global Stake in London Metal Exchange, N.
Y. TIMES, (11/23/2011).

* hitp:/fwww.lme.com/pricing-and-data/pricing/

451 ouise Armitstead & Rowena Mason, JPMorgan as mystery (rader that bought £1-bin-worth of copper on LME,
TELEGRAPH, (12/04/2010).

1 CESCO week: Glencore, JPMorgan hold dominant copper position as back flares — sources,
ETALBULLETIN.COM, (4/18/2012).
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does it adequately disclose copper positions that may be held by JP Morgan, its affiliates,
sponsored funds, and its customers. Because JP Morgan is so involved in every segment of the
copper markets, its concentration in copper markets may be great and it may be in a position to
exert improper influence over its price and take advantage of JPMXF investors. Greater

disclosure is called for so an investor may weigh the true risk of the firm’s ability to self deal
through its affiliates.

E. §-1 Fails to Address Pervasive Conflicts of Interest

Issues related to how the Trust would handle copper acquisitions, price volatility,
warchousing, service costs, and legal issues involving price manipulation, squeezes, corners, and
price distortions are further complicated by pervasive real and potential conflicts of interest
arising from the active involvement of JPMorgan and its affiliates in the copper market.

Although the S-1 discloses that JPMorgan and its related entities “may” have a conflict of
interest between the bank’s own interests and interests of the investors in the trust, the filing does
not adequately describe the extent of such conflicts or acknowledge that those conflicts do, rather
than “may,” exi st.*” Because of the limited disclosure in the S-1, the nature and extent of
JPMorgan’s involvement in copper activities remains incomplete. The S-1 filing’s description of
JPMorgan’s role in copper is at best an outline of its activities. The details of each JPMorgan
entity’s role in copper mining, mine financing, refining, transportation, storage, delivery, sales,
marketing and trading activities, including the extent of its proprietary positions in the physical
and financial markets, needs to be disclosed, because such information is material 1o investors so
they may evaluate the likelihood of JPMorgan’s incentive to trade against them.

The use of “may” is also inadequate if JPMorgan’s conflicts already exist. The S-1
states: “[t]hese affiliations and trading activities may present a conflict between the interests of
shareholders and the Trust, on the one hand, and the interests of JPMorgan Entities, on the
other.” Unless it is able to establish that the conflict does not exist at this time, the use of “may”
is misleading.** There is ample evidence in the public domain that actual conflicts exist which
require JPMXF to make greater disclosures. As noted above, in April 2012, the firm reportedly
held 30-40% of total copper positions on the LME. If true, this position and any other copper
positions held by the firm through its affiliates and sponsored funds must be disclosed in its
registration statement. In addition, JPMorgan reported to the Federal Reserve its commodities
inventory was over $17 billion in 2012. To the extent that inventory includes physical copper,
investors are entitled to know this information to evaluate the magnitude of this actual conflict.

‘T Registration Statement, at p. 4, 92.

& A federal court has held, for example, that disclosing a potential adverse interest, when a known adverse interest
already exists, can constitute a material misstatement to investors. See, e.g., SEC v. Czuczko, Case No. CV06-4792
(USDC CD Calif.), Order Granting Plaintiff's Unopposed Motion for Summary Judgment (Dee. 5, 2007) (finding
defendant made a material misstatement to potential investors when he disclosed that officers, directors, cmployees
and members of their families “may” trade in the stocks recommended on his website, without disclosing that he, his
father, and business partner were trading in those stocks and had an interest in them). Sce also In re Arleen Hughes,
Securities Fxchange Act Rel. No. 4048 (Feb. 1948) (holding a broker-dealer, who is also a registered investment
adviser, had to disclose the “nature and extent” of its adverse interest); In re Edward D, Jones & Co., L.P.,
Exchange Act Rel. No. 50910 (Dec. 22, 2004) (settled order), at 21 (disclosure inadequate for failing to disclose full
nature and extent of the broker-dealer’s conflict of interest).
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If its copper holdings are located in warehouses under the control of its affiliates, those holdings
must also be disclosed -- because JPMorgan would be in a position to delay deliveries and
impact price.

In addition, in the S-1, JPMXF disclosed “A significant portion of trading in the
physical copper market is currently conducted by such JPMorgan Entities.” (Emphasis added.)
That general disclosure is incomplete and inadequate, because it does not explain what is meant
by “significant,” docs not detail which JPMorgan Entities engage in copper trading, and, in
particular, does not specify the extent to which JPMorgan Entities hold long versus short
positions in the physical, futures, swaps, and options copper markets.

[nvestors are entitled to information about the extent and nature of these trading activities
and positions, so that investors may evaluate the extent of JPMorgan’s incentives to trade against
them, to favor higher or lower copper prices, increase price volatility, the issue additional
Creation Units to remove more copper from the market, or redeem of existing Creation Units to
release more copper into the market., Recent history is replete with instances of financial
institutions using their affiliates to sell financial products to their clients, only to take an
opposing position in one or more financial markets and trade against their clients.” Studies have
also shown how commodity speculators can affect copper pric%’.so To ensure investors
understand the confliets of interest, in appearance and reality, that will affect how JPMorgan and
its affiliates will trade with respect to JPMXF, the JPMXF registration statement must provide
full disclosure of the trading activity and the long and short copper positions held by JPMorgan
Entities, in particular those entities contemplating involvement in the operation of the ETF.

In addition, investors must understand the degree of JPMorgan’s vertical integration in
the copper markets. The physical commodities markets are opaque, and public information on
holdings in each layer of the vertical chain is limited. Ata minimum, the S-1 should disclose the
extent to which JPMorgan Entities retain ownership, leasing, or collateral interests in copper
mines, refining facilities, transportation facilities (such as railroad or trucking facilities dedicated
to copper), supply contracts, and storage facilities. Each of those activities could have a direct
impact on the ETEs costs and profitability — how much it will cost JPMXF to acquire copper
supplies, refine copper into Grade A condition, transport it from the refinery to a warehouse,
store it, and, if necessary, sell it.

“ See, e.g., “Wall Street and the Financial Crisis: Anatomy of a Financial Collapse,” U.S. Senate Permanent
Subcommittee on Investigations, S. Hrg. 112-675, Volume 5, (4/13/2011), at 661-662. Among other examples, the
Subcommittee investigation determined that, while Goldman Sachs was actively marketing Timberwolf securities to
investors at inflated prices, its own trading desk was shorting the underlying T imberwolf assets. Not only were
investors not informed of those aggressive shorts, but Goldman may have also benefitied from the decision to
market Timberwolf at inflated values, because it may have allowed its trading desk to buy shorts at lower prices than
would have been available had the Timberwolf securities been marked down to accurate prices.

%0 See “Speculative Influences on Commodity Futures Prices,” (2010), by Christopher Gilbert,
http://unctad.ore/en/docs/osedp20101_en.pdf, at p.8; “The Growing Financialisation of Commodity Markets :
Divergences between Index Investors and Money Managers,” Journal of Development Studies, Vol. 48 , Issue 6,
(2012), Jérg Mayer (UNCTAD), at p.752-753.
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In addition, by participating directly in virtually every aspect of the physical copper
market, JPMorgan and its affiliates will have an unfair informational advantage regarding the
ETF’s positions and could easily manipulate their services or trading to take advantage of
IPMXF investors. ‘To make an informed investment decision, investors need 1o understand the
incentives applicable to JPMorgan Entities, and what policies, procedures, and practices will be
used to counteract the apparent, pervasive conflicts of interest. Currently, the S-1"s disclosures
are wholly inadequate to enable investors to perform that conflict of interest analysis.

JPMXF acknowledges in the S-1 that although it “attempts to monitor these conflicts, it is
‘extremely difficult, if not impossible, ... to ensure that these conflicts do not, in fact, result in
adverse consequences to the Trust.™' Presumably, JPMXF describes monitoring the conflicts of
interest as “extremely difficult,” because of the lack of transparency regarding the activities of all
the JPMorgan Entities involved in the copper business. If JPMXF finds it impossible to monitor
conflicts, it creates an even greater need for disclosure of all known material facts that exist
relating to JPMorgan’s global reach and dominant position in commodities prior to its
registration stalement being declared effective. '

F. S-1 Does Not Detail Indemnification of Affiliated Entities.

One shareholder right that has been severely curtailed in the JPMXF filing is the right to
sue. Specifically, by providing essentially unlimited indemnification of all JPMorgan affiliates
providing actual services to the Trust, the filing appears to attempt to cut off any right of action
against those parties.”” The indemnification requires the Trust to defend any and all of the “bank
affiliated entities” with investor funds, with no limits on the expenditure amounts, even in the
case of negligent performance. At the same time, the S-1 does not provide a complete list of the
affiliated entities given such sweeping indemnification. The result is that investors are
apparently limited to pursuing the sponsoring entity, a shell company, in the event of
misperformance, yet even there, the S-1 fails to disclose the extent to which that shell company
will be capitalized or insured to cover possible losses or damages.>® At a minimum, investors
should be fully informed of all of the bank affiliated entities that are being indemnified, receive
notice that even affiliates providing negligent services are indemnified with investor funds, and
obtain a clear explanation of the extent to which the Trust will acquire insurance to pay litigation
costs, losses or damages in connection with investor lawsuits, without recourse to investor funds.

G. Additional Disclosures Needed in JPMXF S-1

The JPMXF S-1 filed on January 17, 2013 is incomplete on its face and should not be
declared effective until it provides meaningful disclosures of at least the following matters which
provide critical information for investors to make an informed evaluation of the JPMXF
investment:

(1) the nature and extent of the role and business activities of JPMorgan and its
affiliates in the physical copper market, including the role played by specitied

*! Registration Statement, at 92,
> Id. at 83,
*1d.
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JPMorgan affiliates or entities in the mining, financing, refining, transport,
storage, or trading of physical copper;

the Grade A and non-Grade A physical copper inventories held by JPMorgan
and its affiliates each month during the six-month period prior to JPMXF’s
launch, including whether those inventories were held under LME or COMEX
warrants, whether they were held at warehouses under the control of JPMorgan
or its affiliate, and how those copper inventories compared to total world copper
inventories, liquid stocks available for immediate delivery, and liquid stocks
available for immediate purchase;

material trading positions held by or for JPMorgan and its affiliates in the
futures, swaps, and options copper markets each month during the six-month
period prior to JPMXF's launch, detailing long and short positions without
netting;

an enhanced discussion of the Trust’s potential impact on the price and
volatility of the copper market, including enhanced disclosures of the risks to
investors arising from the Trust potentially constituting such a large portion of
the exchange market;

a description of JPMXF policies, procedures, and practices to identify and
address conflicts of interests between JPMorgan and investors in JPMXF,
including the determinations of whether to issue new interests in the Trust;

a comprehensive list of each JPMorgan affiliate or entity expected to provide
services to JPMXF, together with, for each such entity, the services to be
provided;

a description of JPMXF policies, procedures, and practices to determine how
services prowdcd by a JPMorgan affiliate or entity will be priced, and whether
those services are being provided in ways that disadvantage JPMXF investors;

a comprehensive list of each JPMorgan affiliate or entity that will be
indemnified by the Trust in connection with providing services to the Trust; and

the extent to which the Trust will obtain insurance to respond to investor
lawsuits and pay any losses or damages, without using investor funds.

Thank you for the opportunity to provide comments on the JPMXF filing to increase
investor safeguards.

%moerulv,

Carl Levm
Chairman ,
Permanent Subcommittee on Investigations
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July 18,2012

Yia EMAIL

Elizabeth M. Murphy

Sccretary

Sccurities and EExchange Commission
100 I Street, NE

Washington, D.C, 20549-1090

Re: File No, SR-NYSE Arca-2-12-66

Dear Ms. Murphy:

This firm represents represent Southwire Company, Encore Wire Corporation,
Luvata, and AmRod, as well as RK Capital LLC. Southwire is based in Georgia, Encore in
Texas, Amrod in New Jersey, and Luvata has plants in Ohio, Connecticut, Missouri, Kentucky,
California, Wisconsin, Texas and Florida, Together these companies comprise about 50% of the
copper fabricating capacity of the United States. RK is an international copper merchant with
offices in London and New York. We oppose the rule-change.

This is the second of two rule-changes that NYSE is proposing to list and trade
shares of a physical copper-backed exchange traded fund or “ETF.” The first proposed rule
change, on behalf of JPM XF Physical Copper Trust, calls for the initial removal from LME and
Comex warchouses of as much a 61,800 metric tons of physical copper; the second proposed rule
change, on behalf of BlackRock's iSharcs, calls for the initial removal from these same

warchouses of as much 121,200 metric tons of physical copper, for a total of 183,000 metric
tons.

Almost all of the refined copper produced annually worldwide is subject to long-
term delivery contracts with copper fabricating companies. By contrast, the copper in the LME
and Comex warehouses is the only refined copper generally available for immediate delivery.

Al present, there is only about 240,000 metric tons of copper in LME warehouses
worldwide, and an additional 60,000 metric tons of copper in Comex warehouses in the United
Stales, or about 290,000 in total. If successful, the listing and trading of shares for these two

funds would result in removing from the market as much as 63% of the copper from these
warehouses.

As shown below, the remaval of so much copper from these warchouses would
disrupt the copper market, particularly in the United States, in numerous material ways. Indeed,

Permanent Subcommittee on Investigations
EXHIBIT #87

S LAST 42N0D STRILT, 00 FAX: 040-399-9553 « WWW.VAMILLIL.COM

PSl-VandenbergFeliu_to_SEC(July2012)-000001




the risks associated with the removal of so much copper from the market could have potentially
devastating cffects not just on potential investors in the shares, which should be of concern to the
SEC, but also on existing and future investors in industries that depend on copper for their
primary feedstock - becausce it is these companies that will face artificially inflated prices,
shorages of supply and increased price volatility if the listing and sale of thesc shares is
successful. No ETF backed by a basc metal used exclusively lor industrial purposes has ever
belore been listed and sold on uny nationally recognized exchange in the United States,

Significanily, cven though the registration statements for both the JPM and
BlackRock ETFs were first proposed in October 2010, because of the huge risks involved, they
have had to be amended numerous times and yet, the SEC’s Corporation Finance Division,
which has been waiting for nearly a year for additional amendments from both applicants, has
still not allowed either registration statement to become cffective,

Indeed, BlackRock’s most recent drafi registration statement was filed on
September 2, 2011 - nearly a year ago. Thus, the Exchange’s lalest proposed change in the rules
- 1o allow shares of BlockRock's copper ETF to be listed and sold - is thercfore based on a drall
registration statcment that is nearly a yeur old and whose contents will almosi certainly be
subject to change.

It is against that background that the Exchange believes the SEC should
nevertheless now allow the Exchange to be permitted to list and scll shares in both BlackRock's
and JPM's copper ETFs. We respectlully disagree.

First, there should be na doubt that the purpose of the BlackRock ETF, like the
JPM ETT, is 1o remove cnough copper from the market for copper available for immediate
delivery, i.e., copper from the LME and Comex warchouses, to cause an artilicial rise in price.
Thus, the only copper that can qualify for delivery to the BlackRock Trust is copper that meels
the LME specifications for copper on warrant. The most obvious and freely available source o
such copper is copper on warrant in |.ME warehouses today; Comex copper will also qualily,
All other copper that might qualify is either (i) part of the supply chain of copper that is subject
to long-term contracts between producers and consumers and thercfore not available to be
acquired, or (ii) copper held in bonded warchouses in China and destined for the Chinese market;
only on rar¢ occasions are small amounts of such copper ever delivered to LME warchouses in
Asia; or (iii) copper held by the governments of China and South Korea, respectively, for
strategic rescrves, and also not available for purchase. See Report on Refined Copper
Inventories on the Global Market, Table 3: “Relined Copper Balance Detail,” Bloomsbury
Minerals Economics Lid., October 12, 2011, Available pt Exhibit A of Submitted Comment from
Robert B. Bernstein, Vandenberg & Feliu LLC, July 13, 2012, p. 15. Bloomsbury Minerals
Economics is a specialized consultancy engaged in base metals market and price analysis,
focusing in particular on copper.

BlackRock’s drafl registration staterment tries to convey the False impression that
because there is copper tonnage outside of LME and Comex warchouscs, such copper must
therefore be available for its ETT to acquire, Thus, BlackRock states that in 2010, refined
copper production totaled 19,075,000 tonnes, “morc than 33 times greater than the 568,057
tonnes of combined copper inventories held in warehouses registered with the LME, the
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Shanghai Futures Exchange and the Comex division of the CME Group,” that “at the end of
2010 world stocks of refined copper totaled 1,289,000 tonnes” and that “there are at least an
additional 1.5 million tonnes of refined copper in global inventories based on reported Chinese

copper usage and trade flow data statistics for China.” BlackRock draft prospectus, dated
September 2, 2011, at 10-11,

However, BlackRock has no evidence to suggest that any of this non-exchange
inventory is available for delivery for its E'TT. Indeed, all BlackRock states in this regard is that
“|m]etal stored in the area of the warehouse approved by the exchange that is nol registered with
the exchange [i.e., not on warrant] is not reported in exchange inventory data,” that “there are no
comprehensive statistics or data on physical copper stockpiles held by all commercial and non-
commercial market participants,” and that “the quantity of copper available in the physical
market that meets LML specitications for *good delivery” cannot be calculated because detailed
reporting on copper specifications is not typical for the industry." 1d. at 10, 22, In short,
BlackRock appears to be playing fast and loosc in not explaining that there in fact is no copper
available for “good delivery” to ils ETT other than copper in the LME and Comex warehouses,
which may be one reason why the SEC’s Corporate Finance division has not allowed
BlackRock's registration statement, upon which the Exchange’s rulemaking is based, 1o become
elfective without further amendment,

What is more, BlackRock’s draft registration statement makes clear that by
depleting warchouse stocks, they (and others marketing similar ETF products) will be able 1o
artificially raise prices for copper and thus of the ETF shares themselves. First, BlackRock states
that no matter how much copper stock may be available outside of the exchange warchouses, it is
“inventory levels at exchange warchouscs [which] tend (] to reflect market conditions.”
BlackRock then states that “[a]n increase in the demand for copper, driven by the success of the
trust or similar investment vehicles, could result in increases in the price of copper that are
otherwise unrelated to other factors affecting the global copper markets.” 1d. at 10,

BlackRock further explains thal in order for the investment to be successful, they
will have to continue to be able 10 remove enough copper from the market in order to keep
raising prices high cnough to cover the monthly costs of storing the copper. Thus, BlackRock
states:

“If all of the 12,120,000 Shares registered in this offering had been issued on the
day the initial Shares were issued to the Initial Purchaser at a per-Share
consideration of 10 kilograms of copper, a total of 121,200 tonnes would have
been deposited into the trust at that time. . . . The amount of copper represented by
the Shares will decrease over the lifc of the trust duc to the sales necessary o pay
trust expenses., Without increases in the price of copper sufficient to compensate
for that decrease, the price of the Shares will also decline and you will lose money
on your investment in the Shares. However, because there is no limit to the
number of Shares that the trust can issue, a very enthusiastic reception of the
Shares by the market, or the proliferation of similar investent vehicles that issue
shares backed by physical copper, would result in purchases of copper for deposit
into the trust or such similar investment vchicles that could be large enough (o
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result in an increase in the price of physical copper. If that were the case, the price
of the Shares would be expected 1o reflect that increase.”

Id. at 10, (emphasis added).

However, as with all artificially created squeczes, there comes a time when the
boom will bust, and BlackRock admits that may occur here as well. Thus, BlackRock states:

“[t is impossible to predict whether, or at what point, the demand for copper-
backed investment instruments like the Shares would cventually stabilize and, if it
does, whether the price of copper would remain stable or return 10 historical
levels. An investor purchasing Shares at a time when they reflect a temporarily
inflated price of copper will sustain losses upon the sale of such Shares afler the
cffect of such events causing such inflated prices has ceased and the price of
copper has returned to a deflated level.”

Id.

Given these disclosures, it should be clear that the listing and trading of shares in
physical copper backed investment instruments like that being proposed by BlackRock and JPM
- and the consequent drawdown and removal from the market of most of the copper in LME and
Comex warchouses -- risk endangering the price discovery functions of the LME and Comex. In
addition, industrics which rely on copper as a feedstock will face artificially high prices, price
volatility when prices collapse, and a risk that supplics from the market {or copper available for
immediate delivery may not be available when most needed to satisfy consumer demand.

What is more, these effects are, as a practical matter, most likely to be felt most
directly in the United States. The reason is that, as wilh the JPM offering, the copper that is
cheapest to acquire will most likely be copper on warrant in United States warehouses. This is
because, for the most part, the cheapest location premiums for copper on warrant is {rom copper
in LME warchouses in the United States. The “Authorized Participants,” like Goldman Sachs,
who will be authorized to acquire copper for the BlackRock Trust will want to acquire copper at
the cheapest location premiums possible in order for the price of ETF shares to be issued in
exchange for the copper to mirror as closely as possible, the price per metric ton of copper on the
LME. Thus, depletion of copper from the LME warehouses will most likely be felt the hardest
in the United States and, once copper from the LME warehouscs is depleted, copper from the
Comex warchouses will be depleted as well, as copper there is moved to LME warehouses in
order to take advantage of higher prices.

The principal viclims will in the [irst instance be United States consumers who
typically rely on supplics of copper for immediate delivery to augment their long-term supply.
These fabricators will not only be forced to pay higher prices, and incur the risk of price
volatility once prices callapsc, but there may be periods of time when those who can least afford
it will be unable to get supply.

Most U.S. copper fabricators enler into long-term supply contracts for about 85%

of their annual requirements. In that way, they can protect against the risk of reductions in
demand for product without having 1o incur the added expense of storing inventory they cannot

PSI-VandenbergFeliu_to_SEC{July2012)-000004



use. Thus, U.S. copper fabricalors depend on the market for copper available for immediate
delivery, which is 10 say, they depend on there being copper available in the LME and Comex
warehouses. But the physical copper backed instruments that BlackRock and JPM wish lo list
and trade on the Exchange will substantially reduce the supply of copper available for immediate
delivery in the Uniled States, and with that comes the risk that some fabricators will not be able
to acquire the supply they need (o meet demand - particularly if the housing market were to
rccover and demand were to spike.

As supplics of copper in the United States get tighter as a result of the listing and
trading of shares of physical copper backed invesument instruments such as these, the chief
beneficiary will likely be competitors in China. China consumes 40% of the world's copper,
which makes it the world’s largest copper consumer. Because the copper being taken off market
will come mainly from the United States, Chinese manufaciurers will have the copper (cedstock
on hand to produce copper rod, tubing and wire, while at lcast some of their American
counterparts will not.

And to make matters even worse, it now appears that the overall market for
copper globatly, which has been in deficit lor the past several years, will continue to be in deficit,
that is, annual global demand will exceed annual global supply. Sec ¢.g., Bloomberg, “l.ooming
Copper Surplus Contracting as Mining Fails: Commodities,” July 18, 2012, Thus, Bloomberg
reported today that “[a]nalysts are slashing predictions for the first copper glut in four years as
producers {rom Chile to Indonesia contend with aging mines and strikes at a time of record
demand.” A copy of this story is enclosed.

In short, the proposed ETY is unlike any other metal ETT currently listed on the
Exchange and would allow speculators in the guisc of purchasers of shares to create a squeeze on
the market. The proposed rule change is therefore inconsistent with Section 6(b)(5) of the
Securities Exchange Act ol 1934, which requires that rules be designed to prevent manipulative
acls and protect investors and the public interest.

Finally, we agree with the comments of Senator Levin, dated July 16, 2012, in
opposition to the Exchange's proposal to list and trade shares of the JPM XF Physical Copper
Trust. Those comments apply with equal force here, Likewise, we incorporate by reference the
comments and attachments which this firm [iled on behalf of our clients also in opposition Lo the
Exchange's proposal concerning the JPM Trust.

Sinc‘c}:g!y; ,/‘7 r

- Ve B ; - -'
Robert B3, Befilein
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From: Jennifer.Giordano@Iw.com [mailto:Jennifer.Giordano@Iw.com]
Sent: Monday, November 10, 2014 3:39 PM

To: Sean.Berkowitz@lw.com; Gellasch, Tyler (HSGAC)

Cc: Lueptow, Michael (HSGAC)

Subject: RE: Final Questions

Ty —

In response to your second guestion below, we assume that you are referring to the LME’s public “Warrant

Banding Report”. Published daily, the warrant banding report shows the number of market participants with
a concentration of LME warrants. The report from December 15, 2010 is set forth below.

Please note that the report is segmented by metal and displayed in five bands: 30 - <40%, 40 - <50%, 50 - <80%,
80 - <90%, 90 - 100%. Figures are reported two business days in arrears. The holdings indicated in this table

may no longer be held. Whenever a participant's holdings of LME warrants is 30% or more of the total LME
warrants it appears in the respective band below.

R rt D B
15/12/10
Figure AH CA Z5 NI PB SN AA NA -
30 - <40% 1 0 0 0 0 0 0 0
40 - <50% 0 0 0 0 0 1 0 0
50 - <80% 0 1 1 1 0 0 0 1
80 - <90% 0 0 0 0 0 0 1 0
90 - 100% 0 0 0 0 0 0 0 0
Unreported Warrants(%) 0 0 0.3 0 0.5 0 0 0
Primary
Key AH Aluminium

CA Copper

Z5 Zinc

NI Nickel

PB Lead

SN Tin

AA Aluminium Alloy

NA NASAAC

With respect to your third question, the LME submits the following clarifications, which we believe makes the
statement more accurate and complete:

Permanent Subcommittee on Investigations
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CONFIDENTIAL - Methodology for Calculating Capacity Payments for Purposes of 5% Limit
Background

The letter (the “Letter”) from the Board of Governors of the Federal Reserve System (the.

“Board”) to JPMorgan Chase & Co. (“JPM") dated June 30, 2010 approved energy tolling as
complementary activity for JPM. JPM committed to include the present value of all capacity
payments to be made by it in connection with energy tolling agreements in calculatin
compliance with the limit of 5% of tier 1 capital on the aggregate market value of the{gies
commodities that it and its subsidiaries hold. The Letter stated that JPM committed @ !

calculation and going forward.

Methodology

m Wether the plant is equity financed or debt-financed).
ingsmanaged on a stand-alone basis (i.e., is not supported by the

memoranda provides additional information (such as Debt Service Coverage Ratios,
Management Fees, Interest Rate Hedge information) that may be used to infer equity
dividends, interest rate swap payments, etc. Note that such information is usually
supported by the rating agencies reports produced for the purpose of the financing
rating.

5. Consequently, the difference between the toll demand payments and the known
distributions (debt/dividend/fees/etc.) provides the upper bound for the fixed operating

. costs of the piants.
Permanent Subcommittee on Investigations
. EXHIBIT #89
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6. Incertain cases, JPM sold tolls to third parties against the existing tolling positions ("re-
tolls"). We believe the demand payments that JPM receives from these re-tolls can be
applied to offset the fixed operating cost component of the corresponding existing tolls.
For example, assume JPM entered into a 10 year toll with counterparty A whereby JPM
pays $1mm/month to A. Further assume that the fixed operating costs portion of the
demand payments is $400k/month. If JPM re-tolls for 2 years with counterparty B f
$800k/month then the fixed operating costs to be calculated against IPM’s 5% limit a
fully offset by the re-toll demand payments (as $800k > S400k) during the 2 years of the

re-toll. If the re-toll demand payments were $300k/month then JPM would aVg e
$100k/month to the fixed costs out of the $400k previously determined. »
o Currently, we have partial re-tolls of the AES4000 plant to 5C !
o We assumed that the re-toll netting is done on semi-annu i hwith

ately. The fiRgncial
information mentioned above (on cash distribution to debt/&guity/etc.) 15 normally

available only at the total project level. In such a h further estimates
to determine which portlon of the total fixed@peratie gPproject is
attributable to JPM tolls.
o Huntington Beach 3 and 4 ("HB2f# gt AES Southland project.
They were not initially a part of Hgk, Bt AFS4000 toll that IPM acquired.

The financial (cash distribuien) i

8. Incertain cases we ma
corresponding plant/pra

tolling contractd
same power piQpt/prafet wmate the fixed operating costs of the plant/project to
be substafiially stgilar to those during the period we have cash distribution information

he s8me as for the preceding period, the fixed operating costs for the extension

eriod are estimated to be the same percentage efthe-of the total demand

payments as they are for the preceding 10 year period.

se cases when there is no information available to JPM for a particular toll, we use

extrapolations for the percentage of the toll demand payments attributable to the fixed
operating costs. We extrapolate from the cases of the plants we have information for.
We make the determination on whether to apply such a percentage based on
materiality of the outcome.

B. The 5% calculation calls for JPM to present value of the future fixed operating costs part of

the toll demand payments. As the toll demand payments represent IPM’s contractual liability,
we believe that the correct discount rate is LIBOR plus JPM's credit spread as reflected in the

FRB-PSI-300346



CDS market. We believe CDS spreads are appropriate as they are the best representation of
JPM’'s pure credit risk and they are the most transparent and observable spreads available in the
market. We use the CDS spread corresponding to the tenor of the capacity payment obligation
and we use the bid side of the market.

Calculation Summary

The calculations are in the attached spreadsheet. Here are the results in mm$ (round
1. $2,154: the sum of the future values (FVs) of the full demand payments (netfe
future values.of the re-tolls).
2. 51,770: presentvalue (PV)
3. $564: PV of fixed op costs NET of re-tolls.
Our capacity payment calculation as of month-end November 2010 is ,248,30

Q\Q@
%,

FRB-PSI-300347
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Akin Gump

STRAUSS HAUER & FELD LLP

STEVEN R. HOSS
202,887 .434%/fax: 202,887 4288
srossi@alkingump.com

October 21, 2014

VIA HAND DELIVERY

The Honorable Catl Levin

Chairrian

Permanent Subcommittee on Investigations

Committee on Homeland Security & Government Affairs
United States Senate

Russell Senate Office Building, SR-199

Washington, DC 20510

Re: JPMorgan Chase & Co’s Responses to Follow-Up Questions

Dear Chairman Levin:

On behalf of JPMorgan Chase & Co (“J.P.Morgan™), I write in connection with your
questionnaire dated January 11, 2013 regarding physical commodities. This submission includes
information and documents responsive to additional questions posed by your staff on October 13,
2014. As discussed with your staff, J.P.Morgan is working (o provide the balance of the follow-
up inforniation requested. Responses to the specific questions are as follows:

s e e R |11 T S e

Redacted By

Permanent Subcommittee on Investigations
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From: Lenczowski, Mark

To: Kirk, Mike

cc: Nakkab, Armand X

Sent: 1/11/2012 2:59:47 PM

Subject: FW: Consolidated OCC Summary 10 Jan 2012
Attachments: OCC Ratio Summary_10012012-xIs.zip

From: Babbage, David

Sent: Wednesday, January 11, 2012 9:59 AM
To: Avent, Neal; Holcombe, Nigel; Clift, Neil; Steppacher, Chip; Vicas, Benjamin X

Cc: Lenczowski, Mark; Baines, Nigel F; Nakkab, Armand X; Bromley, Paul; EMEA Metals Product Control; Camacho, Michael A.
Subject: Consolidated OCC Summary 10 Jan 2012

Please note that the aggregate level is subject to a 5.00% limit.

Index Trading Notnl (MT) Warrant Notnl (MT) Daily Ratio Monthly Ratio

ALUM 40,664,835 3,492,512 9% 9%
NICK 1,172,062 55,397 5% 5%
LEAD 3,233,196 47,448 1% 2%
TIN 98,761 8,037 8% 9%
STEEL 76,735 1,080 1% 1%
ZINC 13,570,287 672,717 5% 5%
Aggregated 58,815,877 4,277,192 7.27% 7.51%

BOA| T, +44 (0207 7422877 |

This communication is for informational purposes only. It is not intended as an offer or solicitation for the purchase
or sale of any financial instrument or as an ofticial confirmation of any transaction. All market prices, data and other
information are not warranted as to completeness or accuracy and are subject to change without notice. Any
comments or statements made herein do not necessarily reflect those of JPMorgan Chase & Co., its subsidiaries and
affiliates. This transmission may contain information that is privileged, confidential, legally privileged, and/or exempt
from disclosure under applicable law. It you are not the intended recipient, you are hereby notified that any
disclosure, copying, distribution, or use of the information contained herein (including any reliance thereon) is
STRICTLY PROHIBITED. Although this transmission and any attachments are believed to be free of any virus or
other defect that might affect any computer system into which it is received and opened, it is the responsibility of the
recipient to ensure that it is virus free and no responsibility is accepted by JPMorgan Chase & Co., its subsidiaries
and affiliates, as applicable, for any loss or damage arising in any way from its use. If you received this transmission
in error, please immediately contact the sender and destroy the material in its entirety, whether in electronic or hard
copy format. Thank you. Please refer to http://www jpmorgan.conVpages/disclosures for disclosures relating to
European legal entities.

Permanent Subcommittee on Investigations
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From: Lenczowski, Mark [ mailto:mark.lenczowski@jpmchase.com]

Sent: Friday, January 20, 2012 12:57 PM

To: Kirk, Mike

Cc: Masters, Blythe; Genova, Diane M.; Camacho, Michael A.; Nakkab, Armand X
Subject: FW: Consolidated OCC Summary 19 Jan 2012

Mike,
Below is the latest report. Pursuant to our remediation plans, we had lent material into the market and believed that we

would be under the limit as at Jan 181", which is an LME delivery date. However the total trading notional dropped

from 63 mio tonnes on the 17th to 50 mio tonnes on the 18th, and as a result we were still over the limit. \We therefore
took further action yesterday to lend 100k tonnes of material to the market as well as sell 400k tonnes of material ta
JPMVEC. As at close today, these 400k tonnes will transfer into VEC and we will be at 5.07% (assuming the trading
notional does not change). The further 100k tonnes delivers Monday, at which time, assuming total trading noticnal is
unchanged, we will be at 4.88%. We expect that total trading notional will continue to rise throughout the month (the
3rd Wednesday is the big delivery date each month), but senior business management decided that we will sell a
further 100k tonnes of material to VEC to avoid running too close to this limit. We will transact that today, but again, it
will not flow into the numbers until close of Monday evening.

As you know, we calculate the limit as the instantaneous measure of the inventory position divided by the
instantaneous measure of the total notional of outstanding derivatives, all measured in tonnes. We would like to
investigate with the OCC changing from an instantaneous measure of total notional derivatives positions to a 3 month
rolling average, to avoid the volatility caused by third Wednesday deliveries as well as fluctuations in trading notionals
from our customer-driven business. We believe a rolling average would be a more accurate measure of our total
transactions involving these eligible commodities. If we were to use the 3 month roling average as of today, we would
be at 4.5%.

We look forward to discussing this with you and are happy to answer any questions you might have.

Best regards,
Mark

From: Babbage, David

Sent: Friday, January 20, 2012 12:29 PM

To: Avent, Neal: Holcombe, Nigel; Clift, Neil; Steppacher, Chip; Vicas, Benjamin X

Cc: Lenczowski, Mark; Baines, Nigel F; Nakkab, Armand X; Bromley, Paul; EMEA Metals Product Control; Camacho, Michael A.;
Parekh, Amit C

Subject: Consolidated OCC Summary 19 Jan 2012

Please note that the aggregate level is subject to a 5.00% limit.

index Trading Notnl (MT) Warrant Notnl (MT) Daily Ratio Monthly Ratio

ALUM 36,440,850 2,328,256 6% 8%
NICK 1,048,359 35,288 3% 5%
LEAD 3,150,228 33,857 1% 2%
TIN 88,976 7,046 8% B%
STEEL 73,225 300 0% 1%
ZINC 11,478,883 652,348 6% 5%
Aggregated 52,280,501 3,055,097 5.84% 6.88%

David Babbage | JPMorgan | Global Commodities Group | Metals Product CGontrof | Floor 3, 20 Moorgate, London, United Kingdom, EC2ZR

BDA| T +44 (0)207 7422877 | J _—
Permanent Subcommittee on Investigations §
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From: Masters, Blythe

To: Kirk, Mike

Sent: 1/20/2012 6:31:48 PM

Subject: FW: Consolidated OCC Summary 19 Jan 2012
Mike

Thanks for your consideration. It will not happen again that you learn about it after the fact when it is an issue within
our control.

Best rgds

Blythe

Sent with Good (www.good.com)
This email is confidential and subject to important disclaimers and conditions including on offers for the purchase or

sale of securities, accuracy and completeness of nformation, viruses, confidentiality, legal privilege, and legal entity
disclaimers, available at http://www jpmorgan.com/pages/disclosures/email.

Permanent Subcommittee on Investigations
; EXHIBIT #94

OCC-PSI-00000340



From: Lenczowski, Mark

To: Kirk, Mike

Sent: 2/15/2012 9:26:06 PM
Subject: 5% Limit Calculation
Mike.

Following are our current and proposed methodologies for calculating the 3% hmit. Pleage call or matl me with anv questions
oI comments.

Best regards,

Marlk

Current Calculation of OCC limit
The limut is set at 5% and 1s calculated by dividing the numerator by the denominator.

The numerator represents the total tonnage of physical base metal inventory held within JPMorgan Chase Bank, N.A,
(the “Bank™) on the particular day for which the limit usage is being calculated (copper is not included). Base metals
for this definition include Aluminium, Zinc, Tead, Nickel, Tin and Rhodium.

The denominator represents the sum of (1) the total tonnage of all outstanding base metal derivatives contracts,
which includes transactions that will potentially physically settle, trades that will financially settle and options
transactions, held within the Bank on the same day as the numerator was calculated and (2) the numerator as of such
day.

Proposed Calculation of OCC limit

The Bank proposes to change from measuring the denominator at a single point in time to utilising a rolling 3 monthly
average of daily measurements. The reason for this proposed change is to smooth the volatility of the denominator, as
at present it can change by as much as 25% on the monthly third Wednesday delivery date on the LME, and thus to
present a more accurate picture of the Bank’s total transactions involving base metals. The Bank would continue to
calculate the numerator as it does currently.

This communication is for informational purposes only. It is not intended as an offer or solicitation for the purchase
or sale of any financial instrument or as an official confirmation of any transaction. All market prices, data and other
information are not warranted as to completeness or accuracy and are subject to change without notice. Any
comments or statements made herein do not necessarily reflect those of JPMorgan Chase & Co., its subsidiaries and
affiliates. This transmission may contain information that is privileged, confidential, legally privileged, and/or exempt
from disclosure under applicable law. If you are not the intended recipient, you are hereby notified that any
disclosure, copying, distribution, or use of the information contained herein (including any reliance thereon) is
STRICTLY PROHIBITED. Although this transmission and any attachments are believed to be free of any virus or
other defect that might affect any computer system into which it is received and opened, it is the responsibility of the
recipient to ensure that it is virus free and no responsibility is accepted by JPMorgan Chase & Co., its subsidiaries
and affiliates, as applicable, for any loss or damage arising in any way from its use. If you received this transmission
in error, please immediately contact the sender and clestfoy the material in its entirety, whether in electronic or hard
copy format. Thank you. Please refer to http://www.jpmorgan.com/pages/disclosures for disclosures relating to
European legal entities.

Permanent Subcommitiee on Investigations
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From: Greer, Megan [mailto: megreer@akingump.com]
Sent: Monday, November 10, 2014 11:51 AM

To: Gellasch, Tyler (HSGAC); Prober, Raphael; Ross, Steven
Cc: Lueptow, Michael (HSGAC)

Subject: RE: Responses—-Take 2

Ty,

Following up on our call on Friday, please find below certain of JPMorgan Chase Bank’s (JPMCB's)
daily aluminum inventory values and the corresponding LME cash price for aluminum.

On December 21, 2011, JPM Chase Bank’s (JPMCB's) total aluminum inventory was 3,322,363 metric
tonnes, and the LME cash price for aluminum was $1968.5 per metric tonne, for a total value of
approximately $6.54 billion.

At the end of December (as of December 29, 2011), JPMCB’s total aluminum inventory was
3,403,571 metric tonnes at $1984.75 LME cash price*, for a total value of approximately $6.76
billion {*this is based on the December 28, 2011 cash price).

By the end of January (as of January 27, 2012}, JPMCB's total aluminum inventory had decreased to
2,238,107 metric tonnes.

The peak notional during this time frame was on January 10, 2012, when JPMCB'’s total aluminum
inventory was 3,501,365 metric tonnes, and the LME cash price for aluminum was $2135, for a total
value of approximately $7.48 billion. Note: The inventory was very slightly higher on January 8,
2012 at 3,501,535 metric tonnes, but at a lower price; accordingly, January 10, 2012 was the
notional peak.

We are also checking on the language you sent on the [Nl transaction, and we will be back to
you soon on that.

Best,
Megan

Megan L. Greer
Direct: +1 202.887.4517 | Internal: 24517

Permanent Subcommittee on Investigations
EXHIBIT #96
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Akin Gump

STRAUSS HAUER & FELD LLP

STEVEN R. ROSS
202.887.4343/fax: 202.887.4268
sross@akingump.com

October 30, 2014

VIA HAND DELIVERY
The Honorable Carl Levin
Chairman
Permanent Subcommittee on Investigations e R .

, - . e F
Committee on Homeland Security & Government Affairs £ s“b:(f,ﬁfmﬂ{;“gn?m:;m:_ :
United States Senate e e\ Yo vt

Russell Senate Office Building, SR-199
Washington, DC 20510

Re: IPMorgan Chase & Co’s Responses to Follow-Up Questions

Dear Chairman Levin;

On behalf of JPMorgan Chase & Co (“J.P.Morgan™), | write in connection with your
questionnaire dated January 11, 2013 regarding physical commodities. This submission includes
further information responsive to the additional questions posed by your staff on October 13,
2014, As discussed with your staff, J.P.Morgan is working to provide the balance of the follow-
up information requested. J.P.Morgan’s response to the specific question below is as follows:

Question 3: Plcase describe the large aluminum trade that resulted in over $1 billion of
aluminum holdings being booked to JPMVEC. Please include the type and general terms of the
financial instrument or transaction that required the hedge and the general terms of the trade,

including the relevant dates of the trade, the number of metric tonnes involved, the tenor, and the
amounlt of dollars involved.

Response: The aluminum trade took place between J.P.Morgan and ||l llllin December
2011. | contacted J.P.Morgan and proposed the trade on December 12, 2011. At that
time, as a result of transactions with its clients, primarily investors, J.P.Morgan held a substantial
volume of LME aluminum futures contracts that were due to expire, resulting in physical
settlement, on December 21, 2011 (the next LME settlement date).

B proposed that J.P.Morgan swap aluminum warrants that it would receive upon
the expiry of those LME contracts in exchange for aluminum warrants that [l then held in
Vlissingen, Netherlands, a location that J.P.Morgan vicwed as advantageous from a hedging and

Permanent Subcommittee on Investigations
EXHIBIT #97
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Akin Gump

STRAUSS HAUER & FELD LLP

| = Redacted by the Perimanent -
i Subcommiitee on Investigations |

October 30, 2014
Page 2

overall portfolio standpoint,' Following [ BB proposal, the parties negotiated and agreed
{o a swap transaction in which J.P.Morgan (1) delivered contracts for approximately 860,000
tons of aluminum to | (2) paid | 2 locational premium of ten million dollars, and
(3) received from warrants for approximately 860,000 tons of aluminum in Vlissingen.
The transaction was executed on December 20, 2011, The warrants that J.P.Morgan received as
part of the trade were a replacement for the expiring contracts, which scrved as a portfolio hedge
of the customer derivatives book.

From the standpoint of the OCC 5% volumetric limit, the effect of the transaction was (1)
to increase the numerator of the ratio by the amount of warrants received {rom [ and (2)
to decrease the denominator — the notional amount of outstanding derivatives — due to the
delivery of contracts to [l What looked like a one-to-one locational swap was in fact a
swap of derivatives that were about 1o expire, resulting in warrants in unknown but likely
unaltractive locations, for warrants in a known, beneficial location. In addition, the notional
amount of outstanding derivatives fell duc (o decreased activity over the holidays.
Consequently, the relevant percentage went from 4.02% on December 20, 2011, the date of the
transaction, to 8.42% on December 21, 2011, putting J.P.Morgan over the 5% limit. The
percentage steadily decreased from that day, but after discussing the limit with the OCC in early
January, J.P.Morgan took additional steps to remedy the breach by selling warrants from
JPMorgan Chase Bank, the entity that transacted with [l to JPMVEC in an at-market
transaction. The percentage fell below 5% on January 23, 2012, 20 trading days later.

Ed * =

Redacted By

Permanent Subcommittee on Investigations
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' As holder of the LME contracts, at expiry J.P.Morgan would receive those warrants the seller of
the contracts chose to deliver, which would be those that were cheapest to deliver or, put differently, had
the lowest locational premium. This could include warrants at any LME delivery point in the world, and
those locations most likely would not have been as beneficial to J.P.Morgan from an economic
slandpoint.

PSI-JPMorgan-17-000002



Akin Gump

STRAUSS HAUER & FELD LLP

STEVEN R. ROSS
202.887.4343/fax: 202.887.4288
sross@akingump.com

November 5, 2014

VIA HAND DELIVERY

The Honorable Carl Levin

Chairman

Permanent Subcommittee on Investigations

Committee on Homeland Security & Government Affairs
United States Senate

Russell Senate Office Building, SR-199

Washington, DC 20510

Re: JPMorgan Chase & Co's Responses to Follow-Up Questions
Dear Chairman Levin:

On behalf of JPMorgan Chase & Co (“J.P.Morgan™), [ write in connection with your
questionnaire dated January 11, 2013 regarding physical commodities. This submission includes
further information responsive to the additional questions posed by your staff on October 13,
2014. As discussed with your staff, J.P.Morgan is working to provide the balance of the follow-
up information requested. J.P.Morgan’s response to the specific question below is as follows:

Question 3: Please describe the large aluminum trade that resulted in over $1 billion of
aluminum holdings being booked to JPMVEC. Please include the type and general terms of the
financial instrument or transaction that required the hedge and the general terms of the trade,
including the relevant dates of the trade, the number of metric tonnes involved, the tenor, and the
amount of dollars involved.'

Response: In addition to the information provided by J.P.Morgan on October 30, 2014, and in
response to further specific questions, J.P.Morgan has determined the following: on January 19,
2012, JPMorgan Chase Bank, N.A. (“JPMCB”) sold, in an arms-length, at-market transaction,
419,400 metric tonnes of aluminum to JPMVEC at $2,196.75 per metric tonne, or approximately

' And specifically with regard to additional information requested by Subcommittee staff by email on

November 3, 2014.
Permanent Subcommittee on Investigations
EXHIBIT #98
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$921 million. That transaction settled on January 20, 2012. The position was hedged with

forward contracts.

Further, for reference, the chart below indicates JPMCB’s total aluminum inventory and
its net aluminum position, which represents the delta between JPMCB’s long inventory and short

forwards, from October 5, 2011 to March 30, 2012.

4,000,000 - —
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3,500,000 JPMCB Net AIummum/Eomtmn
| |
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!ﬁ \\
2,500,000 g | :
— P ———
/w%ﬂf/ﬁ\‘,ﬂ T o
2,000,000 e’
o
1,500,000
1,000,000 e Delta (MT)
====|nventory MT
500,000
0 1 T I i I
10/5/2011 11/5/2011 12/5/2011 1/5/2012 2/5/2012 3/5/2012
-500,000

The second chart details more [ully the red line above, showing JPMCB’s net aluminum
position. As you can see, during this timeframe, JPMCB’s net aluminum position ranged from

short 17,517 metric tonnes to long 46,569 metric tonnes,
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Simmons & Simmons LLP  CityPoint Ons Ropemaker Street London EC2Y 9585 United Kingdom
T +44 20 7628 2020 F +44 20 7628 2070 DX Box No 12

DD +44 20 7825 4514
a-mail jonathan.melrose@simmons-simmons.com

Our ref FMFS/081187-00001/JYMAYM 27 January 2014
Your raf
Richard Armstrong

Legal Counsel
The London Metal Exchange
56 Leadenhall Street

London
EC3A 2DX
By Hand and Email
CONFIDENTIAL TREATMENT REQUESTED BY
MERO INTERNATIONAL TRADE SERVICES LLC
Dear Sirs

Notified Investigation - Questions requiring responses

This letter is submitted on behalf of our client, Metro International Trade Services LLC ("Metro”),
in response to the London Metal Exchange’s (“LME’s") Notice of Investigation dated 4 December,
2013 and Questions requiring responses dated 6 December, 2013. Metro responds below to the
Questions, which we have included below for your convenience.

We hope that this letter and the attached materials address the LME's enquiries but would
welcome the opportunity to meet with you to discuss your enquiries further.

Question 1. Kindly populate a table, in the format set out in Appendix A, to show all metal
moved from one shed or position within the LME-listed Metro International Trade Services
LLC (“Metro”) location in Detroit to another shed or position within the same LME-listed
Metro Detroit location, from April 2012 to present. Please populate a row for each
consignment of metal cancellations, meaning each significant batch of metal relating to
cancelled warrants e.g. in Metro’s e-mail dated 31 October 2013 to Hilary Pepperman
regarding metal eventually placed back on warrant in which you advised that 25,000
tonnes was cancelled on 7 November 2012, it also detailed that 18,850 tonnes was
cancelled on 8 November. Therefore the first cancellation would be placed on one line and
the second on the next, etc. The following questions should be read to relate to all such
metal and deliveries.

Response: In response to Request No. 1, enclosed please find a spreadsheet entitled Appendix
A reflecting information for the relevant movements of metal identified above from records that
Metro maintains in the ordinary course for its own business purposes.” Appendix A covers

' Appendix B referred to herein was prepared in the same manner.

For details of our international offices please visit www.simmons-simmens.com

Simmoens & Simmons LLP is a limited liability parinership registered in England & Wales with number OC352713 and wilh its registered office and principsl place of business at
CityPoinl, One Repamaker Street, London EC2Y 95S. Il is authorised and regulated by the Solicitors Regutation Authority. The word "pariner” refers to a member of Simmons &
simmans LLP or an employee or consullant with equivalen| standing and gualifications. A fist of members and other pariners logelher with their professional qualifications Is
available for inspeclion al the above address.
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cancellations relating to such metal moved during the period from 1 April, 2012 to the date of this
letter (the “Transactions”).

Question 2, Please state whether you consider that such movements of metal fulfilled part
of, or all of, your delivery load-out obligations over the period in which they took place? If
yes, please explain why.

Response: Metro considers the movements of metal identified in Appendix A to have counted
towards satisfying Matro's delivery load-out obligations. Specifically, Metro considers metal that
is loaded free on truck (“FOT"), at the owner's instruction, in accordance with the order of priority
required by the LME and entitling the warehouse operator to the FOT fee, to count towards the
operator's load-out cobligations. At that point, the warehouse operator has released possession of
the metal and thus has loaded-out the metal from its warehouse. The LME has long recognized
the right of the metal owner to decide what to do with free metal, and, as the operator of LME-
approved warehouses, Metro is bound to respect the owner's instruction.

Metro provided LME auditors (PricewaterhouseCoopers LLP) with detailed documentation to
substantiate its compliance with these standards as part of inventory audits in 2012, including bills
of lading (copies of which are attached) identifying the shipper, recipient and destination address
of a Metro Detroit facility. That audit was intended to reconcile the live and cancelled LME
warrants with LME records published in SWORD. LME auditors reviewed these bills of lading on
site, and copies were also provided to the auditors for their records. The PWC auditors presented
their draft summary of the annual audit for 2012 (“Audit Summary”) to Metro, which was reviewed
in person with Metro personnel and signed and countersigned by the parties to indicate that this
shipped metal with an associated bill of lading constituted vaiid load-out documentation. No
material issues were noted in the Audit Summary in this respect or raised subsequently in
correspondence.

Question 3. Please detail how the deliveries were reported to the LME. Please explain how
you feel the relevant stock reporting requirements were complied with, in respect of these
deliveries (if you indeed consider that this is the case)?

Response: For purposes of its inventory reports, consistent with LME requirements, Metro
deducts metal from its inventory once a bill of lading has been signed by both Metro and the truck
operator to reflect a transfer of possession from Metro with respect to at least 50% of the material
associated with a particular warrant. Metro provides this information to its London Agent, ICS,
who in turn enters the information into the LME's SWORD system database for purposes of
LME's public inventory reports.

Question 4. For the cancellations in question, please provide a chronological timeline of:
a. cancellation of the warrants

b. scheduling of the delivery of the metal;

c. any approach to negotiate retaining the warrants within the Metro Detroit location;
and
d. the movement of the metal.

Response to_4(a), {b) and (d): The information requested is contained in the atlached
spreadsheet in Appendix A and Appendix B.
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Response to 4(¢c): We assume this question is meant to cover the commercial alternatives that
Metro offers its customers with respect to metal storage and the related financial arrangements.

As a general comment, Metro's interaction with customers, the overwhelming majority of which
are sophisticated financial entities engaged in broader metals trading activity, varies on a case by
case basis. Metro entertains an ongeing commercial dialogue with its customers. These
discussions are fundamantally directed at the choices faced by a market participant holding free
metal, which were described in detail in the LME's Public Report of the LME Warehousing
Consultation (5.3.2). Specifically, like its LME and non-LME warehouse competitors, Metro offers
commercial alternatives to its customers in relation to off-warrant storage. For an agreed quantity
of metal, the customer, at the scheduled shipment date of its cancelled warrants, may (1) instruct
shipment to a particular destination, such as the premises of a consumer or a non-Metro storage
facility, or (2) instruct shipment to a Metro Detroit facility for off warrant storage at negotiated rent
rates. While storing metal off-warrant, the customer may at any time (2.a) instruct shipment to a
consumer or other non-Metro facility, or (2.b) instruct Metro to create new warrants, ie., re-
warrant the metal. Consistent with industry practice, Metro provides customers with physical
warehousing services and optionality that support LME and off-LME metals trading activity,
including providing a backstop to the customer's trading activities as referred to in the LME's
Public Report of the LME Warehousing Consultation (5.3.2). Depending on its prevailing
economic rationale, the customer will exercise one or several of the available options, as was the
case with regard to the canceliations discussed here.

A time line setting out the dates on which particular arrangements relating to the cancellations in
question were entered into is set out in Appendix B.

Question 5. Were incentives offered to keep the material within the Metro Detroit location?
If so, what were the incentives? Please specify the level, form and payment method of any
incentives. Who paid the incentives? Who brokered the deal? Please provide supporting
documentation, correspendence with third parties and an audit trail for your answers to
this question 5.

Response: Consistent with industry practice, Metro negotiates incentives as a means of
attracting metal to be placed on warrant at its warehouses. Metro does so in the context of a
highly competitive environment in which it competes with other LME and non-LME storage
options. We refer you to the general comments set out in the response to Question 4(c).
Incentives offered or provided by Metro or its competitors may include payments as
reimbursement for freight or other costs incurred by the customers (including, for example,
previously incurred FOT fees) or as an inducement to direct metal to Metro. Melro offered such
incentives in respect of the Transactions reflected in Appendix A. Details regarding the incentives
offered, which were negotiated over the course of the Transactions and were payable by Metro at
warranting, if elected by the customer, are reflected in the attached spreadsheet in Appendix B.
Also attached are copies of emails reflecling material terms, key parties involved and the
sequence of relevant events. We would be pleased to discuss any additional documentation
which you may find helpful.

Question 6. It was stated by a senior Metro staff member during the warehouse audit in
late October 2013 that Metro took legal advice from counsel at Goldman Sachs before
entering into the deal. Please provide the reason advice was sought.

Response: It appears that there may have been a misunderstanding. Metro did not, as faras itis
aware based on a reasonable enquiry, seek advice from counsel at Goldman Sachs prior to

entering into the Transactions. That said, as a matter of practice, all transactions entered into by
Metro are appropriately vetted. The vetting process will vary based on the judgment of Metro’s
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management and, to the extent relevant, Metro's board of directors. Depending on the particulars
at issue, such vetting may involve review by legal counsel or other advisors. Metro regards its
vetting practices to be a matter of sound corporate practice and governance.

Question 7. Bearing in mind that legal advice was sought by Metro (see question 6 above}
and the obligation under clause 11.10 of the Terms and Conditions applicable to
warehouse companies (the “Warehouse Agreement”), why did Metro not contact the LME
before undertaking this process?

Response: See Response to Question 6. Appropriate approvals are part of Metro’'s normal
business procedures. We note as a general proposifion the fact that a legal review takes place or
thal legal or other advice is provided does not in and of itself trigger clause 11.10.

Question 8. Please confirm who paid for and organized the movement of metal between
warehouse sheds. Please provide all relevant documentation and correspondence with
third parties in relation to this.

Response: Attached are copies of emails showing the shipping instructions for each of the
relevant releases (see Response to Question 1). On instructions from the metal owners and on
their behalf, Metro organized and compensated the carriers for the movement of metal from its
sheds. Relevant email correspondence with the carriers for each release is also attached. We
are happy to discuss any additional documentation which you may find helpful.

Question 9. In relation to the metal that has been placed back on warrant, please set out
how Metro satisfied itself that each warrant was for the appropriate weight at the time any
of this material was placed back on warrant (see clause 2.1.2 of the Warehouse
Agreement). Please provide copies of your records of weighings undertaken and any
other relevant documents.

Response. Consistent with the standard protocols for any new metal arriving at Metro’s
warehouse, warrant details were validated. Metro used copies of its original Warrant Receiver
documents and validated the weight by re-weighing the metal. Metro further validated all other
warrant defails, including heat numbers, shape, brand and size. Please note that where
discrepancies were detected, the relevant documentation was modified accordingly. Copies of
Warrant Receivers for all metal placed back on warrant with respect to the Transactions are
attached.

Please be advised that the information and spreadsheets provided herein did not previously exist
in the form requested, and their compilation required the application of technical and manual
processes in order to collect and present the requested information. While we believe the
spreadsheets are reasonably accurate and complete, we cannot make an absolute representation
that they are or that there were not inadvertent errors in their preparation. We will provide any
corrections if we discover missing information or errors.

Pursuant to Clauses 7.3.3 and/or 9.3.3 of the Warehouse Agreement, Metro requests confidential
treatment of the attached materials on the ground that disclosure of such material would reveal
trade secrets or confidential commercial or financial information of Metro or its affiliales, or
protected personal information. Furthermore, the disclosure of the attached materials may not
only violate Metro's or its affiliates' proprietary rights, but may also grant competitors an unfair
competitive advantage or compromise compelitive advantages possessed by Metro and its
affiliates, and prejudice Metro's commercial interests. Metro considers that the attached malerials
are therefore exempt from disclosure pursuant to, infer afia, section 43 of the Freedom of
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Information Act 2000. Metro also requests that this letter requesting confidential treatment not be
disclosed for the aforementioned reasons.

Should the LME wish to publicly release the attached materials or information contained in this
letter, or be requested to do so pursuant to the Freedom of Information Act 2000 or otherwise,
Metro respectfully requests reasonable notice of its intent to do so, or of any such request, and
the opportunily to make representations and to object to such a release or the provision of
information pursuant to such a request.

Please contact Jonathan Melrose at 0207 B25 4514 with any questions.

Yours faithfully

Simmons & Simmons LLP

(Attachments:

Appendix A

Appendix B

Q2 - Bills of Lading

Q5 - Incentives: supporting documents

Q8 - Movement of metal: shipping instructions; correspondence with carriers
Q9 - Validation of warrants: copies of Warrant Receivers)
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CONFIDENTIAL TREATMENT REQUESTED BY
METRO INTERNATIONAL TRADE SERVICES LLC

&ftr: Richard Armstrong
Legal Counssl

The London Melal Exchange
56 Leadenhall Shrest
London, UK EC3A 23X

By Hand and By BEmail

Drear Sirs:
Motified investigation -~ Questions Reguiring Responses

This letler is submitied on behalf of our clisnt, Metre international Trade Services LLO {"Mefro™),
inn rasponse 1o e letler of the London Metal Exchange ("LIME") datad 10 March 2014 (Notice of
investigation - Further questions requiring responses (he "Guestions”)) regarding Metro's 27
January 2074 response.  As we explained In our 27 Januery response, in determining the
refevant transactions, we identified certaln movemants of metal relating fo warants thet were
cancalled during the perod 1 Aprll 2012 o 27 January 2014 (the “Trangactions”).

" Before addressing the LME's spacific Cuestions, we beliave thal providing s0me overall contast
for Melro's responses would be helpful,  In ot of Industry practice and market dynamics as
described in the LMF's sialements and the Summary Publle Report of the LME Warehousing
Consultation Pursusnl o LME Molice 13/208 {(Movember 2013} {the "Report'), Mslro belisves
that it has complied fully with the relevant rules with respect to the Transactions,

We nole that the LME's questions about gueues cannol be considered in isolation and insiead
must be examined in light of broader macro-sconomic factors, the system established by the
LME, and markst parlicipants acting in thelr sconamic inferest {including their inlerest (o “always
follow the roule which yields the highest price for the free metel® (Report st 33)) - ali of which
operate independenily of Melro's activities in connection with Be provision of warehguse smvices.

Since the global sconomic orisis in 2008, the production of sluminium has excesded consumplion
aach yesr, resulling in an unprecedeniad siockpils. The robust contange throughout this seme
lime period ~ in combination with very low interest rates - has motivated markel participants o
seek storage for afuminium. Given this global surplus and increased demand for warshouse

For dutzils of our intemastiional offices pease visil vaswsinsmons-snmons.oom

Bimennas & Siownons LLP {8 @ fimites Getlity pedrership rogistored In Englind & Wbt vy number ORIE713 and withs ity segistered oifies and pringipad place of husiness &
ThyPosnt, Tne Ropemster Sinet, London EOXY 833, i o suthorued rod ragiduind by the Sollciions Reguliation Auitadtn The word "paving” nrleed to & mamber of Stremon &
Sinanras LLP of gn omployes or soomdlanl wih axuivaiens ptanding sod quaificatons. & Bt of mambers a0 sl periners ogather wily theh professinns guadificalans
avaRabbe dor Inspsition al e she grdipa.

L LIVE_EMEM 2151536823

Permanent Subcommittee on Investigations

EXHIBIT #99b




Sirmnmons & Simmons

services, the LME has sporoved a significant expansion in warshouss cepacity primarily in cerlain
geographic regions, and wamhouse companies, like Mebro, organized their business {eg.,
staffing level, Iwestment, and bullding specificalions) based on the than-prevalling LME
operstional parameters (e.g., LME-compliani load-out rates, bullding access, znd loglstical
capabilifies) o respond to ihis unprecedented and rapid increase in LME slorage demand. Under
this sysiem, a massive tnveniory of melel was stored in LME-approved warshouses. More
recantly, markef paricipants have soughi {o relrisve metal from LME warshouses and cancellsd 8
substantial amount of warrants, which warshouses deslt with in scoordance with LME
requirements. Such canceliations have been partially driven by market pariicipanis looking for
off-warrant storage. As estimated by Wood Mackenzie in 2013, a lsading indusiry source, about
.4 of the 12.% million meiric tons of alumintum in storage are stored cutside the LME warshouse
sysiem,

Cognizant of these dynamics, the former chist executive of the LME, Martin Abboll, recognized
that aluminium delivery gususs v soms iocations "are the resull of broadsr magro-sconomic
‘orces al play in the aluminlum indusiny” - rather than the result of the practices of any particular
warehouse operator - and thal “lhe proper role of the LME is o reflect the effect of those macro-
economic forces and nol Uy 1o distort them.” {Approved Judgment of the High Court of Juslics,
Guesen's Bench Division, Administrative Court, Case No, COMT767/2013, daled 27/03/2014, al §
30 (the "Rusal Judgment’).)

We also note the very compsiitive nature of the warehousa services markel. As the LME notes in
its Report, the “warehouses are part of a compslitive metal scosystem.” (Report &t 38.) In an
effort fo atiract metal, “it has bacomea common practice for warshause operators,” like Metro, "o
offer ‘incentives’ to metal owners io sltvact ivadein of metals,” (. 81 32.) Bven in 3 marksl where
incentives ars routingly offered, “normat sconomic principles of competition continue to appiy”
{id. at 34.) Such compelition is especially vibrant given the numerous options available to metal
owners, As the LME recognizes, “lall the core of the econonie system is the choloe faced by a
Imetal owner] holding free metal in the market,” Including selling to a physical user, disposing
warrants on the LME, or continuing o store the metal either on-warrant or off-warrant. (i, at 37.)
“Uitienately, & is the right of a melal owner” - ke Glencore and Red Kits - "o decide what to do
with free melal” {/d. at 38.) Indeed, the “sconomic decision[s]’ of lhese highly sophisticated
entities with which Metro entared into the ralevant transactions "provide] an explanation for the
so-called yo-yo frade, under which metal is [ceded-out of one warshouse and into another.” {fd.
at 38.)

Wa further nole the LME's rola as "a market of last resert” {id, al 88 n.B1Y hisioncally, only & very
smal portion of the annual purchase of aluminium by consumers has come from the LME system
and end-users do not constitule a meaningful numbser of metal owners in the Detrolt queus. in
the summer of 2013, Melro's parent, Goldman Sachs, offered lo take the place of client end-users
in the queue in exchange for spot aluminium, but this offer elicited no response from end-users
given the overall abundant supply. Indesd, the sbsolule price of sluminium has remained
substantlally lower than i was befors the financial origls and is also low in comparison to the price
of other commodilles.

Against this backdrop, Melro responds below to the Questions, which we have Included for your
convenisnce, To the exdent thal the LME has fuither questions about our response, Mealro
refterates its offer tn meet in parson and is preparad {o make itS management avallable at your
conveniencs,
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Suestion: Your respense to our Guestion £

You state: “Speciffcally, Mefro considary metal that Is loaded fres on truck ("FOT"}, at the
awner's instruciion, in accordance with the order of priority reguired by the LME and
entitling the warchouse operater fo e FOT fae, fo count fowards the operator's load-out
vbligations”. Please explain further why you believe this to be the case. In particular, it
would assist us if you could identify the particular LME Rules you rely upon in support of
that assartion or, as may be applicable, the basis upon which you belleve such LME Rules
do not apply in the clreumstances of this caze.

Response: LME wamenis are lssued by & warshouse operator, but they relate to melal slored in
ndividusl sheds, Puwsuant io U8, commercial law and consisient with Meiro's {erms and
congditions for the provision of warchousing services {which are raferenced on the actual printed
LME warmrant), once a warani has besn cancelied and meial bas been loaded “free on truck”
{'FOT"} (on an appointment date requested by the owner and according to the LME queue rules)
snd the bill of lading has basn signed, the warehouse operator has released possession of the
metal and has no right fo charge LME rent, and the risk of loss or damage s fransferred entirely
{ the carder for onward delivery at the owner's instruclion. Indeed, once a bill of lading has been
signed, the carrier is liable for any losses as a matler of law and contract, and neither the carier
nor the owner hes any further recourse sgainst the warehouss opsrator. At this slage, the metal
is “frea metal® {see Report at 38} under the full copdrod of its owner and over which the owner has
full dispositive discrefion and responsibiiity.  As such, Melro regards the melal as having been
loaded out and educes s LME inverntory stocks accordingly,

Once possession of the matsl has been transferred as desoribed above, avidenced by the signing
of the bl of lading, the metal is no longer “in warshouse® {the LME aluminium {ulures coniract is
an “in warehouse” conbract) ~ its stalus changes from cancelled warrant {o off-warant. The
warehouse has adhered to the load-out order of priority reguired by the LME, and the owner of
maetal, which lkewise regards such melal as “free”, is no longer subject to the rules or rent
obligations of the LME sysfern.  In contrast, i the carler falled fo colfect the melal when
scheduled and ne B of kading was signed, the owner would coniinue to be obliged o pay LME
rent and Metro would not deduct the melal rom fs LME inventory stock reporis.  Such treatment
of “free metal® iz consistent with the stock reporling requirements pursuant to Clause 6.3 of tha
Warehouse Agreement. That provision provides thet “Tulniil such lime as stocks of metat are
reported pursuant to LMEsword . . . metal taken off Warrani, but which is still on the Warshouse's
premises, must be combined on the stock retum with those stocks aclually on Wamant . . . or
sherwn iny such other manner a8 prescribed by the Exchange by nolice.” This “fee metal™loaded
put as described above has, in Meiro's view, lefl the relevant “premises” - L g, the shed 1o which
the cancelled warrant relates.

Metro's treatment of such “free metal” is consistent with the LME's own prachice. In conneclion
with the LME's adminisirative audits conducied since Melro began its warghouse operafions,
Melro has provided the LME with regussted oulbound documentation such as bills of lading ~
including certain bills of lading that identified the desiination address of a Metro Detroit facilily -
among ofher records. In reconciling such documeniation with specific stock reports, the LME has
invariably accepled a signed bill of lading as sufficient evidence of cutbound shipment, and such
acceptance has never besn contingent upon the shipping destinalion.  indeed, the LME bhas
never raised any issues with respect fo the bills of lading as evidence of outbound shipment. As
explained in our 27 January response, the LME's cwn auditor, PricewalerhouseCoopers, has
likewlse reviewsd numerous bills of lading identilying the shipper, recipient and destination
address of 8 Metro Detrolt warshouse, and no material issues were noted in the Audit Summary
or raised subseguenily in correspondence. Consistent with this LME practice, Metro befieves that
the load-outs of melasl from the sheds in which i was stored pursuant to the Transactions werg
appropriately counted towards Melro's minimum load-out requirsment.  Indeed, any other
interpretation of the minimum load-out rule would consiitute a material Increase in the warehouse
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company's obligations, thereby triggering the “consuitation and nolification” requirsment under the
Warshouse Agreement. {ause 4.2; ses also Clause 8.11.4 {80 days of eonsullation must be
prideriaken where any proposed change would have the effect of “meledially Inereasing the
obligations of a Warehouse").) Metro has recelved no such consuliation or noftificslion from the
LMV,

Question: Your response to our Guestion §

fa) You did not address who brokered the deal. From the emalls appended lo vour
response, it appears that Metro staff brokered the deails, but please confirm In each
instance who brokersd the deal.

Responss: We understond that by “brokered,” the LME s referring io the parly thal originally
intiated he Transactions. As we explained in our 27 January response, Melro engagss in an
ongoing commercial dizlogue with s cuslomars - the overwhelming majority of which are
sophisticated financial entibes involved in broader melals frading - aboutl various existing and
poteniial deals. In Hght of this continuing relalionship and fluld interactions, and based on
reasonable Inqulry, Melre is unable to pinpoint which party first inliiated the Transaclions. Te the
extent that the emails appendad to our 27 January response provide eny insight, we note that in
the emall dated 1 November 2012 relating to DET 1800, a Melro representative stated {0 2 Red
Kite representative, “Thanks for approaching me with an opporfunily to store spproximately
150,000 mit of sluminium which you are holding LME wamrants for currantiy.”

{b} We reguire a fuller, more delalled picture of thase deals than you have provided to
date. The Appendiy B that vou have populated appears to give the optlions avallabie
to the customer {*Ff re-warranted” / “If srrangement cancelied and shipped fo non-
Betre facility™) but it is not made clear in that table which option was exercised by
the customer in each case. Kindly make this sxplict, le. provide details of each
srrangement from the start to the end of each offer and acceptance and exscution of
the Incentive—wheo were the parfies nwvolved in megotiating, concluding and
sxecuting the arrangement; what was paid, to whom and when. Please provide clear
cross-references o the relevant sections of supporting decumentation.

Response: | Respecifully, we believe that we provided the reguested information in the -
appendices o our 27 January response, which should be read together. With respecl o the
Glencore deal, Row §, column M of Appandix A indicates that the metal was re-warranied.” With
respact to the remaining deals, Appendix A sets forth the oplions exercised by the uuatnmem
Specifically, this informalion s presented in column G "of which re-lssued prior to shipment” i
column H {*of which shipped to MNon Matro facllity”), column 1 {"of which shipped off-warmant lo
Melro fadility”) and column M ("Date New LME Warrant Created (i applicable)’}. As noted in
footnote 2 io Appendices A and B thal we previously provided, for cerlain tonnage, customer
instructions had been provided but not vel performed, or customer inslructions were nol yel
provided,

' As we explained in the Appendix A thai Metro previously submitied on 27 January, by “re-
warranting” or *creating 2 new warrant,” we mean that a warrant Is created at the request of the
customer for melal thal was praviously on-warrant In another warehouse but has been cangalied
and shipped out.

? As we aise explained in the Appendix A that Metro previously submilted on 27 January, by "re
issuance,” we mean thal & warrant is re-issued prior o shipment 2t the request of the sustomer.
Metal is no longer par of cancelled warrants, and the delivery slot Is allocated lo customer{(s) next
iy Gubeug.

4 L IVE_EPABAT ZI01595858

Confldentlal GSPS|COMMODSOOO46837




Simmons & Simmons

In an effort to present the information in & consolldated format as you requestad, we have
preparsd a new Appendix A (Attachment 1, Tab 1) ("Consolidated S8wmmary”) and have mada
additional clarifications. Specifically, we have prapared a “Simplified Off Wamant Storage Deal
Example” (Atiachment 2} ("Simplified Example”), which outlines the steps that are referred to In
the column headings of the Congolidated Summary. A shipping schedule per Release, showing
shipped from/shipped lo addresses is siso allached {Adtachment 1, Tab 2} ("Shipping
Schedule”) (see also response to Question: Follow-up gueshions on Appendix A, (&) bslow).
Please note that the Consolidated Summary has been updaisd o refleet customer Inslructions
that Metro recelved after iis original submissicn. The information provided by Mefro in response
to the LME's Cuestions Requiring Responses daled 8§ December 20013 has not otherwise been
updated.

With reference to the parlies involved in negoliating the Transactions, this is deslt with in owr
responss o Quastion (g} above,

With respect io the timeline for the Transactions, we refar you lo the Consolidaled Summary.

With respect to the timing, nalure and amounts of incentives, we have altached a spreadshest
{Atachment 3} {“inveice Summary”) that Heis &l Involicas received and lesued for the
Transaciions, as well as coples of the hvoices refered to in the spreadsheet {Altachment 4)
{"Deal iInvoics Coples™).

{e}  We requested an audit trail. We nota that the emails you appendad 0 your response
only olearly state the incentives offersd by Metro, and zgain do not necessarily set
out whather those offers were taken up andlor what the culcome of the deal was.
Again, please make the position explicitly clear.

Response: As sxplained above in response to Cusstion (b)), we belleve that Appendices Aand B
reflect which oifers were taken up andfor the outcome of the Transactions. In response {o your
requast, we have provided the requested information in the Consolidaied Summary. Information
ralating to lhe lavel, form and payment method are sel out In the invoice Summary and the Deal
invoice Coples.

ponse o aurtiuestion 7

{#} Please confinm whether any consideration was given to making enguirles of the LME
as to the appropriateness or otherwise of these dealsT ¥ not, why not?

Response: As explained in our 27 January response, sl doals entered inlo by Metre, Including
the Transactions, are approprialely considered and reviewed. Depending upon the specific facts
and clroumstances, such process may vary based on the judgement of Melro's managemeant, and
o the axtent refevant, it may include a review by Melro's board of directors or a subcommilles
thereof, legal counsel or other advisors. Melro regands its process for reviewing all ransactions
o be a malier of sound corporate praclice and governance and thersfore did not make enqulries
of the LME regarding the Tramsactions. The LME and iis auditors likewise never raised any
issues with respect to the movements of metal at Issug in connection with, respectivaly, iis
adminisirative audils and iis 2012 audit,

{by Please glve details of the specific “spprovals” andfor “vetiing” which you referance
thiat was sndertaken in relation to these deals. Please provide your records of these
approvalsivaiting, For the avoidance of doubt we are not asking you to disclose to us
tegaily privileged rmaterial.

& L LIVE, SRS BanesiT

 GSPSICOMMODS00046838

Cénﬁdehhal



Sirarnons S Slrmmons

Response: As part of its review process, Malro's management considersd various sconomic,
markel and business faclors with respedd to the Transactions. Mefre's managemsni also sought
and received approvals on 1 November 2012 (Red Kite) and 14 Februsry 2013 {Glencore) from 2
subcommities of Melre's board of directors, the Commersial Decisions Subcommitlee, which is
sesponsible for approving cerlain expendibires abuove a pre-esiablished threshold. The Melro
board was subsaguenily advised of thess approvals.

Queston: Your response to our Question 8

You state that "Mefro organized and compensailed the carrfers for the movement of mefal
from fis sheds.” On the face of &, this may constitute an incentive, and yet this incentive is
not set out in your Appendix B. Again, plesse can you re-present an explicifly clear and
complete siatement of the incentives offered and taken up, ss well as providing clear
eross-referensing o the supporting decumentation such as smails and bills of lading.

Response: In preparing Appendbt B, Melro did not include the compensation pald lo carriers
because Metro did not regard this as an incentive to re-warrani metal, rather, Melro agreed o pay
such compensafion even if the meta! owner decided nol o re-warrant the metal {in light of the
commercial opporiunity to store metal in Melro warchouses on-warant or offwaranil, In
responss to the LME's reguest, In the atlached Consolidated Summary, the column eniitled
"General Of-Waranl Terms® contzins the requested information about compensation paid fo
carriers.

Question: Your response o our Quesiion 3

{a) What are the “standard profocois” to which you refer? Plaase provide coples and any
related docurnentation.

Response: The referenced protocols are Metre's Welghing and Warranting Procedures. A copy
of vach is aliached (Attachment 8) ("Welghing Procedurss”) {Altachment &) ("Warranting
Procedures”).

modifisd sccordingly”. Please can vou highflaht spacific examples in the supporiing
documentation and cross-raference them.

Response:  Alleched (Atlachment 73 ("Example Wodified Warvant Recelvers™) are four
exampies of modified Warrant Recsiver documents and a copy of the respective originat Warrant
Receiver documents. The following is 2 summary of the changes:

Oviginal Warrant £ Weight  MNew Warrant # Waight

Widd440 24,057 HEW1 0440 25,034
W02 25,0685 HEw 0421 24,881
Wi0470 25,050 HEW 0470 25,084
Wigd441 28070 HHW10441% 24,934
# §LEE ENERTINIRONG
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Nete that the yeliow highlighted bundle delsils on the new Wamant Recelver documentis show a
ghange in original bundie delails,

{c) You siate “Melro used copies of lis original Warrant Receiver documents and
validated the weight by re-weighing the mefal®. Did Metro use the original Warrant
Recelver documents, or goples of the original Warmrant Receiver documents? i the
former, is it correct to say that where the Warrant Recelver documenis wers then
modified to account for “discrepancies”, no un-modifled version of the Warrant
Recslver document remains in relation to the origina! weighing?

Response: Metro used conies of the original Warrant Receiver doacuments,

{#} Please explain whether Metro considers this process of re-using and amending
pravious notes of weighings to be consistent with its obligation under Clause 1407 of
the Warehouse Agresment to “keep proper records”,

Response: Metro balisves that it Is In full compliance with its recordkeeping obligations pursuant
to Clause 11.7 of the Warehouse Agreement io “keep proper records”. Metro maintains Warrant
Racsiver documents for all indlvidual warranis received inlo ils warehousss, /e, 2 unigus
Warrant Receiver for aach unique warrant number.

Question: Follow-up questions on your Appandix A

() Ws note that in each row, there ars instances of the same address appsaring in both
the "Address departed” column and the *Address arrived” column,. Pleass confirm
whether the metal actually moved from one address to a different address in each
case and cross-reference to the appropriate supporting documentation. If there are
any Instances whers metal did not move address, please provide detalls and sonfinm
whether such "movements” were counted against your load-cut obligations.

RBasponse: The information presented In Appendix B was aggregated, and soms addressas may
for that resson have appeared in bolh the “Address daparfed” column and the “Address armived
column, Howsver, sach load was indeed deliverad lo a different addrass.

relzase, which are sst out in the Shipping Schedule. We are also altaching a spreadshest in
raspect of DET 1500 {Atachment B) ("DET 1500 -~ Carrler Invoice and Bol. Cross Reference”™)
and DET 1524-15245 {Attachment 8) (DET 1524-1824%8 -~ Carrier Invoice and Bol Cross
Reference’) which identifies all 6,800 bills of lading representing the movement of metal
surnmarised in the Consolidated Summary, and ihe respective carier and invoics detalls for each
inad, These confirm that for asch load, metlsl was deliverad o a different address.

Caopies of the bils of lading broken down by Release are aftached (Altachment 10} ("Coples of
Bills of Lading by Releass™}.

Wa have provided by way of ilusiration copies of six sample invoices (the relevant rows on DET
1500 — Carrier Invoice and Bol. Uross Reference fo which these Involoes relale ars highlighted in
yallow for sase of reference} {Attachment 11} ("Sample Cowrier Involces™). We have nol
srovided all invoices as a result of the volume of information, and the fact thal the Bills of Lading
afready show the same relevant information.

oef
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{b} Kindly re-prasent the material in Appendix A to clearly list each shipment of metal
from one address fo another on separaie rows. Pleass cross-reference sach
shipment from one address (o another o the zppropriate supporting documentation
for that shipment, including correspondence you have provided (or will be providing
25 a result of this letier).

Fesponse: Sese response to Guestion (a).

Gusstion: Follow-up guastions on vour Aspendix B

fa} In the frst row, for Glencors, the “Deal Date Confirmed” s stated as “2I Peb 13 & 4
April 137, Pleass explaln how there can be two dates for confirming the deal.

Response: The fonnags for the Transaction in question was modified al a laler dale pursuant to
the cuslomer's request.

fb} Please explizin what you mean by a “Pre-pald Incentive”. When, exactly, was this
offered and pald in each case? Please provide cross-referances o any refarences o
pre-paid incantives in the documentaiion you have already provided; or provide full
doswmentation in accordance with our previous Question 8, which required you to
provids an audit trall for all incentives.,

Response:  For the Transaction involving Red Kile, Metro and the cusiomer, a highly
aophisticated financial entity, negoliated an incentive in case the customer decided o sexarcise is
option lo re-warrant the metal. A pertion of the incentive was agreed o be “pre-paid,” af the tme
of cancellation fo offset FOT charges. i the customer decided not to re-warrant the metal, this
pre-paid amount was reimbursed o Melro as part of the bresk-fee. As such, a “pre-pald
incentive” can be considered squivalant fo incantives on deals where the full amount [s pald at the
time the metal s warranied.

{e} In the “Pre-paid incentive” colurmm you have put “N/4”. Doss this mean that no pre-
paid incantive was offered, or that one was offered bul not taken up? Please re-
present the information and clearly distinguish belween offers and paymenis of
incentives, e .

Response; Where it appesars in Appendin B, "N/A" indicales that no pre-paid incentive was
offsred to the customer.

{d} inthe “Pre-paid Incentive” colurnn you have put “36". 36 what?

Response: This represents $36/mit of prepaid incentive.

{e} As previously noted, please re-present the material in Appendix B to provide a full
picture of =il incentives offered and taken up, including cross-references to
supporting decumentation,

Response: Please see the Consclidated Summary.

{fi in the " rewarrsnied” column, what doss “discount of Jots/lfy on published rent
increase” mean? Please provide z worked example of the calculation of this

discount, as it was apptied in practics to one of the deals in qguestion. What were the
applicable “pubiished rent increases™ 7 Please provide full decumentation,

8 L ABVE EMEAL 2901556503
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Responss: Msiro agresd that between 1 April 2013 and the new warrant jssus dals of the
shipped matal, the customer would receive & rent discount of 3olsftoniday on Metro's published
201382014 rentel rats i the cuslomer decided o warrant the shipped metal. f the customer
decided not to warrant such metsl, the customer would be charged the full rental rate. Please
rafar to the emall titled "Detroil A6l — off warrant storage deal "NEW DEAL £ DET - 1800° from 5
Movember 2012 that outlines the key terms Tor this Transaction,

Set forth below is an example of the calculation of this rent discount {on per ion basis)

ger ton
fznt Rate {2012/1%) 45 cisfd
fent Rate {2013/14) 48 ersfd
New Rent Effertive Ji-Apr-13
Average Re-warranting 20-Dec-13
Calendar Days 283 days
Average Rent Discount T2 Sfmt

Guestion: Follow-up guestions on emalls provided

fa}  The emall with subject Bns “FW&; Defrolt Al - off warrani sforage deal ™ NEW DEAL #
DET-1560" rafers {o “750,800 mi". Where is this deal set oul in Appendix B7 Agaln,
please correctire-present the material in Appendiz B, i appHoable, In accordance
with the standards sef out in this lsiter,

Response: The 150,000mt refers to the initfal volume thal was discussed with the cusiomer,
However, the customer subsequently changed {he lornnsge several imes, The final volume of
cancelled tonnage inchided in the Transaction was 188,875mt of which 8,875mt weres re-issued
by the customar, {For 188.878mi, see the sum of the oells H(B) - H(11) of the Consolidated
Summary and for 8,875mt, see cell K7) of the Consclidated Summary.)

{5} The email with subject line "Re: Mew Deal - Glencore Defroil” mekes reference to

Matro providing off-warrant storage free of charge. This may constitute an Incentive

© and, i so, should have been set out in your Appendix B. Again, please re-present the

material in Appendix B fo include a complate statement of alf incentives offered and

taken up (including rent discounts, free offowarrant storage, free trucking and
inducements in any other form whatever},

Response: Al the LME's request, wa have included the off-warrant storage in the Consolidated
Summary.

Guestion: Follow-up gussiions on incentives

Please state whether Melro considers the movements of metal referred o in this
correspondence 0 be in complisnce with Clause 531 of the Warehouse Agresment, and
explain why.

Rasponse:  Melro considers the movements of melal pursuant o the Transaclions lo be in
compliance with the Warehouse Agreement. As such, Metro does not consider the incentives it
offerad o he “exceplional indutements” that “artificially or otherwise constrained” the “gropsr
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functioning of the market through the guidity and elasticlly of stocks of mefal under Warrant.?
(Clause 9.3.1 of the Warehouse Agreement.} As the LME has recognized, it is "common practice
for warehouse oparalons 10 offer Incentives to metal owners to altract load-in of melals”. (Report
al 32.) The LME has also recognized that neither “the existence of the queues® nor "warshouss
operalors paving incentives” appegrs “fo cause an economicaliv-irrational market, in that nomal
egonomile principles of competition continue o apply.” (A at 34) The inceniives for the
Transactlons were in line with incentives that Melro offered o other polential customers as an
inducement fo attract thelr metal, To the extent that Metro was abis to sometimes {but not always)
sifirpet metal into s warshouses, Melro also belisves that such incentives were, In line with
inducemanis offerad by sther markel pariiclpants and economic parsmeierns in the markst at such
fimas.

Tne only shructural aspact of the Transactions' incentives thal distinguishes them from other
incentives is that they ware offered to & customer at a different point In time in relation o s
holding of the metal, That is, these incentives were offersd lo cusiomers holding metat in
inventory or in the gueue should they decide to re-warrant the melal at o later stage In the context
of an off-warmant deat, rather than 1o owners of metal that were frmly committing lo deposit metal
to be warrsnled. We do nol belisve that this digtinclion has any bearing on the Inferpretation of
Clauss 8.3.1 of the Warshouse Agreement, howsver, since acospiing the Incentive and
warranting the meial was but one potential course of action that the cuslomer could choose o
izke, I anyihing, the fiming of the olfering of these incentives for the Transactions simply made
them less likely o be provided than is generally the case with incentives.

In negotiating the Transactions with the metal owners, Melro recognized thal it was competing in
« market in which metal owners had multiple choives for warshouse services, The evaluation of
indusements should therafore be considered in light of these oplions that - ag noled by the LME -
are available o metal owners: the “metal con be sold to a physical user,” the "metal can be
financed,” the "melal can be soid on ths LME” and {he "melal can be on-sold fo ancther
merchant.” {Report at 37-38.) Moreover, “[oince alnd fowner's] melal has reached the front of the
gueus and becomes free melal, fihe owner] will again face the same set of oplions a3 fo how fo
sell that metal” {/d. al 37.) As tha LME has noted, *il is the right of the metal owner to decide
what o do with free metal, and thera Is an sconomically rational explanation for" metal being
“inaded-oul of one warshouse and into ancthar” {fd. at 38.) 1t is also important © note in this
context that this course of action is generally regarded as a *packstop” by the melal owner {fd. at
a8y and therefore consistent with the siated rofe of the LME a3 "the market of ulimate demand”
{id. at 38 380

45 recognized by the former chief executive of the LME, Marlln Abboll, in a lslier daled 21
Decamber 2092 to Rusal, “lopg aluminium gusues in some locations” wara "he result of broadey
macr-esonomic forces at play In the aluminium industry.” (Rusad Judgment at 9 30 In any
evant, it is worth emphasizing that the overwhalming majority of “free warranis® come from
warshouses with longer queues, like Metro's Delrolt warehousas, According to the Repord, on 18
September 2013, 89% of warranis used in LME setiiement were from warehouses with quaues.
{Report at 31-32.) Far from constraining the “liguidity and elssticity of stocks of metal under
warranl,” the LME warehouses, ke Melro's Detrolt warshouses, that have nol during the relevant
period entered inle fixed period storage transactions involving aluminium {(which would remove
corresponding warmants from the pool of “ree warrants”) provide virtually alt of the liguidity for
LME settlements.

Furthermore the Transactions are akin fo "standby” agreements as described by the LME. In
some instances, "an extemal siakehoider demands that the melal owner utilises LME storags.”
{Report at 30.) For exampls a bank providing metals finance may demand that the underlying
metal is backed by an LME warrank... In this respect, some financing providers are satisfied by 2
‘standby’ agreement, whereby financed metal is beld of-LME (hence benefiting from lower rent
tavels), but with a guarantee from an LME-llcensed warehouse that the melal can be warranted
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on-demand....” {fd ai 30.) In this way, a ihird-parly financing institution would be able 1o derive
comfort that, on s borrower defaull, the institution would be able o deliver In & warmant against an
LME hedgse or stherwise have 3 readily realisable assel. While Melro has no wvisibilty on tha
actual financing arrangsments of its cusiomers, the fact thal Metro offers customers an option for
fuiure warranting at agreed terms is wholty consistent with industyy praciice.

Againgt this backdrop of market dypamics, Industry practice and the “competitve meaisl
ecosysiem” that “the warehousss are a part of” {Report at 38), Melro belleves it has complied with
Clause 8.3.1 of the Warehouss Agresment.

In your answer, please specifically respond to the following considerations

{a} Doss Meatro consider that the incentives i offered contribuisd o the perpetuation of
metal quenes in Detroit? I not, please explain why.

Response: No. From a markel parspective, Metro belisves that §l doss not make g difference
whathaer 2 new LME warrant Is crealad from primary meta! or from metal thal has praviously been
warranied on the LME, in both instances, melal is added o the LME system for trading on the
exchange. Likewise, the payment of Incentives in the comext of off-warrant dsals is similar to
Incentive payments for primary metal. In both cases, the mets! owner or cuslomer has varlous
options, including bul not iimited fo a sale to a physical ussr, storage in a non-LME approved
wanshouse, selfstorags, or 2 saie on the LME, If the melal owner decides o sell on the LME, &
will warrant the maetlal with an LME warehouse operater who may offer an incentive. As noted by
tha LME, it is "commen practice Tor warehouse operaiors 1o offer incentives to melal ownars (o
atiract load-in of metais.” (Report al 32} Some warshouses also pay incentives by discounting
future rent and by having metal owners commil o fixed pericds of slorage, resulling in the
ramovat of these wamranis from the pool of "free warranis.” As the LME has also recognized, the
‘practice of warshouse operators paying incentives dofes] not appear to cause an economically-
frrational markst in that normal economic principles of competition continue to apply.” {Report at
34.) Furthermare, the actual length of the queue is not determined by overall inventory levels, but
rather by the number of warrant cancailations in one specific localion.  Matro has no influence
over warrant cancellations.  As such, the aciual gueue length Iz not considered in Meto's
economic analysis,
{b) is it not the case that the incentives you offered resultsd in metsl being re-warranted,
when it is likely that such metal may otherwise have remazined culside of the LME
system?

Response: Metro doas not believe that the incentives it offerad for the Transactions - which, as
expiained above, were largely identical lo other incentives - constituted “exceptional inducements”
under Clause 5.3.1 of the Warehouss Agresment. As the LME has recognized, “[alt the core of
the economic system is the choice faced by {metal owners] holding free metal in the market.”
{Report at 37.) These oplions may include selling rmetal to a physical user, storing and financing
metal off LME, or warranting metal on the LME, (Jd. 8t 37-38.) As the LME has explained, a
meial owners choice between LME and non-LME siorags is a “trade-off betweaen quality {with the
LME storage belng higher quelily, given the requirements impossed by the LME on providers of
LME storags) and cost (with LME storage being more expensive, given the cost of providing the
increments! level of service). (fd. at 30.) In fact, with respact (o the Transaction Involving Red
Kite, the cusiomesr decided not lo re-warrant certaln metal and instead peid a bDreak-fes, which
included a reimbursement for the pre-paid incenlive. Whether 2 customer decides that ils metal
should remain oulside of the LME system, including the ciroumsiances in which i may or may not
wish to have metal re-warranied, or indeed for new metal 1o be wananiad, s a question thal the
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customer decides on iis own based on lis commercial requirements, markst dynamics and a hosl
of other reasons of which Metro would not be aware,

e} Are the incentives for these deals in line with those normally paid by Metro, both in
Detroit and at its other warehouse locations? Please provide comparative figures of
the average total value of incentive packages:

= for thass deals specifically;

* for Metro warehouse operalions relafing to primary aluminium in Detrolt as 2
whole; and

# for Maetro warehouss operations relating to primary sluminiun in at fsast two
cther warghouse looations.

These figures should cover approximately the same time periods. Please provide
approprizte supporting documeniation.

Responsas:  The Transactions were agreed to in November 2012 {Red Kite) and February
2013/ April 2013 (Glencore).  The estimated tolal incenlive equivalent agreed o on those deals
range for the majority of metal from 3202/mi {ncludes value of free rent of $4.02/mi) lo
$203.8%/mt (includes value of rent discount of §7.88/mt). Incentives paid for primary aluminium in
Dretroif in this time period are in line with those offered by Malro to re-warrant malal as par of the
Transaclions. By way of example, Mstro offered the following incentives for warghousing
alurniniurn i Detrodt

¢ On 4 December 2012 and on 14 January 2013, Metro warrantad 3,375mt and 6,875m¢,
respectively, of primary aluminium with an incenfive of $180.22/mt {includes value of free
rent of $3.72/mit).

o On 17 Decembsr 2012, Melro warrantad 1,025mt of prmary aluminium with an incenlive
of $209.268/mt {includes value of free rent of §1.26/mt.

s On 18 February 2013 and on 18 March 2013, Melbro wamanied 7,375mt and 2,600mt,
e regpectively, of primary aluminium with an incentive of $3200.30/mt {includes value of free
rent of $4.21/mi).

s On 25 March 2013 and on 13 May 2013, Metro warranted 4.8V56mt and 5.275md,
respectively, of primary aluminium with an incentive of $199.88/mt {includes value of free
rent of $4.21/mt),

® :&nd on 14 June 2013, Metro warranted 8,300mi of primary sluminium with an incantive of
$200.60imt {includes value of free rent of $3.601).

Plegse note thal because Melro had no primary aluminium inbound Inlo elher locations during the
relevant time periad, it is unable to provide a comparison across localions.

{4} Please provide detsils, for sach of the categories of incentives sot out in (¢} above, as
to whether the inducements were standardised and published, or whether they ware
offored and paid on an ad-hoc basis, e.9. (o certain customers at cerfain locations
Dy,
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Responss: Consisien! with indusiry practics, Melro negoliales on an individual basis the terms of
incentives with its highly sephisticated customers whose oplions could change in tight of evolving
market conditions, and the detalls thus varled from fransaction to rensaction,

{8) What level of visibility or understanding does Metro have of the incentives offered
and paid by other warshouse companies in Detroll, and elsewhere? Please provide
detsils, How does Melro consider the incentives offered in these particular deals fo
compare to the incentives rival warchouse operations were, would have andfor are
offering? Pleass provide supporting docomentation if vou are abile.

Rasponse: Matro has noe visibility or specific Information relating to the lncentives offersd by other
warshouse companies in Delroit or slsewhere. As mentioned in our letter of 27 January 2014,
Welrs offers inducemsits to afiract matal into Hs warehouses consistent with marked praclicein a
highty competitive environment In which Melro competes with other LME and non-LME storage
options. To the exient that Metro was able {o sometimes (but not always) atiract metal into ils
warshouses, Melro believes that s incentives wara in ling with inducemenis ofiered by other
market participants and economic parameters in the markel al such limes,

{fi Please set out the besis upon which the (otal incentive packages offered in these
deals were cafculated {including, Tor instance, calculation of incentives by reference
{o tha rent that could be samed on reswarvanted wetal given the length of the current
gueus). Inchude any supporting documsntation. To the extent not coverad In your
further response refating to Question 7 (soe above), pleass set out at what lovef
within Metro the incentive packages wers formulated and signad off.

Response: A warehouse operator may evaluate transactions and incentives it can offer based on
& variely of factors, including revenues, costs and competition In the markel. Melro does not
know who owns the wamants covering the metal in its warshouses at any specilic point in time or
whether and when wamanis will be cancelled.  In svelualing incentives to re-warrant metal in
Delroit, Metro's economic analysis is based, among other things (such az general economic
circumsiances, future costs and investmenis to maintain s warehouse capacity, and possible
regulalory changes), on a “wind down scenare,” 1¢., Metro assumes that all metal will be loaded
aut al the required minimum lbad-oul rate undif a8 inventory has been shipped oul, and it
estimales assochaied revenues In such a tolal liquidation scenaro, Frespective of oulstanding
canceliations, Meiro then evaluates how much additions! ravenue would be generated from a

. customer's decision {o warrant additional metal, Baceauss Metro assumed that all meatal will be
loaded out as quickly as possible, ke Mebro's analvsis for waranting primary aluminium, the
fength of any existing queue in Detrolt was not a faclor in its assessmant of the Transactions and
the incentives it could offer,

{@) Does Metro consider that it had a slrong bargaining position compared to Glencore
and Red Kite in relation to these deals? if not, please explain why. What is Meiro's
understanding of the other options that wers avallable to Glencore/Red Kite in terms
of off-warrant or on-warrant storage of this metal, and doss it consider such
competition o be lilmly fo have been compelitively priced agsinst Melro's offer
{inciuding incenthves)?

Response: As described in the LME Repor and explained abova, melal owners have a number
of choices, and warehouses - bolh LME-approved and non-LME-approved warshouses - compele
with each other io provide warehouse services. In fact, an industry ressarcher, Wood Mackenzie,
estimates that about 8.4 of the 13.9 million malric fons of aluminum in storage are stored off-
warrant. As such, buyers of warshouse services snjoy a strong bargaining pesition.

The LME has also racognized the “expartise” of highly sophisticated metal owners, ke Glencore
and Red Kite, “who have buill up strong modelling capablliies around premiums and queuss.”
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{Report at 20.) In s negotiations with Glencore and Red Kite regarding the Transaclions, Melro
offered incentives o attract melal into B warehouses and compeled with other storage options
available 1o them. Indeed, as recognized by the LME, the metal owner "will always follow the
route which yields the highest price for the free metal,” (id. al 38}, and thus "sconomic theory
suggests” that the prices of competing options “must be in belance” (i, 2t 38). As such, Melro
does not befieve that warshouses can be considered as having overly strong bargaining powst
ratative to medal owners,

Quastion: Follow-up ouestion on stock records

Please confirm whethor Metro complied with Clause 6.3.2 of the Warshouss Agreement
{which states: “Until such time as sfocks of metsl are reported pursuant to LMEsword
alone, metal faken off Warrant, but which is still on the Warshouse's premises, must be
combingd on e sfock refurn with those sfocks acfually on Warrant rounded io the
nearast complete Warrant lof and also separately identified on the refurn, or shown in such
ather manner as prescrfbed by the Exchange by notice. If no stocks are held, a nil return
must be submitted on each Business Day™.)

¥ yes, pleasa highlight specific eniries in, and cross-reference to, appropriste stock
reports to explicitly demonstrate this compliance.

Response:  Mstro belisves that i has complled fully with Clause 6.3.2 of the Warehouse
Agreement with respect to the Transactions. We refer you le our response lo "Question: Your
response to our Question 27 for an explanation as to why it was appropriate for Metro {o remova
from the stock report the meial thal was loaded FOT al the owner’s instruction and for which a bill
of lading was lssued.

Collated st of clarifications needad

Iy addition to implementing the list of required clarifications below, please provide such
further written explanations as are necessary to fully answer the guestions posed above.

1. Combine and re-present the material in Appendix A and Appendix B into one
comprehangive document, {0 the extent possibie. The revised document should cover, as
a minimum, points 2 to 7 below.

%, Make clear hoth the offers of incentives made to customers, and the incentives that were
actuaily paid.

3. Make clear whether metal moved from one location to another in each case, in the
revised document, please reflect sach shipment of metal from one address to another on
separate rows.

4. Include all incentives offered and paid, in whatever ferm, In the revised document,

5. Detali the timings of: offers of incentives, acceptances of incontives, and payments of
incentives.

§. Detail the persons involved in brokering the deais and related incentives. Distinguish
between persons negotiating the deals and persons making and recelving the payments, if
differant,
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7. Provide clear cross-refarsncing o supporting decumeniation for all of the above.

Resnonse: We have provided he reguesied Information, i the extent available, in our responses
above and in the altachments heralo.

We hope that this lstier and the atfached malerials address the LME's enguirdes and reiterate the
offar that we have made lo discuss your enguiries further in person.

et dmar e o

Please be advised that ihe information and spreadshesis provided herein did not previously exist
in the form requested, asnd their compilation required the applicetion of lachnical and manual
procegses in order to coflest and present the requested information.  While we believe the
apreadsheels are reasonably ascurale and complete, we cannot make an absolute representalion
that they ars or thal thers ware not inadvertent erors in their proparation. We will provids any
corrsctions if wa discover missing information or emrors.

Pursuant to Clauses 7.3.3 andfor 8.3.3 of the Warehouse Agreement, Melro requests confidential
freatment of the atlached matedals on the ground thal disclosuwre of such material would reveal
trade secrels or confidential commercial or fnancial information of Malro or its affiliales, or
profected personal information.  Furthermore, the disclosure of the altached materials may not
only violate Metro's or iis affiflates’ propristary rights, but may also grant competitors an unfair
competiiive advanlage o compromise compelitive advaniages possessed by Melro and s
affillates, and prejudics Melro's commercial interests. Melro considers that the allached matesials
are therefore exempt from disclosure pursuart to, dder alia, seclion 43 of the Freedom of
Information Act 2000. Metro also reguests that this Isller requesting confidential treatrment not be
dlschosed for the aforementioned reaseons,

Should the LME wish io publicly release the altached materials or information contgined in this
islter, or be reguested o do so pursuant to the Fresdom of Information Act 2000 or olhenwise,
Metro respectully requesis ressonable notice of s intent to do so, or of any such request, and
the opporiunity o make represenistions and o objecl to such a release or the provision of
information pursuant {0 such a request,

Please conlac Jonathan Melrose at 0207 828 4514 with any gueslions.
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