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Executive Summary

*

% Insured U.S. commercial banks and savings associations reported trading revenue of $4.4 billion in the fourth quarter,
$1.3 billion lower (22.2%) than $5.7 billion in the third quarter, but $1.5 billion higher (51.6%) than $2.9 billion in the fourth
quarter of 2013.

%  Credit exposure from derivatives increased in the fourth quarter. Net current credit exposure (NCCE) increased $46.5
billion quarter-over-quarter, or 11.7%, to $445 billion.

% Trading risk, as measured by Value-at-Risk (VaR), increased slightly in the fourth quarter. Average VaR across the top 5
dealer banking companies rose $6 million, or 1.9%, to $329 million.

% Notional derivatives decreased $19.0 trillion, or 7.9%, to $220.4 trillion. Derivative contracts remain concentrated in
interest rate products, which comprise 78.9% of total derivative notional amounts. Credit derivatives, which represent 4.3%
of total derivatives notionals, declined 9.2% from the third quarter to $9.4 trillion.

The OCC's quarterly report on bank trading and derivatives activities is based on call report information provided by all insured U.S.
commercial banks, savings associations and trust companies (collectively, “banks”), reports filed by U.S. financial holding companies, and
other published data. Beginning in the first quarter of 2012, savings associations reported their financial results in the call reports. As a
result, their trading and derivatives activity is now included in the OCC'’s quarterly derivatives report.

A total of 1,397 insured U.S. commercial banks and savings associations reported derivatives activities at the end of the fourth quarter,
eight more than in the third quarter. Derivatives activity in the U.S. banking system continues to be dominated by a small group of large
financial institutions. Four large commercial banks represent 92.3% of the total banking industry notional amounts and 84.6% of industry
NCCE. The OCC and other supervisors have examiners on-site at the largest banks to evaluate continuously the credit, market, operational,
reputation, and compliance risks of bank derivatives activities. In addition to the OCC'’s on-site supervisory activities, the OCC continues to
work with other financial supervisors and major market participants to address infrastructure, clearing, and margining issues in over-the-
counter (OTC) derivatives. Activities include development of objectives and milestones for stronger trade processing and improved market
transparency across all OTC derivatives categories, migration of certain, highly-liquid products to clearinghouses, and requirements for
posting and collecting margin.

Revenue

Insured U.S. commercial banks and savings associations reported $4.4 billion in trading revenue in the fourth quarter, $1.3 billion lower
(22.2%) than third quarter revenue of $5.7 billion, but $1.5 billion higher (51.6%) than in the fourth quarter of 2013. The $1.3 billion
revenue decline relative to the third quarter was driven by a $0.6 billion decline in credit trading revenue. The improvement in trading
revenue in the fourth quarter, relative to the same quarter in 2013, resulted from a $1.6 billion rebound in combined interest rate and
foreign exchange (FX) trading revenue, which were very weak at $1.9 billion in the fourth quarter of 2013.

Quarterly Bank Trading Revenue

in $ millions

QIQ QIQ % YIY YIY %

4Q2014 3Q2014 Change Change 4Q2013 Change Change

Interest Rate 668 -819 1,487 182% 360 308 86%
Foreign Exchange 2,840 4,892 -2,052 -42% 1,550 1,290 83%
Equity 650 654 -4 -1% 491 159 32%
Commodity & Other 335 411 -76 -19% 265 70 26%
Credit -79 535 -614 -115% 245 -324 -132%
Total Trading Revenue 4,413 5,673 -1,260 -22% 2,911 1,502 52%

Source: call reports



Interest Rate
Foreign Exchange
Equity

Commodity & Other
Credit

Total Trading Revenue

Source: call reports

4Q2014
668

2,840
650
335

-79

4,413

Average
Past 12

Q4's
370
1,753
290
112
1,499
1,025

Quarterly Bank Trading Revenue

in $ millions

Interest Rate
2013 2014

4,000

Q4 Q3 Q4

Source: call reports

For the full year, trading revenue for insured U.S. commercial banks and savings associations totaled $22.7 billion, $0.6 billion higher than
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in 2013, led by a $0.3 billion increase in commodity and other revenue.
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4Q2014 4Q2013 Change  Change
Interest Rate 4,748 7,877 -3,129 -40%
Foreign Exchange 11,895 8,625 3,269 38%
Equity 2,642 2,486 155 6%
Commodity & Other 1,710 1,402 308 22%
Credit 1,712 1,696 15 1%
Total Trading Revenue YTD 22,707 22,087 619 3%
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Holding Company Quarterly Trading Revenue?

To get a more complete picture of trading revenue in the banking system, it is important to consider consolidated holding company trading
performance. As illustrated in the table below, consolidated holding company trading revenue of $6.8 billion in the fourth quarter was $5.4
billion (44.4%) lower than third quarter revenue of $12.2 billion, and $1.7 billion (19.7%) lower than in the fourth quarter of 2013. The
weakness in trading revenue relative to the third quarter was driven by weaker performance in combined interest rate and FX, as well as
credit trading activities. BHCs generated $2.8 billion in combined interest rate and FX revenue in the fourth quarter of 2014, $3.5 billion

weaker than $6.3 billion in the third quarter. Credit trading revenue fell $1.7 billion in the fourth quarter.

Compared to the fourth quarter of 2013, the $1.7 billion decline in trading revenue resulted from a $1.9 billion decline in credit trading

revenue, which more than offset smaller gains in combined interest rate and FX trading revenue.

For the full year, trading revenue for BHCs was $50.4 billion, down $3.3 billion (6.2%) from the same period in 2013, driven by a $2.8

Quarterly Holding Company Trading Revenue
in $ millions

4Q2014 3Q2014
Interest Rate -1,397 314
Foreign Exchange 4,243 5,984
Equity 2,947 3,044
Commodity & Other 954 1,136
Credit 13 1,690
Total HC Trading Revenue 6,761 12,169

source: YO
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Prior to the financial crisis, trading revenue at banks typically ranged from 60-80% of consolidated holding company trading revenue. Since

the financial crisis, and the adoption of bank charters by the former investment banks, the percentage of trading revenue at banks to
consolidated company revenue has generally fallen into a range of 30-50%. This decline reflects the significant amount of trading activity
by the former investment banks that, while included in holding company results, remains outside the insured commercial bank. More
generally, insured U.S. commercial banks and savings associations have more limited legal authorities than do their holding companies,

particularly in commodity and equity products.
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1 The ocC's Quarterly Report on Bank Trading and Derivatives Activities focuses on the activity and performance of insured U.S. commercial banks and savings associations. Discussion of
consolidated bank holding company (BHC) activity and performance is limited to this section, as well as the data in Table 2 and Graph 8.
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In the fourth quarter, banks generated 65.3% of consolidated company trading revenue, up from 46.6% in the third quarter. The increase
is due to weakness in combined interest rate and FX trading revenue at BHCs. Insured commercial bank revenue from interest rate and FX
products of $3.5 billion actually exceeded that of BHCs, which generated only $2.8 billion, helping to push bank trading revenue out of the
historical range compared to their holding companies.

Credit Risk

Credit risk is a significant risk in bank derivatives trading activities. The notional amount of a derivative contract is a reference amount that
determines contractual payments, but it is generally not an amount at risk. The credit risk in a derivative contract is a function of a number
of variables, such as whether counterparties exchange notional principal, the volatility of the underlying market factors (interest rate,
currency, commodity, equity or corporate reference entity), the maturity and liquidity of the contract, and the creditworthiness of the
counterparty.

Credit risk in derivatives differs from credit risk in loans due to the more uncertain nature of the potential credit exposure. With a funded
loan, the amount at risk is the amount advanced to the borrower. The credit risk is unilateral; the bank faces the credit exposure of the
borrower. However, in most derivatives transactions, such as swaps (which make up the bulk of bank derivative contracts), the credit
exposure is bilateral. Each party to the contract may (and, if the contract has a long enough tenor, probably will) have a current credit
exposure to the other party at various points in time over the contract’s life. Moreover, because the credit exposure is a function of
movements in market factors, banks do not know, and can only estimate, how much the value of the derivative contract might be at various
points of time in the future.

Measuring credit exposure in derivative contracts involves identifying those contracts where a bank would lose value if the counterparty to a
contract defaulted today. The total of all contracts with positive value (i.e., derivatives receivables) to the bank is the gross positive fair
value (GPFV) and represents an initial measurement of credit exposure. The total of all contracts with negative value (i.e., derivatives
payables) to the bank is the gross negative fair value (GNFV) and represents a measurement of the exposure the bank poses to its
counterparties.

Gross Positive Fair Values Gross Negative Fair Values
in $ billions
sQ2014 302014 Chaod A% YV YN%  aq01s 3a2014 gl (G 402013 guancd cuord
ange  Change 4Q2013  Change Change
Interest Rate 3,008 2,554 455 18% 2,821 187 % 2,948 2,489 460 18% 2,750 198 7%
Foreign Exchange 643 623 19 3% 452 191 42% 647 610 37 6% 446 202 45%
Equity 95 94 1 1% 100 -5 -5% 91 95 -4 -4% 100 -9 -9%
Commodities 7 44 27 61% 41 30 75% 74 44 31 70% 39 35 90%
Credit 180 169 " 7% 186 -6 -3% 169 165 5 3% 183 -13 7%
Total Fair Value 3,997 3,485 513 15% 3,600 397 1% 3,931 3,402 528 16% 3,518 412 12%

Source: call reports

GPFV (i.e., derivatives receivables) increased by $0.5 trillion (14.7%) in the fourth quarter to $4.0 trillion, driven by a surge in receivables
($0.5 trillion, or 17.8%) from interest rate contracts, as longer-term interest rates fell sharply during the quarter. Receivables from interest
rate contracts, which make up 75.3% of gross derivatives receivables (and hence are the dominant source of credit exposure), increased
17.8% to $3.0 trillion. Because banks hedge the market risk of their derivatives portfolios, the change in GPFV was matched by a similar
increase in GNFVs (i.e., derivatives payables). Derivatives payables increased $0.5 trillion (15.5%) to $3.9 trillion, driven by a $0.5 trillion
increase in payables on interest rate contracts.

A legally enforceable netting agreement with a counterparty creates a single legal obligation for all transactions (called a “netting set”)
under the agreement. Therefore, when banks have such agreements with their counterparties, contracts with negative values (an amount
a bank would pay to its counterparty), can offset contracts with positive values (an amount owed by the counterparty to the bank), leaving
a NCCE as shown in the example below:

Bank A Portfolio with Counterparty B # of Contracts Value of Contracts Credit Measure/Metric

Contracts With Positive Value to Bank A 6 $500 Gross Positive Fair Value

Contracts With Negative Value to Bank A 4 $350 Gross Negative Fair Value

Total Contracts 10 $150 Net Current Credit Exposure (NCCE)
to Bank A from Counterparty B

Most, but not necessarily all, derivatives transactions a bank has with an individual counterparty are subject to a legally enforceable netting
agreement. For example, some transactions may be subject to the laws of a jurisdiction that does not provide legal certainty of netting
agreements, in which case banks must regard such transactions as separate from the netting set. Other transactions may involve non-
standard contractual documentation. Transactions that are not subject to the same legally enforceable netting agreement become unique
“netting sets” that have distinct values that cannot be netted, and for which the appropriate current credit measure is the gross exposure to
the bank, if that amount is positive. In some cases, transactions that fall under separate netting sets may be tied together under a
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separate legally enforceable netting agreement. While banks can net exposures within a netting set under the same netting agreement,
they cannot net exposures across netting sets without a separate legally enforceable netting agreement. As a result, a bank’s NCCE to a
particular counterparty equals the sum of the credit exposures across all netting sets with that counterparty. A bank’s NCCE across all
counterparties equals the sum of its NCCE to each of its counterparties.

NCCE is the primary metric used by the OCC to evaluate credit risk in bank derivatives activities. NCCE for insured U.S. commercial banks
and saving associations increased $46.5 billion (11.7%) to $444.7 billion in the fourth quarter.?  NCCE peaked at $804 billion at the end of
2008, during the financial crisis, when interest rates had plunged and credit spreads were very high. While interest rates are still very low,
they have remained low for a long period of time, during which substantial growth in notionals has occurred at those low rates, and longer-
tenor contracts have become shorter-tenor contracts . Each of these factors has narrowed the difference between very low current market
swap rates and prevailing swap rates in dealers’ interest rate books, which creates credit exposure. The significant decline in NCCE since
2008 results from sharp declines in the GPFV of interest rate and credit contracts. GPFV from interest rate contracts has fallen from $5.1
trillion at the end of 2008 to $3.0 trillion currently. The yield on the 10-year Treasury note has generally been below 3% since the fourth
quarter of 2008, at the peak of the financial crisis. At December 31, 2014, exposure from credit contracts of $180.0 billion is $920.0 billion
lower (83.6%) than $1.1 trillion at December 31, 2008.

NCCE
in $ billions
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Source: call reports (pre-2Q 2009, schedule RC-R; 2Q 2009 onwards, schedule RC-L)

in $ billions

QQ QQ %

402014 3Q2014 ol e

Total Fair Value 3,997 3,485 512.5 14.7%
NCCE 445 398 46.5 11.7%
Netting Benefit 3,652 3,086 466.0 15.1%
Netting Benefit % 89 89 0.3 0.3%
10-Year Interest Rate Swap (%) 2.3 26 -0.3

Dollar Index Spot 90 86 4 5
Credit Derivative Index - North America IG (bps) 66 65 1 2
Credit Derivative Index - High Volatility (bps) 170 114 56 49

Note: Numbers may not add due to rounding.

Legally enforceable netting agreements allowed banks to reduce GPFV exposures by 88.9% ($3.6 trillion) in the fourth quarter.

The distribution of NCCE in the banking system is concentrated in banks/securities firms (53.4%) and corporations (38.1%). Exposure to
hedge funds, sovereign governments and monoline financial firms is very small (8.5% in total). However, the sheer size of aggregate
counterparty exposures results in the potential for major losses, even in sectors where credit exposure is a small percentage of the total.
For example, notwithstanding the minimal share of NCCE to monolines, banks suffered material losses on these exposures during the credit
crisis. Because banks have taken credit charges (via credit valuation adjustments) to completely write down their monoline exposures,
current credit exposures to monolines are now virtually 0% of total NCCE. Sovereign credit exposures are also a small component (6.5%)
of NCCE and, like monoline exposures before the financial crisis, are largely unsecured. Sovereign exposures are an increasing area of
focus for bank supervisors as they review counterparty credit risk.

2 Banks report NCCE in two different sections (RC-R and RC-L) of the call report, and the amounts reported are typically different. In the past, this report has used the amount from RC-
R. Effective with the second quarter report, it uses the amount from Schedule RC-L, which is a more comprehensive measure of NCCE. A major difference between the two measures is
that RC-R excludes credit exposure from OTC derivatives not subject to risk-based capital standards (e.g., exchange-traded contracts and written options).
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Corp and All
Banks & Monoline Sovereign Other
Securities Firms  Financial Firms Hedge Funds Governments Counterparties
2014 Q4 53% 0% 2% 6% 38%
Q3 54% 0% 2% 7% 36%
2013 Q4 57% 0% 2% 7% 34%
2012 Q4 57% 0% 1% 6% 34%

A more risk sensitive measure of credit exposure would also consider the value of collateral held against counterparty exposures.
Commercial banks and savings associations with total assets greater than $10 billion report the fair value of collateral held against various
classifications of counterparty exposure.

Reporting banks held collateral against 80.5% of total NCCE at the end of the fourth quarter, up from 80.0% in the third quarter, due to
slightly lower coverage of exposures to banks/securities firms and corporates. Credit exposures to banks/securities firms and hedge funds
remain very well secured; banks held collateral against 92.6% of their current exposure to banks and securities firms, down from 96.8% in
the third quarter. Collateral held against hedge fund exposures increased to 361.6% in the fourth quarter. Hedge fund exposures have
always been very well secured, because banks take “initial margin” on transactions with hedge funds, in addition to fully securing any
current credit exposure. Collateral coverage of corporate, monoline and sovereign exposures is much less than for financial institutions and
hedge funds, although coverage of corporate exposures has been increasing over the past several years. At the end of the fourth quarter,
banks held collateral against 61.6% of corporate counterparty exposures, up from 51.7% in the third quarter.

Fair Value of Collateral to Net Current Credit Exposure
FV Corp and All

FV Banks & FV Monoline FV Sovereign Other
Securities Firms Financial Firms Hegde Funds Governments Counterparties FVINCCE%
2014 Q4 93% 0% 362% 1% 62% 80%
Q3 97% 6% 342% 13% 52% 80%
2013 Q4 95% 7% 345% 14% 52% 80%
2012 Q4 9% 3% 387% 1% 46% 74%

Collateral quality held by banks is very high and liquid, with 75.7% held in cash (both U.S. dollar and non-dollar), and an additional 5.7%
held in U.S. Treasuries and government agencies. Supervisors assess changes in the quality of collateral held as a key early warning
indicator of potential easing in credit terms. Indeed, the quality of collateral held to secure derivatives exposures has slipped slightly over
the past year. “Other” collateral has increased from 13.7% in the fourth quarter of 2013 to 15.8% currently. Examiners review the
collateral management practices of derivatives dealers as a regular part of their ongoing supervision activities.

Fair Value of Collateral to Net Current Credit Exposure

U.S. Treas U.S. Gov't All Other

Cash U.S. Dollar Cash Other Securities Agency Corp Bonds Equity Securities Collateral

2014 Q4 44% 32% 3% 3% 1% 2% 16%
Q3 45% 33% 2% 3% 1% 2% 14%

2013 Q4 46% 30% 3% 3% 1% 2% 14%
2012 Q4 45% 32% 3% 6% 1% 1% 13%

Credit quality metrics for derivatives exposures improved in the fourth quarter, as charge-offs fell to pre-crisis level. Net charge-offs fell to
$7.8 million in the fourth quarter, the lowest since the first quarter of 2007, from $14.6 million in the third quarter. However, the number
of banks with charge-offs increased from 21 to 23. Net charge-offs in the fourth quarter of 2014 represented 0.002% of the NCCE from
derivative contracts. [See Graph 7.] For comparison purposes, Commercial and Industrial (C&I) loan net charge-offs increased $230.1
million, or 25.3%, to $1.1 billion. Net C&I charge-offs increased slightly from the third quarter at 0.067% of total C&I loans. Charge-offs of
derivatives exposures typically are associated with problem commercial lending exposures, where the borrower has an associated swap
transaction.

The level of charge-offs of derivatives credit exposures is typically much less than for C&l exposures. Two factors account for the
historically favorable charge-off performance of derivatives. First, the credit quality of the typical derivatives counterparty is higher than the
credit quality of the typical C&I borrower. Second, most of the large credit exposures from derivatives, whether from other dealers, large
non-dealer banks, or hedge funds, are collateralized daily, typically by cash and/or government securities.

Market Risk

Value-at-Risk

Banks control market risk in trading operations primarily by establishing limits against potential losses. VaR is a statistical measure that
banks use to quantify the maximum expected loss, over a specified horizon and at a certain confidence level, in normal markets. It is
important to emphasize that VaR is not the maximum potential loss; it provides a loss estimate at a specified confidence level. A VaR of
$50 million at 99% confidence measured over one trading day, for example, indicates that a trading loss of greater than $50 million in the
next day on that portfolio should occur only once in every 100 trading days under normal market conditions. Since VaR does not measure
the maximum potential loss, banks stress test trading portfolios to assess the potential for loss beyond the VaR measure. Banks and
supervisors have been working to expand the use of stress analyses to complement the VaR risk measurement process banks typically use
to assess a bank’s exposure to market risk.



in $ millions

BANK OF MORGAN

JPMORGAN CITIGROUP AMERICA  GOLDMAN STANLEY TOTAL
Q4'14 39 120 61 61 48 329
Q3'14 36 121 56 68 42 323
Q/Q Change 3 -1 5 -7 6 6
Q/Q % Change 8 -1 9 -10 14 2
Equity Capital 232,065 210,534 243,471 82,797 73,570 842,437
2014 Net Income 21,762 7,313 23,057 8,477 6,137 66,746
Avg VaR/Equity 0.02% 0.06% 0.02% 0.08% 0.06% 0.04%
Avg VaR/Net Income 0.17% 1.65% 0.24% 0.80% 0.68% 0.48%

Source: 10K & 10Q Securities and Exchange Commission (SEC) Reports.

The large trading banks disclose average VaR data in published financial reports. To provide perspective on the market risk of trading
activities, it is useful to compare the VaR numbers over time, and to equity capital and net income. As shown in the table above, market
risks reported by the five largest banking companies, as measured by VaR, are small as a percentage of their capital. Because of mergers,
and VaR measurement systems incorporating higher volatility price changes throughout the credit crisis (compared to the very low volatility
environment prior to the crisis), bank VaR measures had generally increased throughout the credit crisis. After the peak of the financial
crisis, as more normal market conditions emerged and Federal Reserve policy accommodation continued, volatility declined and bank VaR
measures have broadly trended lower.

VaR measures are not comparable across firms, due both to methodological differences in calculating VaR, as well as differences in the
scope of coverage. These differences can result in materially different VaR estimates across firms, even for the same portfolios. When
assessing trading risk in the banking system, it is therefore appropriate to review the trend in VaR at individual firms, not in aggregate
across firms.

Because of methodological differences in calculating VaR, readers are cautioned that a higher VaR figure at a particular bank may not
necessarily imply that the bank has more trading risk than another bank with a lower VaR. For example, JPMorgan, Goldman Sachs and
Morgan Stanley calculate VaR using a 95% confidence interval. If those firms used a 99% confidence interval, as does Bank of America and
Citigroup, their VaR estimates would be meaningfully higher. The data series used to measure risk also is an important factor in the
calculated risk measure. The VaR measure for a single portfolio of exposures will be different if the historical time period used to measure
risk is not the same. Firms using a longer period over which to measure risk may include the higher volatility period of the financial crisis,
and therefore their measured VaR will be higher than firms that use a less volatile data series. Indeed, one major reason for the decline in
VaR at large trading firms is the sharply lower volatility environment that has prevailed since the end of the financial crisis. While some
firms may have reduced their appetite to take market risk, consistent with tepid client demand and regulatory changes, the material decline
in measured risk across the banking industry is largely a function of the sustained, extremely low, volatility environment. The chart below
of the VIX index, which measures the market’'s expectation of stock market volatility of S&P 500 index options over the next 30-day period,
illustrates that there has been an extended period of low volatility, although volatility has increased during the last two quarters.
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Source: Bloomberg

The scope of coverage of the VaR measure is also important when reviewing risks across institutions. Some firms disclose VaR based only
on their trading/intermediation activity, while others also include risks from hedging mortgage-servicing assets, fair value option portfolios,
and asset/liability management activities.



The chart below illustrates the trend over the past five quarters in average VaR at each of the large trading companies. Average VaR
increased for three of the five large trading companies in the fourth quarter.

Value-at-Risk
in $ millions

150

100

~
50 —
— i ~—

2013 Q1 2013 Q2 2013 Q3 2013 Q4 2014 Q1 2014 Q2 2014 Q3 2014 Q4

Source: 10K & 10Q Securities and Exchange Commission (SEC) Reports.
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To test the effectiveness of VaR measurement systems, trading institutions track the number of times that daily losses exceed VaR
estimates. Under the Market Risk Rule, which establishes regulatory capital requirements for U.S. commercial banks and savings
associations with significant trading activities, a bank’s capital requirement for market risk is based on its VaR measured at a 99%
confidence level and assuming a 10-day holding period. Banks back-test their VaR measure by comparing the actual daily profit or loss to
the VaR measure. The results of the back-test determine the size of the multiplier applied to the VaR measure in the risk-based capital
calculation. The multiplier adds a safety factor to the capital requirements. An “exception” occurs when a dealer has a daily loss in excess
of its VaR measure. Some banks disclose the number of such “exceptions” in their published financial reports. Because of the unusually
high market volatility and large write-downs in Collateralized Debt Obligations during the financial crisis, as well as poor market liquidity, a
number of banks experienced back-test exceptions and therefore an increase in their capital multiplier. Currently, however, none of the top
5 trading banks are required to hold additional capital for market risk due to back-test exceptions.

Level 3 Trading Assets

Another measure used to assess market risk is the volume of, and changes in, level 3 trading assets. Since the peak of the financial crisis at
the end of 2008, major dealers have sharply reduced the volume of level 3 trading assets. Because the fair value of these illiquid exposures
cannot be determined by using observable measures, such as market prices, banks estimate them using pricing models. Level 3 assets held
by the top 4 trading banks peaked at $166 billion at the end of 2008. At the end of the fourth quarter of 2014, the top 4 trading banks held
$58.0 billion of level 3 assets, up 3.0% from the third quarter, but 65.1% lower ($108 billion) than the peak level from 2008.

Level 3 Assets at the Top 4 Banks
in $ millions
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Credit Derivatives

The secular trend toward declining notional amounts of credit derivatives continued in the third quarter, with notionals falling another $959
billion (9.2%) to $9.4 trillion. Contracts referencing non-investment grade entities were little changed while contracts referencing
investment grade firms decreased $869 billion. The decline in total credit derivatives in the fourth quarter is the eleventh in the past
thirteen quarters. Credit derivatives outstanding remain well below the peak of $16.4 trillion in the first quarter of 2008. From year-end
2003 to 2008, credit derivative contracts grew at a 100% compounded annual growth rate. Industry efforts to eliminate offsetting trades



(“trade compression”), as well as reduced demand for structured products, has led to a decline in credit derivative notionals. Tables 11 and
12 provide detail on individual bank holdings of credit derivatives by product and maturity, as well as the credit quality of the underlying
reference entities. As shown in the first chart below, credit default swaps are the dominant product at 96.1% of all credit derivatives
notionals. [See charts below, Tables 11 and 12, and Graph 14.]

Credit Derivatives Composition by Product Type Credit Derivatives Composition by Maturity & Quality of
Underlying Reference Entity
in $ billions in $ billions

Other Credit Derivatives

Sub Investment Grade: > 5 yrs

i . 41
Credit Options Total Return Swaps 140

205 122

Sub Investment Grade: 1-5 yrs
1,887

Investment Grade: < 1 yr
1,375

Sub Investment Grade:
658

Investment Grade: > 5 yr:
382

Investment Grade: 1-5 yrs
Credit Default Swaps 5,007
9,080

Source: call reports

Contracts referencing investment grade entities with maturities from 1-5 years, which fell by $715 billion (12.5%) in the quarter, represent
the largest segment of the market at 53.0% of all credit derivatives notionals, down 2.0% from last quarter. Contracts of all tenors that
reference investment grade entities are 71.6% of the market. [See chart on right above.]

The notional amount for the 48 insured U.S. commercial banks and savings associations that sold credit protection (i.e., assumed credit risk)
was $4.7 trillion, down $473.9 billion (9.2%) from the third quarter. The notional amount for the 32 banks that purchased credit protection
(i.e., hedged credit risk) was $4.8 trillion, $485.5 billion lower (9.2%) than in the third quarter. [See Tables 1, 3, 11 and 12 and Graphs 2,
3and 4.]

Notionals

Changes in notional amounts are generally reasonable reflections of business activity, and therefore can provide insight into potential
revenue and operational issues. However, the notional amount of derivative contracts does not provide a useful measure of either market
or credit risks.

The notional amount of derivative contracts held by insured U.S. commercial banks and savings associations in the fourth quarter decreased
by $19.0 trillion (7.9%) to $220.4 trillion, led by a $17.0 trillion decline in interest rate notionals. On a product basis, the decrease in
notionals resulted from a decrease in swaps contracts of $13.2 trillion.

The general decline in notionals since 2011 has resulted from trade compression efforts, as well as the lower volatility environment, which
has led to less need for risk management products. Trade compression continues to be a significant factor in reducing the amount of
notional derivatives outstanding. Trade compression aggregates a large number of swap contracts with similar factors, such as risk or cash
flows, into fewer trades. Compression removes economic redundancy in a derivatives book and reduces both operational risks and capital
costs for large dealers.

The four banks with the most derivatives activity hold 92.3% of all derivatives, while the largest 25 banks account for nearly 100% of all
contracts. [See Tables 3, 5 and Graph 4.]
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Interest rate contracts continue to represent the lion’s share of the derivatives market at 78.9% of total derivatives. FX and credit
derivatives are 15.1% and 4.3% of total notionals, respectively. Commodity and equity derivatives collectively are less than 2% of total
notional derivatives.

in $ billions

Q/Q Q/Q % YIY YIY %

4Q2014 3Q2014 Change Change 4Q2013 Change Change

Interest Rate 173,940 190,894 -16,955 -8.9% 193,081 -19,142 -9.9%
Foreign Exchange 33,183 34,400 -1,217 -3.5% 28,480 4,703 16.5%
Equity 2,577 2,317 260 11.2% 2,028 549 27.1%
Commodity 1,211 1,327 -116 -8.8% 1,209 2 0.2%
Credit Derivatives 9,449 10,408 -959 -9.2% 11,191 -1,742 -15.6%
Total Notional 220,360 239,347 -18,988 -7.9% 235,989 -15,629 -6.6%

Swap contracts continue to represent the bulk of the derivatives market for insured commercial banks at $135.2 trillion, or 61.3% of all
notionals.

in $ billions

Q/Q QQ % YIY YIY %

4Q2014 3Q2014 Change Change 4Q2013 Change Change

Futures & Forwards 43,368 45,059 -1,691 -4% 40,027 3,341 8%
Swaps 135,168 148,329 -13,161 -9% 152,467 -17,299 -11%
Options 32,375 35,552 -3,177 -9% 32,305 70 0%
Credit Derivatives 9,449 10,408 -959 -9% 11,191 -1,742 -16%

Total Notional 220,360 239,347 -18,988 -8% 235,989 -15,629 -71%



GLOSSARY OF TERMS

Bilateral Netting: A legally enforceable arrangement between a bank and a counterparty that creates a single legal obligation covering all
included individual contracts. This means that a bank’s receivable or payable, in the event of the default or insolvency of one of the parties,
would be the net sum of all positive and negative fair values of contracts included in the bilateral netting arrangement.

Credit Derivative: A financial contract that allows a party to take, or reduce, credit exposure (generally on a bond, loan or index). Our
derivatives survey includes over-the-counter (OTC) credit derivatives, such as credit default swaps, total return swaps, and credit spread
options.

Derivative: A financial contract whose value is derived from the performance of underlying market factors, such as interest rates, currency
exchange rates, commodity, credit, and equity prices. Derivative transactions include a wide assortment of financial contracts including
structured debt obligations and deposits, swaps, futures, options, caps, floors, collars, forwards and various combinations thereof.

Gross Negative Fair Value (GNFV): The sum total of the fair values of contracts where the bank owes money to its counterparties,
without taking into account netting. This represents the maximum losses the bank’s counterparties would incur if the bank defaults and
there is no netting of contracts, and no bank collateral was held by the counterparties. Gross negative fair values associated with credit
derivatives are included.

Gross Positive Fair Value (GPFV): The sum total of the fair values of contracts where the bank is owed money by its counterparties,
without taking into account netting. This represents the maximum losses a bank could incur if all its counterparties default and there is no
netting of contracts, and the bank holds no counterparty collateral. Gross positive fair values associated with credit derivatives are included.

Net Current Credit Exposure (NCCE): For a portfolio of derivative contracts, NCCE is the gross positive fair value of contracts less the
dollar amount of netting benefits. On any individual contract, current credit exposure (CCE) is the fair value of the contract if positive, and
zero when the fair value is negative or zero. NCCE is also the net amount owed to banks if all contracts were immediately liquidated.

Notional Amount: The nominal or face amount that is used to calculate payments made on swaps and other risk management products.
This amount generally does not change hands and is thus referred to as notional.

Over-the-Counter Derivative Contracts: Privately negotiated derivative contracts that are transacted off organized exchanges.

Potential Future Exposure (PFE): An estimate of what the current credit exposure (CCE) could be over time, based upon a supervisory
formula in the agencies’ risk-based capital rules. PFE is generally determined by multiplying the notional amount of the contract by a credit
conversion factor that is based upon the underlying market factor (e.g., interest rates, commodity prices, equity prices, etc.) and the
contract’s remaining maturity. However, the risk-based capital rules permit banks to adjust the formulaic PFE measure by the “net to gross
ratio,” which proxies the risk-reduction benefits attributable to a valid bilateral netting contract. PFE data in this report uses the amounts
upon which banks hold risk-based capital.

Total Credit Exposure (TCE): The sum total of net current credit exposure (NCCE) and potential future exposure (PFE).
Total Risk-Based Capital: The sum of tier 1 plus tier 2 capital. Tier 1 capital consists of common shareholders’ equity, perpetual
preferred shareholders’ equity with noncumulative dividends, retained earnings, and minority interests in the equity accounts of

consolidated subsidiaries. Tier 2 capital consists of subordinated debt, intermediate-term preferred stock, cumulative and long-term
preferred stock, and a portion of a bank’s allowance for loan and lease losses.

11



Graph 1
Derivative Notionals by Type

Insured U.S. Commerical Banks and Savings Associations
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Data Source: call reports

2013 Q1 2014 Q1

2014
Q2 Q3
236,713 239,347
221,983 225,207
3,903 3,732
10,827 10,408

2015 Q1

Q4
220,360
206,992

3,919
9,449



Graph 2
Derivative Contracts by Product
Insured U.S. Commercial Banks and Savings Associations
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in $ billions
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Q4 Q4 Q4 Q4 Q4 Q4 Q4 Q4 Q4 Q4 Q4 Q1 Q2 Q3 Q4
Futures & Forwards 11,406 11,370 12,057 14,882 18,867 22,529 29,652 35,539 37,469 41,621 40,027 42,479 45,264 45,059 43,368
Options 14,616 17,754 18,858 26,277 27,727 29,747 31,884 32,078 32,505 30,375 32,305 34,083 34,111 35,552 32,375
Total Swaps 44,090 56,411 64,712 81,340 103,102 143,111 139,138 149,331 146,266 136,608 152,467 141,282 146,512 148,329 135,168
Credit Derivatives 0 0 0 9,020 15,863 16,029 14,112 14,151 14,759 13,190 11,191 11,165 10,827 10,408 9,449
Total Deriv Notionals 70,112 85,536 95,627 131,519 165,559 211,416 214,786 231,099 230,998 221,794 235,989 229,009 236,713 239,347 220,360

*Notional amount of total: futures, exchange traded options, over the counter options, forwards and swaps.
Note: Numbers may not add due to rounding
Data Source: call reports



Graph 3
Derivatives Contracts by Type
Insured U.S. Commercial Banks and Savings Associations
2003 2004 2005 2006 2007 2008
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*Notional amount of total: futures, exchange traded options, over the counter options, forwards, and swaps.
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Graph 4
Four Banks Dominate in Derivatives
Insured U.S. Commercial Banks and Savings Associations
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in $ billions
$ Top 4 Banks $ All Banks
Futures & Forwards 38,904 Futures & Forwards 43,368
Total Swaps 125,203 Total Swaps 135,168
Options 30,232 Options 32,375
Credit Derivatives 9,145 Credit Derivatives 9,449
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*Notional amount of total: futures, exchange traded options, over the counter options, forwards, and swaps.
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Graph 5

Credit Exposure to Risk-Based Capital
Top 4 Insured U.S. Commercial Banks and Savings Associations by Derivative Holdings
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2014

2009 2010 2011
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JPMorgan Chase Bank NA 323 283 290 265 266 257 267 265 275 274 285
Bank of America NA 173 140 137 153 164 166 177 174 182 182 187
Citibank NA 213 209 203 180 180 171 197 182 185 203 195
Goldman Sachs 1,048 921 858 766 666 685 638 628 781 788 801
TOTAL 401 356 344 310 285 287 282 278 304 310 313

Bank of America NA
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Note: The methodology to calculate the Credit Risk Exposure to Capital ratio for the Top 4 category uses a weighted average of total current credit exposure.
Data Source: call reports



Graph 6
Netting Benefit: Amount of Gross Credit Exposure Eliminated Through Bilateral Netting
Top 4 Insured U.S. Commercial Banks and Savings Associations by Derivative Holdings
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Graph 7

Quarterly (Charge-Offs)/Recoveries from Derivatives
Insured U.S. Commercial Banks and Savings Associations with Derivatives
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Graph 8
Quarterly Charge-Offs

Insured U.S. Commercial Banks and Savings Associations with Derivatives Compared with Holding Companies
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