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Introduction

JPMorgan Chase & Co. (JPMC) is pleased to provide comments on the Notice of
Proposed Rulemaking (NPR) which proposes modifications to the 1996 Market Risk
Amendment (MRA) as published in the Federal Register on September 25th, 2006. We
are also including our comments on related reporting requirements in Appendix A.

While the proposed changes apply to all banking organizations subject to the Market Risk
Amendment, they are the result of the joint work of the Basel Committee on Banking
Supervision (BCBS) and the International Organization of Securities Commissions
(I0SCO) in connection with the new Basel IT Capital Accord (the Accord)', which
culminated in the July 2005 publication of “The Application of Basel 1I to Trading
Activities and the Treatment of Double Default Effects”. Revisions to the MRA were
undertaken in conjunction with the development of new risk-based capital framework
known as Basel II. In addition to the Market Risk NPR, a separate Basel II NPR
covering credit and operational risk was concurrently published in the Federal Register.

JPMC is currently subject to the MRA and thus the proposed revisions to the Market Risk
Rules would apply.

' “International Convergence of Capital Measurements and Capital Standards, A Revised Framework”,
Basel Committee on Banking Supervision, June 2004, updated Nov. 13, 2005.
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We will be providing separate comment letters on the Basel [I NPR and other related
Basel 11 reporting requirements. In addition, we will be submitting comments on the
related Basel 1A” proposal. Although each of these comment letters is intended as a
stand-alone document, we request the agencies incorporate by way of reference our other
comment letters as part of our response to this request for comment.

As a large, internationally active banking organization, JPMC is a “core bank™ that will
be required to implement the U.S. version of the advanced approaches® described in the
Basel II NPR rather than continue under the existing risk-based capital rules (Basel P).

JPMC has fully and consistently supported the goals of capital adequacy reform: to create
a more risk-sensitive capital framework and provide incentives for banking organizations
to improve their risk management and measurement practices. JPMC remains strongly
supportive of these goals and has made substantial investments to implement Basel 11
requirements, together with supporting systems and processes, over the past three years.
We have developed a robust implementation plan designed to meet all qualification
requirements at the earliest permissible date and continue to devote considerable
resources to this ongoing effort.

Below is JPMC’s response to the agencies’ specific request for comment related to the
proposed Market Risk NPR.

A. EXECUTIVE SUMMARY

Banking organizations subject to the MRA, and particularly those adopting the more
advanced Basel II approaches, should not be unduly burdened by the additional
constraints imposed in the NPR. JPMC believes risk should not be segregated into
separate components (e.g. VaR, specific risk and incremental default risk). Instead, we
support a comprehensive risk framework for regulatory capital that calculates “total risk”
for an organization inclusive of all relevant risk factors and measures.

The following are the key elements of the NPR that we believe require significant
modification.

% “Basel 1A” regulations refer to the modifications to the existing Basel I regulations as proposed in a
separate NPR.

3 “Core bank” refers to any banking organization with either consolidated total assets of $250 billion or
more or on-balance sheet foreign exposure of $10 billion or more that is required to adopt the Advanced
Capital Adequacy Framework.

* “Advanced approaches™ refer to the Advanced Internal Ratings Based (A-IRB) and Advanced
Measurement Approach (AMA) for credit and operational risk, respectively.

* “Basel I" regulations refer to the current general risk-based capital regulations in the U.S., which

represent the U.S. implementation of the original 1988 Basel Accord and subsequent modifications to date
as published by the U.S. agencies.



















































