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J.P. MORGAN CAPITAL FINANCING LIMITED
Directors’ report for the year ended 31 December 2012

The directors present their report and the audited consolidated financial statements of JP Morgan Capital
Financing Limited (the “Company”) and the Group for the year ended 31 December 2012 The Company's
registration number I1s 2290621 The Company 1s part of JPMorgan Chase & Co group (the “JPMC
Group™)

Principal activities

During the year, the Group through its subsidiary undertakings, held financial instruments and provided
loans and funding comrmitments to JPMC Group entities and to a vanety of commercial enterpnses

Review of business

The directors were satisfied with the performance of the Group

Principal risks and uncertainties

Whilst management of the Group's nsks and uncertainties 1s integrated with that of the wider JPMC Group, the
Group also manages certain nsks at a legal entity level as described in the financial nsk management note to the
financial statements

Key performance indicators (KPIs)

The results are monitored against expectations of the business actvites The board of directors monitors
progress on the performance of the Group by reference to the following KPls

2012 2011
Operating income vanance (%) (25) (43)
Qperating margin (%) 343 107
Total assets vanance (%) (14) 3

A more detailed description of the Group key performance indicators may be found within the JPMC Group
annual report

Business environment, strategy and future outlook

The directors expect that the existing business will continue and there will be additional business
opportunities for the Group to broaden its portfolio of activites

Results and dividends

The results for the year show the Group’s profit for the financial year after taxation 1s $50 3 million (2011
$17 9 milhon)

The Company received dividends of $11 03m (2011 $0 97m} during the year This includes $10 89m
(2011 nil) from J P Morgan Secunties plc

No dividends have been patd or proposed dunng the year (2011 nl)
Share capital and reserves

The 1ssued share captal of the Company as at 31 December 2012, and matters relating thereto, are set
out In note 25 to the financial statements

Total share capital and reserves of the Group amounted to $1,270 7 mdtion as at 31 December 2012
(2011 $1,184 5 million)




J.P. MORGAN CAPITAL FINANCING LIMITED
Directors’ report for the year ended 31 December 2012 (continued)

Directors

The directors of the Company who served dunng the year and up to the date of signing the financial
statements were as follows

I R Lyall Resigned 3 September 2013
FMP Mouchel

NJD Collett Resigned 4 January 2013
SM White Appointed 7 January 2013

Statement of directors’ responsibilities

The directors are responsible for prepanng the Directors’ Report and the financial statements in
accordance with applicable law and regutations

Company Law requires the directors to prepare financial statements for each financial year Under that law

the directors have elected to prepare the financial statements in accordance with United Kingdom

Generally Accepted Accounting Practice {United Kingdom Accounting Standards and applicable law) I
Under company law the directors must not approve the financial statements unless they are satisfied that !
they give a true and fair view of the state of affairs of the Company and the Group and of the profit or loss [
of the Group for that pertod  In preparing these financial statements, the directors are required to

select suitable accounting policies and then apply them consistently,
make Judgements and accounting estimates that are reasonable and prudent,
state whether applicable UK accounting standards have been followed, subject to any matenal
departures disclosed and explained in the financial statements,

» prepare the financial statements on the going concern basis unless it 1s inapproprate to presume that
the Company and the Group will continue in business

The directors are responsible for keeping adeguate accounting records that are sufficient to show and
explain the Company's and the Group’s transactions and disclose with reasaonable accuracy at any time
the financial posihon of the Company and the Group and enable them to ensure that the financial
statements comply with the Companies Act 2006 They are also responsible for safeguarding the assets of
the Company and the Group and hence for taking reasonable steps for the prevention and detection of
fraud and other uregulanties

Disclosure of information to auditors

Each person who 1s a director of the Company at the date of approval of this report confirms that

+ sofar as the director is aware, there I1s no relevant audit information (as defined in the Companies Act
2006) of which the Company’s auditors are unaware, and

+ each director has taken all the steps that he or she ought to have taken as a director to make himself
or herselt aware of any relevant audit information and to establish that the Company’s auditors are
aware of that information

Qualitying third party indemnity provisions !

Anindemnuty 1s provided to the directors of the Company under the by-laws of JPMorgan Chase & Co
agamnst habilies and associated costs which they could incur in the course of their duties to the Company
The indemnity remains in force at the date of these financial statements and a copy of the by-laws of
JPMorgan Chase & Co 1s kept at the registered cffice of the Company

Company secretary
The joint secretanes of the Company who served dunng the year were as follows

I R Lyall {Resigned 04 May 2012)
J P Morgan Secretaries (UK) Limited




J.P. MORGAN CAPITAL FINANCING LIMITED
Directors’ report for the year ended 31 December 2012 (continued)

independent auditors

The independent auditors, PncewaterhouseCoopers LLP, have expressed therr willingness to continue in
office

On behalf of 17?9 Bo;bd
purt——

Director [ F M P Mouchel

25 September 2013




Independent auditors’ report to the members of J.P. Morgan Capital Financing Limited

We have audited the Group and Parent Company financial statements (the “financial statements”) of J P
Morgan Capital Financing Limited for the year ended 31 December 2012 which comprise the
Consolidated Profit and Loss Account, the Consolidated and Company Balance Sheets, the Consolidated
Statement of Total Recognised Gains and Losses and the related notes The financial reporting
framework that has been applied in their preparation 1s applicable law and United Kingdom Accounting
Standards (United Kingdom Generally Accepted Accounting Practice)

Respective responsibilities of directors and auditors

As explained maore fully in the Statement of Directors’ Responsibilities set out on page 2, the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and
farr iew Our responsibility 1s to audit and express an opinion on the financial statements in accardance
with applicable law and International Standards on Auditing (UK and Ireland) Those standards require us
to comply with the Auditing Practices Board’s Ethical Standards for Auditors

This report, including the opinions, has been prepared for and only for the company’s members as a body
In accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose Wae do not,
In giving these opinicns, accept or assume responsibility for any other purpose or to any other person to
whom this report 1s shown or into whose hands tt may come save where expressly agreed by our prior
consent In writtng

Scope of the audit of the financial statements

An audit involves obtaining eévidence about the amounts and disclosures In the financial statements
sufficient to give reasonable assurance that the financial statements are free from material misstatement,
whether caused by fraud or error This includes an assessment of whether the accounting policies are
appropriate to the Group's and Parent Company’s circumstances and have been consistently applied and
adequately disclosed, the reasonableness of significant accounting estimates made by the directors, and
the overall presentation of the financial statements

Opinion on financial statements
In our opinion the financial statements
* give atrue and fair view of the state of the Group’s and the Parent Company's affairs as at 31
December 2012 and of the Group's profit for the year then ended,
= have been properly prepared in accordance with United Kingdom Generally Accepted Accounting
Practice, and
+ have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006
In our opinion the information given in the Directors’ Report for the financial year for which the financial
statements are prepared 15 consistent with the financial statements

Matters on which we are required to report by exception
We have nothing to report In respect of the following matters where the Companies Act 2006 requires us
to report to you if, in our opinion
¢ adequate accounting records have not been kept by the Parent Company, or returns adequate
for our audit have not been received from branches not visited by us, or
+ the Parent Company financial statements are not in agreement with the accounting records and
returns, or
certain disclosures of directors’ remuneration specified by law are not made, or
we have not received all the information and explanations we require for our audit

leoc

Janathan Holloway (Senior Statutory Auditor)
For and on behalf of PncewaterhouseCoopers LLP

E::;:rzz ﬁFoﬁns andgtatuto%d‘le;




J.P. MORGAN CAPITAL FINANCING LIMITED
Consolidated profit and loss account for the year ended 31 December 2012

Notes 2012 2011
$ 000 $'000
Operating income 4 14,279 18,061
Administrative expenses (209) {401)
Other income/(expenses) 5 24,566 1,677
Dividend income 11,030 97
Operating profit 49,666 20,434
Other interest recervable and similar income 6 3,564 3,920
Interest payable and similar charges 7 {2,787 {(3,796)
Provision for mpairment 19 1,029 {1,295)
Profit on ordinary actlvitles before taxation 8 51,492 19,263
Tax credit/(charge) on profit on ordinary activities 9 {1,180) (1,401}
Profit for the financilal year 50,312 17,862

Consolidated statement of total recognised gains and losses for the year ended
31 December 2012

Notes 2012 2011

$'000 $'000

Profit for the financial year 50,312 17.862

Movements In financial asset avallable-for-sale reserve 24 - {16,472)
Foretgn currency transiation adjustments 24 35,903 (482)

Total recognised galns and losses for the year 86,215 908

The protit for the year resuited from continuing operations
The reconciiation of movements in sharehclders’ funds duning the year 1s detailed in note 25

There are no matenal differences between the profit on ordinary activities before taxation as stated above
and their historical cost equivalents

The notes on pages 8 to 24 form an integral part of the financial statements




J.P. MORGAN CAPITAL FINANCING LIMITED
Consolidated balance sheet as at 31 December 2012

Notes 2012 2011
$'000 $'000
Fixed assets
Intangible assets 10 - (24,419)
Investments in Group and affiiated undertakings 11 106,480 106,480
106,480 82,061
Current assets
Financiat assets designated at fair value through profit or loss 12 4177 8,132
Financial assets available-for-sale 15 42,400 40,417
Loans and recevables amounts falling due within one year 16 122,744 -
Loans and recevables amounts falling due after more than one year 17 148,461 542,473
Debtors 18 1,109,493 1,148,636
Other assets 20 384 825
Cash at bank and in hand 21 74,610 52,458
1,502,269 1,792,941
Creditors _amounts falling due within one year 22 (338,064) (690,261)
Net current agsets 1,164,205 1,102,680
Total assets less current liabilities 1,270,685 1,184,741
Creditors _amounts failing due after more than one year 22 - (271)_
Netassets === = e B 1,270,685 1,184,470
Capital and reserves
Called-up share capital 23 107 107
Other reserves 24 843,400 807,497
Profit and loss account 24 427,178 376,866
Total shareholders’ funds 25 1,270,685 1,184,470

On behalf of the Board.

=<

Director, F M P Mouchel

25 September 2013

The notes on pages 8 to 24 form an integral part of the financial statements




J.P. MORGAN CAPITAL FINANCING LIMITED
Company balance sheet as at 31 December 2012

Notes 2012 2011
$'000 $'000
Fixed assets
Investments in Group and affiliated undertakings 11 1,071,120 1,071,120
Current assets
Debtors 18 - 255
Cash at bank and in hand o o 21 35,411 23,884
35411 24,139
Creditors amounts falling due within one year 22 (97,383) (96,314)
Net current liabilitles (61,972) (72,175)
Total assets less current liabilitles 1,009,148 998,945
Net assets 1,009,148 998,945
Capital and reserves
Called-up share capital 23 107 107
Other reserves 24 938,913 938,913
Profit and loss account 24 70,128 59,925
Total shareholders’ funds 25 1,009,148 998,945

On behalf of the Board:

Director , F M P Mouchel

25 September 2013

The notes on pages 8 to 24 form an integral part of the financial statements




J.P. MORGAN CAPITAL FINANCING LIMITED
Notes to the financial statements for the year ended 31 December 2012

]

1.1

1.2

13

14

Accounting policies
Accounting convention

The consohdated financial statements have been prepared on the going concern basis and under the
historical cost convention, as modified by the revaluation of certain financial instruments, as explained in
the accounting policies below The consolidated financial statements have also been prepared in
accordance with applicable accounting standards in the United Kingdom and in accordance with the
requirements of the Companies Act 2006

In the opinton of the directors, disclosure of turnover 1s most appropriately represented for the Group by
operating income, comprising profits from trading activities, fees and commissions receivable, net gains or
losses from financial assets designated at fair value through profit or loss and interest income from loans
and receivables This represents an adaptation of the profit and loss account format laid down in Schedule
1, 1 2008/410 of The Large and Medium-sized Companies and Groups (Accounts and Reports)
Regulations 2008 due to the nature of the Group’s business

The directors have taken advantage of the exemption available under section 408 of the Companies Act
2006, and not presented a profit and 10ss account for the Company alane The Company made a profit of
$10 2 milion after taxation (2011 loss of $0 3 mllion)

The principal accounting policies which have been consistently applied throughout the year are as set out
below

Consolidation

The consolidated financial statements include the results of the Company and of its subsidiartes for the
year ended 31 December 2012 The results of subsidianes acquired or sold are included from the date of
acquisition or to the date of sale respectively All intra-group transactions, balances, and unrealised gains
on transactions between the Group companies are eliminated on consolidation Unrealised losses are also
elminated unless the transaction provides evidence of an impairment of the asset transferred

Cash flow statement

The Group has taken advantage of the provisions of FRS 1 ‘Cash Flow Statements (revised 1996)’, which
exempt the Group from preparation of a cash flow statement because it 1s at least a 90% owned subsidiary
of the group, JPMorgan Chase & Co whose financial statements are publicly avallable

Related party transactions
In accordance with the exemption afforded by FRS 8 ‘Related Party Disclosures’, certain details of

transactions with parent and fellow subsidiary companies are not disclosed as they are included in the
consolidated financial statements of the group, JPMorgan Chase & Co which are publicly available




J.P. MORGAN CAPITAL FINANCING LIMITED
Notes to the financial statements for the year ended 31 December 2012 (continued)

1 Accounting policies (continued)
1.5 Foreign currency translation

Monetary assets and habiliies in foreign currencies are translated into US dollars at rates of exchange
ruling on the balance sheet date Income and expense tems denominated in foreign currencies are
translated into US dollars at exchange rates prevailing at the date of the fransactions Any gains or losses
ansing on translation are taken directly to the profit and loss account

Non-monetary items denominated in foreign currencies that are stated at historical cost are transtated into
US dollars at the date of the transaction

Non-monetary tems denominated in foreign currencies that are stated at fair value are translated into US
dollars at foreign exchange rates ruling at the dates when the fair values were determined Translation
differences ansing on non-monetary items measured at fair value are recognised in the profit and loss
account except for differences ansing on non-monetary financial assets available-for-sale, which are
included in financial assets avallable-for-sale reserve

The assets, including related goodwill where applicable, and liabilities of foreign operations whose
functional currency 1s not US dollars, are translated into the Group’s presentation currency at the rate of
exchange ruling at the balance sheet date The results of foreign operations whose functional currency 1s
not US dollars are translated into US dollars at the average rates of exchange for the reporting period
Exchange differences ansing from the retranstation of opening foreign currency net investments, and
exchange differences anising from retransiation of the results for the reporting penod from the average rate
to the exchange rate prevailing at the period end, are recognised through the consolidated statement of
total recogrised gains and losses in the translation reserve On disposal of a foreigh operation, exchange
differences relating thereto and previously recogrised in reserve are recognised in the consaolidated profit
and loss account

The financial statements have been presented in US dollars as the directors are of the opinion that this 1s
the functional currency of the Company

Year end exchange rate (USD/GBP) 161530 (2011 1 53870)
Average rate for the year (USD/GBP) 159201 (2011 1 60851)

1.6 Income and expense recognition
Interest receivable and payable are recognised on an accruals basis

Fees and commissions are recognised when the undertying contract becomes legally binding or at the
agreed due date If later, unless a fee Is received relating to work to be completed in the future in which
case it 1s determined using the effective interest rate method

The effective interest rate 1s the rate that exactly discounts estimated future cash flows to the instrument's
initial carrying amount Calculation of the effective interest rate takes into account fees receivable, that are
an integral part of the instrument's yield, premiums or discounts on acquisition or Issue, early redemption
fees and transaction costs All contractual terms of a financial instrument are considered when estimating
future cash flows

Provisions for losses are determined by reference to specific loans and advances as and when considered
necessary, and take account of guarantees received (see 1 13 below)

Profits and losses resulting from the purchase and sale of secunties and the revaluation of financial
instruments are recognised as trading gains or losses on a trade date basis

Expenses are recognised when the underlying contract becomes legally binding or at the agreed due date
if later




J.P. MORGAN CAPITAL FINANCING LIMITED
Notes to the financial statements for the year ended 31 December 2012 (continued)

1 Accounting policies (continued)
1.7 Dividend recognition

Dividend income 1s recognised when the right to receive payment 1s established

Dmvidend distnibutions are recognised in the period in which they are declared and approved
1.8 Intangible assets

Goodwill represents the excess of cost over the farr value of the identifiable net assets of businesses
acquired Goodwill 1s capitalised as an intangible fixed asset and amortised on a straight-line basis over the
period that the directors estimate that the values of the undertying businesses acquired are expected to
exceed the value of the underlying assets

For the purpose of calculating goodwill, fair values of acquired assets and liabilites are determined by
reference to market prices

Negative goodwill up to the fair values of the non-monetary assets acquired i1s recognised in the
consolidated profit and loss account in the periods in which the non-monetary assets are disposed

1.9 Investments in Group and affiliated undertakings
investments in Group and affillated undertakings are held at cost less provision for any impairment
1.10 Financial assets and financial liabilities

The Group classifies its financial assets and financial hlabiities in the following categones financial assets
and financial iabiities held for trading, financial assets and financial habilities designated at farr value
through profit and loss, financial assets available-for-sale and loans and receivables The directors
determine the classification of its iInvestments at imhal recognition

The Group recognises a financial asset or a inancial lability on its balance sheet when 1t becomes party to
the contractual provisions of the instrument

Financial assets and financiat habilities held for trading

The Group constders a financial asset or financial hlability as held for trading if it 1s acquired or incurred
principally for the purpose of selling or repurchasing it in the near term, or forms part of a porttoho of
identified financial instruments that are managed together and for which there 1s evidence of a recent actual
pattern of short-term profit taking, or it is a denvative

Financial assets and financial habilites held for trading comprise both secunties and dernivatives These
instruments are either held for trading purposes or used for hedging certain assets, habihities, positions,
cash flows or anticipated transactions Included in financial assets held for trading are the reported
receivables (unrealised gains) and in iinancial habiities held for trading the reported payables (unrealised
losses) related to denivatives The instruments are initially recogrused at fair value in the balance sheet with
transaction costs being recorded in profit or loss and any gains or losses are taken directly to the
consolidated profit and loss account Subsaguently they are measured at fair value

Since both the securities and derivatives are managed on a unified basis as part of the trading strategy,
which includes hedging relationships between cash secunties and derivatives, it1s not meaningful to show
the gains and losses on the cash instruments separately from the gains and losses on the denvatives, the
net gain or loss Is reported as trading profits, in operating income

10




J.P. MORGAN CAPITAL FINANCING LIMITED
Notes to the financial statements for the year ended 31 December 2012 (continued)

1 Accounting policies (continued)

1.10 Financial assets and financial liabilities (continued)

Financial assets and financial iabilties designated at fair value through profit or loss

Financial assets and financial habilihes that the Group designates on initial recognition as being at fair
value through profit or loss are recognised at fair value, with transaction costs being recognised in profit or
loss and are subsequently measured at fair value Gains and losses on financial assets and financial
liabilities that are designated at fair value through profit or loss are recognised in profit or loss as they anse
A financial instrument may anly be designated at inception as held at fair value through profit or loss and
cannot subsequently be changed

Financial assets or financial labilies are designated as at fair value through profit or loss only if such
designation (a) elminates or significantly reduces a measurement or recognition inconsistency, or (b)
applies to a group of financial assets, financial habiliies or both that the Group manages and evaluates on
a fair value basis, or (¢} relates to an instrument that contains an embedded dervative unless the
embedded denvative does not significantly modify the cash flows required by the contract or when a similar
hybnd instrument i1s considered that separation of the embedded derivative I1s prohibited

Finarcial assets available-for-sale

Non derivative financial assets intended to be held for an indefinite pertod of time, which may be sold in
response to needs for kquidity or changes in rates, exchange rates or equity prices, are included withun the
financial assets available-for-sale category These are inthally recagnised at farr value plus directly related
transaction costs and subsequently measures at fair value Any changes in fair values of such assets
subsequent to initial recognition are reported as movements in financial assets avallable-for-sale reserve
unt the mvestment 1s sold, collected or otherwise disposed of, or the financial assets are considered
impaired, at which ime the cumulative gain or loss previously reported in the consolidated statement of
total recognised gains and losses Is included in the consolidated profit and loss account

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted 1n an active market except those that are classified as held for trading or designated at fair value
through profit or loss Loans and recevables are initially recognised at farr value including directly related
incremental transaction costs They are subsequently measured at amortised cost, using the effective
interest method less any imparrment losses They are derecognised when the nghts to receive cash flows
have expired or the Group has transferred substantially all the nsks and rewards of ownership

Derecognition of financral assets and financial iabilities

Financial assets are derecognised when the nght to receive cash flows from the assets has expired, or

when the Group has transferred its contractual nght to receive the cash flows of the financial assets, and

either

+ substantally all the nsks and rewards of ownership have been transferred, or

= substantially all the risks and rewards have neither been retained nor transferred but control i1s not
retained

Financial liabilities are derecognised when they are extinguished, that 1s when the obligation i1s discharged,
cancelled or expires

11




J.P. MORGAN CAPITAL FINANCING LIMITED
Notes to the financial statements for the year ended 31 December 2012 (continued)

1 Accounting policies (continued)

1.11 Fair value

Fair value ts the amount for which an asset could be exchanged, or a liability settied, between
knowledgeable, willing parties in an arm’s iength transaction

Fair values are determined by reference to observable market prices where available and reliable Fair
values of financial assets and financial lilabiliies are based on quoted market prices or dealer price
quotations for financial instruments traded in active markets For all other financial tnstruments where
representative market pnices for an instrument are not avallable or are unrehable because of poor iquidity,
the fair value 1s derived from prices for its components using appropnate pncing or valuation techniques
that are based on independently sourced market parameters Valuation techniques include net present
value techmques, the discounted cash flow method, companson to similar instruments for which market
observable prices exist and valuation models

1.12 Recognition of deferred day one profit and loss

The Group has entered inte transactions where fair value is determined using valuation models for which
not alt inputs are market observable prices or rates Such a financial instrument is initially recognised at the
transaction pnce, although the value obtained from the relevant valuatton model may differ The difference
between the transaction price and the model value, commonly referred to as ‘day one profit and loss’, is not
recognised immediately in profit and loss

The timing of recognition of deferred day one profit and loss 15 determined individually It 1s either amortised
over the life of the transaction, deferred until the instrument’s fair value can be determined using market
observable inputs, or realised through settlement The financial instrument 1s subsequently measured at farr
value, adjusted for the deferred day one profit and loss Subsequent changes in fair value are recognised
immediately in the consolidated profit and loss account without reversal of deferred day one profit and
losses

1.13 Impairment
Intangible and tangible fixed assets

Fixed assets are reviewed for impairment if there are events or changes in circumstances that indicate that
the carrying values may not be recoverable

The impairment review, which 1s conducted in accordance with the provisions of FRS 11 'Impairment of
Fixed Assets and Goodwill', compnses a comparnson of the carryaing amount of the fixed asset or goodwill
with its recoverable amount, which 1s the higher of net realisable value and value in use The carrying value
of fixed assets and gocdwill 1s written down by the amount of any impairment This write down 1s
recogrised in the pertod in which 1t occurs

12




J.P. MORGAN CAPITAL FINANCING LIMITED
Notes to the financial statements for the year ended 31 December 2012 (continued)

1 Accounting policies (continued)
1.13 Impairment (continued)
Financial assets

The Group assesses at each balance sheet date whether there 1s any objective evidence that a financial

asset or group of financial assets 1s impaired A financial asset or portfolio of financial assets 1s deemed to
be impaired if, and only i, there 1s objective evidence of impairment as a result of one or more events that
has occurred after the imitial recognition of the asset and that that loss event has an adverse impact on the
estimated future cash flows of the financial asset or group of financial assets that can be rehably estimated

When a dectine in the fair value of a financial asset available-for-sale has been recognised through the
consolidated statement of total recogmsed gains and losses and there 1s objective evidence that the asset
1s impaired, the cumulative loss that had been recognised through the consolidated statement of total
recognised gains and losses 1s removed from reserves and recognised in the consolidated profit or loss
account

The amount of the cumulative loss that 1s removed from reserves and recognised in profit or loss Is the
difference between the acquisition cost and current fatr value, less any impairment loss on that financial
asset previously recognised in the consolidated profit or loss account

Impairment losses recognised in prafit or loss for an investment in an equity instrument classified as
financial asset available for-sale are not reversed through the consolidated profit or loss account

1.14 Provisions for liabilities and charges

Provisions are recognised when the Group has a present legal or constructive obligation as a result of past
events, 1t 1s probable that an outflow of resources embodying economic benefits will be required to settle
the obligation, and a rehable estimate of the amount of the obligation can be made

1.15 Offsetting financial assets and liabilities
Financial assets and financial iabiliies are offset and the net amount reported in the balance sheet when
there 1s a legally enforceable nght to offset the recogrised amounts and there 1s an intention to setile on a
net basis or to realise the asset and settle the hability simultaneously

2 Segmental reporting
In the opinion of the directors, the Group conducts only one class of business, the provision of international
investment banking services Consequently any segmental analysis of the Group’s revenues and assets Is
deemed to be inappropriate

3 Directors’ emoluments and staff costs

The directors are employees of other companies in the JPMC Group and all expenses, including
remuneration, are patd by those compantes and not recharged

The directors do not consider that a significant element of their remuneration relates to the Group for the
current financial year

13




J.P. MORGAN CAPITAL FINANCING LIMITED
Notes to the financial statements for the year ended 31 December 2012 {continued)

4 Operating income

2012 2011
$'000 $°000
Trading profit 4,138 4,845
Fees and commussions recevable 474 981
Interest income from loans and receivables 8,325 10,456
Net gain from financial assets designated at fair value through profit or Joss 1,342 2,778
14,279 19,061
5 Other income/(expenses)

2012 2011
$'000 $'000
Foreign exchange transiation (loss)/ gain (358) 1,210
Other Income 505 467
White back of Goodwill 24,419 -
24,566 1,677

6 Other interest receivable and similar income
2012 2011
$'000 $'000
Other interest recevable and similar income 3,584 3,920

All other interest recevable and similar income 1s receivable from JPMC Group undertakings

7 Interest payable and similar charges

2012 2011
$'000 $'000
Interest payable and similar charges 2,787 3,796

All interest payable and similar charges are payable to JPMC Group undertakings

8 Profit on ordinary activities before taxation

2012 2011
$'000 $'000
Dunng the year, the Group obtained the following serwces from the Company's
auditors and its associates
Fees payable to the Company's auditor for the audit of Parent Company and
consolidated financial statements 16 16
Fees payable to the Company's auditor and its associates for the audit of the
Company's subsidianes pursuant to legisiation 56 39
72 55

The combined auditors’ remuneration of $72,000 (2011 $55,096) for the audit of the Parent Company and
consolidated financial statements and fees payable to the Company's auditor for the audit of the
Company's subsidianes pursuant to legislation s met by another JPMC Group company and not
recharged

14




J.P. MORGAN CAPITAL FINANCING LIMITED
Notes to the financial statements for the year ended 31 December 2012 (continued)

9

Tax on profit on ordinary activities

Group 2012 2011
$'000 $'000

(a) Anatysls of tax charge for the year:

Current taxation

UK Corporation tax on profit for the year 710 880

Overseas taxation 470 515

Adjustments In respect of previous years - 6

Total current tax (creditycharge for the year 1,180 1,401

(b) Factors affecting the current tax charge for the year

The current tax charge for the year differs from the standard rate of corporation tax in the UK of 24% reduced from

26 5% effective 1 Apnl 2012 The differences are explained below

Profit on ordinary activihes before taxation 51,492 19,263
Less IncomenotsubjecttoUKtaxaton . . . . (45649 (5000
46,927 14,262
Profit on ordinary activibes multiplied by the standard rate of corporation tax in the UK
(24 5%) (2011 26 5%) 11,497 3,779
Effects of
Non taxable income (8,709) (554)
Prior year losses utilised (2,302) {2,413)
Lossas surrendered for mil consideration 224 68
Overseas taxation 470 515
Adustments tn respect of previous years - L)
Current tax (creditycharge for the year 1,180 1,401
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J.P. MORGAN CAPITAL FINANCING LIMITED
Notes to the financial statements for the year ended 31 December 2012 (continued)

9 Tax on profit on ordinary activities (continued)

Company 2012 2011
$'000 $'000

(a) Analysis of tax charge for the year
Current taxation

UK Corporation tax on profit for the year - .
Adjustments in respect of previous years - 4

Total current tax charge for the year - 4

(b) Factors affecting the current tax charge for the year

The current tax charge for the year differs from the standard rate of corporation tax in the UK (24%) reduced from
26 5% effective 1 April 2012 The differences are explained below

Profit on ordinary actvites before taxation 10,203 {286)
Profit on ordinary actvities rultiplied by the standard rate of corporation tax in the UK

(24 5%) (2011 26 5%) 2,500 (74)
Effects of

Non taxable income {2,724) 6
Losses surrendered for nil consideration 224 68
Adjustments in respect of previous years - 4
Cumrent tax charge for the year - 4

10 Intangible assels

2012 2011
$'000 $'000
At January (24.419) (24,424)
Exchange adjustments - 5
Whnte back of Goodwill 24,419 -
At 31 December - (24,419)

In 2003, as part of a Group reorganisation, the Company acquired 96% of the 1ssued share capital of
Robert Fleming Holdings Limited and 100% of the issued share capital of J P Morgan Strategic UK Limited
(disposed in 2004) from J P Morgan Fleming Asset Management Holdings In¢ for a combined total of
$1,723,390,000

In accordance with the provisions of FRS10 ‘Goodwill and Intangible Assets’, as set out in the accounting
policies, negative goodwill is recogrised in the consolidated profit and loss account in the perniods in which
the non-monetary assets are recovered, whether through depreciation or sale

Negative goodwill of $24,419,000 was written back dunng the year as the non-monetary assets onginally
acquired that gave nse to this negative goodwill are no longer sitting within the Group
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J.P. MORGAN CAPITAL FINANCING LIMITED
Notes to the financial statements for the year ended 31 December 2012 (continued)

11 Investments in Group and affiliated undertakings

Group Company Group Company

2012 2012 2011 2011

$'000 $'000 $'000 $°000

At 1 January and 31 December 106,480 1,071,120 106,480 1,071,120

The investments reprasent share capital in the following entihes

Name Country of Principal Activity Shares Held %
incorporation

Robert Fleming Holdings Lirmited England and Wales Investment company 100%

J P Morgan Chase International Financing Lirmted  England and Wales Finance company 100%

Copthall Overseas Limited England and Wales Investment company 100%

J P Morgan Secunties plc England and Wales Investment company 1 05%

Aldemrmanbury Investments Limited England and Wales Investment company 058%

The amount of $106 million 1n the table above represents investments in the preference shares of J P
Margan Securities plc which i1s an affiiated undertaking of the JPMC Group but not consolidated in
these financial statements

The directors believe that the carrying value of the investments 1s supported by their underlying net assets

12  Financial assets designated at fair value through profit or loss

2012 2011

$'000 $'000

At 1 January 8,132 3,824
Addisons - 12,532
Disposals (4,050) (8,597)
Other movemants dunng the year 95 373
At 31 December 4,177 8,132

Gains and losses on the financial assets designated at far value through profit or loss are recognised in the
consolidated profit and loss account as they anse
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J.P. MORGAN CAPITAL FINANCING LIMITED
Notes to the financial statements for the year ended 31 December 2012 (continued)

13

14

15

Assets measured at fair value

Level 1

Level 2
Internal modets
with significant

Level 3
Internal medels
with significant

Quoted market observable unobservable
prices in active market market  Total carrying
markets parameters parameters value
$'000 $'000 $'000 $'000
At 31 December 2012
Financial assets at fair value
- - 4177 4177
Financial assets designated at far value
through profit or loss
Financial assets available-for-sale - - 42,400 42 400
- - 46,577 46,577
Total agsets at falr value '
At 31 December 2011
Financial assets at fair value
Financial assets designated at faw value - 4,050 4,082 8,132
through profit or loss
Financial assets available-for-sale - - 40,417 40,417
Total assets at falr value - 4,050 44,499 48,549
Movements in leve! 3 assets
$°000
At 1 January 2012 44,499
Net gain recognised in equity -
Net gain recogrused in profit and loss account 2,078
At 31 December 2012 46,577
$'000
At 1 January 2011 60,714
Net gairv (loss) recognised in equity (16,472)
Net gain recognised in profit and loss account 257
At 31 December 2011 44 499

No changes to the inputs of reasonably possible altemative assumphons would significantly affect farr vatue of the leve! 3 assets

Financial assets available-for-sale

Group Company Group Company

2012 2012 2011 2011

$'000 $'000 $'000 $°000

At 1 January 40417 - 56,890 -
Foreign exchanga movements recogrused in

profit and loss account 1983 - - -
Movements 11 financial assets available-for-

sale reserve - - {16,473) -

At 31 December 42,400 - 40,417 -
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J.P. MORGAN CAPITAL FINANCING LIMITED

Notes to the financial statements for the year ended 31 December 2012 {(continued)
16 Loans and receivables: amounts falling due within one year

17

18

19

20

21

2012 2011
$'000 $'000
Loans and recevables 122,744 -
122,744 -
Loans and receivables: amounts falling due after more than one year
2012 2011
$'000 $'000
Loans and receivables 148,461 543,240
Less prowision for impairment - (767)
148,461 542,473
Debtors
Group Company Group Company
2012 2012 2011 2011
$'000 $°000 $'000 $'000
Trade debtors - - 255 255
Amounts owed by JPMC Group undertakings 1,109,493 - 1,148,381 -
Other debtors - - - -
1,109,493 - 1,148,636 255
Provision for impairment
2012 2011
$'000 $'000
At 1 January 767 13,684
Charged dunng the year - 767
Loan loss recovery (767) (17.982)
Loans and receivables wntten off - 4,298
At 31 December - 767
Other assets
2012 2011
$'000 $'000
Prepayments and accrued income 384 825

Cash at bank and in hand

Bank balances are held with JPMC Group undertakings
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Notes to the financial statements for the year ended 31 December 2012 (continued)

22

23

24

Creditors
Group
Due after Due after
Due within more than Due within more than
one year one year Total ane year one year Total
2012 2012 2012 2011 2011 2011
$’ 000 $' 000 $’ 000 $' 000 $' 000 $' 000
Amounts owed to JPMC Group
undertakings 335,251 - 335,251 688,507 - 688,507
Deferred Income 580 - 580 - - -
Corporation tax 2,155 2,155 1,410 - 1,410
Other creditors 78 - 78 344 271 615
338,064 - 338,064 690,261 271 690,532
Company
2012 2011
$’ 000 $’ 000
Corporation tax 548 522
Amounts owed to JPMC Group undertakings 56,783 95,773
Other creditors 52 19
97,383 96,314
Called up share capital
2012 2011
$'000 $'000
Issued and fully pald share capital
60,000 (2011 60,000) ordinary shares of £1 each 107 107
Reconciliation of movements in reserves
Group
Financial
assets Capital Profit and
avallable-for- contribution Translation Total other loss
sale reserve reserve reserve réserves account
$'000 $'000 $'000 $'000 $'000
At 1 January 2012 (36,570) 938,913 (94,846) 807,497 376,866
Profit for the financial year - - - - 50,312
Foreign currency translation adjustment - - 35,903 35,903 -
At 31 December 2012 (36,570} 938,913 (58,943) 843,400 427,178
Company
Financial
assets
available- Capitat Profit and
for-sale  contribution  Totatl other loss
reserve reserve reserves account
$°000 $'000 $'000 $°000
At 1 January 2012 - 938,913 938,913 59,925
Profit for the financial year - - - 10,203
At 31 December 2012 - 938,913 938,913 70,128
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Notes to the financial statements for the year ended 31 December 2012 (continued)
25 Reconciliation of movements in shareholders’ funds

26

27

Group Company Group Company

2012 2012 2011 2011

$000 $'000 $'000 $'000

Opening shareholders' funds 1,184,470 998,945 1,183,562 999,231

Profit/(foss) for the financial year 50,312 10,203 17,862 {286)

Foreign currency translation adjustment 35,903 - (482) -
Movements in financial assets available-for-sale reserve - - (16,472)

Closing shareholders’ funds 1,270,685 1,009,148 1,184,470 998,945

Total shareholders’ funds constitute the managed capital of the Group which consists entirely of 1ssued
share capital, capital contnibution reserve, foreign exchange translation reserve, financial assets available-
for-sale reserve and profit and loss reserve

The directors are responsible for setting the objectives, policies and processes relating to the management
of the Group's capital and maintain a set of policy documents to assist in discharging their responsibilities
The major nsk categories considered by the Group are those pertaining to credit nsk, market risk, hiquidity
risk and operational nsk

The Group ts not subject to any external capital requirements

Commitments and contingencies

2012 2011
$'000 $'000
Other lending commitments 157,831 119,131

All lending commitments are with external counterparties

Financial nsk management

Risk management 1s an inherent part of the JP Morgan Chase & Co group’s (of which the Company and
Group 1s a part) business activities and the Group and company has adopted the same nsk management
policies and procedures as the JPMC Group as a whole The JPMC Group’s nsk management framework
and governance structure are intended to provide comprehensive controls and ongoing management of its
major risks The Group exercises oversight through the Board of Directors and delegation from the Board
to vanous sub-committees which are organised in ine with the JPMC Group Risk Management policy

An overview of the key aspects of nsk management and use of financial instruments I1s provided below A
more detailed descnption of the policies and processes adopted by the JPMC Group may be found within
the JPMorgan Chase & Co annual report

Liquidity nsk

Liquidity rnisk 1s the paotential inability to meet financial obligations as they become due

Liguidity 1s essential to the ability to operate financial services businesses and, therefore, the ability to
maintain surplus levels of iquidity through economic cycles Is crucial to financial services companies,
particularly duning periods of adverse condiicns The JPMC Group's funding strategy 1s intended to ensure

that it will have sufficient hquidity and a diversity of funding sources necessary to enable it to meet actual
and contingent habilites during both normal and stress pernods
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27

Financial risk management {continued)
Liquidity risk (continued)

The JPMC Group's Iiquidity nsk governance process Is designed to ensure that its liquidity position remains
strong The Asset-Liabiity Committee reviews and approves the JPMC Group's lquidity policy and
contingency funding plan Corporate Treasury IS responsible for executing the JPMC Group's hquidity
policy and contingency funding plan as well as measunng, monitoring, reporting and managing the JPMC
Group's hquidity nsk profile

The JPMC Group performs regular iquidity stress tests as part of its iquidity monitoring actwvities The purpose
of the iquidity stress tests 1s intended to ensure sufficient hquidity for the JPMC Group under both rdiosyncratic
and systemic market stress conditions

The JPMC Group employs a vanety of metncs to monitor and manage hquidity

The following table provides detalls on the contractual matunty of financial habilities

Group
Due after Due after
Due within more than Due within more than
one year one year Total one year one year Total
2012 2012 2012 2011 2011 2011
$’ 000 $' 000 $’ 000 $' 000 $' 000 $' 000
Amounts owed to JPMC Group
undertakings 335,251 - 335,251 688,507 - 688,507
Deferred income 580 - 580 - - -
Carporation Tax 2,155 - 2,155 1,410 - 1,410
Other creditors 78 - 78 344 271 615
338,064 - 338,064 £90,261 271 690,532
Company
Due
within Due within
one year Total one year Total
2012 2012 2011 2011
$' 000 $' 000 $' 000 $' 000
Amounts owed to JPMC Group undertalangs 96,783 96,783 95,773 95,773

The above financial liabilities are presented based on the earhest contractual matunty Fair value 15
considered to be the best representation of undiscounted cash flows for inancial habilites

Credit risk

Credit nsk refers to the nsk of loss ansing from a borrower, counterparty or obligor failing to meet its contractual
obligations

The JPMC Group has developed policies and practices that are designed to preserve the independence and
integnity of the approval and decision making of extending credit and are intended to ensure credit nsks are
assessed accurately, approved properly, monitored regularly

Each busmess within the JPMC Group has its own independent credit nsk management function, reporting
to the Business Executive and the Chief Risk Officer

Credit nsk 1s morutored as part of the JPMC Group's nsk management procedures
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27 Financial risk management {continued)

Credit risk (continued)

The amounts in the table show below show the maximum credit exposure of the Group

2012 201
$'000 $'000
Balance sheet
Financial assets designated at fair value through profit or loss 4,177 8,132
Loans and receivables amounts falling due within one year 122,744 -
Loans and receivables amounts fathng due after more than one year 148,461 542,473
Debtors 1,109,493 1,148,636
Cash at bank and in hand 74,610 52,458
Off balance sheet
Other lending commitments 184,751 119,131
1,644,236 1,870,830

Included within debtors and cash at bank and in hand above, the balances held with other Group
undertakings are $1,184,103 (2011 1,200,839) Financial assets designated at fair value through profit or
loss and loans and recetvables include certain external sub investment grade assets

Market risk

Market nisk 1s the exposure to an adverse change in the market value of portfolios and financial instruments
caused by a change in market prices or rates

The JPMC Group operates an independent Market Risk management function that works In close
partnership with the lines of business to identify and monitor market nisks throughout the JPMC Group and
to define market nsk policies and procedures The nsk management function 1s headed by the JPMC
Group's Chief Risk Officer

The Market nsk function seeks to facilitate efficient nsk/return decisions, reduce volatility in operating
performance and provide transparency into the JPMC Group's market nsk profile for senior management,
the Board of Directors and regulators It 1s responsible for establishing a market risk policy framework,
independent measurement, monitoring and control of hne-of-business market nsk, definition, approval and
monitoring of mits, and performance of stress testing and qualitabve risk assessments The JPMC Group
uses vanous metrics including Value-at-Risk ("VaR"), economic-value stress testng and nonstatistical nsk
measures

The results of the Group are not materially subject to any market risk movernents

Foreign exchange risk

Forewgn exchange nsk represents the nsk that the fair value of future cash flows of a financial instrument
will fluctuate because of changes in foreign exchange rates The Group manages its exposure to Sterling
and Euro against US dollar (the functional currency of the Group) to within acceptable nsk management
Imits on a daily basis The following table shows the effect of a reasonably possible change in exchange
rates on the financial profit of the Group

2012 2011
$'000 $'000
5% Increase In GBP/USD exchange rate 39,230 34,653
5% decrease in GBP/USD exchange rate (39,230) (34,653)
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28

29

5% increase in EUR/USD exchange rate
5% decrease in EUR/USD exchange rate (1) (1)

Financial risk management {(continued)

Interest rate risk

Interest rate nsk represents the nsk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market interest rates The Group s subject to cash flow and fair value
interest rate nsk The table below shows the effect of sensitivity of the combined balance sheet portfolic of
cash, loans and receivables, debtors and borrowings to a reasonably possible change of 50 basis points
increase or decrease In local interest rates, in which the batances are held, on the financial profit of the
Group

2012 2011
$°000 $000
50 basis points increase in local interest rates 5,743 5.267
50 basis pomnts decrease in local interest rates (5.741) (5,267)

Operational risk

Operational nsk s the nisk of loss resulting from inadequate or falled processes or systems, human factors
or external events To monitor and control operating nsk, the JPMC Group maintains a system of
comprehensive policies and a contral framework designed to provide a sound and well-controlled
operational environment

Fair value of financial assets and financial liabilities
For all financial assets and financial iabilittes, carrying value i1s a reasonable approximation of farr value
Related parties

In accordance with the exemption afforded by FRS 8, 'Related Party disclosures’, certain details of
transactions with parent and fellow subsidiary companies that are also wholly-owned with the Group, are
not disclosed as they are included 1n the consolidated financial statements of the Group, which are publicly
avallable There were no other matenal disclosable related party transactions during the year

Parent undertaking

The Company’s parent undertaking and the parent undertalking of the only group in which the results of the
Company are consolidated, 1s JPMorgan Chase & Co, which 1s incorporated in the state of Delaware in the
United States of America

The parent group's consolidated financial statements are available to the public and can be obtamned from
the Gompany's registered office

25 Bank Street
Canary Wharf
London

United Kingdom
E14 5JP
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