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Summary of 2013 Comprehensive Capital Analysis
and Review and Dodd Frank Act Stress Tests

Summary of Dodd Frank Act Stress Tests

On March 7, 2013, the U.S. Federal Reserve System released the results of the 2013 Dodd-Frank Act Stress-
Test (DFAST). As expected, the overall result of the exercise reflects improvement in the capital strength of
the industry, with an aggregate tier-1 common equity of 111% versus a 10.1% level for the 2012 stress-test
results.

In the 2012 stress-test results, four banks breached the 5% minimum tier-one common equity threshold
while only one firm —Ally Financial — breached the minimum tier-one level in 2013. The post-stress capital
levels also improved, with a 7.7% post-stress tier-one capital level compared to a 6.3% level in 2012 (see
Table 1 below). Overall pre-provision net-revenue (PPNR) levels moved lower year-over-year, with a 2012
level of $294 billion versus a 2013 level of $268 billion. This lower level of earnings strength is attributed
to lower market interest rates and narrower spreads, a reflection of the continued effort by the Federal
Reserve to support broader economic growth through easing monetary policy.

Table 1: Summary: 2013 versus 2012 Stress-Testing Results

2012 2013
Aggregate Projected Loss ($534) ($462)
Aggregate PPNR $294 $268
Other Revenue $2 S
Provisions ($324) ($317)
Securities Losses (837) (813)
Trading and C/P Losses ($116) ($97)
Other Losses ($45) ($36)
Aggregate Pre-Tax Net Income ($220) ($194)
Threshold Breaches 4 1
Tier-1 (beginning) 101% 11%
Tier-1 (ending) 6.3% 77%
Tier-1 Change -3.8% -3.4%
THRESHOLD 5 5
Accrual and Trading % of Loss 85.8% 89.5%

Regarding aggregate portfolio-level loan losses, the loss rate for 2013 is 7.5% versus an 8.1% level for
2012. The estimated “severely adverse loss” for the 18-firms comprising the 2013 results was $462 billion,
comprised of an estimated $211 billion in consumer loan losses, $97 billion in estimated trading and
counterparty losses, $93.4 billion in C&I and CRE losses, and $61 billion in securities and other losses.
Notably, over 89% of all losses are driven by the accrual loan portfolio ( 68%) and potential trading losses
(21%).
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Year-over-year, the loss estimates for most loan categories stayed flat or declined, with the notable
exception of commercial real estate (CRE) loans. Losses on commercial and industrial (C&l) portfolios
declined to 6.8% from 8.2% relative to 2012 results, but remained significantly higher than historical
experience of the banking industry. Though disclosure remained limited, it appeared that the Federal
Reserve has adjusted its modeling approach from modeling groups of loans (by industry, credit quality and
geography) to a transition path approach specific to given loan type. Within CRE, the loss rate increased
from a 5% estimated level in 2012 to a 2013 level of 8%. While difficult to compare loss results due to
modeling and economic scenario differences on year-over-year basis, the rise in expected CRE loss exposure
may warrant increased focus for 2013 as U.S. commercial property indices continue to rise and are close
to pre-crisis levels. It is also interesting to note that there is a somewhat unintuitive measure coming out
of this year's stress-test. For the 2013 stress-test result, there is a dramatic decline in loss estimates for
junior-lien loans and HELOCs. Even while first-lien mortgages showed a small increase (20 basis points)

in the estimated portfolio loss rate (7.3% to 7.5%), the junior-lien/HELOC portfolio segment showed a full
3.6 percentage point improvement over the 2012 results, moving from 13.2% for 2012 to a much reduced
9.6% level for 2013. With a flat-to-slight increase in first-lien residential mortgage losses, it would be
natural to assume a flat-to-higher level of loss for junior lien portfolios and HELOCs. This unintuitive result
may, like CRE above, encourage some additional analysis and review to determine the underlying rationale
for the significant improvement.

Overall loan balances declined by approximately $99.2 billion year-over-year, with CRE, junior-lien
consumer, and HELOC loans leading the decline. Of note, commercial and industrial lending increased at

a brisk 8.9% rate even while the loss estimate for this category improved from 8.2% to 6.8%. Given some
of the recent market indicators that suggest an increased risk appetite and more aggressive pricing within
this segment, evaluating stressed C&l exposure levels at a far more granular level may be prudent for banks
experiencing significant growth in this loan category.

It is important to note that 2012 and 20713 results are not entirely comparable, as both the macroeconomic
scenarios and modeling methodologies used for the analysis have changed. This makes it difficult to assess
the magnitude of overall improvement in the banks’ capital position.

It is also worth noting the disparities between the risk measures submitted by the large banks (for
example JP Morgan, Goldman Sachs, Morgan Stanley) and the Federal Reserve System's (FRS) internal
model estimates. For example, Goldman Sachs projected a tier-1 capital ratio of 8.6% whereas the FRS
estimate was 5.8%, under a sharp economic downturn. Similar differences in the magnitude of impact
exist across a number of submissions, indicating material differences in modelling methods and loss and
revenue estimates. These disparities highlight the importance of benchmarking results and using multiple,
conceptually sound modelling approaches, and the need for model validation that is supported by robust
default, recovery, and pre-provision revenue data and analytics.

Summary of Comprehensive Capital Analysis and Review Results

On March 14, the Federal Reserve released the results of its Comprehensive Capital Analysis and Review
(CCAR). The CCAR report assesses the quantitative and qualitative aspects of a firm's capital planning and
risk measurement processes. For the 2013 CCAR review, two banks — Ally and BB&T — received objections
to their capital plans. This means that the Federal Reserve must pre-approve any capital actions of these
two institutions. For Ally the objection was based on both quantitative and qualitative criteria, while

the objection to the BB&T capital plan was based, in part, on perceived weaknesses in the firm’s capital
planning process, which includes, in part, erroneous reporting of risk-weighted assets due to the incorrect
assessment of unfunded commitments.

Beyond the two capital plan objections, Goldman Sachs and JPMorgan Chase received conditional approval
for their capital plans. This means that all capital actions can proceed as planned; however, certain process
weaknesses require remediation by the end of the third-quarter of 2013. Failure to properly address the
identified weaknesses could risk possible Federal Reserve objection to the submitted capital plan for each
institution. It is worthy to note that PPNR at broker banks is usually driven by the volatility of their trading
portfolios (major source of earnings for these banks). This volatility increases during periods of stress thus
affecting the PPNR and their ability to build reserves and capital under those scenarios (versus retail banks
with usually more resilient and less volatile earnings for PPNR projection purposes).

Notably, the loss estimates for Goldman Sachs and JPMorgan Chase exhibit significant differences from
the Federal Reserve modelled loss estimates. While JPMorgan Chase amended its submission from
March 7, 2013 to show increases in loss estimates for residential and junior-lien/HELOC loans, the overall
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loss estimates of JPMorgan Chase are 62% of the Federal Reserve's estimate. Similarly, Goldman Sachs
loss estimates are significantly below the Federal Reserves’ estimates due, in large part, to a significant
difference in analytical result. The Federal Reserve estimates over $2 billion in credit losses in a severe
stress while Goldman Sachs' internal estimates reflect loss of $300 million, or 15% of the Federal Reserve's
estimate. For example, the Goldman Sachs C&l loss rate estimate is 7.3% versus the Federal Reserve's
estimate of 49.8%. This difference seems to suggest the need for additional detail.

Given some of the noted differences in loss estimates across several asset classes, particularly around
residential mortgage, C&l and CRE, various modelling assumptions and methodology concerns exist. It
remains unclear whether the challenges derive from the Federal Reserve's or the various banks’ modeling
assumptions. At this stage, the quality and granularity of data is a big issue when calculating and projecting
the PPNR components. This, in turn, may affect the capital projections and the capital plan.

In December, using Stressed Expected Default Frequency (EDF) measures conditioned on the Federal
Reserve’s severely adverse scenario as default probabilities, Moody's Analytics estimated C&l loss rates
under a range of loss-given default (LGD) assumptions for pseudo-portfolios of the banks modeled

on published default rates. In the aggregate, Moody's Analytics’ estimate of 6.7% - using a 50% LGD
assumption - was closely aligned with the Fed's 6.8% for C&l loans. Although one might infer from this that
the Federal Reserve used an average LGD of 50% for C&l loans, it is not possible to make such an inference
without presupposing that the Federal Reserve's and Moody's Analytics’ post-stress default probabilities
were similar. However, what may be instructive is the observation that Stressed EDF measures based on the
severely adverse scenario for many firms rise in @ manner consistent with historical experience , and when
they rise by more than may appear warranted by the experience of the 2008 financial crisis, it is largely due
to the fact that the obligor would enter the Federal Reserve's hypothetical stress scenario from a higher
level of credit risk than at the start of the 2008 recession.

C&I loss estimates derived from the banks' models were most closely aligned with Moody'’s Analytics
estimates based on a 40% LGD assumption. The two banks whose C&I loss rate estimates were closest to
Moody'’s Analytics were Goldman Sachs and JP Morgan.

Other interesting components of the March 14, 2013 capital plan review include:

» Many firms are planning significant share buybacks and dividend increases, returning capital to
shareholders.

» There are several banks seeking to replace existing common equity with various forms of qualifying
tier-2 capital.

» Two banks — Ally and American Express — took the opportunity to resubmit their capital plans prior
to any final Federal Reserve decision on the plan. In American Express's case, the revision was made,
in part, due to the Federal Reserve's analysis showing a breach of the 5% common equity threshold,
derived in large part from a $3.1 billion difference in the Allowance for Loan and Lease Loss (ALLL)
modelling approach.

»  Only four banks failed to disclose their own internal loss estimates: Ally, Capital One, Fifth-Third, and
SunTrust, highlighting some differences in transparency and disclosure expectations.

» $393 billion has been added to tier-one common equity since FYE 2008.

» The Federal Reserve opined that “...all 18 BHCs are on a path to successfully meet the Basel Il
requirements.”

» There appears to be a need to improve various stress-testing processes in order to ensure capital plan-
ning “...is conducted in a well-controlled manner.”

About Moody's Analytics Solutions for CCAR and Dodd Frank Act Stress Testing
Moody's Analytics comprehensive solution is modular, flexible, and encompasses three distinct tiers of
design: 1) data infrastructure, 2) analytical models (internal and external), and 3) integrated management
and regulatory reporting. The solution has been designed to ensure a comprehensive approach to all three of
these elements, enabling regulatory compliance, operational efficiency and strategic business decisions. We
also complement our enterprise-wide offering with data and expert implementation and advisory services.

For more information, please visit www.moodysanalytics.com/manageccaranddfast.
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About Moody's Analytics

Moody's Analytics, a unit of Moody's Corporation, helps capital markets and credit risk
management professionals worldwide respond to an evolving marketplace with confidence.
The company offers unique tools and best practices for measuring and managing risk
through expertise and experience in credit analysis, economic research and financial risk
management. By offering leading-edge software and advisory services, as well as the
proprietary credit research produced by Moody's Investors Service, Moody's Analytics
integrates and customizes its offerings to address specific business challenges.
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