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$EVWUDFW7KH� UDSLG� OLEHUDOL]DWLRQ� RI� (J\SW¶V� ILQDQFLDO� VHFWRU� GHPDQGV�PDLQWDLQLQJ� WKH� VDIHW\�DQG�VWDELOLW\�RI�WKH�EDQNLQJ�V\VWHP�WKURXJK�SUXGHQWLDO�UHJXODWLRQ��7KH�MXVWLILFDWLRQ�IRU�SUXGHQWLDO�UHJXODWLRQ�VWHPV�IURP�WKH�VKRUWFRPLQJV�RI�ODLVVH]�IDLUH�EDQNLQJ��3UXGHQWLDO�SROLF\� JHQHUDOO\� VHHNV� WR� SUHYHQW� V\VWHPLF� ULVN�� PLQLPL]H� ILQDQFLDO� LQVWDELOLW\�� DQG�HQVXUH� WKDW� ILQDQFLDO� LQWHUPHGLDULHV� DUH� DGHTXDWHO\� FDSLWDOL]HG� DQG� SURIHVVLRQDOO\�PDQDJHG�5HYROXWLRQDU\� FKDQJHV� LQ� EDQNLQJ� VHUYLFHV� DQG� SUDFWLFHV� KDYH�� KRZHYHU�� UHYLYHG�FRQFHUQV� DERXW� WKH� DGHTXDF\� RI� SUXGHQWLDO� UHJXODWLRQ�� -X[WDSRVLQJ� WKH� (J\SWLDQ�VLWXDWLRQ�ZLWK�FRPSDUDEOH�ZRUOG�SUDFWLFH�DQG�H[SHULHQFH�EULQJV�WR�OLJKW�WKH�VLJQLILFDQW�UHJXODWRU\�ZHDNQHVVHV�RI� WKH�(J\SWLDQ� V\VWHP��8QGHUVWDQGLQJ� WKHVH�ZHDNQHVVHV�DQG�WKHLU�FDXVHV�UHTXLUHV�NQRZOHGJH�RI�WKH�EDVLF�FRQFHSWV�XQGHUO\LQJ�SUXGHQWLDO�PHDVXUHV��WKHLU�FODVVLILFDWLRQ��UDWLRQDOH�DQG�SODFH�LQ�WKH�FKDQJLQJ�ZRUOG�HQYLURQPHQW��7KH� DXWKRUV� FODULI\� WKHVH� SRLQWV� DQG� DGGUHVV� LQ� SDUWLFXODU� WKH� IDLOXUH� RI� ,VODPLF�,QYHVWPHQW� &RPSDQLHV� �,,&V�� LQ� (J\SW� LQ� WKH� ����V�� OLPLWV� RQ� WKH� VFRSH� RI� EDQN�DFWLYLWLHV�� WKH� UHJXODWLRQ� RI� PXOWLQDWLRQDO� EDQNLQJ�� FDSLWDO� DGHTXDF\� DQG� OLTXLGLW\�UHTXLUHPHQWV�� SURYLVLRQLQJ� DQG� LQIRUPDWLRQ� GLVFORVXUH�� WKH� OHQGHU�RI�ODVW�UHVRUW�IXQFWLRQ�RI�WKH�&HQWUDO�%DQN�RI�(J\SW��DQG�WKH�GHSRVLW�LQVXUDQFH�VFKHPH��
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,��,QWURGXFWLRQ3UXGHQWLDO�UHJXODWLRQ�LV�WKH�EURDG�WHUP�JLYHQ�WR�D�ZLGH�UDQJH�RI�VXSHUYLVRU\�PHDVXUHV�ZKLFK�DLP�WR�UHGXFH�WKH�ULVN�RI�EDQN�IDLOXUH�DQG�PDLQWDLQ�WKH�VDIHW\�DQG�VWDELOLW\�RI�WKH�EDQNLQJ�V\VWHP��7KH�LPSRUWDQFH�RI�SUXGHQWLDO�UHJXODWLRQ�VWHPV�IURP�WKH�QRWLRQ�RI�µV\VWHPLF�ULVN¶�� WKH�IHDU�WKDW�RQH�SDUWLFXODU�EDQN¶V�IDLOXUH�PD\�DIIHFW�WKH�SXEOLF¶V�FRQILGHQFH�LQ�RWKHU�EDQNV��OHDGLQJ�WR�ZLGHVSUHDG�ZLWKGUDZDOV�DQG�SRVVLEO\�WR�WKH�FROODSVH�RI�WKH�ZKROH�EDQNLQJ�V\VWHP��FRPPRQO\�WHUPHG�DV�µEDQN�UXQV¶���3UXGHQWLDO�UHJXODWLRQ��WKURXJK�LWV�LPSDFW�RQ�LQQRYDWLRQ��PDUNHW�SUDFWLFHV�DQG�WUDQVDFWLRQ�FRVWV�KDV�D�IDU�UHDFKLQJ�HIIHFW�RQ�WKH�HIILFLHQF\�RI�WKH�ILQDQFLDO�V\VWHP��,W�GLIIHUV�IURP�FRXQWU\�WR�FRXQWU\�GHSHQGLQJ�RQ�WKH�RYHUDOO�OHJDO�VWUXFWXUH��VRFLDO�EDFNJURXQG��SROLWLFDO�FLUFXPVWDQFHV�DQG�HFRQRPLF�V\VWHP��%XW��LQ�JHQHUDO��D�SUXGHQWLDO�SROLF\�VHHNV�WR�SUHYHQW�V\VWHPDWLF�ULVN��PLQLPL]H�ILQDQFLDO�LQVWDELOLW\��DQG�HQVXUH�WKDW�ILQDQFLDO�LQWHUPHGLDULHV�DUH�DGHTXDWHO\�FDSLWDOL]HG�DQG�SURIHVVLRQDOO\�PDQDJHG��,Q�ILQDQFLDOO\�UHSUHVVHG�HFRQRPLHV��SUXGHQWLDO�JXLGHOLQHV�DQG�WKH�TXDOLW\�RI�VXSHUYLVLRQ�DUH�DW�WLPHV�VDFULILFHG�LQ�RUGHU�WR�FKDQQHO�ORDQDEOH�IXQGV�WR�SULRULW\�SURMHFWV�DQG�WR�IXQG�ILVFDO�GHILFLW��,Q�VXFK�FLUFXPVWDQFHV��FRQIOLFWLQJ�JRDOV�PD\�LPSHGH�SUXGHQWLDO�PHDVXUHV�DQG�WKH�UROH�RI�SUXGHQWLDO�SROLF\�PD\�EH�LOO�GHILQHG�ZKLFK��LQ�WXUQ��LPSDLUV�WKH�VDIHW\�DQG�VRXQGQHVV�RI�WKH�EDQNLQJ�V\VWHP�� %XW�DV�EDQNLQJ�VHFWRUV�DOO�RYHU�WKH�ZRUOG�DUH�JUDGXDOO\�PRYLQJ�WRZDUGV�OLEHUDOL]DWLRQ�DQG�DZD\�IURP�GLUHFW�LQWHUIHUHQFH�E\�UHJXODWRU\�DXWKRULWLHV��SUXGHQWLDO�PHDVXUHV�KDYH�DFTXLUHG�D�SDUWLFXODU�DQG�LQFUHDVLQJ�SURPLQHQFH�7KH�MXVWLILFDWLRQ�RI�SUXGHQWLDO�UHJXODWLRQ�VWHPV�IURP�WKH�VKRUWFRPLQJV�DVVRFLDWHG�ZLWK�IUHH�EDQNLQJ� /DLVVH]�IDLUH�EDQNLQJ� FDQ�QRW�SURYLGH�D�VWDEOH�PRQHWDU\�IUDPHZRUN�RU�D�VRXQG�ILQDQFLDO�V\VWHP��7KHUH�DUH�WZR�DUJXPHQWV�RIWHQ�JLYHQ�WR�MXVWLI\�WKH�UHJXODWLRQ�RI�WKH�ILQDQFLDO�VHFWRU�LQ�JHQHUDO�DQG�WKH�EDQNLQJ�V\VWHP�LQ�SDUWLFXODU��
� 2Q�WKH�HFRQRPLF�DVSHFWV�RI�SUXGHQWLDO�UHJXODWLRQ��VHH�'HZDWULSRQW�DQG�7LUROH��������� 3ROL]DWWR��������S����DQG�:RUOG�%DQN��������S������ $V�LQGLFDWHG�E\�*UHHQVSDQ���������³7KH�SUHFLVH�PHDQLQJ�RI�VRXQGQHVV�JCU�CNYC[U�DGGP�VGPWQWU�CPF�KNN�FGHKPGF��6JKU�KU�YJ[�LWFIOGPV�JCU�DGGP��CPF�YKNN�EQPVKPWG�VQ�DG��C�ETKVKECN�EQORQPGPV�QH�RTWFGPVKCN�UWRGTXKUKQP� R $WV�JG�CNUQ�CEEGRVU�VJCV�VJG�QVGEJPQNQI[�CPF�VGEJPKSWGU�YJKEJ�DCPMU�JCXG�FGXGNQRGF��CPF�CTG�FGXGNQRKPI��CNNQY�WU�VQ�ITGCVN[�KORTQXG�VJCV LWFIOGPV�D[�EQPUVTWEVKPI�OGCUWTGU�QH�UQWPFPGUU�KP�RTQDCDKNKV[�VGTOU� R� 2Q�WKH�FDVH�RI�FHQWUDO�EDQNV�DQG�WKHLU�UROH��VHH�*RRGKDUW��������
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)LUVW��LW�LV�DUJXHG�WKDW�EDQNV�DUH�LQKHUHQWO\�XQVWDEOH�DQG�VXEMHFW�WR�LQWHUUXSWLRQ�DQG�IDLOXUH�� %DQN�IDLOXUHV�PD\�JHQHUDWH�H[WHUQDOLWLHV�LQ�WKH�IRUP�RI�DGGLWLRQDO�ORVVHV�ERUQH�E\�WKH�HFRQRPLF�V\VWHP�DV�D�ZKROH��7KLV�UHTXLUHV�HLWKHU�WKH�LQWHUYHQWLRQ�RI�WKHFHQWUDO�EDQN�DV�D�OHQGHU�RI�ODVW�UHVRUW�RU�WKH�HVWDEOLVKPHQW�RI�D�GHSRVLW�LQVXUDQFH�VFKHPH��RU�ERWK��1HYHUWKHOHVV��VXFK�LQWHUYHQWLRQ�PD\�HQFRXUDJH�EDQNV�WR�JHW�LQYROYHG�LQ�ULVNLHU�RSHUDWLRQV�� WKH�VR�FDOOHG�PRUDO�KD]DUG�ULVN�� ZKLFK�LQ�WXUQ�UHTXLUHV�IXUWKHU�LQWHUYHQWLRQ�WKURXJK�EDQN�PRQLWRULQJ�DQG�WKH�UHGXFWLRQ�RI�H[FHVVLYH�ULVN��6HFRQG��WKH�EDQNLQJ�LQGXVWU\�LV�EDVHG�RQ�WKH�DFTXLVLWLRQ�RI�JUHDWHU�NQRZOHGJH�LQ�D�ZD\�WKDW�HQDEOHV�EDQNHUV�WR�NQRZ�PRUH�DERXW�WKH�PDUNHWV�LQ�ZKLFK�WKH\�RSHUDWH�WKDQ�GR�FXVWRPHUV��,Q�VXFK�FDVHV�RI�DV\PPHWULF�LQIRUPDWLRQ��FRQIOLFWV�RI�LQWHUHVW�FDQ�IUHTXHQWO\�RFFXU�EHFDXVH�VHSDUDWLQJ�WKH�IXQFWLRQV�RI�EDQNHUV�DQG�FXVWRPHUV�LV�H[SHQVLYH�GXH�WR�WKH�H[LVWHQFH�RI�KLJK�WUDQVDFWLRQ�FRVWV��7KH�FXVWRPHU�KDV�OLWWOH�SRZHU�WR�DVVHVV�WKH�TXDOLILFDWLRQV�DQG�PRQLWRU�WKH�SHUIRUPDQFH�RI�WKH�SURIHVVLRQDO�EDQNHU��5HJXODWRU\�FRQWURO�LV�WKHUHIRUH�QHFHVVDU\��7KLV�SDSHU�GHDOV�ZLWK�SUXGHQWLDO�UHJXODWLRQ�LQ�(J\SW�E\�UHYLHZLQJ�WKH�FODVVLILFDWLRQ�RI�SUXGHQWLDO�PHDVXUHV�DQG�GLVFXVVLQJ�FHUWDLQ�WKHRUHWLFDO�FRQVLGHUDWLRQV��,W�DOVR�GLVFXVVHV�WKH�ILQDQFLDO�ULVH�RI�(J\SW¶V�,VODPLF�FRPSDQLHV�LQ�WKH�����V��IROORZHG�E\�D�GHWDLOHG�GLVFXVVLRQ�RI�WKH�SUXGHQWLDO�UHJXODWLRQ�RI�EDQNV�LQ�(J\SW��,Q�SDUWLFXODU��WKH�SDSHU�DQDO\VHV�WKH�QDWXUH�RI�SUXGHQWLDO�UHJXODWLRQ��UHVWULFWLRQV RQ�WKH�VFRSH�RI�EDQNLQJ�DFWLYLWLHV��WKH�UHJXODWLRQ�RI�PXOWLQDWLRQDO�EDQNV��FDSLWDO�DGHTXDF\�DQG�OLTXLGLW\�UHTXLUHPHQWV��DQG�SURYLVLRQLQJ�DQG�LQIRUPDWLRQ�GLVFORVXUH��,W�UHYLHZV�WKH�OHQGHU�RI�ODVW�UHVRUW�IXQFWLRQ�RI�WKH�&HQWUDO�%DQN�RI�(J\SW�DQG�WKH�GHSRVLW LQVXUDQFH�VFKHPH��7KH�SDSHU�SURFHHGV�E\�KLJKOLJKWLQJ�FHUWDLQ�SUREOHPV�DQG�FKDOOHQJHV�WKDW�IDFH�EDQNLQJ�UHJXODWRUV�LQ�(J\SW��7KH�FRQFOXGLQJ�UHPDUNV�HPSKDVL]H�WKH�FKDOOHQJHV�DVVRFLDWHG�ZLWK�WKH�SRWHQWLDO�LQFUHDVH�LQ�FDSLWDO�LQIORZV��

,,��&ODVVLILFDWLRQ�RI�3UXGHQWLDO�0HDVXUHV7KH�WHUP�µSUXGHQWLDO¶�LV�RIWHQ�XVHG�LQ�D�QDUURZ�VHQVH��UHIHUULQJ�WR�D�QXPEHU�RI�JXLGHOLQHV�FRQFHUQLQJ�D�EDQN¶V�FDSLWDO�DGHTXDF\�DQG�OLTXLGLW\��,WV�PHDQLQJ�LV�H[SDQGHG�KHUH�WR�LQFOXGH�DOO�PHDVXUHV�GHDOLQJ�ZLWK�EDQNLQJ�VDIHW\�DQG�VWDELOLW\�DQG�
� 3DUN��������SS����������� *RRGKDUW��������SS����������DQG�SS����������� ,ELG���S������DQG�S������
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ZKLFK�DUH�KHUH�FODVVLILHG�DV�µSUHYHQWLYH¶�DQG�µSURWHFWLYH¶�SUXGHQWLDO�PHDVXUHV��$FFRUGLQJ�WR�WKLV�FODVVLILFDWLRQ��SUHYHQWLYH�UHJXODWLRQ�HQFRPSDVVHV�D�QXPEHU�RI�PHDVXUHV�GHVLJQHG�WR�UHGXFH�ULVN�WDNLQJ�E\�EDQNV�LQ�RUGHU�WR�PLQLPL]H�WKH�SRVVLELOLW\�RI�FULVHV��3URWHFWLYH�PHDVXUHV��RQ�WKH�RWKHU�KDQG��SURYLGH�VXSSRUW�DQG�UHVFXH�WR�EDQNV�DQG�GHSRVLWRUV�RQFH�D�SUREOHP�RU�D�FULVLV�KDV�RFFXUUHG��HVSHFLDOO\�ZKHQ�VXFK�D�FULVLV�WKUHDWHQV�WR�LPSOLFDWH�RWKHU�ILQDQFLDO�LQVWLWXWLRQV�DQG�PDUNHWV�,W�LV�XVHIXO�WR�QRWH�WKDW�SUHYHQWLYH�DQG�SURWHFWLYH�PHDVXUHV�DUH�QRW�FRPSOHWHO\�LQGHSHQGHQW�RI�RQH�DQRWKHU��7KH�H[LVWHQFH�RI�SURWHFWLYH�PHDVXUHV�PD\�VLJQLILFDQWO\�VWUHQJWKHQ�GHSRVLWRUV¶�FRQILGHQFH�LQ�WKH�EDQNLQJ�V\VWHP�DQG�PD\�DFW�DV�D�SUHYHQWLYH�FRQVLGHUDWLRQ��2Q�WKH�RWKHU�KDQG��WKH�H[FHVVLYH�FRPIRUW�DQG�PRUDO�KD]DUG�ULVN�ZKLFK�UHVXOWV�IURP�JHQHURXV�SURWHFWLYH�PHDVXUHV�PD\�LQGXFH�EDQNV�DQG�GHSRVLWRUV�DOLNH�WR�WDNH�ELJJHU�ULVNV��WKHUHIRUH�LQFUHDVLQJ�WKH�QHHG�IRU�WLJKW�SUHYHQWLYH�VXSHUYLVLRQ��7KH�IROORZLQJ�DUH�VRPH�RI�WKH�PDLQ�SUXGHQWLDO�PHDVXUHV�NQRZQ�WR�EDQN�UHJXODWRUV�DURXQG�WKH�ZRUOG�
3UHYHQWLYH�0HDVXUHV5HVWULFWLRQV�RQ�6FRSH�RI�$FWLYLW\7KLV�SUXGHQWLDO�PHDVXUH�LV�FRQFHUQHG�ZLWK�ZKHWKHU�EDQNV�VKRXOG�FRPELQH�FRPPHUFLDO�EDQNLQJ�DQG�VHFXULWLHV�DFWLYLWLHV�RU�ZKHWKHU�WKH�WZR�UROHV VKRXOG�EH�SHUIRUPHG�E\�GLIIHUHQW�LQVWLWXWLRQV�� 7KH�GHEDWH�KDV�ODUJHO\�FHQWHUHG�DURXQG�WKH�86������*ODVV�6WHDJDOO�$FW�ZKLFK�VHSDUDWHG�FRPPHUFLDO�DQG�LQYHVWPHQW�EDQNV��%XW�ZKHUHDV�VXFK�VHSDUDWLRQ�ZDV�DGRSWHG�LQ�WKH�8QLWHG�6WDWHV�DQG�WR�D�OHVVHU�H[WHQW�LQ�-DSDQ��(XURSHDQ�FRXQWULHV�KDYH�WHQGHG�WR�DGRSW�WKH�*HUPDQ�PRGHO�RI�XQLYHUVDO�EDQNLQJ��,Q�(J\SW��WKH�V\VWHP�WKDW�FXUUHQWO\�H[LVWV�PD\�JHQHUDOO\�EH�GHVFULEHG�DV�RQH�ZKLFK�LV�FORVHU�WR�WKH�XQLYHUVDO�EDQNLQJ�PRGHO��DOWKRXJK�QRW�LQ�LWV�DEVROXWH�IRUP�
$OORFDWLRQ�RI�5HJXODWRU\�5HVSRQVLELOLW\7KH�DOORFDWLRQ�RI�UHJXODWRU\�UHVSRQVLELOLW\�DPRQJ�LQWHUQDWLRQDO�UHJXODWRUV�LV�D�SUXGHQWLDO�PHDVXUH�ZKLFK�VHHNV�WR�UHGXFH�WKH�ULVN�RI�PXOWLQDWLRQDO�EDQNV�XVLQJ�FRPSOH[�JOREDO�FRUSRUDWH�VWUXFWXUHV�LQ�RUGHU�WR�DYRLG�GRPHVWLF�UHJXODWLRQ��,W�LV�D�UHODWLYHO\�UHFHQW�DUHD�RI�SUXGHQWLDO�UHJXODWLRQ��EDVHG�RQ�FRRSHUDWLRQ�EHWZHHQ�UHJXODWRUV�IURP�GLIIHUHQW�FRXQWULHV��DQG�KDV�EHHQ�WKH�FRQVHTXHQFH�RI�WKH�JURZWK�RI�
� )RU�GHWDLOV�RI�WKH�GLVWLQFWLRQ�EHWZHHQ�SUHYHQWLYH�DQG�SURWHFWLYH�UHJXODWLRQ��VHH�'DOH��������SS���������� 2Q�WKH�LVVXH�RI�XQLYHUVDO�YHUVXV�VHJUHJDWHG�EDQNLQJ��VHH�'DOH��������DQG�%HQVWRQ��������
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PXOWLQDWLRQDO�EDQNLQJ�RYHU�WKH�ODVW�WKUHH�GHFDGHV��� 7KH�UHODWLRQ�EHWZHHQ�WKH�JURZWK�RI�PXOWLQDWLRQDO�EDQNLQJ�DQG�WKH�ULVLQJ�JOREDO�FRQFHUQ�DQG�FRRSHUDWLRQ�LQ�WKH�DUHD�RI�SUXGHQWLDO�UHJXODWLRQ�LV�GXH�WR�WZR�UHDVRQV��)LUVW��PXOWLQDWLRQDO�EDQNV�E\�YLUWXH�RI�WKHLU�FRPSOH[�VWUXFWXUHV�UHSUHVHQW�D�FKDOOHQJH�WR�QDWLRQDO�UHJXODWRUV�ZKR�PD\�EH�DEOH�WR�FRQGXFW�DGHTXDWH�ORFDO�VXSHUYLVLRQ�EXW�ZKR�KDYH�GLIILFXOW\�DVVHVVLQJ�WKH�JOREDO�SRVLWLRQ�RI�VXFK�EDQNV��6HFRQG��WKH�LPSRVLWLRQ�RI�WLJKW�SUXGHQWLDO�UXOHV�PD\�KDYH�DGYHUVH�HIIHFWV�RQ�EDQN�SURILWDELOLW\��DW�OHDVW�LQ�WKH�VKRUW�WHUP��DQG�KHQFH�RQ�WKH�FRPSHWLWLYHQHVV�RI�WKH�PDUNHW�ZKHUH�VXFK�UXOHV�DUH�LPSRVHG��1DWLRQDO�EDQNLQJ�UHJXODWRUV�DUH�WKHUHIRUH�UHOXFWDQW�WR�LPSRVH�UHVWULFWLRQV�XQOHVV�DVVXUHG�WKDW�FRPSHWLQJ�EDQNLQJ�FHQWHUV�DURXQG�WKH�ZRUOG�ZRXOG�IROORZ�VXLW��7KH�VR�FDOOHG�IOLJKW�RI�EDQNV�WR�VRIW�UHJXODWHG�V\VWHPV�KDV�EHFRPH�SDUWLFXODUO\�LPSRUWDQW�ZLWK�WKH�ULVH�LQ�QXPEHU�DQG�LPSRUWDQFH�RI�GHYHORSLQJ�DQG�HPHUJLQJ�PDUNHWV�6LQFH�WKH�HDUO\�����V��WKH�SUREOHPV�RI�UHJXODWLQJ�PXOWLQDWLRQDO�EDQNV�ZHUH�EURXJKW�WR�WKH�DWWHQWLRQ�RI�ZRUOG�UHJXODWRUV�E\�D�VHULHV�RI�EDQNLQJ�FULVHV�ZKLFK�OHG�WR�DQ�XQSUHFHGHQWHG�FRRSHUDWLRQ�LQ�LQWHUQDWLRQDO�UHJXODWLRQ��7KH������6HFRQGDU\�%DQNLQJ�&ULVLV�LQ�WKH�8QLWHG�.LQJGRP��IROORZHG�E\�WKH������%DQNKDXV�+HUVWDWW�&ULVLV�LQ�*HUPDQ\��ZHUH�HDUO\�VLJQV�RI�WKH�LQWHUGHSHQGHQFH�RI�QDWLRQDO�EDQNLQJ�DQG�ILQDQFLDO�V\VWHPV�DQG�WKH�QHHG�WR�DGRSW�D�QHZ�RXWORRN�WR�LQWHUQDWLRQDO�FRRSHUDWLRQ�LQ�EDQNLQJ�UHJXODWLRQ��� 7KLV�FXOPLQDWHG�LQ�WKH�HVWDEOLVKPHQW�RI�WKH�&RPPLWWHH�RQ�%DQNLQJ�5HJXODWLRQV�DQG�6XSHUYLVRU\�3UDFWLFHV�LQ�������PRUH�UHFHQWO\�UHQDPHG�WKH %DVOH�&RPPLWWHH�RQ�%DQNLQJ�6XSHUYLVLRQ��E\�WKH�*����FRXQWULHV�XQGHU�WKH�DGPLQLVWUDWLYH�DXVSLFHV�RI�WKH�%DQN�IRU�,QWHUQDWLRQDO�6HWWOHPHQWV�LQ�%DVOH��6ZLW]HUODQG��7KH�&RPPLWWHH¶V�ZRUN�LQ�WKLV�DUHD�SURGXFHG�WZR�PDMRU�GRFXPHQWV��WKH������DQG�WKH������%DVOH�&RQFRUGDWV��%RWK�&RQFRUGDWV�ZHUH�EDVHG�RQ�WKH�IROORZLQJ�WKUHH�SULQFLSOHV���D��WKH�QHHG�IRU�FRQWDFW�DQG�FRRSHUDWLRQ�EHWZHHQ�KRVW�DQG�SDUHQW�VXSHUYLVRU\�DXWKRULWLHV���E��WKH�QHHG�WR�HQVXUH�WKDW�QR�IRUHLJQ�EDQNLQJ�HVWDEOLVKPHQW�HVFDSHV�VXSHUYLVLRQ��DQG��F��WKH QHHG�IRU�DGHTXDWH�VXSHUYLVLRQ��MXGJHG�E\�WKH�VWDQGDUGV�RI�ERWK�KRVW�DQG�SDUHQW�DXWKRULWLHV��,Q�SURPRWLQJ�WKHVH�EURDG�SULQFLSOHV��WKH�UHSRUW�PDNHV�WZR�GLVWLQFWLRQV��RQH�EHWZHHQ�WKUHH�W\SHV�RI�IRUHLJQ�EDQNLQJ�HVWDEOLVKPHQWV�� EUDQFKHV��VXEVLGLDULHV�DQG�MRLQW�YHQWXUHV�� DQG�WKH�RWKHU�EHWZHHQ�WKUHH�DUHDV�RI�SUXGHQWLDO�VXSHUYLVLRQ�� OLTXLGLW\��VROYHQF\�DQG�IRUHLJQ�FXUUHQF\�
�� *DUGHQHU��������S������� 2Q�WKH�UHDVRQV�DQG�FRQVHTXHQFHV�RI�ERWK�FULVHV��VHH�+DOO��������SS������DQG�)UHHODQG��������SS����������
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SRVLWLRQV��7KH�UHSRUW�WKHQ�UHFRPPHQGV�DQ�DOORFDWLRQ�RI�UHJXODWRU\�UHVSRQVLELOLWLHV�EDVHG�RQ�WKHVH�WZR�GLVWLQFWLRQV���
&DSLWDO�$GHTXDF\�5HTXLUHPHQWV&DSLWDO�DGHTXDF\�� RQFH�GHVFULEHG�DV�³WKH�PRVW�LPSRUWDQW��VLQJOH�HOHPHQW�ZLWKLQ�EDQN�VXSHUYLVRU\��RU�SUXGHQWLDO�UHJXODWRU\��V\VWHPV´�� � LV�XVXDOO\�DVVHVVHG�DV�D�UDWLR�RI�FDSLWDO�WR�WRWDO�DVVHWV��ZKHUH�WKH�DVVHWV�DUH�ZHLJKWHG�LQ�WHUPV�RI�WKH�ULVN�WKH\�FDUU\��,W�LV�D�PHDVXUH�RI�WKH�ILQDQFLDO�VRXQGQHVV�RI�WKH�EDQN��DQG�LWV�FDSDFLW\�WR�PHHW�IXWXUH��RIWHQ�XQH[SHFWHG��GHPDQGV��7KH������%DVOH�5HSRUW�LV�WKH�PDLQ�HIIRUW�XQGHUWDNHQ�E\�LQWHUQDWLRQDO�UHJXODWRUV�LQ�UHJXODWLQJ�FDSLWDO�VWDQGDUGV��,W�ZDV�WKH�FRUQHU�VWRQH�RI�DQ�HIIRUW�WR�LQWURGXFH�LQWHUQDWLRQDO�JXLGHOLQHV�IRU�SUXGHQW�OHQGLQJ�IROORZLQJ�WKH�����V�GHEW�FULVLV��,WV�SULQFLSDO�REMHFWLYH�ZDV�WR�LPSURYH�LQWHUQDWLRQDO�EDQNV¶�FDSLWDO�VWUHQJWK��DV�ZHOO�DV�WKH�PDUNHW�SHUFHSWLRQ�DERXW�WKHP��E\�VHWWLQJ�PLQLPXP�FDSLWDO�DGHTXDF\�VWDQGDUGV�ZKLFK�PHPEHU�FRXQWULHV�ZRXOG�JUDGXDOO\�LQWURGXFH��SURYLGHG�WKDW�WKH\�ZRXOG�IXOO\�LPSOHPHQW�WKHP�E\����'HFHPEHU������7KH�FRUH�RI�WKH�UHSRUW¶V�UHFRPPHQGDWLRQV�LV�WKDW�EDQN�UHJXODWRUV�LQ�FRXQWULHV�ZKLFK�KDYH�DGRSWHG�LW�VKRXOG��E\�WKH HQG�RI�������LPSRVH�D�PLQLPXP�ULVN�DVVHW�UDWLR�RI���SHUFHQW�RQ�DOO�LQWHUQDWLRQDOO\�DFWLYH�EDQNV�XQGHU�WKHLU�VXSHUYLVLRQ��7KLV�UDWLR�LV�GHULYHG�E\�H[SUHVVLQJ�WKH�DGMXVWHG�FDSLWDO�EDVH�DV�D�SHUFHQWDJH�RI�WKH�WRWDO�ZHLJKWHG�ULVN�DVVHWV���
3URWHFWLYH�0HDVXUHV�3URWHFWLYH�SUXGHQWLDO�PHDVXUHV�PDLQWDLQ�WKH�VWDELOLW\�RI�D�EDQNLQJ�V\VWHP�E\�SURYLGLQJ�VXSSRUW�DQG�UHVFXH�WR�EDQNV�ZKHQ�D�FULVLV�RFFXUV��HVSHFLDOO\�LI�LW�LV�IHOW�WKDW�WKH�FULVLV�PD\�EH�FRQWDJLRXV�DQG�WKUHDWHQ�WKH�VWDELOLW\�RI�RWKHU�LQVWLWXWLRQV�RU�RI�WKH�ZKROH�EDQNLQJ�V\VWHP��7KHUH�DUH�WZR�PDMRU�SURWHFWLYH�SUXGHQWLDO�PHDVXUHV��7KH�ILUVW�LV�WKH�OHQGHU�RI�ODVW�UHVRUW�IXQFWLRQ�RI�WKH�FHQWUDO�EDQN��ZKLFK�SURWHFWV�GHSRVLWRUV�E\�SURYLGLQJ�UHVFXH�IXQGV��QRW�WR�WKHP�GLUHFWO\�EXW�UDWKHU�E\�UHVFXLQJ�WKH�EDQNV�
�� 7KH�UHSRUW�UHFRPPHQGV�WKDW�OLTXLGLW\�VKRXOG�EH�WKH�FRQFHUQ�RI�WKH�KRVW�VXSHUYLVRU\�DXWKRULW\��6ROYHQF\��KRZHYHU��VKRXOG�EH�VXSHUYLVHG�E\�WKH�KRVW�VXSHUYLVRU\�DXWKRULW\�LQ�WKH�FDVH�RI�VXEVLGLDULHV�DQG�MRLQW�YHQWXUHV��EXW�E\�WKH�SDUHQW�DXWKRULW\�LQ�WKH�FDVH�RI�EUDQFKHV��)RUHLJQ�FXUUHQF\�SRVLWLRQV��RQ�WKH�RWKHU�KDQG��VKRXOG�IROORZ�WKH�VDPH�UXOH�DV�VROYHQF\�LI�WKH�SXUSRVH�RI�VXFK�VXSHUYLVLRQ�LV�SUXGHQWLDO��%XW�LI�WKH�IRUHLJQ�FXUUHQF\�VXSHUYLVLRQ�LV�SHUWLQHQW�WR�HFRQRPLF�SROLF\�FRQVLGHUDWLRQV�WKHQ�LW�VKRXOG�EH�WKH�FRQFHUQ�RI�WKH�KRVW�DXWKRULW\��,W�VKRXOG�EH�QRWHG�WKDW�WKLV�DOORFDWLRQ�RI�UHVSRQVLELOLW\�LV�EDVHG�RQ�ZKLFK�UHJXODWRU�ZRXOG�KDYH�WKH�SULPDU\��EXW�QRW�WKH�H[FOXVLYH��UHVSRQVLELOLW\��DQG�WKHUHIRUH�GRHV�QRW�SUHFOXGH�FRRSHUDWLRQ�EHWZHHQ�UHJXODWRUV��� *DUGHQHU��������S�������� 0D[LPLOLDQ�+DOO������D��S������
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WKHPVHOYHV��7KH�VHFRQG�LV�WKH�GHSRVLW�LQVXUDQFH�VFKHPH�ZKLFK�HQVXUHV�GHSRVLWRUV�WKDW�WKHLU�PRQH\�ZLOO�EH�UHIXQGHG��HLWKHU�ZKROO\�RU�SDUWLDOO\�RU�XS�WR�D�FHUWDLQ�DPRXQW�SHU�GHSRVLWRU��LI�WKH�EDQN�ZKHUH�VXFK�IXQGV�DUH�GHSRVLWHG�IDLOV�WR�UHSD\�RQ�GHPDQG��%RWK�W\SHV RI�SURWHFWLYH�SUXGHQWLDO�PHDVXUHV�UDLVH�VHULRXV�FRQVLGHUDWLRQV�DERXW�KRZ�PXFK�WKH\�DFWXDOO\�HQFRXUDJH�PRUDO�KD]DUG��$V�QRWHG�E\�*UHHQVSDQ���������³GHSRVLW�LQVXUDQFH��«E\�FKDQJLQJ�WKH�WHUPV�XQGHU�ZKLFK�EDQNV�GHDO�ZLWK�WKHLU�FUHGLWRUV��GLVWRUWV�WKH�VLJQDOV�DQG�LQFHQWLYHV�WKDW�EDQNV�UHFHLYH�IURP�WKH�PDUNHW��FUHDWLQJ�D�VXEVWDQWLDO�SRWHQWLDO�IRU�H[FHVVLYH�ULVN�WDNLQJ�E\�EDQNV��,Q�UHVSRQVH��EDQN�UHJXODWRUV�KDYH�EHHQ�IRUFHG�WR�WU\�WR�PLQLPL]H�WKLV�PRUDO�KD]DUG�WKDW��LQ�WKH�DEVHQFH�RI�WKH�VDIHW\�QHW��WKH�PDUNHW�LWVHOI�ZRXOG�SROLFH�´��7DEOH���FRPSDUHV�LPSOLFLW�DQG�H[SOLFLW�LQVXUDQFH�VFKHPHV��8QGHU�LPSOLFLW�GHSRVLW�LQVXUDQFH�VFKHPHV��WKH�JRYHUQPHQW�LV�QRW�REOLJHG�E\�ODZ�WR�SURWHFW�GHSRVLWV�DQG�WKH�H[WHQW�RI�FRYHUDJH�LV�OHIW�WR�LWV�GLVFUHWLRQ��,W�KDV�EHHQ�DUJXHG��KRZHYHU��WKDW�D�³ZHOO�IXQFWLRQLQJ�µH[SOLFLW¶�GHSRVLW�LQVXUDQFH�VFKHPH�LV�OLNHO\�WR�SURGXFH�IDVWHU��VPRRWKHU��DQG�PRUH�SUHGLFWDEOH�UHVROXWLRQV�RI�IDLOLQJ�EDQN�VLWXDWLRQV�WKDQ�DQ�LPSOLFLW�V\VWHP�´��,W�PD\�WKHUHIRUH�EH�DSSURSULDWH�WR�FRQYHUW�LPSOLFLW�GHSRVLW�SURWHFWLRQ�VFKHPHV�WR�H[SOLFLW�VFKHPHV��%XW�RQ�WKH�RWKHU�KDQG��H[SOLFLW�LQVXUDQFH�LV�PRUH�FRVWO\�WKDQ�WKH�LPSOLFLW�VFKHPH��([SOLFLW�LQVXUDQFH�UHTXLUHV�WKH�HVWDEOLVKPHQW�RI�D�VHSDUDWH�LQVWLWXWLRQ��ZLWK�LWV�RZQ�PDQDJHPHQW�DQG�VWDII��WKHUHE\�UDLVLQJ�RSHUDWLQJ�FRVWV�IRU�PRQLWRULQJ�EDQNV�DQG�PDQDJLQJ�WKHLU�IXQGV��7KH�H[SOLFLW�GHSRVLWV�LQVXUDQFH�VFKHPH�PD\�FUHDWH�D�PRUDO�KD]DUG�SUREOHP�� DQG�EDQNV�PLJKW�EH�LQYROYHG�LQ�ULVNLHU�RSHUDWLRQV��ZKLFK�UHTXLUH�IXUWKHU�PRQLWRULQJ��,W�PD\�DOVR�GLVFRXUDJH�FOLHQWV�IURP�WU\LQJ�WR�GLVWLQJXLVK�EHWZHHQ�D�ZHDN�DQG�D�VRXQG�EDQN�VLQFH�ERWK�DUH�FRYHUHG�E\�WKH�VDPH�LQVXUDQFH�VFKHPH���
$Q�(J\SWLDQ�)LQDQFLDO�&ULVLV5HYROXWLRQDU\�FKDQJHV�LQ�EDQNLQJ�VHUYLFHV�DQG�SUDFWLFHV��DVVRFLDWHG�ZLWK�LQFLGHQWV�VXFK�DV�%DULQJV�LQ�(QJODQG�DQG�'DLZD�LQ�-DSDQ��KDYH�UHYLYHG�FRQFHUQV�DERXW�WKH�DGHTXDF\�RI�SUXGHQWLDO�UHJXODWLRQ��� (YHQ�EHIRUH�WKHVH�WZR�LQGLYLGXDO�LQFLGHQWV�
�� *UHHQVSDQ��������S������ 0DV�DQG�7DOOH\��������S������� ,W�KDV�EHHQ�DUJXHG�WKDW�GHSRVLW�LQVXUDQFH�ZDV�ODUJHO\�UHVSRQVLEOH�IRU�WKH�IUHTXHQW�FROODSVHV�RI�WKH�6	/�,QVWLWXWLRQV�LQ�WKH�8QLWHG�6WDWHV�ZKHUH�PDQ\�VHHN�WR�UHIRUP�VXFK�VFKHPHV��6HH�-DII��������DQG�:KLWH���������� )RU�IXUWKHU�GLVFXVVLRQ�RI�WKH�SUREOHPV�RI�GHSRVLW�LQVXUDQFH�DQG�SRVVLEOH�VROXWLRQV��VHH�'\EYLJ��������DQG�)ORRG���������� +RHQLJ��������S����



(&(6�:3����%DKDD�(OGLQ�	�0RKLHOGLQ�����
7DEOH����$�&RPSDULVRQ�EHWZHHQ�,PSOLFLW�DQG�([SOLFLW�,QVXUDQFH�6FKHPHV�)HDWXUH ,PSOLFLW�6FKHPHV ([SOLFLW�6FKHPHV([LVWHQFH�RI�JRYHUQLQJ�UXOHV�DQG�SURFHGXUHV 1R <HV
2EOLJDWLRQ�WR�SURWHFW�GHSRVLWRUV 1R��DW�WKH�GLVFUHWLRQ�RI�WKH�JRYHUQPHQW

<HV��XS�WR�D�FHUWDLQ�OLPLW
$PRXQW�RI�SURWHFWLRQ 9DULHV�IURP�QR�SURWHFWLRQ�WR�IXOO�SURWHFWLRQ

9DULHV�IURP�OLPLWHG�SURWHFWLRQ�WR�IXOO�SURWHFWLRQ&RQWULEXWLRQ�WR�LQLWLDO�FDSLWDO�RI�WKH�VFKHPH 1R <HV
5HJXODU�SD\PHQWV�WR�WKH�VFKHPH 1R <HV6RXUFH��$GDSWHG�IURP�7DOOH\�DQG�0DV��������S�������7DEOH������RFFXUUHG��H[DPSOHV�RI�UHFHQW�V\VWHP�ZLGH�SUREOHPV�LQ�EDQNLQJ�WKULYH�IURP�WKH�6RXWKHUQ�&RQH�WR�6FDQGLQDYLD��� ,Q�-DSDQ��WKH�ILQDQFLDO�V\VWHP�ZDV�HVWLPDWHG�WR�KROG������ELOOLRQ�LQ�EDG�ORDQV�LQ�������� 7KH�8QLWHG�6WDWHV�LQ�WKH�����V�ZLWQHVVHG������FRPPHUFLDO�EDQN�IDLOXUHV�LQ�DGGLWLRQ�WR�WKH�6DYLQJV�DQG�/RDQV�FULVLV�ZKLFK�LV�SUHVXPHG�WR�FRVW��������SHU�LQKDELWDQW���(J\SW¶V RZQ�PRVW�VSHFWDFXODU�ILQDQFLDO�FULVLV�RFFXUUHG�GXULQJ�WKH�����V�DV�D�UHVXOW�RI�WKH�FROODSVH�RI�,VODPLF�,QYHVWPHQW�&RPSDQLHV��7KH�VR�FDOOHG�,VODPLF�,QYHVWPHQW�&RPSDQLHV��,,&V��JUHZ�LQ�D�VSHFWDFXODU�PDQQHU�GXULQJ�WKH�����V��� 7KH�HVWLPDWHG�QXPEHU�RI�WKHVH�FRPSDQLHV�ZDV�����DW�WKH�HQG�RI�������7KH�H[DFW�QXPEHU�RI�WKHVH�LQVWLWXWLRQV��OLNH�WKH�VL]H�RI�WKHLU�GHSRVLWV�DQG�WKH�QXPEHU�RI�WKHLU�GHSRVLWRUV��KDV�

�� )RU�DQ�DFFRXQW�DQG�GLVFXVVLRQ�RI�EDQN�LQVROYHQFLHV�DQG�FULVHV��VHH�&DSULR�DQG�.OLQJHELHO��������DQG�6XQGDUDUDMDQ�DQG�%DOLQR���������� 7LUROH��������S�������� ,ELG���DQG�&DSULR�DQG�.OLQJHELHO��������SS���������� 7KH�ILUVW�,VODPLF�,QYHVWPHQW &RPSDQ\�ZDV�$O�6KDULI��,W�ZDV�HVWDEOLVKHG�LQ������EXW�GLG�QRW�JR�SXEOLF�XQWLO�������ZKHQ�LW�DQQRXQFHG�WKDW�LW�ZRXOG�RSHQ�WKH�GRRU�IRU�WKH�SXEOLF�WR�LQYHVW�LQ�WKH�HQODUJHPHQW�RI�WKH�FRPSDQ\¶V�RSHUDWLRQV�ZLWK�SURPLVHV�RI�KLJK�UHWXUQV�LQ�WKH�IRUP�RI�GLYLGHQGV�DFFRUGLQJ�WR�,VODPLF�SULQFLSOHV�
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QHYHU�EHHQ�DJUHHG�XSRQ��%XW�ZLWK�WKH�RIILFLDO�QXPEHU�RI�GHSRVLWRUV�DW���������DQG�D�GHSHQGHQF\�UDWLR�LQ�(J\SW�RI������DOPRVW���PLOOLRQ�SHRSOH�ZHUH�DIIHFWHG�GLUHFWO\�E\�WKH�DFWLYLWLHV�RI�WKH�,,&V��7RWDO�GHSRVLWV�KHOG�ZLWK�WKH�,,&V�DUH�HVWLPDWHG�DW��(����ELOOLRQ�LQ������� ����SHUFHQW�RI�*'3��WKH�HTXLYDOHQW�RI����SHUFHQW�RI�SXEOLF�FRPPHUFLDO�EDQN�GHSRVLWV�DQG�DSSUR[LPDWHO\����SHUFHQW�RI�WRWDO�EDQNLQJ�VHFWRU�GHSRVLWV��� 0RVW�RI�WKHVH�GHSRVLWV�ZHUH�FROOHFWHG�LQ�OHVV�WKDQ�WKUHH�\HDUV��IURP������WR������,,&V�HPHUJHG�LQ�D�ILQDQFLDOO\�UHSUHVVHG�HQYLURQPHQW�ZLWK��HIIHFWLYHO\��D�QRQ�IXQFWLRQLQJ�FDSLWDO�PDUNHW�DQG�D�PDOIXQFWLRQLQJ�EDQNLQJ�VHFWRU��3RWHQWLDO�LQYHVWRUV�IDFHG�VHYHUDO�EXUHDXFUDWLF��OHJLVODWLYH��DQG�UHJXODWRU\�GLIILFXOWLHV�ZKHQ�GHDOLQJ�ZLWK�FRQYHQWLRQDO�LQVWLWXWLRQV��,Q�VXFK�FLUFXPVWDQFHV��D�VLJQLILFDQW�QXPEHU�RI�SRWHQWLDO�VDYHUV�DQG�LQYHVWRUV�SUHIHUUHG�WR�GHDO�ZLWK�WKHVH�QHZ�FRPSDQLHV�GXH�WR�WKH�KLJKHU�UDWHV�RI�UHWXUQ�ZKLFK�WKH\�ZHUH�RIIHULQJ�LQ�D�VHHPLQJO\�SODFLG�ZD\��7KH�H[SHULHQFH�RI�,,&V�UHYROYHV�DURXQG�WZR�PDLQ�DUJXPHQWV�� ZKLFK�H[SODLQ�WKH�UHDVRQV�EHKLQG�ILQDQFLDO�GXDOLVP�DQG�WKH�H[LVWHQFH�RI�WKH�LQIRUPDO�ILQDQFLDO�VHFWRU��7KH�ILUVW�DUJXPHQW�FRQVLGHUV�WKH�LQIRUPDO�ILQDQFLDO�VHFWRU�D�UHVSRQVH�WR�WKH�LPSHUIHFWLRQV�DQG�ZHDNQHVVHV�RI�WKH�UHSUHVVHG�IRUPDO�VHFWRU��7KH�WLJKW�UHJXODWLRQ�RI�ILQDQFLDO�LQWHUPHGLDULHV�DQG�YDULRXV�UHVWULFWLRQV�LPSRVHG�RQ�WKHLU�DFWLYLWLHV�IRUFHG�SRWHQWLDO�VDYHUV�DQG�LQYHVWRUV�WR�ILQG�RWKHU�LQVWUXPHQWV�RI�VDYLQJV�DQG�VRXUFHV�RI�FUHGLW�RXWVLGH�WKH�IRUPDO�VHFWRU�7KH�VHFRQG�DUJXPHQW�VWDWHV�WKDW�WKH�H[LVWHQFH�RI�WKH�LQIRUPDO�ILQDQFLDO�VHFWRU�FDQ�EH�H[SODLQHG�E\�DQ�LQKHUHQW�GXDOLVP�LQ�WKH�HFRQRPLF�DQG�VRFLDO�VWUXFWXUH�RI�WKH�ZKROH�VRFLHW\��5HJDUGOHVV�RI�WKH�FRQGLWLRQ�RI�WKH�IRUPDO�VHFWRU��WKH�LQIRUPDO�VHFWRU�ZRXOG�IORXULVK�DV�ORQJ�DV�D�VLJQLILFDQW�SDUW�RI�WKH�SRSXODWLRQ�LV�VWLOO�DWWDFKHG�WR�WUDGLWLRQDO�YDOXHV�DQG�UHOLJLRXV�YLHZV�� IRU�H[DPSOH��RSLQLRQV�FRQFHUQLQJ�ULED RU�XVXU\���7KH�FDVH�RI�WKH�,,&V�VXJJHVWV�D�FRPELQDWLRQ�RI�WKHVH�WZR�DUJXPHQWV��2Q�RQH�KDQG��WKH\�VXSSRUW�*RRGKDUW¶V�ODZ�� E\�EHLQJ�WKH�XQUHJXODWHG�VXEVWLWXWH�IRU�D�KHDYLO\�
�� 7KH�ILJXUHV�RI�GHSRVLWV�DQG�GHSRVLWRUV�DUH�WKRVH�SXEOLVKHG�E\�WKH�RIILFHV�RI�WKH�$WWRUQH\�*HQHUDO�DQG�WKH�6RFLDOLVW�$WWRUQH\�DIWHU�WKH�FROODSVH�RI�WKH�,,&V�LQ�-XQH��������� 6HH�*HUPLGLV��������DQG�.LWFKHQ���������� 5LED LV�D�JHQHULF�WHUP�ZKLFK�VWDQGV�OLWHUDOO\�IRU�DOO�NLQGV�RI�H[FHVVHV�DERYH�WKH�YDOXH�RI�D�WKLQJ��7KH�WHFKQLFDO�PHDQLQJ�IRU�ULED LV�WKH�SUHPLXP��UHJDUGOHVV�KRZ�VPDOO�RU�ODUJH��ZKLFK�PXVW�EH�SDLG�E\�D�ERUURZHU�WR�D�OHQGHU�LQ�DGGLWLRQ�WR�WKH�SULQFLSDO�DV�D�FRQGLWLRQ�IRU�D�ORDQ�RU�IRU�DQ�H[WHQVLRQ�RI�LWV�PDWXULW\��*HQHUDOO\�VSHDNLQJ�DOO�IRUPV�RI�SUHGHWHUPLQHG�IL[HG�UHWXUQ�UHODWHG�WR�WKH�VL]H�DQG�OHQJWK�RI�D�ORDQ��UHJDUGOHVV�RI�LWV�SXUSRVH��DUH�FRQVLGHUHG�E\�0XVOLP�VFKRODUV�DV�ULED�DOWKRXJK�WKLV�KDV�EHHQ�DQG�FRQWLQXHV�WR�EH�D�VRXUFH�RI�KHDWHG�GHEDWH��6HH�&KRXGKXU\�DQG�0DOLN��������DQG�&KDSUD���������� 6HH�*RRGKDUW��������S�����
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UHJXODWHG�IRUPDO�ILQDQFLDO�VHFWRU��2Q�WKH�RWKHU�KDQG��WKH\�DSSHDUHG�DV�LQVWLWXWLRQV�ZRUNLQJ�DFFRUGLQJ�WR�WKH�GRPLQDWLQJ�UHOLJLRXV�DQG�WUDGLWLRQDO�YDOXHV��7KLV�FOHDUO\�VXSSRUWV�WKH�VHFRQG�DUJXPHQW�� DQ�DUJXPHQW�ODUJHO\�QHJOHFWHG�E\�FRQYHQWLRQDO�ILQDQFLDO�LQWHUPHGLDULHV�DQG�QRW�XWLOL]HG�HIIHFWLYHO\�E\�IRUPDO�,VODPLF�EDQNV�$�TXHVWLRQ�DULVHV��:KDW�VRUW�RI�DFWLYLWLHV�HQDEOHG�WKH�,,&V�WR�SD\�WKHLU�GHSRVLWRUV����SHUFHQW�SHU�DQQXP�RQ�GHSRVLWV�LQ�ORFDO�DQG�IRUHLJQ�FXUUHQFLHV"�$�S\UDPLG�VFKHPH�� LV�WKH�SODXVLEOH�H[SODQDWLRQ�IRU�WKH�KLJK�UDWH�RI�GLVWULEXWHG�SURILWV�RI�,,&V��� 2¶&RQQHOO�DQG�=HOGHV��������GHILQH�D�µUDWLRQDO¶�S\UDPLG�VFKHPH�DV�³D�VHTXHQFH�RI�ORDQ�PDUNHW�WUDQVDFWLRQV�ZLWK�SRVLWLYH�QHW�SUHVHQW�YDOXH�WR�WKH�ERUURZHU�´�$FFRUGLQJ�WR�WKH�S\UDPLG�VFKHPH��FDVK�SD\PHQWV�RQ�GHEWV��GHSRVLWV��DUH�PHW�PDLQO\�E\�LQFUHDVLQJ�WKH�DPRXQW�RI�RXWVWDQGLQJ�GHEW�WKURXJK�IUHVK�ERUURZLQJ��'HEWV�DUH�EDFNHG�QRW�E\�UHDO�DVVHWV�EXW�E\�IXWXUH�GHEWV���0LQVN\��������DUJXHV�WKDW�VSHFXODWLRQ�DQG�S\UDPLG�VFKHPHV�DUH�WR�D�FHUWDLQ�H[WHQW�D�UHFRJQL]HG�IHDWXUH�RI�WKH�RSHUDWLRQV�RI�PDQ\�IRUPDO�ILQDQFLDO�LQVWLWXWLRQV��%XW�VSHFXODWLRQ��LQ�WKH�ZRUGV�RI�.H\QHV���������PD\�FDXVH�QR�GDPDJH�OLNH�EXEEOHV�RQ�D�VWHDG\ VWUHDP�RI�HQWHUSULVH��%XW�WKH�FDVH�RI�,,&V�ZDV�VHULRXV�EHFDXVH�WKH\�EHFDPH�³WKH�EXEEOH�RQ�D�ZKLUOSRRO�RI�VSHFXODWLRQV�´��7KH�UHFHQW�KLVWRU\�RI�ILQDQFLDO ILDVFRHV�LV�IXOO�RI�H[DPSOHV�RI�ZLGH�VFDOH�S\UDPLG�VFKHPHV��IURP�WKH�3RQ]L�VFDQGDO�LQ�WKH�HDUO\�����V�� LQ�WKH�8QLWHG�6WDWHV��WKH�000�FUDVK�LQ�5XVVLD�LQ�������� WKH�)RUWXQD�$OOLDQFH�LQ�WKH�8QLWHG�6WDWHV�LQ�������WR�WKH�*MDOOLFD�IXQG�FULVLV�LQ�$OEDQLD�LQ�������� ,Q�WKHVH�LQFLGHQWV��DV�LQ�WKH�FDVH�RI�WKH�,,&V��WKHUH�ZDV�PLVUHSUHVHQWDWLRQ�DQG�YLRODWLRQ�RI�LPSOLFLW�DQG�H[SOLFLW�WUXVW��XVLQJ�WKH�H[SUHVVLRQ�RI�.LQGOHEHUJHU��,Q�WKH�WKUHH�FDVHV�RI�3RQ]L��000�DQG�,,&V��WKHUH�ZDV�KHDY\�UHOLDQFH�RQ�VOLFN�DGYHUWLVLQJ�FDPSDLJQV��LQ�ZKLFK�D�VHHPLQJO\�JHQXLQH�DFWLYLW\�
�� $OVR�NQRZQ�DV�3RQ]L�VFKHPHV��QDPHG�DIWHU�&KDUOHV�3RQ]L¶V�ILQDQFLDO�SOR\�LQ���������LQ�WKH�8QLWHG�6WDWHV��6HH�7UDLQ��������SS��������IRU�KLVWRULFDO�EDFNJURXQG���� $QG�LQGHHG�LW�LV�WKH�H[SODQDWLRQ�IRU�WKH�FXUUHQW�KLJK�LQWHUHVW�UDWH�SDLG�E\�WKH�JRYHUQPHQW�RQ�WUHDVXU\�ELOOV�LQ�(J\SW��� 6HH�0LQVN\��������S����������DQG�.LQGOHEHUJHU��������S������� &LWHG�LQ�6KDILN��������S��������� 6HH�7UDLQ��������SS���������� 2Q�WKH�000�FULVLV��VHH�WKH�WZR�LVVXHV�RI�7KH�(FRQRPLVW��GDWHG�����������DQG��������������� 7KH�(FRQRPLVW ������������UHSRUWHG�WKDW�WKH�FOLHQWV�RI�WKLV�IXQG�DQG�RWKHU�FROODSVLQJ�S\UDPLG�VFKHPHV�ZHUH�WKRXJKW�WR�QXPEHU�PRUH�WKDQ�D�WKLUG�RI�WKH�SRSXODWLRQ�RI�$OEDQLD��7KH�$OEDQLDQ�SUHVLGHQW�FODLPHG�WKDW�KLV�JRYHUQPHQW�ZRXOG�FRPSHQVDWH�KLV�FRPSDWULRWV�EXW�H[SHUWV�DQG�ZHVWHUQ�EDQNHUV�VDLG�$OEDQLD�FRXOG�QRW�DIIRUG�WR�SD\��7KH�FROODSVH�RI�WKHVH�IXQGV�UHVXOWHG�LQ�ULRWV�DQG�PDMRU�SROLWLFDO�XQUHVW��
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DSSHDUHG�DV�D�IDoDGH��,Q�WKH�FDVH�RI�3RQ]L��LW�ZDV�DUELWUDJH�RSSRUWXQLWLHV�LQ�LQWHUQDWLRQDO�SRVWDO�FRXSRQV��LQ�WKH�000�FDVH��LW�ZDV�WKH�WUDGH�LQ�SULYDWL]DWLRQ�YRXFKHUV��DQG�LQ�FDVH�RI�WKH�,,&V��LW�ZDV�WKH�HVWDEOLVKPHQW�RI�KROGLQJ�FRPSDQLHV�LQYROYHG�LQ�D�YDULHW\�RI�SURGXFWLRQ�DQG�VHUYLFHV�DFWLYLWLHV�ZKLFK�ZHUH�XVHG�DV�D�VPRNH�VFUHHQ��7KH�,,&V�HQMR\HG�QR�VXSHUYLVLRQ�RU�UHJXODWLRQ�XQWLO�WKH�V\PSWRPV�RI�SUREOHPV�DSSHDUHG�RQ�WKH�VXUIDFH�DIWHU�LPPHQVH�ORVVHV�RI�VRPH�,,&V�LQ�VSHFXODWLQJ�RQ�JROG�DQG�IRUHLJQ�FXUUHQFLHV�LQ�WKH�LQWHUQDWLRQDO�PDUNHWV�LQ�1RYHPEHU�������7KLV�ZDV�IROORZHG�E\�D�VHULHV�RI�VLPLODU�SUREOHPV�DQG�FRQFOXGHG�ZLWK�WKH�LQWHUQDWLRQDO�ILQDQFLDO�FULVLV�RQ�%ODFN�0RQGD\�LQ�2FWREHU�������PDUNLQJ�WKH�EHJLQQLQJ RI�WKH�IDOO�RI�WKHVH�FRPSDQLHV��7KHVH�SUREOHPV�DORQJ�ZLWK�RWKHUV�IRUFHG�WKH�JRYHUQPHQW�WR�LQWHUYHQH�WR�UHJXODWH�WKHVH�FRPSDQLHV��7KH�JRYHUQPHQW��KRZHYHU��DFWHG�WRR�ODWH�DQG�GLG�WRR�OLWWOH�WR�UHIRUP�WKH�FRPSDQLHV�DQG�KHOS�WKHP�DGDSW�WR�WKH�QHZ�UXOHV��,WV�DFWLRQ�PLJKW�RQO\�KDYH�FRQWULEXWHG�WR�WKHLU�HDUO\�FROODSVH�DV�WKH\�ZHUH�KHDYLO\�UHJXODWHG�DQG�HIIHFWLYHO\�GHQLHG�DFFHVV�WR�IUHVK�FDSLWDO��7KH�FDVH�RI�WKH�,,&V�DFFHQWXDWHV�WKH�QHHG�IRU�D�SUXGHQWLDO�UHJXODWRU�DQG�DGHTXDWH�VXSHUYLVLRQ��,W�UHMHFWV�WKH�FDOOV�IRU�FRPSOHWH�GHUHJXODWLRQ�RI�WKH�ILQDQFLDO�V\VWHP�GXH�WR�PLVXQGHUVWDQGLQJ�RI�OLEHUDOL]DWLRQ�RU�OHQLHQW�PRQLWRULQJ�XQGHU�WKH�QRWLRQ�RI�IOH[LELOLW\��
,,,��%DQN�3UXGHQWLDO�5HJXODWLRQ�LQ�(J\SW
7KH�1DWXUH�RI�5HJXODWLRQ%HIRUH�GLVFXVVLQJ�VSHFLILF�IHDWXUHV�RI�(J\SWLDQ�EDQN�UHJXODWLRQ��LW�LV�QHFHVVDU\�WR�DQDO\]H�ILUVW�WKH�QDWXUH�RI�WKH�UHJXODWLRQ�XQGHUWDNHQ�E\�WKH�&HQWUDO�%DQN�RI�(J\SW��&%(��DQG�LWV�UHJXODWRU\�DSSURDFK��7KH�&%(�LV�YHVWHG�ZLWK�EDQN�VXSHUYLVLRQ��VXFK�DV�RII�VLWH�PRQLWRULQJ�DQG�VXUYHLOODQFH�RI�EDQN�SHUIRUPDQFH��DV�ZHOO�DV�RQ�VLWH�LQVSHFWLRQ�RI�ILQDQFLDO�FRQGLWLRQV��$OO�RSHUDWLQJ�EDQNV�DUH�UHTXLUHG�WR�DSSRLQW�WZR�H[WHUQDO�DXGLWRUV�HYHU\�ILQDQFLDO�\HDU�WR�H[DPLQH�WKH�EDQN
V�DFFRXQWV��$XGLWRUV�UHSRUW�WKH�GHJUHH�RI�DGHTXDF\�RI�WKH�EDQN¶V�LQWHUQDO�FRQWURO�V\VWHP�DQG�WKH�GHJUHH�RI�DGHTXDF\�RI�SURYLVLRQV�WR�WKH�&%(��7KH�&%(�PD\�DGRSW�D�UHVROXWLRQ�WR�VXVSHQG�WKH�GLVWULEXWLRQ�RI�GLYLGHQGV�WR�VKDUHKROGHUV�LI�DQ\�VKRUWDJH�LQ�SURYLVLRQV�LV�UHSRUWHG���
�� /DZ�1R������RI�������$UWLFOHV����DQG����DV�DPHQGHG�E\�/DZ�1R�����RI������DQG�/DZ�1R�����RI������
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6WDWH�RZQHG�EDQNV�DUH�VXEMHFW�WR�IXUWKHU�RQ�VLWH�PRQLWRULQJ�E\�WKH &HQWUDO�$XGLW�2UJDQL]DWLRQ��&$2��ZKLFK�FRRUGLQDWHV�LWV�ZRUN�ZLWK�H[WHUQDO�DXGLWRUV��� &%(¶V�VXSHUYLVLRQ�LV�FRQFHUQHG�ZLWK�WKH�GHJUHH�RI�FRPSOLDQFH�ZLWK�FUHGLW�FRQWUROV��WDULII�VFKHGXOHV��LQWHUHVW�UDWH�FHLOLQJV�DQG��WR�D�OHVVHU�H[WHQW��WKH�DVVHVVPHQW�RI�EDQN�VROYHQF\��&$2¶V�VXSHUYLVLRQ�LV�PRUH�FRQFHUQHG�ZLWK�WKH�FRPSOLDQFH�RI�WKH�VWDWH�RZQHG�EDQNV�ZLWK�WKH�UXOHV�WKDW�JRYHUQ�WKH�SXEOLF�VHFWRU�DV�D�ZKROH��UDWKHU�WKDQ�ZLWK�SRUWIROLR�TXDOLW\�DQG�UHODWHG�DVSHFWV�RI�SHUIRUPDQFH�7KH�DXWKRULW\�RI�WKH�&%(�WR�UHJXODWH�WKH�EDQNLQJ�VHFWRU�LQ�(J\SW�LV�GHULYHG�IURP�WKH�H[SOLFLW�VWDWHPHQW�RI�EDQNLQJ�OHJLVODWLRQ��� 0RUH�VSHFLILFDOO\��WKH�ODZ�VWDWHV�WKDW�WKH�%RDUG�RI�'LUHFWRUV�RI�WKH�&%(�KDV�DOO�SRZHUV�DQG�DXWKRULW\�DFFRUGHG�WR�WKH�&HQWUDO�%DQN�LWVHOI�LQ�DFFRUGDQFH�ZLWK�WKH�SURYLVLRQV�RI�WKH�ODZ��� )XUWKHUPRUH��EDQN�UHJXODWLRQ�ODZV�VWUHVV�WKDW�WKH�&%(¶V�%RDUG�RI�'LUHFWRUV�KDV�WKH�DXWKRULW\�WR�OD\�GRZQ�UXOHV�IRU�WKH�UHJXODWLRQ�RI�FRPPHUFLDO��VSHFLDOL]HG�DQG�LQYHVWPHQW�EDQNV���7KH�%RDUG�RI�'LUHFWRUV�RI�WKH�&%(�H[HUFLVHV�WKLV�DXWKRULW\�E\�LVVXLQJ�FLUFXODUV�HLWKHU�WR�LQGLYLGXDO�EDQNV�RU�WR�DOO�EDQNV�UHJLVWHUHG�DV�WKH�FDVH�PD\�EH��7KHVH�FLUFXODUV�GHDO�ZLWK�LVVXHV�ZKLFK�DUH�QHLWKHU�GHDOW�ZLWK�E\�WKH�EDQN�UHJXODWLRQ�ODZV�QRU�E\�WKHLU�LPSOHPHQWLQJ�GHFUHHV��%XW�EHFDXVH�WKHVH�FLUFXODUV�GHULYH�WKHLU�ELQGLQJ�DXWKRULW\�IURP�WKH�EDQN�UHJXODWLRQ�ODZV�DQG�WKHLU�DFFRPSDQ\LQJ�GHFUHHV��WKH\�FDQ�QHLWKHU�FRQWUDGLFW�WKHVH�ODZV�DQG�GHFUHHV�QRU�OHJLVODWH�QHZ�UXOHV�ZKLFK�KDYH�QR�EDVLV�LQ�WKHP��7KH�OHJDO�SURYLVLRQV�ZKLFK�DUH�WKH�EDVLV�IRU�WKH�ELQGLQJ�IRUFH�RI�WKHVH�FLUFXODUV�DQG�RWKHU�IRUPV�RI�LQVWUXFWLRQV�LVVXHG�E\�WKH�&%(�DUH�WKH�IROORZLQJ��$UWLFOH����D��RI�WKH������ODZ�VWDWHV�WKDW�D�EDQN�PD\�KDYH�LWV�UHJLVWUDWLRQ�FDQFHOOHG�DQG�LWV�OLFHQVH�ZLWKGUDZQ�LI�LW�³����YLRODWHG�WKH�SURYLVLRQV�RI�WKLV�ODZ�>����RI ����@��WKH�SURYLVLRQV�RI�LWV�LPSOHPHQWLQJ�GHFUHH�>FXUUHQWO\�����RI�����@�RU�GHFLVLRQV�WDNHQ�E\�WKH�%RDUG�RI�'LUHFWRUV�RI�WKH�&HQWUDO�%DQN�RI�(J\SW�«´�� $UWLFOH����LL��RI�WKH�VDPH�ODZ�IXUWKHU�VWDWHV�WKDW�WKH�%RDUG�RI�'LUHFWRUV�PD\�WDNH�RWKHU�GLVFLSOLQDU\�DFWLRQ�DJDLQVW�WKH�EDQN�

�� /DZ�1R������RI�������� /DZ�1R������RI�������$UWLFOH������ /DZ�1R������RI�������$UWLFOHV���DQG����� /DZ�1R������RI�������$UWLFOHV����DQG�����/DZ�1R������RI�������$UWLFOH�����UHVSHFWLYHO\��� /DZ�1R������RI�������$UWLFOH����D��DV�DPHQGHG�E\�/DZ�1R�����RI�������
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ZKLFK�YLRODWHV�WKH�ODZ��WKH�LPSOHPHQWLQJ�GHFUHH��RU�WKH�GHFLVLRQV�WDNHQ�E\�WKH�%RDUG�RI�'LUHFWRUV�RI�WKH�&HQWUDO�%DQN�RI�(J\SW���7KH�FLUFXODUV�LVVXHG�E\�WKH�&%(��ZKLFK�FRQYH\�GHFLVLRQV�WDNHQ�E\�WKH�%RDUG�RI�'LUHFWRUV��DUH�WKHUHIRUH�DFFRUGHG�WKH�VDPH�OHJDO�IRUFH�DV�WKH�ODZ�LWVHOI�DQG�LWV�LPSOHPHQWLQJ�GHFUHH��2Q�D�SUDFWLFDO�OHYHO��FLUFXODUV�LVVXHG�E\�WKH�&%(�KDYH�UHFHQWO\�DFTXLUHG�DQ�HYHQ�JUHDWHU�LPSRUWDQFH�EHFDXVH�WKH\�KDYH�DGGUHVVHG�VRPH�RI�WKH�PRVW�FUXFLDO�DVSHFWV�RI�EDQNLQJ�UHJXODWLRQ��SDUWLFXODUO\�SUXGHQWLDO�PHDVXUHV�DQG�JXLGHOLQHV��7KH�IROORZLQJ�LV�DQ�DFFRXQW�RI�WKH�PDMRU�SUXGHQWLDO�PHDVXUHV�LQ�(J\SWLDQ�EDQNLQJ�ODZ�DQG�SUDFWLFH��7KHVH�DUH�FODVVLILHG�DV�EURDG�SUHYHQWLYH�PHDVXUHV�� PHDVXUHV�ZKLFK�GHDO�ZLWK�WKH�JHQHUDO�UHJXODWRU\�HQYLURQPHQW�LQ�ZKLFK�EDQNV�RSHUDWH��VSHFLILF�SUHYHQWLYH�PHDVXUHV�� PHDVXUHV�ZKLFK�IRUP�WKH�FRUH�RI�D�SUXGHQWLDO�VDIHW\�QHW��DQG�ILQDOO\�SURWHFWLYH�SUXGHQWLDO�PHDVXUHV�
%URDG�3UHYHQWLYH�0HDVXUHV6FRSH�RI�%DQNLQJ�$FWLYLWLHV&XUUHQWO\��WKH�EDQNLQJ�VWUXFWXUH�FRQVLVWV�RI����EDQNV�RI�ZKLFK����DUH�FRPPHUFLDO�EDQNV�����DUH�LQYHVWPHQW�DQG�EXVLQHVV�EDQNV��RI�ZKLFK����DUH�EUDQFKHV�RI�IRUHLJQ�EDQNV��7KLV�LV�LQ�DGGLWLRQ�WR����VSHFLDOL]HG�EDQNV��ZKLFK�LQFOXGH�RQH�LQGXVWULDO�EDQN��WZR�UHDO�HVWDWH��DQG����DJULFXOWXUDO�EDQNV�EDVHG�LQ�JRYHUQRUDWHV��LQFOXGLQJ�WKH�3ULQFLSDO�%DQN�IRU�'HYHORSPHQW�DQG�$JULFXOWXUDO�&UHGLW��7KUHH�EDQNV�DUH�QRW�UHJLVWHUHG�ZLWK�WKH�&%(���$FFRUGLQJO\��WKHUH�H[LVWV�LQ�(J\SWLDQ�ODZ�WKUHH�W\SHV�RI�EDQNV��FRPPHUFLDO��VSHFLDOL]HG�DQG�LQYHVWPHQW�EDQNV��&RPPHUFLDO�EDQNV�DUH�GHILQHG�DV�LQVWLWXWLRQV�ZKLFK�KDELWXDOO\�DFFHSW�GHSRVLWV�SD\DEOH�RQ�GHPDQG�RU�DIWHU�D�SHULRG�QRW�H[FHHGLQJ�RQH�\HDU��� 7KH\�DUH�DOVR�SURKLELWHG�IURP�XQGHUWDNLQJ�FHUWDLQ�DFWLYLWLHV��RI�ZKLFK�WKH�PRVW�UHOHYDQW�DUH�
x 'HDOLQJ�LQ�PRYDEOH�DQG�LPPRYDEOH SURSHUW\��H[FHSW�LI�VXFK�SURSHUW\�LV�XVHG�E\�WKH�EDQN�IRU�WKH�FRQGXFW�RI�LWV�RUGLQDU\�EXVLQHVV��VXFK�DV�WKH�EDQN�SUHPLVHV���RU�LI�LW�DFFUXHV�WR�LW�LQ�VHWWOHPHQW�RI�D�GHEW��,Q�WKLV�FDVH��WKH�EDQN�KDV�WR�GLVSRVH�RI�WKH�PRYDEOH�SURSHUW\�ZLWKLQ�D�\HDU��DQG�RI WKH�LPPRYDEOH�SURSHUW\�ZLWKLQ�ILYH�\HDUV�
�� /DZ�1R������RI�������$UWLFOH����LL���DV�DPHQGHG�E\�/DZ�1R�����RI������DQG�/DZ�1R�����RI�������� 7KHVH�WKUHH�EDQNV�DUH�$UDE�,QWHUQDWLRQDO�%DQN��1DVVHU�6RFLDO�%DQN�DQG�&KHPLFDO�%DQN��� /DZ�1R������RI�������$UWLFOH����
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IURP�WKH�GDWH�WKDW�LW�DFFUXHV��XQOHVV�DXWKRUL]HG�E\�WKH�&%(�WR�NHHS�LW�IRU�D�ORQJHU�SHULRG�RI�WLPH��x 'HDOLQJ�LQ��RU�RZQLQJ��VKDUHV�ZKLFK�FRQVWLWXWH�WKH�EDQN¶V�FDSLWDO��XQOHVV�LQ�GHEW�VHWWOHPHQW��x 2ZQLQJ�VKDUHV�LQ�D MRLQW�VWRFN�FRPSDQ\�LQ�H[FHVV�RI����SHUFHQW�RI�WKH�FRPSDQ\¶V�SDLG�XS�FDSLWDO�RU�RZQLQJ�VKDUHV�LQ�GLIIHUHQW�FRPSDQLHV�ZKRVH�DJJUHJDWH�YDOXH�H[FHHGV�WKH�QRPLQDO�YDOXH�RI�WKH�EDQN¶V�SDLG�XS�FDSLWDO�DQG�UHVHUYHV��
7KH�ODVW�WZR�OLPLWV�VHW�LQ�WKH�ODZ�PD\�EH�H[FHHGHG�ZLWK�SHUPLVVLRQ�IURP�WKH�0LQLVWHU�RI�)LQDQFH�DQG�(FRQRP\��RQ�WKH�EDVLV�RI�DGYLFH�IURP�WKH�JRYHUQRU�RI�WKH�&%(��� 6SHFLDOL]HG�EDQNV�DV�GHILQHG�E\�WKH�ODZ��³EDQNV�ZKRVH�PDLQ�EXVLQHVV�LV�WKH�ILQDQFLQJ�RI�UHDO�HVWDWH��DJULFXOWXUH�RU�LQGXVWU\��ZKLOH�WKH�DFFHSWDQFH�RI�GHPDQG�GHSRVLWV�LV�QRW�RQH�RI�WKHLU�EDVLF�DFWLYLWLHV�´�� 7KH�&%(�OD\V�GRZQ�WKH�UXOHV�JRYHUQLQJ�WKH�DFWLYLWLHV�RI�WKHVH�VSHFLDOL]HG�EDQNV��LQFOXGLQJ�WKH�FRQGLWLRQV�IRU�HVWDEOLVKLQJ�FRPSDQLHV�DQG�IRU�LVVXLQJ�ERQGV���7KH�WKLUG�DQG�ODVW�W\SH�RI�EDQN�ZDV�LQWURGXFHG�LQ�������WKH�LQYHVWPHQW�DQG�EXVLQHVV�EDQNV��QRW�WR�EH�FRQIXVHG�ZLWK�LQYHVWPHQW�RU�PHUFKDQW�EDQNV���7KH\�DUH�GHILQHG�DV�EDQNV�ZKLFK�³FDUU\�RXW�RSHUDWLRQV�UHODWHG�WR�WKH�SRROLQJ�DQG�SURPRWLRQ�RI�VDYLQJV�IRU�WKH�VDNH�RI�LQYHVWPHQW��LQ�DFFRUGDQFH�ZLWK�WKH�HFRQRPLF�GHYHORSPHQW�SODQV�DQG�WKH�SROLFLHV�HQYLVDJLQJ�WKH�IRVWHULQJ�RI�WKH�QDWLRQDO�HFRQRP\��,Q�WKLV�UHVSHFW��VXFK�EDQNV�PD\�HVWDEOLVK�LQYHVWPHQW�FRPSDQLHV�RU�RWKHU�FRPSDQLHV�H[HUFLVLQJ�YDULRXV�W\SHV�RI�HFRQRPLF�DFWLYLW\��7KH\�PD\�DOVR�XQGHUWDNH�ILQDQFLQJ�RI�(J\SW¶V�IRUHLJQ�WUDGH�RSHUDWLRQV�´�� 7KLV�W\SH�RI�EDQN�LV�QRW�SHUPLWWHG�WR�DFFHSW�GHSRVLWV�DV�D�KDELWXDO�DFWLYLW\��DQG�LV�QRW�ERXQG�E\�DQ\�OLPLW�RQ�LWV�HTXLW\�KROGLQJ�LQ�FRPSDQLHV�,W�LV�FOHDU�IURP�WKH�DERYH�WKDW�EDQNLQJ�LQ�(J\SW�LV�QHLWKHU�EDVHG�RQ�D�WRWDO�VHSDUDWLRQ�RI�FRPPHUFLDO�DQG�LQYHVWPHQW�EDQNLQJ��QRU�RQ�DQ�XQOLPLWHG�FRPELQDWLRQ�RI�DFWLYLWLHV�XQGHU�WKH�URRI�RI�XQLYHUVDO�EDQNV��7KH�(J\SWLDQ�EDQNLQJ�V\VWHP�LV��JHQHUDOO\�

�� /DZ�1R������RI�������$UWLFOH������ /DZ�1R������RI�������$UWLFOH������ /DZ�1R������RI�������$UWLFOH������ /DZ�1R������RI�������$UWLFOH����
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VSHDNLQJ��FORVHU�WR�WKH�XQLYHUVDO�RU�JURVV�EDQNLQJ�PRGHO��EXW�ZLWK�D�OLPLWHG�GLVWLQFWLRQ�EHWZHHQ�FRPPHUFLDO�DQG�RWKHU�EDQNV��%XW�LI�WKLV�V\VWHP�KDV�XQWLO�QRZ�JRQH�ODUJHO\�XQFKDOOHQJHG��LW�LV�QRW�GXH�WR�LWV�SURYHQ�HIIHFWLYHQHVV��EXW�UDWKHU�WR�WKH�WUDGLWLRQDO�GRPLQDWLRQ�RI�WKH�IHZ�SXEOLF�VHFWRU�EDQNV�RYHU�WKH�ZKROH�RI�WKH�EDQNLQJ�V\VWHP��DQG�WKH�IDFW�WKDW�WKH�VHFXULWLHV�PDUNHWV�UHPDLQHG��XQWLO�IDLUO\�UHFHQWO\��SUDFWLFDOO\�LQRSHUDWLYH��%XW�ZLWK�WKH�FXUUHQW�HIIRUWV�XQGHUWDNHQ�E\�WKH�(J\SWLDQ�JRYHUQPHQW�WR�GHUHJXODWH�WKH�EDQNLQJ�V\VWHP��SULYDWL]H�SXEOLF�VHFWRU�FRPSDQLHV�DQG�HQFRXUDJH�FDSLWDO�PDUNHWV��(J\SWLDQ�EDQN�UHJXODWRUV�ZLOO�EH�IDFHG�ZLWK�D�QHZ�VLWXDWLRQ�ZKHUH�WKH�UHODWLRQVKLS�EHWZHHQ�FRPPHUFLDO�EDQNV�DQG�FDSLWDO�PDUNHWV�ZLOO�QHHG�UHFRQVLGHUDWLRQ��(YHQ�QRZ��DQG�LQ�VSLWH�RI�WKH�IDFW�WKDW�UHVWULFWLRQV�RQ�WKH�VFRSH�RI�EDQNLQJ�DFWLYLWLHV�DUH�D�PDMRU�HOHPHQW�LQ�EDQN�UHJXODWLRQ�ODZ��VXFK�OLPLWDWLRQV�KDYH�EHHQ�OHVV�VWULFW�LQ�SUDFWLFH�WKDQ�LQ�ODZ��2Q�RQH�KDQG��WKLV�LV�ODUJHO\�GXH�WR�WKH�SRZHUV�DFFRUGHG�WR�WKH�&%(�LQ�H[HPSWLQJ�EDQNV�IURP�VRPH�RI�WKHVH�UHVWULFWLRQV��)RU�H[DPSOH��WKHUH�DUH�QXPHURXV�FDVHV�RI�FRPPHUFLDO�EDQNV�KROGLQJ�KLJKHU�WKDQ����SHUFHQW�HTXLW\�LQ�YDULRXV�FRPSDQLHV�ZLWK�DXWKRUL]DWLRQ�IURP�WKH�&%(��2Q�WKH�RWKHU�KDQG��ZLWK�WKH�JUDGXDO�UHDFWLYDWLRQ�RI�WKH�VHFXULWLHV�PDUNHWV�VLQFH�WKH�HDUO\�����V��FRPPHUFLDO�EDQNV�KDYH�EHHQ�DEOH�WR�EHFRPH�VLJQLILFDQWO\�� DOEHLW�LQGLUHFWO\�� LQYROYHG�LQ�WKHVH�PDUNHWV��)RU�H[DPSOH��WKURXJK�WKH�RZQHUVKLS�RI����SHUFHQW�RI�EURNHUDJH�ILUPV��IXQG�PDQDJHPHQW�FRPSDQLHV�DQG�RWKHU�FRPSDQLHV�DUH�DFWLYH�LQ�WKH�VHFXULWLHV�WUDGLQJ��DQG�WKH�HVWDEOLVKPHQW�RI�LQYHVWPHQW�IXQGV��DJDLQ�ZLWK�DXWKRUL]DWLRQ�IURP�WKH�&%(���
5HJXODWLRQ�RI�0XOWLQDWLRQDO�%DQNV�LQ�(J\SW�7KH�UHJXODWLRQ�RI�PXOWLQDWLRQDO�EDQNV�LQ�(J\SW�LV�DQ�LVVXH�ZKLFK�KDV�EHHQ�GRPLQDWHG�QRW�E\�WKH�UXOHV�IRU�WKH�DOORFDWLRQ�RI�UHJXODWRU\�UHVSRQVLELOLWLHV��EXW�E\�ZKHWKHU�IRUHLJQ�EDQNV�VKRXOG�EH�DOORZHG�WR�RSHUDWH�RU�QRW��0RUHRYHU��LI�WKH\�DUH�DOORZHG�WR�RSHUDWH��WKHQ�ZKDW�UHVWULFWLRQV��LI�DQ\��VKRXOG�EH�LPSRVHG�RQ�WKHLU�DFWLYLWLHV��7KLV�LV�QRW�XQXVXDO�IRU�D�GHYHORSLQJ�FRXQWU\�ZKLFK�LV�PRUH�FRQFHUQHG�ZLWK�WKH�DFWLYLWLHV�RI�PXOWLQDWLRQDO�EDQNV�LQ�LWV�WHUULWRULHV�WKDQ�ZLWK�WKH�DFWLYLWLHV�RI�LWV�RZQ�EDQNV�DEURDG��ZKLFK�DUH�YHU\�OLPLWHG�

�� /DZ�1R�����RI�������$UWLFOH����
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)RUHLJQ�EDQNV�UHWXUQHG�WR�(J\SW�LQ�DFFRUGDQFH�ZLWK�WKH�SURYLVLRQV�RI�WKH������LQYHVWPHQW�OHJLVODWLRQ��� 7KHLU�VWDWXV�ZDV�IXUWKHU�FODULILHG�LQ�WKH������EDQNLQJ�OHJLVODWLRQ��� $FFRUGLQJ�WR�WKHVH�SURYLVLRQV��IRUHLJQ�EDQNV�DUH�SHUPLWWHG�WR�RSHUDWH�LQ�(J\SW�XQGHU�RQH�RI�WKH�WKUHH�IROORZLQJ�UHJLPHV��HDFK�ZLWK�LWV�RZQ�UHVWULFWLRQV�7KH�ILUVW�LV�WKDW�WKH�IRUHLJQ�EDQN�FDQ�SDUWLFLSDWH�LQ�WKH�HVWDEOLVKPHQW�RI�D�MRLQW�YHQWXUH�(J\SWLDQ�EDQN��)RUHLJQ�SDUWLFLSDWLRQ��ZKLFK�ZDV�OLPLWHG�WR�D�PD[LPXP�RI����SHUFHQW��LV�FXUUHQWO\�XQUHVWULFWHG���7KH�VHFRQG�LV�WKDW�WKH�IRUHLJQ�EDQN�FDQ�HVWDEOLVK�D�ZKROO\�RZQHG�EUDQFK�LQ�(J\SW��6XFK�EUDQFKHV�ZHUH��XQWLO�������IRUELGGHQ�IURP�XQGHUWDNLQJ�ORFDO�FXUUHQF\�RSHUDWLRQV��EXW�DUH�QRZ�DOORZHG�WR�FRQGXFW�VXFK�RSHUDWLRQV�ZLWK�WKH�DSSURYDO�RI�WKH�0LQLVWU\�RI�(FRQRP\�DQG�WKH�&%(���7KH�WKLUG�LV�WR�RSHQ�D�UHSUHVHQWDWLYH�RIILFH�RI�WKH�IRUHLJQ�EDQN�LQ�(J\SW��EXW�ZKLFK�FDQ�QHLWKHU�FRQGXFW�RSHUDWLRQV�LQ�ORFDO�FXUUHQF\�QRU�DQ\�EDQNLQJ�RSHUDWLRQV�DW�DOO��7KH�RIILFH¶V�SHUPLWWHG�VFRSH�RI�DFWLYLW\�LV�WKH�UHSUHVHQWDWLRQ�RI�IRUHLJQ�SDUHQW�EDQNV�LQ�WKH�VWULFWHVW�VHQVH�%XW�LQ�WHUPV�RI�DOORFDWLRQ�RI�UHJXODWRU\�UHVSRQVLELOLW\��DQG�LQ�VSLWH�RI�WKH�LPSRUWDQFH�DFFRUGHG�WR�WKLV�LVVXH�E\�OHDGLQJ�ZRUOG�UHJXODWRUV��LW�KDV�QRW�EHHQ�VXIILFLHQWO\�GHDOW�ZLWK�LQ�(J\SWLDQ�ODZ��7KH�FXUUHQW�UHJXODWLRQV�VWDWH�WKH�IROORZLQJ�UHTXLUHPHQWV�IRU�DOORZLQJ�D�IRUHLJQ�EDQN¶V�EUDQFK�WR�RSHUDWH�

�� 7KH�IRUHLJQ�EDQN¶V�EUDQFK�KDV�WR�VKRZ�WKDW�LWV�PDLQ�RIILFH�KROGV�WKH�QDWLRQDOLW\�RI�D�VSHFLILF�IRUHLJQ�FRXQWU\����� 7KH�EUDQFK�KDV�WR�VKRZ�WKDW�LWV�PDLQ�RIILFH�LV�VXEMHFW�WR�WKH�PRQHWDU\�VXSHUYLVLRQ�RI�WKH�FRXQWU\�ZKHUH�WKH�PDLQ�RIILFH�LV�ORFDWHG����� 7KH�FDSLWDO�RI�WKH�IRUHLJQ�EDQN¶V�EUDQFK�VKRXOG�QRW�EH�OHVV�WKDQ�86����PLOOLRQ��RU�WKH�HTXLYDOHQW�LQ�RWKHU�FXUUHQFLHV��7KLV�UHTXLUHPHQW�KDV�WR�EH�IXOILOOHG�ZLWKLQ�IRXU�
�� /DZ�1R�����RI��������� /DZ�1R������RI�������� /DZ�1R�����RI�������� /DZ�1R������RI�������� /DZ�1R������RI������IRU�%DQNV�DQG�&UHGLW��$UWLFOH������F��DV�DPHQGHG�E\�/DZ�1R�����RI�������� /DZ�1R������RI������IRU�%DQNV�DQG�&UHGLW��$UWLFOH������F�DQG�$UWLFOH����LL���DV�DPHQGHG E\�/DZ�1R�����RI������
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\HDUV�IURP�WKH�GDWH�WKH������OHJLVODWLRQ�EHFDPH�RSHUDWLYH�� SULRU�WR���-XQH������� DQG�LQ�DFFRUGDQFH�ZLWK�D�VFKHGXOH�LVVXHG�E\�WKH�&%(����� 7KH�EUDQFK�RI�WKH�IRUHLJQ�EDQN�KDV�WR�VXEPLW�WR�WKH�&%(�D�VWDWHPHQW�LVVXHG�IURP�LWV�KHDG�RIILFH�LQGLFDWLQJ�LWV�DFFHSWDQFH�RI�DQ\�UHVSRQVLELOLWLHV�SHUWDLQLQJ�WR�GHSRVLWV�PDGH�ZLWK�WKH�EUDQFK��WR�FUHGLWRUV¶�ULJKWV�UHJDUGLQJ�WKDW�EUDQFK� DQG�JHQHUDOO\�WR�DQ\�RI�WKH�EUDQFK¶V�RWKHU�FXUUHQW�RU�IXWXUH�REOLJDWLRQV��7KH�VDPH�VWDWHPHQW�VKRXOG�DOVR�LQFOXGH�DQ�XQGHUWDNLQJ�E\�WKH�KHDG�RIILFH�WR�FRPSHQVDWH�WKH�EUDQFK�IRU�DQ\�ORVVHV�VKRZQ�LQ�WKH�\HDU¶V�DFFRXQWV�ZLWKLQ�RQH�PRQWK�IURP�WKH�GDWH�WKDW�VXFK�DFFRXQWV�DUH�DSSURYHG�E\�WKH�EUDQFK¶V�DXGLWRUV���
7KXV�WKH�FXUUHQW�EDQNLQJ�OHJLVODWLRQ�DWWHPSWV�WR�IROORZ�D�FRPELQHG�DSSURDFK�ZKHUHE\�JHQHUDO�VXSHUYLVLRQ�RI�WKH�EUDQFK�ZRXOG�UHPDLQ�WKH�KRVW�FRXQWU\¶V�UHVSRQVLELOLW\��%XW�WKH�UHVSRQVLELOLW\�RI�PDLQWDLQLQJ�LWV�OLTXLGLW\�DQG�VDIHJXDUGLQJ�WKH�ULJKWV�RI�GHSRVLWRUV�LV�VKLIWHG�WR�WKH�SDUHQW�FRXQWU\�5HJDUGLQJ�VXEVLGLDULHV�RI�IRUHLJQ�EDQNV��WKH�ODZ�LV�VLOHQW�DV�WR�ZKDW�UXOHV�ZLOO�DSSO\�WR�VXFK�VXEVLGLDULHV�LQ�WHUPV�RI�DOORFDWLRQ�RI�UHJXODWRU\�UHVSRQVLELOLW\��7KH�LPSOLFDWLRQ�LV�WKDW�IRUHLJQ�VXEVLGLDULHV�DUH�WUHDWHG�OLNH�DQ\�RWKHU�(J\SWLDQ�LQFRUSRUDWHG�EDQN��ZLWK�QR�VSHFLDO�UHJDUG�WR�WKHLU�UHODWLRQVKLS�ZLWK�PXOWLQDWLRQDO�EDQNLQJ�JURXSV��)LQDOO\��MRLQW�YHQWXUH�EDQNV�DUH�DOVR�FRQVLGHUHG�WR�EH�RUGLQDU\�EDQNV�LQFRUSRUDWHG LQ�(J\SW�DQG�UHJLVWHUHG�ZLWK�WKH�&%(��WKXV�VXEMHFW�WR�RUGLQDU\�UXOHV�DQG�UHJXODWLRQV��

6SHFLILF�3UHYHQWLYH�0HDVXUHV7DEOH���RXWOLQHV�WKH�VSHFLILF�SUXGHQWLDO�PHDVXUHV�LQVWUXFWHG�E\�WKH�&%(�VLQFH�WKH�VWDUW�RI�WKH�ILQDQFLDO�UHIRUP�SURJUDP�LQ���������
&DSLWDO $GHTXDF\,Q�PRVW�OHVV�GHYHORSHG�FRXQWULHV��/'&V���EDQNV�DUH�XQGHUFDSLWDOL]HG��7KHLU�FDSLWDO�WKHUHIRUH�LQVXIILFLHQWO\�PHHWV�DFWXDO�DQG�SRWHQWLDO�XQXVXDO�ORVVHV��� 7KHUH�DUH�WZR�DVSHFWV�RI�FDSLWDO�DGHTXDF\�LQ�WKH�(J\SWLDQ�FDVH��)LUVW��WKH�PLQLPXP�FDSLWDO�YROXPH�UHTXLUHG�IURP�EDQNV�WR�VWDUW�EXVLQHVV��DQG�VHFRQG��WKH�PLQLPXP�FDSLWDO�UDWLR�UHTXLUHG�
�� /DZ�1R������RI������IRU�%DQNV�DQG�&UHGLW��$UWLFOH�������DV�DPHQGHG�E\�/DZ�1R�����RI�������,W�LV�ZRUWK�QRWLQJ�KHUH�WKDW�WKH�VDPH�ODZ�VWDWHV�WKDW�WKH�DXWKRUL]HG�FDSLWDO�RI�(J\SWLDQ�EDQNV�VKRXOG�QRW�EH�OHVV�WKDQ��(����PLOOLRQ��DERXW�86����PLOOLRQ���DQG�WKH�SDLG�XS�FDSLWDO�QRW�OHVV�WKDQ��(���PLOOLRQ��DERXW�86����PLOOLRQ����� 3UHVLGHQWLDO�'HFUHH�1R������RI�������IRU�7KH�,PSOHPHQWLQJ�5HJXODWLRQV�RI�WKH�%DQNV�DQG�&UHGLW�/DZ��1R������RI��������$UWLFOH������ 3ROL]DWWR���������RS��FLW���S����
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WR�VXSSRUW�JLYHQ�OHYHOV�RI�RSHUDWLRQV��� 5HJDUGLQJ�WKH�ILUVW�UHTXLUHPHQW�QRUPDOO\�UHIHUUHG�WR�DV�WKH�µHQWU\�UHTXLUHPHQW�¶�WKH�&%(�LPSRVHV�DQ�LQLWLDO�FDSLWDO�UHTXLUHPHQW�RI��(����PLOOLRQ�RQ�EDQNV�DV�FULWHULD�IRU�WKHLU�DXWKRUL]DWLRQ��7KLV�LV�FRQVLGHUHG�

�� 6HH�0RUULV��������S�����
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7DEOH����6SHFLILF�3UXGHQWLDO�0HDVXUHV�$GRSWHG�LQ�(J\SW3UXGHQWLDO�PHDVXUH 'HVFULSWLRQ 'DWH�RI�LVVXDQFH�RI�LQVWUXFWLRQV&DSLWDO�DGHTXDF\ ,Q�DFFRUGDQFH�ZLWK�WKH�%DVOH�$FFRUG��DOO�EDQNV�RSHUDWLQJ�LQ�(J\SW��H[FHSW�EUDQFKHV�RI�IRUHLJQ�EDQNV��DUH�UHTXLUHG�WR�NHHS�D�ULVN�UDWLR�RI���SHUFHQW�DV�D�PLQLPXP�

-DQXDU\�����

/LTXLGLW\�UHTXLUHPHQWV %DQNV�DUH�UHTXLUHG�WR�PDLQWDLQ�D�OLTXLGLW\�UDWLR�RI����SHUFHQW�IRU�ORFDO�FXUUHQF\�DQG����SHUFHQW�IRU�IRUHLJQ�FXUUHQFLHV�
'HFHPEHU�����

$VVHW�FODVVLILFDWLRQ�DQG�SURYLVLRQLQJ
)ROORZV�:RUOG�%DQN�VXJJHVWHG�JXLGHOLQHV�FRQFHUQLQJ�DVVHWV�DQG�FRQWLQJHQW�OLDELOLW\�FODVVLILFDWLRQV�DQG�SURYLVLRQLQJ�

6HSWHPEHU�����
&RQFHQWUDWLRQ�OLPLWV��GRPHVWLF� $�EDQN�LV�SURKLELWHG�IURP�KDYLQJ�FODLPV�DJDLQVW�RQH�FOLHQW�HLWKHU�LQ�WKH�IRUP�RI�FUHGLW�IDFLOLWLHV�RU�RZQHUVKLS�LQ�WKH�FDSLWDO�WKDW�H[FHHG�LQ�WRWDO����SHUFHQW�RI�WKH�EDQN¶V�FDSLWDO�EDVH��

$SULO�����

&RQFHQWUDWLRQ�OLPLWV��LQWHUQDWLRQDO�
$OO�EDQNV�RSHUDWLQJ�LQ�(J\SW��H[FHSW�EUDQFKHV�RI�IRUHLJQ�EDQNV��DUH�SURKLELWHG�IURP�GHSRVLWLQJ�PRUH�WKDQ����SHUFHQW�RI�FDSLWDO�EDVH�RU����SHUFHQW�RI�WRWDO�LQYHVWPHQWV�DEURDG�ZLWK�RQH�IRUHLJQ�FRUUHVSRQGHQW�

1RYHPEHU�����

)RUHLJQ�FXUUHQF\�H[SRVXUH�OLPLWV $OO�EDQNV�DUH�QRW�DOORZHG�WR�PDLQWDLQ�PRUH�WKDQ����SHUFHQW�RI�WKH�FDSLWDO�EDVH�RI�D�VKRUW�DQG�RU�ORQJ�WHUP�SRVLWLRQ�RI�DQ\�VLQJOH�FXUUHQF\��$OVR��WKH�WRWDO�VKRUW�DQG�RU�ORQJ�WHUP�SRVLWLRQ�RI�DOO�FXUUHQFLHV��LQFOXGLQJ�GRPHVWLF�FXUUHQF\��VKRXOG�QRW�H[FHHG����SHUFHQW�RI�WKH�FDSLWDO�EDVH�

6HSWHPEHU�����

6RXUFH� $GDSWHG�IURP�7KH�&HQWUDO�%DQN�RI�(J\SW¶V�FLUFXODUV�DQG�DQQXDO�UHSRUWV�DQG�:RUOG�%DQN��������SS��������
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VXIILFLHQW�DQG�FRPSDUDEOH�ZLWK�LQWHUQDWLRQDO�VWDQGDUGV�RI�86�������PLOOLRQ��DSSUR[LPDWHO\��(����(����PLOOLRQ���&RQVLGHULQJ�WKH�VHFRQG�UHTXLUHPHQW��(J\SWLDQ�EDQNV�PDLQWDLQHG�FDSLWDO�DGHTXDF\�UDWLRV�UDQJLQJ�EHWZHHQ���DQG���SHUFHQW�RI�WRWDO�DVVHWV�� OHVV�WKDQ�WKH�%DVOH�&RPPLWWHH�VWDQGDUG��LQ�������RI���SHUFHQW�RI�ULVN�DGMXVWHG�DVVHWV�)ROORZLQJ�WKH�LPSOHPHQWDWLRQ�RI�WKH�ILQDQFLDO�UHIRUP�SURJUDP�LQ�WKH�HDUO\�����V��WKH�&%(�LVVXHG�D�FLUFXODU�GDWHG����-DQXDU\�������,W�LQIRUPHG�EDQNV�XQGHU�LWV�VXSHUYLVLRQ�WKDW�WKH\�ZHUH�WR�DELGH�E\�WKH�IROORZLQJ�FDSLWDO�DGHTXDF\�WLPHWDEOH��%DQNV��ZKLFK�DW�WKH�HQG�RI�'HFHPEHU������DOUHDG\�PDLQWDLQHG�WKH���SHUFHQW�UDWLR��ZHUH�WR�NHHS�LW�IURP�WKHQ�RQZDUGV��%DQNV�ZLWK�D�UDWLR�IURP���WR���SHUFHQW�ZHUH�WR�UHDFK�WKH�UHTXLUHG���SHUFHQW�UDWLR�E\����'HFHPEHU�������%DQNV�ZLWK�D�UDWLR�IURP���WR���SHUFHQW�ZHUH�WR�UHDFK�LW�E\����'HFHPEHU�������DQG�WKRVH�EHORZ���SHUFHQW�ZHUH�WR�UHDFK�LW�E\�HQG�RI�'HFHPEHU�������� )XUWKHUPRUH��WKH�FLUFXODU�DOVR�SURYLGHG�EDQNV�ZLWK�D�PHWKRG�IRU�FDOFXODWLQJ�WKH�FDSLWDO�DGHTXDF\�UDWLR��LQFOXGLQJ�GHILQLWLRQV�RI�7LHU�,�DQG�7LHU�,,�FDSLWDO��� ULVN�DVVHVVPHQW�DQG�RWKHU�H[SODQDWRU\�PDWWHUV��%XW�LQ�VSLWH�RI�WKLV�DPELWLRXV�VFKHGXOH�GHVLJQHG�WR�EULQJ�DOO�EDQNV�ZLWKLQ�WKH���SHUFHQW�OLPLW�ZLWKLQ�ILYH�\HDUV��WKH�GHOD\�XQWLO������ZDV�GHHPHG�XQDFFHSWDEOH�EHFDXVH�RI�LWV�GHYLDWLRQ�IURP�WKH�%DVOH�WLPHWDEOH��,Q�$SULO�������D�QHZ�FLUFXODU�VWDWHG�WKDW�EDQNV�EHORZ�WKH�UDWLR�RI���SHUFHQW�ZHUH�QRZ�UHTXLUHG�WR�UHDFK�WKH���SHUFHQW�WDUJHW�UDWLR�E\�HQG�'HFHPEHU������UDWKHU�WKDQ�������VR�WKDW�DOO�(J\SWLDQ�EDQNV�ZRXOG�UHDFK�WKH���SHUFHQW�OLPLW�E\�WKDW�GDWH��� ,W�KDV�EHHQ�UHFHQWO\�DQQRXQFHG�WKDW�WKH�UDWLR�IRU�WKH�ZKROH�EDQNLQJ�V\VWHP�LV����SHUFHQW�IRU�WKH�HQG�RI�-XQH�������EXW�WKLV�GRHV�QRW�QHFHVVDULO\�PHDQ�WKDW�DOO�RSHUDWLQJ�EDQNV�KDYH�FRPSOLHG�ZLWK�WKH�FDSLWDO�DGHTXDF\�UXOH��
/LTXLGLW\�DQG�5HVHUYH�5HTXLUHPHQWV%DQNV�LQ�(J\SW�DUH�UHTXLUHG�WR�KROG�D�PLQLPXP�RI�JRYHUQPHQW�VHFXULWLHV�DV�RQH�RI�WKH�FRPSRQHQWV�RI�WKH�FRPSXOVRU\�OLTXLGLW\�UDWLR��7KH�OLTXLGLW\�UDWLR�RI����SHUFHQW��
�� 7KH�&HQWUDO�%DQN�RI�(J\SW��&LUFXODU�1R������GDWHG����-DQXDU\�������FRQYH\LQJ�D�GHFLVLRQ�WDNHQ�E\�WKH�%RDUG�RI�'LUHFWRUV�RI�7KH�&HQWUDO�%DQN�RI�(J\SW�RQ����-DQXDU\�������� 7LHU�,�FDSLWDO�LQFOXGHV�VWRFN�LVVXHV�DQG�GLVFORVHG�UHVHUYHV�ZLWKRXW�DQ\�OLPLW��7LHU�,,�RU�VXSSOHPHQWDU\�FDSLWDO�LQFOXGHV�SHUSHWXDO�VHFXULWLHV��XQGLVFORVHG�UHVHUYHV�VXERUGLQDWHG�GHEW�DQG�UHGHHPDEOH�VKDUHV�DW�WKH�RSWLRQ�RI�WKH�LVVXHU��)RU�IXUWKHU�GHWDLOV��VHH�'HZDWULSRQW�DQG�7LUROH��������S�����DQG�IRU�D�FULWLFDO�DQDO\VLV�DQG�GLVFXVVLRQ�RI�WKH�SUHUHTXLVLWHV�RI�DSSOLFDWLRQ��VHH�']LREHN��)UHFDXW�DQG�1LHWR���������� 7KH�&HQWUDO�%DQN�RI�(J\SW��&LUFXODU�1R������GDWHG����$SULO�������FRQYH\LQJ�D�GHFLVLRQ�E\�WKH�ERDUG�RI�GLUHFWRUV�RI�WKH�&HQWUDO�%DQN�RI�(J\SW��GDWHG����$SULO�������
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LPSRVHG�RQ�GRPHVWLF�DQG�IRUHLJQ�FXUUHQF\�GHSRVLWV��ZDV�LQWURGXFHG�LQ������DQG�GLG�QRW�FKDQJH�XQWLO������ZKHQ�LW�ZDV�UHGXFHG�WR����SHUFHQW�DV�SDUW�RI�WKH UHIRUP�SURJUDP��$OWKRXJK�WKH�PLQLPXP�OLTXLGLW\�UDWLR�GLG�QRW�FKDQJH�RYHU�WKH�����������SHULRG�DQG�UHPDLQHG�DW����SHUFHQW��WKH�DFWXDO�VSUHDG�ZDV�KLJKO\�YDULDEOH�DQG�LWV�DYHUDJH�ZDV������SHUFHQW�� WKHUH�ZDV�DQ�DYHUDJH�RI������SHUFHQW�H[FHVV�OLTXLGLW\�GXULQJ WKH�ODVW�WKUHH�GHFDGHV��,Q�VRPH�\HDUV��WKH�DFWXDO�OLTXLGLW\�ZDV�HYHQ�PRUH�WKDQ�GRXEOH�WKH�PLQLPXP�OLTXLGLW\�UDWLR���([FHVV�OLTXLGLW\�LQ�(J\SW�� FDQ�EH�DWWULEXWHG�WR�VHYHUDO�IDFWRUV�WKDW�VXSSRUW�WKH�DUJXPHQWV�RI�WKH�ILQDQFLDO�UHSUHVVLRQ�VFKRRO�UHJDUGLQJ�WKH�DGYHUVH�HIIHFWV�RI�JRYHUQPHQW�LQWHUYHQWLRQ�RQ�WKH�FRPSHWLWLYHQHVV�RI�WKH�EDQNLQJ�V\VWHP��)LUVW��JRYHUQPHQW�VHFXULWLHV�DQG�ERQGV�DUH�LQFOXGHG�LQ�WKH�FRPSRQHQWV�RI�WKH�OLTXLGLW\�UDWLR��WR�WKH�H[WHQW�WKDW�WKH\�EHFRPH�PDMRU�LWHPV�LQ�EDQN�SRUWIROLRV��6HFRQG��WKH�ULVLQJ�XVDJH�RI�WUHDVXU\�ELOOV�E\�WKH�JRYHUQPHQW�WR�ILQDQFH�LWV�EXGJHW�GHILFLW�HVSHFLDOO\�ZKHQ�WKH�IRUHLJQ�FUHGLW�PDUNHW�EHFDPH�PRUH�UHVWULFWLYH��%DQNV�DUH�QRUPDOO\�DWWUDFWHG�WR�WKH�ULVN�IUHH�WUHDVXU\�ELOOV�DV�WKH\�RIIHU�KLJK��WD[�IUHH�LQWHUHVW�UDWHV��7KLUG��OLNH�KLJK�UHVRUW�UHTXLUHPHQWV��KLJK�OLTXLGLW\�UDWLRV�PD\�UHIOHFW�WKH�PRQHWDU\�DXWKRULW\¶V�FRQFHUQ�RYHU�WKH�ORZ�FDSLWDOL]DWLRQ�DQG�LQVROYHQF\�RI�VRPH�RI�WKH�RSHUDWLQJ�EDQNV��$XWKRULWLHV�ZLVK�WR�UHWXUQ�WR�WKLV�VLPSOH�PHWKRG��ZKLFK�LQ�IDFW�SHQDOL]HV�WKH�VROYHQW�EDQNV�LQVWHDG�RI�UHTXLULQJ�LQVROYHQW�EDQNV�WR�LPSURYH�WKHLU�FDSLWDO�UHTXLUHPHQWV�DQG�NHHS�DGHTXDWH�SURYLVLRQV��� )RXUWK��H[FHVV�OLTXLGLW\�LQ�EDQN�SRUWIROLRV�FDQ�EH�D�UHIOHFWLRQ�RI�DQ�XQVWDEOH�HFRQRPLF�HQYLURQPHQW�DQG�LQFUHDVLQJ�SHUFHLYHG�ULVN�RQ�WKH�SDUW�RI�LQYHVWRUV�DQG�EDQNV��)LIWK��H[FHVV�OLTXLGLW\�PD\�DOVR�UHYHDO�LQHIILFLHQFLHV�LQ�WKH�LQWHUPHGLDWLRQ�SURFHVV�WKDW�IRUFH�EDQNV�WR�KROG�UHODWLYHO\�KLJK�SURSRUWLRQV�RI�OLTXLG�DVVHWV��7KH�PDJQLWXGH�RI�UHVHUYH�UHTXLUHPHQWV�LQGLFDWHV�ZKHWKHU�WKH\�DUH�XVHG�IRU�SUXGHQWLDO�SXUSRVHV�DQG�DV�DQ�LQVWUXPHQW�RI�PRQHWDU\�SROLF\��RU�IRU�JHQHUDWLQJ�LQFRPH�IRU�WKH�EXGJHW��,Q�GHYHORSHG�HFRQRPLHV��WKH�UDWLRV�RI�UHTXLUHG�UHVHUYHV�DUH�PXFK�OHVV�WKDQ�/'&V��)RU�H[DPSOH��LQ�WKH�8QLWHG�6WDWHV��RQ�WKH�ILUVW�������PLOOLRQ�WKH�UHVHUYH�UHTXLUHPHQW�LV���SHUFHQW��)RU�DPRXQWV�LQ�H[FHVV�RI�������WKH�UDWLR�LV����SHUFHQW��)RU�&DQDGLDQ�FKDUWHUHG�EDQNV��WKH�UHVHUYH�UHTXLUHPHQW�LV����SHUFHQW�RQ�GHPDQG�GHSRVLWV��WKRXJK�WKH�PRQHWDU\�DXWKRULW\�KDV�EHHQ�FRQVLGHULQJ�D�SROLF\�WR�SKDVH�RXW�UHVHUYH�
�� &%(�$QQXDO�5HSRUWV��� )RU�D�GLVFXVVLRQ�RI�WKH�SUREOHP�RI�H[FHVV�OLTXLGLW\�LQ�RWKHU�/'&V��VHH�1LVVDQNH���������� 6HH�:RUOG�%DQN��������S�����
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UHTXLUHPHQWV��� ,Q�WKH�8QLWHG�.LQJGRP��WKH�%DQN�RI�(QJODQG�LPSRVHV�D�UHVHUYH�UHTXLUHPHQW�UDWLR�DV�ORZ�DV������SHUFHQW�RI�GHSRVLWV�WR�ILQDQFH�LWV�RSHUDWLRQV���7KH�XVH�RI�UHVHUYH�UHTXLUHPHQWV�LQ�(J\SW�DJDLQVW�EDQNV�OLDELOLWLHV�JRHV�EH\RQG�WKHLU�WUDGLWLRQDO�UROH�DV�D�PRQHWDU\�LQVWUXPHQW�DQG�D�SUXGHQWLDO�PHDVXUH��5HVHUYH�UHTXLUHPHQWV�ZHUH�LPSRVHG�RQ�ERWK�ORFDO�DQG�IRUHLJQ�FXUUHQF\�GHSRVLWV�LQ�WKH�IRUP�RI�UHVHUYH�EDODQFHV�ZLWK�WKH�&%(��:KLOH�UHTXLUHG�UHVHUYHV�RQ�WKH�IRUPHU�DUH�QRW�UHPXQHUDWHG��RQ�WKH�ODWWHU�WKH\�DUH�DW�/,%25��7KH�UHTXLUHG�UHVHUYH�UDWLR�ZDV�VHW�E\�WKH�&%(�DW�D�UHODWLYHO\�ORZ�OHYHO�LQ������DW������SHUFHQW��,Q�������LW�ZDV�LQFUHDVHG�WR������SHUFHQW�RI�GHSRVLWV��'XULQJ�WKH�SHULRG�EHWZHHQ������DQG�������LW�EHFDPH����SHUFHQW�DQG�UHDFKHG�LWV�KLJKHVW�OHYHO�RI����SHUFHQW�GXULQJ�WKH�SHULRG�EHWZHHQ������DQG�������8QGHU�WKH�ILQDQFLDO�UHIRUP�SURJUDP��LW�ZDV�UHGXFHG�WR����SHUFHQW��5HVHUYH�UHTXLUHPHQWV�KDYH�EHHQ�XVHG�WR�FRQWURO�WKH�TXDQWLW\�RI�PRQH\�DQG�FUHGLW��DIIHFW�WKH�OLTXLGLW\�RI�WKH�EDQNLQJ�V\VWHP��WD[ ILQDQFLDO�LQWHUPHGLDULHV��DQG�PRVW�LPSRUWDQWO\�JHQHUDWH�UHYHQXHV�WR�ILQDQFH�EXGJHW�GHILFLW��� +LJK�UHVHUYH�UHTXLUHPHQWV�GHFUHDVH�ORDQDEOH�IXQGV�DYDLODEOH�IRU�LQYHVWPHQW�E\�UHGXFLQJ�WKH�IUDFWLRQ�RI�JLYHQ�YROXPHV�RI�GHSRVLWV�DQG�E\�UHGXFLQJ�WKH�HTXLOLEULXP�YROXPH�RI�GHSRVLWV�WKURXJK�GHFUHDVLQJ�WKH�SURILW�PD[LPL]LQJ�GHSRVLW�UDWH��� 7KH\�DUH�WKHUHIRUH�FRQVLGHUHG�D�OHDNDJH�LQ�WKH�LQWHUPHGLDWLRQ�SURFHVV��� 'HSHQGLQJ�RQ�WKH�HODVWLFLWLHV�RI�WKH�GHPDQG�IRU�GHSRVLWV�DQG�IRU�ORDQV��WKH�EDQN�FDQ�SDVV�SDUW��RU�DOO��RI�WKH WD[�EXUGHQ�WR�GHSRVLWRUV�DQG�ERUURZHUV�LQ�WKH�IRUP�RI�D�ELJJHU�VSUHDG�EHWZHHQ�UDWHV�RI�GHSRVLW�DQG�OHQGLQJ�
/RDQ�3URYLVLRQLQJ3URYLVLRQLQJ�FUHDWHV�GLVFLSOLQH�LQ�EDQN�RSHUDWLRQV�DQG�KHOSV�UHIOHFW�WKHLU�WUXH�ILQDQFLDO�FRQGLWLRQV��7KHUH�DUH�WZR�IRUPV�RI�SURYLVLRQV��JHQHUDO�SURYLVLRQV�DQG�VSHFLILF�SURYLVLRQV��8QGHU�JHQHUDO�SURYLVLRQV�LW�LV�DVVXPHG�WKDW�HYHQ�WKH�KLJKHVW�TXDOLW\�ORDQV�LQ�WKH�EDQN¶V�SRUWIROLR�PD\�LQFXU�VRPH�ORVV��KHQFH�D�VPDOO�SHUFHQWDJH�RI�WRWDO�ORDQV�LV�KHOG�E\�WKH�EDQN��6SHFLILF�SURYLVLRQV�FDQ EH�FODVVLILHG�LQWR�IRXU�FDWHJRULHV��FXUUHQW��
�� &KDPS�DQG�)UHHPDQ��������S�������� 6HH�+DUG\��������S������� 6HH�0RUULV�HW�DO���������SS���������� 6HH�)U\��������S������DQG�&RXUDNLV��������S�������� 2QO\�XQGHU�VSHFLDO�FKDUDFWHULVWLFV�RI�WKH�GHPDQG�DQG�VXSSO\�IRU�DVVHWV�DQG�OLDELOLWLHV�RI�EDQNV��DV�VKRZQ�LQ�&RXUDNLV¶V��������SDUWLDO�HTXLOLEULXP�PRGHO��WKH�DGYHUVH�HIIHFW�RI�UHVHUYH�UHTXLUHPHQWV�RQ�WKH YROXPH�RI�GHSRVLWV�PD\�QRW�KROG��
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VXEVWDQGDUG��GRXEWIXO�DQG�ORVW�ORDQV��$FFRUGLQJO\��VSHFLILF�SURYLVLRQV�UDQJH�EHWZHHQ�]HUR�SHUFHQW�LQ�WKH�FDVH�RI�FXUUHQW�ORDQV�WR�����SHUFHQW�LQ�WKH�FDVH�RI�ORVW�ORDQV���%DQNV�LQ�PRVW�/'&V�IDLO�WR�PDNH�UHDOLVWLF�SURYLVLRQV�WR�FRYHU�SRVVLEOH�ORVVHV�DFFRUGLQJ�WR�WKH�FODVVLILFDWLRQ�RI�ORDQV��$V�D�UHVXOW��WKHLU�EDODQFH�VKHHWV�GR�QRW�UHIOHFW�WKHLU�DFWXDO�SRVLWLRQV��DQG�SURILWV�DUH�H[DJJHUDWHG�DQG�WKHLU�VROYHQF\�PD\�EH�DW�VWDNH���,W�LV�GLIILFXOW�LQ�WKH�FDVH�RI�(J\SW�WR�NQRZ�KRZ�VHULRXV�WKH�LVVXH�RI�VROYHQF\�LV��VLQFH�LQIRUPDWLRQ�RQ�WKH�QRQ�SHUIRUPLQJ�ORDQV�DQG�VRXQGQHVV�RI�ORDQ�SRUWIROLRV�DUH�QRW�SXEOLVKHG��8QWLO�������EDQNV�GLG�QRW�DSSO\�LQWHUQDWLRQDO�VWDQGDUGV�RQ�WKHLU�ORDQ�FODVVLILFDWLRQ��SRVVLEO\�WR�DYRLG�SURYLVLRQLQJ�IRU�SXEOLF�VHFWRU�QRQ�SHUIRUPLQJ�ORDQV��7KH�DSSOLFDWLRQ�RI�DGHTXDWH�FODVVLILFDWLRQ�DQG�SURYLVLRQLQJ�RI�ORDQV�VWLOO�QHHGV�WR�EH�DFFRPSDQLHG�E\�DQ�LPSURYHPHQW�LQ�WKH�IXQFWLRQLQJ�RI�WKH�OHJDO�IUDPHZRUN�FRQFHUQLQJ�EDQNUXSWF\�SURFHGXUHV��OLTXLGDWLRQ�RI�FROODWHUDO�DQG�GHEW�UHFRYHU\���
,QIRUPDWLRQ�'LVFORVXUH3XEOLVKLQJ�DQ�DGHTXDWH�OHYHO�RI�LQIRUPDWLRQ�LV�QHFHVVDU\�IRU�GHSRVLWRUV�DQG�ERUURZHUV�WR�GLVWLQJXLVK�EHWZHHQ�EDQN�SHUIRUPDQFH�DQG�IDFLOLWDWH�WKHLU�VFUXWLQ\�E\�UHOHYDQW�DXWKRULWLHV�DQG�ERGLHV��VXFK�DV�UDWLQJ�DJHQFLHV��(J\SWLDQ�EDQNV�DUH�JHQHUDOO\�UHOXFWDQW�WR�GLVFORVH�LQIRUPDWLRQ�EH\RQG�ZKDW�WKH\�VXSSO\�LQ�WKHLU�DQQXDO�UHSRUWV��6XFK�UHSRUWV�DUH�QRW�XQLIRUP�LQ�WKH�LQIRUPDWLRQ�WKH\�SURYLGH��ZKLFK�PDNHV�FRPSDULVRQV�GLIILFXOW��6RPH�EDQNV�SXEOLVK�RQO\�EDODQFH VKHHWV�ZLWKRXW�LQFRPH�VWDWHPHQWV��ZKLFK�PDNHV�LW�GLIILFXOW�WR�GHWHUPLQH�WKHLU�ILQDQFLDO�FRQGLWLRQ�DQG�ZKHWKHU�WKH\�LQFXUUHG�D�SURILW�RU�D�ORVV��%DQNV�IDFHG�ZLWK�GLIILFXOWLHV�GHOD\�WKH�SXEOLFDWLRQ�RI�WKHLU�DQQXDO�UHSRUWV�DQG�RU�KLGH�HVVHQWLDO�LQIRUPDWLRQ�LQ�IHDU�WKDW�WKH�GLVFORVXUH�RI�XQIDYRUDEOH�LQIRUPDWLRQ�PLJKW�OHDG�WR�D�GHSRVLW�UXQ�DQG�RU�PD\�GHQ\�WKHP�WKH�DELOLW\�WR�UDLVH�IUHVK�IXQGV�,I�EDQNV�DUH�WR�ZRUN�DFFRUGLQJ�WR�PDUNHW�IRUFHV�DQG�FRPSHWLWLRQ��WKHQ�WKHLU�DFWXDO�DQG�SRWHQWLDO�FOLHQWV�VKRXOG�EH�DEOH WR�FKRRVH�UDWLRQDOO\�EHWZHHQ�WKHP��7KLV�QHFHVVLWDWHV�GLVFORVXUH�RI�DGHTXDWH�LQIRUPDWLRQ�RQ�WKHLU�DFWLYLWLHV��� %DQN�UHSRUWV�LQ�(J\SW�GR�QRW�IXOILOO�WKLV�REMHFWLYH�DQG�KHQFH�UHTXLUH�H[WHQVLYH�PRGLILFDWLRQ�RQ�WKH�IROORZLQJ�EDVLV��
�� 6HH�0RUULV��������S������� 3ROL]DWWR��������S������ 6HH�:RUOG�%DQN��������S������� 6HH�0RUULV��RS��FLW���S�����
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�� %DQN�UHSRUWV�KDYH�WR�EH�SXEOLVKHG�TXDUWHUO\�RU��DW�OHDVW��WZLFH�D�\HDU�WR�HQVXUH�DQ�XS�WR�GDWH�IORZ�RI�LQIRUPDWLRQ���� ,W�LV�QRUPDOO\�H[SHFWHG�WR�ILQG�LQ�EDQNV¶�UHSRUWV�LQIRUPDWLRQ�RQ�WKH�TXDOLW\�RI�EDQN�SRUWIROLRV��DGHTXDF\�RI�SURYLVLRQV�DQG�GHWDLOHG�RXWFRPH��,Q�SUDFWLFH��VXFK�HVVHQWLDO�LQIRUPDWLRQ�LV�KDUGO\�WR�EH�IRXQG�LQ�WKHVH�UHSRUWV��,QVWHDG��VXFK�UHSRUWV�GHYRWH�VLJQLILFDQW�VSDFH�WR�FRYHU�WKH�VR�FDOOHG�FXUUHQW�GHYHORSPHQWV�LQ�WKH�ZRUOG��UHJLRQDO�DQG�GRPHVWLF�HFRQRPLHV�ZKLFK�FDQ�EH�IRXQG��LQ�D�PRUH�ULJRURXV�DQG�H[WHQVLYH�IRUP��LQ�VSHFLDOL]HG�VRXUFHV��7KH�&%(�VKRXOG�SURYLGH�VRPH�JXLGHOLQHV�IRU�WKH�LQIRUPDWLRQ�SXEOLVKHG�LQ�WKHVH�UHSRUWV�DQG�HQVXUH�WKHLU�FRPSDUDELOLW\��� $UUDQJHPHQWV�VKRXOG�EH�PDGH�WR�SUHYHQW��RU�DW�OHDVW�PLQLPL]H��WKH�SUREOHP�RI�ZLQGRZ�GUHVVLQJ��GHILQHG�DV�WKH�PDQLSXODWLRQ�RI�SXEOLVKHG�LQIRUPDWLRQ�E\�EDQNV�WR�JLYH�D�EHWWHU�SLFWXUH�WKDQ�WKH�UHDOLW\�RI�WKHLU�FRQGLWLRQ���
3URWHFWLYH�3UXGHQWLDO�0HDVXUHV7KH�(J\SWLDQ�EDQNLQJ�V\VWHP�FXUUHQWO\�IHDWXUHV�WZR�SURWHFWLYH�SUXGHQWLDO�PHDVXUHV��WKH�OHQGHU�RI�ODVW�UHVRUW�IXQFWLRQ�RI�WKH�&%(�DQG�D�GHSRVLW�LQVXUDQFH�VFKHPH��
/HQGHU�RI�/DVW�5HVRUW7KH�OHQGHU�RI�ODVW�UHVRUW�LV�DQ�HDUO\�IHDWXUH�RI�(J\SWLDQ�EDQNLQJ�UHJXODWLRQ�OHJLVODWLRQ��6LQFH�WKH������%DQNV�DQG�&UHGLW�/DZ��WKH�&%(�ZDV�VWDWHG�WR�EH�UHVSRQVLEOH�IRU�SURYLGLQJ�HPHUJHQF\�IXQGV�WR�EDQNV�LQ�WURXEOH��$������DPHQGPHQW�WR�WKH�EDQNLQJ�UHJXODWLRQ�OHJLVODWLRQ�JDYH�WKH�&%(�DGGLWLRQDO�SRZHUV�ZKHQ�FRQGXFWLQJ�D�UHVFXH�RSHUDWLRQ���
'HSRVLW�,QVXUDQFH�)XQG7KH�GHSRVLW�LQVXUDQFH�VFKHPH�LV�D�UHODWLYHO\�QHZ�DGGLWLRQ�WR�WKH�(J\SWLDQ�SUXGHQWLDO�VWUXFWXUH��,W�ZDV�LQWURGXFHG�LQ�D������DPHQGPHQW�WR�WKH�%DQNV�DQG�&UHGLW�/DZ��,W�LV�VWDWHG�LQ�WKH�ODZ�WR�KDYH�DQ�LQGHSHQGHQW�OHJDO�SHUVRQDOLW\�DQG�WR�EH�VXEMHFW�WR�WKH�VXSHUYLVLRQ�RI�WKH�&%(��� 'HVSLWH�WKH�LQWURGXFWLRQ�RI�DQ�H[SOLFLW�LQVXUDQFH�VFKHPH�LQ�(J\SWLDQ EDQNLQJ�OHJLVODWLRQ��WKLV�VFKHPH�UHPDLQV�WR�EH�LPSOHPHQWHG��7KLV�LV�GXH�WR�
�� 6HH�$OOHQ��������IRU�D�WKHRUHWLFDO�DQG�HPSLULFDO�DQDO\VLV�RI�EDQN�ZLQGRZ�GUHVVLQJ��� /DZ�1R������RI������ $UWLFOH����DQG�$UWLFOH����,,�DV�DPHQGHG�E\�/DZ�1R�����RI��������� /DZ�1R������RI�������$UWLFOH����,,�DV�DPHQGHG�E\�/DZ�1R�����RI������
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WKH�UHOXFWDQFH�RI�WKH�RSHUDWLQJ�EDQNV�WR�SDUWLFLSDWH�LQ�LW�VLQFH�WKH\�ILQG�LW�FRVWO\�FRPSDUHG�ZLWK�WKH�µIUHH¶�LPSOLFLW�VFKHPH�ZKLFK�LV�VWLOO�LQ�RSHUDWLRQ��8QGHU�WKH�LPSOLFLW�VFKHPH��WKH�GHSRVLWRUV�RI�WKH�FROODSVHG�%DQN�RI�&UHGLW�DQG�&RPPHUFH�0LVU��%&&0��ZHUH�IXOO\�SURWHFWHG��DV�GHWDLOHG�EHORZ�%&&0�ZDV�DQ�(J\SWLDQ�SULYDWH�VHFWRU��MRLQW�YHQWXUH�FRPPHUFLDO�EDQN�����SHUFHQW�RZQHG�E\�WKH�%DQN�RI�&UHGLW�DQG�&RPPHUFH�,QWHUQDWLRQDO��%&&,�� :KHQ��LQ�������%&&,¶V�RSHUDWLRQV�ZHUH�EURXJKW�WR�DQ�DEUXSW�HQG�LQ�PDMRU�ZRUOG�ILQDQFLDO�PDUNHWV��%&&0�IDFHG�D�FULVLV�GXH�WR�WKH�IDFW�WKDW�LWV�PDMRU�VKDUHKROGHU�ZDV�%&&,�DQG�WKDW�LW�KDG�ODUJH�GHSRVLWV�ZLWK�%&&,�ZRUOGZLGH��SULPDULO\�LQ�/RQGRQ��7KH�(J\SWLDQ�DXWKRULWLHV��KRZHYHU��IHDULQJ�D�JHQHUDO�ORVV�RI�FRQILGHQFH�LQ�WKH�EDQNLQJ�VHFWRU�LQWHUYHQHG�WR�VDIHJXDUG�WKH�GHSRVLWRUV�DQG�WR�SURWHFW�WKH�ILQDQFLDO�V\VWHP¶V�VWDELOLW\�DQG�LQWHJULW\�7KH�UHVFXH�RSHUDWLRQ�FRQVLVWHG�RI�DQ�DJUHHPHQW�EHWZHHQ�WKH�&%(�DQG�RQH�RI WKH�IRXU�VWDWH�RZQHG�EDQNV�� %DQN�0LVU��5HJLVWHUHG�EDQNV�ZHUH�DVNHG�WR�FRQWULEXWH�����SHUFHQW�RI�WKHLU�GHSRVLWV�WRZDUGV�WKH�IXQGLQJ�RI�WKLV�RSHUDWLRQ�LQ�DGGLWLRQ�WR�DQ�LQWHUHVW�IUHH�ORDQ�RI��(��ELOOLRQ�WR�%DQN�0LVU��7KLV�LV�VXSSRVHG�WR�EH�UHSDLG�RYHU�D����\HDU�SHULRG�LQ�H[FKDQJH�IRU�%DQN�0LVU�WDNLQJ�RYHU�DOO�RI�%&&0¶V�DVVHWV�DV�ZHOO�DV�LWV�OLDELOLWLHV��'HSRVLWRUV�ZLWK�%&&0�WKHUHE\�EHFDPH�FUHGLWRUV�WR�%DQN�0LVU�LQ�DPRXQWV�HTXDO�WR�WKHLU�RULJLQDO�GHSRVLWV�
)XUWKHU�3UREOHPV�DQG�&KDOOHQJHV3UHIHUHQWLDO�7UHDWPHQW�RI�6WDWH�RZQHG�%DQNV,Q�SULQFLSDO��DOO�EDQNV�LQ�(J\SW�DUH�WUHDWHG�HTXDOO\�DV�WKH\�DUH�JRYHUQHG�E\�WKH�VDPH�UHJXODWLRQV��DQG�VXSHUYLVHG�E\�WKH�VDPH�DXWKRULW\��,Q�SUDFWLFH��WKHUH�KDYH�EHHQ�YDULRXV�DVSHFWV�RI�SUHIHUHQWLDO�WUHDWPHQW�RI�VWDWH�RZQHG�EDQNV��LQFOXGLQJ�
�� %UDQFK�DXWKRUL]DWLRQ�GXULQJ�WKH�����V�DQG�����V�IDYRUHG�WKH�SXEOLF�VHFWRU��:KHQ�WKH�&%(�LQ�WKH�ODWH�����V�DGRSWHG�D�VWULFW�SROLF\�WR�FRQWURO�WKH�QXPEHU�RI�EUDQFKHV��WKH�QXPEHU�RI�EUDQFKHV�SHU�VWDWH�RZQHG�EDQN�ZDV�VLJQLILFDQWO\�KLJKHU�WKDQ�WKDW�RI RWKHU�EDQNV����� 6WDWH�RZQHG�EDQNV�KDG�FORVH�UHODWLRQV�ZLWK�SXEOLF�VHFWRU�HQWHUSULVHV�LQ�WKH�IRUP�RI�HTXLW\�VWDNHV�DQG�PHPEHUVKLS�RI�PDQDJLQJ�ERDUGV��5HJXODWLRQV�LQ�VRPH�SXEOLF�DXWKRULWLHV�DQG�JRYHUQPHQW�LQVWLWXWLRQV�GLG�QRW�DOORZ�WKH�
�� :RUOG�%DQN��������SS��������
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GHSRVLWLQJ�RI�IXQGV�� VXFK�DV�SHQVLRQ�DQG�HPSOR\HHV¶�IXQGV�� ZLWK�QRQ�VWDWH�RZQHG�EDQNV��� 3D\PHQW�RI�LQWHUHVW�RQ�FXUUHQW�DFFRXQWV�ZDV�SURKLELWHG��EHQHILWLQJ�SXEOLF�VHFWRU�EDQNV�LQ�WZR�ZD\V��)LUVW��WKH\�GLG�QRW�EHDU�DQ\�FRVWV�IRU�NHHSLQJ�VXFK�GHSRVLWV�ZKLFK�PDLQO\�EHORQJHG�WR�SXEOLF�VHFWRU�HQWHUSULVHV��6HFRQG��SULYDWH�EDQNV�ZHUH�QRW�DEOH�WR�FRPSHWH�IRU�VXFK�DFFRXQWV�E\�RIIHULQJ�KLJKHU�LQWHUHVW�UDWHV�WR�GHSRVLWRUV��,Q�������VWDWH�RZQHG�EDQNV�KDG�DQ�DYHUDJH�RI�PRUH�WKDQ����SHUFHQW�RI�WRWDO�GHSRVLWV�LQ�WKH�IRUP�RI�FXUUHQW�DFFRXQW��ZKHUHDV�WKH�UDWLR�LQ�WKH�'HOWD�%DQN��D�MRLQW�YHQWXUH�EDQN��ZDV�OHVV�WKDQ����SHUFHQW���

(QWU\�DQG�([LW�5XOHV,W�LV�DUJXHG�WKDW�FRQWHVWDEOH�PDUNHWV�DQG�WKH�IUHHGRP�RI�HQWU\�IRU�SRWHQWLDO�ILUPV�SURPRWH�HIILFLHQF\��HQFRXUDJH�LQQRYDWLRQ�DQG�JLYH�KLJKO\�IDYRUDEOH�ZHOIDUH�RXWFRPHV��� )RU�D�PDUNHW�WR�EH�FRQWHVWDEOH��WKHUH�VKRXOG�QRW�EH�DQ\�VLJQLILFDQW�HQWU\�EDUULHUV��/DUJH�HFRQRPLHV�RI�VFDOH�DQG�KLJK�VXQN�FRVWV��LQ�DGGLWLRQ�WR�RWKHU�HQWU\�FRVWV��DUH�H[DPSOHV�RI�VXFK�EDUULHUV��� %XW�LQ�WKH�FDVH�RI�EDQNLQJ��JRYHUQPHQW�UHJXODWLRQV�WKURXJK�SHUPLWV�DQG�OLFHQVHV�DUH�IDU�PRUH�LPSRUWDQW�WKDQ�WKHVH�RWKHU�EDUULHUV��7KH�(J\SWLDQ�EDQNLQJ�V\VWHP�KDV�VXIIHUHG�IURP�WKH�XVH�RI�UHVWULFWLYH�UHJXODWLRQV�WKDW�SUHYHQWHG�QHZ�HQWU\�DQG�PDGH�WKH�LQFXPEHQW�EDQNV�IDU�IURP�EHLQJ�FRQWHVWDEOH��7KH�EDQNLQJ�V\VWHP��DIWHU�D�VHULHV�RI�(J\SWLDQL]DWLRQ�DQG�QDWLRQDOL]DWLRQ�PHDVXUHV�LQ�WKH�����V�DQG�����V��ZDV�OHIW�ZLWK�IRXU�VWDWH�RZQHG�FRPPHUFLDO�EDQNV�DQG�ILYH�VSHFLDOL]HG�EDQNV��7KH�PDUNHW�ZDV�KLJKO\�FRQFHQWUDWHG��DQG�FRPSHWLWLRQ�ZDV�IXUWKHU�OLPLWHG�E\�WKH�DSSOLFDWLRQ�RI�VHFWRUDO�DQG�IXQFWLRQDO�VSHFLDOL]DWLRQ�ZKLFK�PDGH�WKH�V\VWHP�D�VHFWRUDO�EDVHG�PRQR�EDQN�7KH�LQWURGXFWLRQ�RI�WKH�SDUWLDO�OLEHUDOL]DWLRQ�SROLF\�LQ�WKH�PLG�����V�DQG�WKH�HVWDEOLVKPHQW�RI�D�ODUJH�QXPEHU�RI�SULYDWH�DQG�MRLQW�YHQWXUH�EDQNV�UHVXOWHG�LQ�DQ�LQFUHDVH�LQ�WKH�QXPEHU�RI�EDQNLQJ�XQLWV�ZLWKRXW�D�VLJQLILFDQW�GHFUHDVH�LQ�PDUNHW�FRQFHQWUDWLRQ��6WDWH�RZQHG�EDQNV�XVHG�WR�KDYH�PDMRULW\�VWDNHV�LQ�MRLQW�YHQWXUH�
�� $QQXDO�UHSRUWV�RI�WKH�1%(�DQG�WKH�'HOWD�%DQN���������� )RU�DQ�DQDO\VLV�RI�FRQWHVWDEOH�PDUNHWV��VHH�%DXPRO��3DQ]DU�DQG�:LOOLJ���������� 2Q�HQWU\�EDUULHUV��VHH�%DLQ��������DQG�7LUROH��������&KDSWHU���
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EDQNV��� 7KH�GRPLQDWLRQ�RI�VWDWH�RZQHG�EDQNV�LQ�D�KLJKO\�FRQFHQWUDWHG�PDUNHW�UHVXOWHG�LQ�IUDLO�FRPSHWLWLRQ�DQG�OLPLWHG�LQQRYDWLRQ�7KH�PDLQ�UHDVRQV�WKDW�KDYH�EHHQ�SXW�IRUZDUG�WR�MXVWLI\�UHVWULFWLYH�UHJXODWLRQV�UHJDUGLQJ�HQWU\�FDQ�EH�VXPPDUL]HG�DV�IROORZV�
x &RQFHUQV�DERXW�³FUHDP�VNLPPLQJ´�E\�SULYDWH�DQG�IRUHLJQ�EDQNV��%XW�ZKHWKHU�KLJK�SURILWV UHVXOWHG�IURP�FUHDP�VNLPPLQJ�RU�PRUH�HIILFLHQW�EDQNLQJ�LV�GHEDWDEOH�DQG�UHTXLUHV�HYLGHQFH�ZKLFK�FDQQRW�EH�REWDLQHG�IURP�EDQN�UHSRUWV�x )HDU�RI�DFTXLULQJ�GRPLQDQW�SRVLWLRQV�LQ�WKH�GRPHVWLF�PDUNHW��7KLV�LV�D�XVXDO�FRQFHUQ�UDLVHG�IRU�SROLWLFDO�UHDVRQV�DQG�FDQ EH�MXVWLILHG�RQ�WKHVH�JURXQGV��3UHYHQWLQJ�EDQNV�IURP�HQWHULQJ�WKH�PDUNHW��KRZHYHU��LV�QRW�D�VXLWDEOH�VROXWLRQ��ZKLOH�DSSO\LQJ�DQWL�WUXVW�PHDVXUHV�PD\�EH�D�EHWWHU�DSSURDFK�WR�WKLV�SUREOHP��x &RQFHUQ�DERXW�KLW�DQG�UXQ�DFWLYLWLHV��)RUHLJQ�DQG��WR�VRPH�H[WHQW� SULYDWH�EDQNV�DUH�DFFXVHG�RI�D�ODFN�RI�FRPPLWPHQW�DQG�RI�ZLWKGUDZLQJ�WKHLU�DFWLYLWLHV�DW�WKH�ILUVW�VLJKW�RI�WURXEOH��7KH�ZLWKGUDZDO�RI�ODUJH�LQWHUQDWLRQDO�EDQNV�IURP�WKH�PDUNHW�PD\�EH�XQMXVWLILDEO\�WDNHQ�DV�D�VLJQ�RI�SUREOHPV�DQG�LQVWDELOLW\�LQ�WKH�GRPHVWLF�PDUNHW�DV�D�ZKROH�ZKLFK�LQ�WXUQ�PD\�KDYH�D�GHYDVWDWLQJ�LPSDFW�RQ�WKH�EDQNLQJ�HQYLURQPHQW��7KH�QHJDWLYH�H[SHFWDWLRQV�DQG�DSSUHKHQVLRQ�WKDW�IROORZHG�WKH�UHFHQW�ZLWKGUDZDO�RI�VRPH�$PHULFDQ�DQG�(XURSHDQ�EDQNV�IURP�WKH�PDUNHW�OHQGV�VXSSRUW�WR�WKLV�DUJXPHQW��,Q�UHDOLW\��LW�LV�WKH�SUREOHPV�LQ�WKH�KRPH�PDUNHWV�RI�WKH�IRUHLJQ�EDQNV�ZKLFK�DUH�RIWHQ�EHKLQG�WKHLU�ZLWKGUDZDO�UDWKHU�WKDQ�WKH�GLIILFXOWLHV�LQ�WKH�(J\SWLDQ�PDUNHW���x 3URWHFWLQJ�WKH�LQWHUHVWV�RI�WKH�LQFXPEHQW�EDQNV��HVSHFLDOO\�WKH�SXEOLF�RQHV��8QOLNH�RWKHU DUJXPHQWV��WKLV�RQH�LV�KDUG�WR�GHIHQG��5HVSRQVH�WR�FRPSHWLWLRQ�FDQ�QRW�EH�WKURXJK�SURWHFWLQJ�LQHIILFLHQW�EDQNV�EXW�UDWKHU�E\�LPSURYLQJ�WKHLU�HIILFLHQF\�DQG�HOLPLQDWLQJ�WKH�UHVWULFWLYH�LQWHUYHQWLRQ�RI�WKH�&%(�LQ�WKHLU�GHFLVLRQ�PDNLQJ�DQG�DFWLYLWLHV�
�� 6HH�:RUOG�%DQN��������9RO�����S�����,W�LV�ZRUWK�QRWLQJ�WKDW�XQGHU�WKH�ILQDQFLDO�UHIRUP�SURJUDP�VWDWH�RZQHG�EDQNV�KDYH�EHHQ�HQFRXUDJHG�WR�VHOO�WKHLU�KROGLQJV�LQ�MRLQW�YHQWXUH�EDQNV��,W�LV�DQWLFLSDWHG�WKDW�E\�WKH�HQG�RI������VLJQLILFDQW�SRUWLRQV�RI�VWDWH�RZQHG�EDQNV¶�HTXLWLHV�LQ�MRLQW�YHQWXUH�EDQNV�ZLOO�KDYH�EHHQ�VROG��� ([DPSOH�RI�VXGGHQ�ZLWKGUDZDO�RI�IRUHLJQ�EDQNV�LV�WKDW�RI�&KDVH�0DQKDWWDQ�%DQN LQ�WKH�PLG�����V�DQG�%DQN�RI�$PHULFD�LQ�������
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x &RQFHUQV�DERXW�DOORFDWLQJ�PRVW�RI�WKH�GRPHVWLFDOO\�PRELOL]HG�IXQGV�DEURDG��7KLV�DUJXPHQW�LV�D�ZLGHVSUHDG�FRPSODLQW�LQ�/'&V�DJDLQVW�IRUHLJQ�EDQNV��� ,Q�WKH�FDVH�RI�(J\SW��KRZHYHU��VWDWH�RZQHG�EDQNV�DUH�QRW�VLJQLILFDQWO\�GLIIHUHQW�IURP�IRUHLJQ�EDQNV�UHJDUGLQJ�WKH�JHRJUDSKLF�DOORFDWLRQ�RI�UHVRXUFHV��,Q����������SHUFHQW�RI�IRUHLJQ�FXUUHQF\�GHSRVLWV�LQ�WKH�EDQNLQJ�V\VWHP�ZHUH�DOORFDWHG�DEURDG��ZKLOH�LQ������WKH�UDWLR�ZDV�DV�KLJK�DV����SHUFHQW��� 7KLV�ILQGLQJ�GRHV�QRW�GHIHQG�IRUHLJQ�EDQNV�DV�PXFK�DV�LW�FULWLFL]HV�WKH�SDWWHUQ�RI�DOORFDWLRQ�RI�IXQGV�E\�WKH�EDQNLQJ�V\VWHP�DV�D�ZKROH�LQFOXGLQJ�WKH�&%(��� $JDLQ��SURKLELWLQJ�HQWU\�LQWR�WKH�PDUNHW�LV�QRW�D�UHPHG\�IRU�WKLV�SUREOHP�ZKLFK�UHTXLUHV��DPRQJ�RWKHU�WKLQJV��LPSURYHPHQW�RI�LQYHVWPHQW�RSSRUWXQLWLHV�LQ�WKH�GRPHVWLF�PDUNHW�DQG�DQ�HQKDQFHPHQW�RI�LWV�VWDELOLW\��

,W�LV�ZRUWK�QRWLQJ�WKDW�DQ�LQWHUQDWLRQDO�FRPPLWPHQW�WR�HOLPLQDWH�DQG�UHGXFH�VXFK�EDUULHUV�WR�WKH�EDQNLQJ�VHUYLFHV�LQGXVWU\��ZKDWHYHU�WKH�UHDVRQ�EHKLQG�WKHP��ZDV�UHDFKHG�XQGHU�WKH�*HQHUDO�$JUHHPHQW�RI�7UDGH�LQ�6HUYLFHV��*$76���$OWKRXJK�(J\SW�SUHVHQWHG�PRUH�FRPSUHKHQVLYH�RIIHUV�WKDQ�WKRVH�SUHVHQWHG�E\�DQ�DYHUDJH�GHYHORSLQJ�FRXQWU\��WKH�VHFWRUDO�FRYHUDJH�RI�FRPPLWPHQWV�KDV�EHHQ�ORZ��)XUWKHUPRUH��GXH�WR�WKH�UHODWLYHO\�PRUH�UHVWULFWLYH�PHDVXUHV�ZKLFK�DSSO\�WR�IRUHLJQ�FRPPHUFLDO�SUHVHQFH�DQG�QDWXUDO�SHUVRQV�LQ�WKH�FRYHUHG�VHFWRUV��D�FRPPLWPHQW�WR�VLJQLILFDQW�VHUYLFH�OLEHUDOL]DWLRQ�LV�QRW�FOHDU��)RU�HIIHFWLYH�OLEHUDOL]DWLRQ�RI�WUDGH�LQ�VHUYLFHV��KDUPRQL]DWLRQ�RI�QDWLRQDO�UHJXODWRU\�V\VWHPV�DQG�DJUHHPHQWV�WR�UHFRJQL]H�WKH�VWDQGDUGV�RI�SDUWQHU�FRXQWULHV�PD\�EH�HVVHQWLDO���$OWKRXJK�LW�LV�LPSRUWDQW�WR�UHPRYH�EDUULHUV�WR�HQWU\��LW�LV�DOVR�FUXFLDO�WR�PDLQWDLQ�D�UHOLDEOH�H[LW�PHFKDQLVP��6XFK�DUUDQJHPHQWV�DUH�UHTXLUHG�DORQJ�ZLWK�WKH�HVWDEOLVKPHQW�RI�VDWLVIDFWRU\�SUXGHQWLDO�PHDVXUHV�WR�LPSURYH�WKH�HIILFLHQF\�DQG�WKH�VRXQGQHVV�RI�WKH�(J\SWLDQ�EDQNLQJ�V\VWHP��$Q�HIILFLHQW�PDUNHW�FDQ�QRW�EH�DFKLHYHG�LQ�WKH�DEVHQFH�RI�DQ�DGHTXDWH�H[LW�PHFKDQLVP�
�� )RU�D�GLVFXVVLRQ�RI�WKH�DGYDQWDJHV�DQG�GLVDGYDQWDJHV�RI�WKH�UROH�RI�IRUHLJQ�EDQNV��VHH�'UDNH��������SS������������ 6HH�WKH�&%(�DQQXDO�UHSRUWV������DQG������DQG�$O�$QWDU\��������S������� 7KH�&%(�UHOLHV�RQ�WKH�)HGHUDO�5HVHUYH�%DQN�RI�1HZ�<RUN�WR�PDQDJH�D�VLJQLILFDQW�SDUW�RI�LWV�LQWHUQDWLRQDO�UHVHUYHV��0RVW�RI�WKHVH�UHVHUYHV�DUH�LQ�86�7�ELOOV��7KH�:RUOG�%DQN��������9RO�����SS���������� +RHNPDQ�DQG�6DXYq��������SS������DQG�0RKLHOGLQ��������SS������
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,Q�(J\SW��EDQNV�DUH�QRW�DOORZHG�WR�IDLO��7KLV�SROLF\�KDV�FRPH�LQWR�HIIHFW�QRW�WKURXJK�SUXGHQWLDO�SROLF\�RU�PHDVXUHV�WKDW�HQKDQFH�WKH�HIILFLHQF\�RI�EDQNV��,QVWHDG��ZHDN�EDQNV�ZHUH�DOORZHG�WR�FRQWLQXH�LQ�EXVLQHVV�ZLWK�WKH�VXSSRUW�RI�WKH�&%(�DQG�WKH�UHVW�RI�WKH�EDQNLQJ�V\VWHP��:KLOH�DW�VRPH�SRLQW�UHFDSLWDOL]DWLRQ�PD\�EH�D�QHFHVVDU\�DFWLRQ�WR�SUHYHQW�ILQDQFLDO�LQVWDELOLW\��WKH�ILVFDO�LPSDFW�RI�WKH�EDLORXW�� RQH�RI�FDSLWDOL]DWLRQ¶V�H[SOLFLW�FRVWV�� PXVW�EH�FRQIURQWHG��:KLOH�ILJXUHV�IRU�UHFDSLWDOL]DWLRQ�FRVWV�DUH�QRW�DYDLODEOH�IRU�(J\SW��WKH\�FDQ�EH�VLJQLILFDQW��)RU�H[DPSOH��HVWLPDWHG�FRVWV�RI�UHFDSLWDOL]DWLRQ LQ�)LQODQG�������������DPRXQWHG�WR���SHUFHQW�RI�*'3�DQG�LQ�6SDLQ�������������WKH\�UHDFKHG������SHUFHQW�RI�*13��� $QRWKHU�IRUP�RI�JRYHUQPHQW�VXSSRUW�WR�DLOLQJ�EDQNV�ZDV�WKH�UHOD[DWLRQ�RI�FHUWDLQ�SUXGHQWLDO�PHDVXUHV�LQFOXGLQJ�WKH�ZDLYHU�RI�WKH�UHVHUYH�DQG�OLTXLGLW\�UHTXLUHPHQWV���)HDU�RI�D�SXEOLF�PLVXQGHUVWDQGLQJ�WKDW�RQH�EDQN�IDLOXUH�PD\�LPSO\�WKDW�RWKHUV�ZLOO�IROORZ�LQ�WKH�IXWXUH�PDGH�WKH�EDQNLQJ�V\VWHP�DGRSW�D�IRUP�RI�FROOHFWLYH�VHOI�SUHVHUYDWLRQ��$FFRUGLQJ�WR�WKLV�DSSURDFK��LQVROYHQW�EDQNV�ZHUH�OHIW�WR�RSHUDWH�ZLWK�WKH�VXSSRUW�RI�WKH�EDQNLQJ�V\VWHP��ZKLOH�DGHTXDWH�PHDVXUHV�OLNH�UHVWUXFWXULQJ��PHUJLQJ�RU�OLTXLGDWLRQ�ZHUH�QRW�DSSOLHG�7KLV�SROLF\�UHVXOWHG�LQ�WKH�HQFRXUDJHPHQW�RI�LQHIILFLHQW�EDQNV�WR�FRQWLQXH�WKHLU�YLRODWLRQ�RI�FUHGLW�VWDQGDUGV�E\�LQGXOJLQJ�LQ�KLJK�ULVN�OHQGLQJ�DQG�ELGGLQJ�IRU�GHSRVLWV��(YHQ�XQGHU�WKH�DSSOLFDWLRQ�RI�LQWHUHVW�FHLOLQJV��D�EDQN�OLNH�WKH�LQIDPRXV�%&&0�ZDV�SD\LQJ�D�KLJKHU�LQWHUHVW�UDWH�RQ�GHSRVLWV�WKDQ�RWKHU�EDQNV�E\�������SHUFHQWDJH�SRLQWV�XQWLO�LWV�FROODSVH��,Q�D�V\VWHP�ZKLFK�IRUFHV�VRXQG�EDQNV�WR�VXEVLGL]H�DLOLQJ�RQHV��WKLV�SROLF\�DOVR�UHVXOWHG�LQ�WKH�IDLOXUH�RI�EDQN�FXVWRPHUV�WR�GLVWLQJXLVK�EHWZHHQ�HIILFLHQW�DQG�LQHIILFLHQW�EDQNV�

4XDOLW\�RI�6XSHUYLVLRQ)LQDQFLDO�VXSHUYLVLRQ�LV�D�GHOLFDWH�WDVN�DV�LW�VKRXOG�EH�XQGHUWDNHQ�LQ�D�ZD\�WKDW�SURPRWHV�WKH�VRXQGQHVV�DQG�VWDELOLW\�RI�WKH�EDQNLQJ�V\VWHP�ZLWKRXW�KLQGHULQJ�WKH�HIILFLHQF\�DQG�WKH�PDQDJHULDO�DXWRQRP\�RI�EDQNV��� ,Q�WHUPV�RI�TXDOLW\��EDQN�VXSHUYLVLRQ�LQ�(J\SW�VXIIHUV�IURP�YDULRXV�OLPLWDWLRQV�
�� 6HH�&DSULR�DQG�.OLQJHELHO��������SS���������� 6XFK�D�FRQIHVVLRQ�ZDV�PDGH�E\�0U��7��$��,VPDLO��&KDLUPDQ�RI�WKH�WKHQ�WURXEOHG�'DTDKO\LDK�%DQN��LQ�DQ�LQWHUYLHZ�SXEOLVKHG�LQ�$O�$KUDP QHZVSDSHU�RQ���6HSWHPEHU��������� 2Q�WKH�UROH�RI�SUXGHQWLDO�VXSHUYLVLRQ�LQ�EDQNLQJ��VHH�3HFFKLROL��������
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)LUVW��WKH�&%(�LV�VWDWHG�LQ�WKH�ODZ�WR�EH�DQ�DXWRQRPRXV�OHJDO�HQWLW\��WR�KDYH�DQ�LQGHSHQGHQW�EXGJHW��DQG�WR�EH�H[HPSW�IURP�DGPLQLVWUDWLYH�UXOHV�JRYHUQLQJ�WKH�SXEOLF�VHFWRU��,Q�SUDFWLFH��KRZHYHU��LWV�UHDO�SRVLWLRQ�LV�FORVHU�WR�WKDW�RI�DQ\�PLQLVWU\�RU�JRYHUQPHQW�EXUHDXFUDF\��$FFRUGLQJ�WR�(J\SWLDQ�ODZ��WKH�DSSRLQWPHQW�RI�WKH�JRYHUQRU�RI�WKH�&%(�DV�ZHOO�DV�RI�WKH�RWKHU�PHPEHUV�RI�LWV�%RDUG�RI�'LUHFWRUV�LV�GHWHUPLQHG�LQ�DFFRUGDQFH�ZLWK�WKH�DEVROXWH�GLVFUHWLRQ�RI�WKH�3UHVLGHQW�DQG�RI�WKH�3ULPH�0LQLVWHU��7KHLU�UHPXQHUDWLRQ�LV�DOVR�VXEMHFW�WR�WKH�VDPH GLVFUHWLRQ��7KH�UHSUHVHQWDWLYHV�RI�WKH�PLQLVWULHV�RI�HFRQRP\�DQG�RI�ILQDQFH�KDYH�D�SDUWLFXODUO\�VWURQJ�UROH�LQ�WKH�PHHWLQJV�RI�LWV�ERDUG�RI�GLUHFWRUV��7KH�ERDUG�GHFLVLRQV�DUH�VWDWHG�WR�EH�ZLWKLQ�WKH�IUDPHZRUN�RI�WKH�JHQHUDO�SROLF\�RI�WKH�VWDWH�DV�GHWHUPLQHG�E\�WKH�JRYHUQPHQW���6HFRQG��WKH�VLJQLILFDQW�LQFUHDVH�LQ�WKH�QXPEHU�RI�RSHUDWLQJ�EDQNV��IURP���LQ������WR����LQ�������DQG�WKH�LQFUHDVH�LQ�WKH�QXPEHU�RI�EUDQFKHV�H[FHHGLQJ�������XQLWV��� KDV�QRW�EHHQ�PDWFKHG�E\�D�FRUUHVSRQGLQJ�LQFUHDVH�HLWKHU�LQ�WKH�VWDII QXPEHU��DSSUR[LPDWHO\�����HPSOR\HHV��RI�WKH�%DQN�&RQWURO�'HSDUWPHQW�RI�WKH�&%(�RU�LWV�UHVRXUFHV��$V�D�UHVXOW��RQ�VLWH�PRQLWRULQJ�RI�VHYHUDO�EDQNV�ZDV�QRW�XQGHUWDNHQ�DQG�WKH�&%(�ZDV�FRQWHQW�ZLWK�WKH�SHULRGLF�UHSRUWV�RI�VXFK�EDQNV�RQ�WKHLU�DFWLYLWLHV��� 7KHVH�UHSRUWV�ZHUH�QRW�QHFHVVDULO\�DGHTXDWH�LQ�WHUPV�RI�WKH�TXDQWLW\�DQG�TXDOLW\�RI�LQIRUPDWLRQ�SURYLGHG�LQ�WKHP��6RPH�RI�WKH�RSHUDWLQJ�EDQNV��HVSHFLDOO\�IRUHLJQ�RQHV��ZHUH�DGRSWLQJ�VRPH�QHZ�EDQNLQJ�WHFKQLTXHV�DQG�FRPSXWHUL]HG�WUDQVDFWLRQV�ZKLFK�GXH�WR�ODFN�RI WUDLQLQJ�ZHUH�QRW�IXOO\�JUDVSHG�E\�WKH�VWDII�RI�WKH�FRPSHWHQW�DXWKRULWLHV�7KLUG��LQ�PDQ\�FDVHV�WKH�HIIHFWLYH�VXSHUYLVLRQ�RI�EDQNV��HVSHFLDOO\�WKH�SXEOLF�RQHV��ZDV�FRPSURPLVHG�E\�SROLWLFDO�SUHVVXUH��/RDQV�WR�LQVROYHQW�DQG�DLOLQJ�SXEOLF�VHFWRU�FRPSDQLHV�ZHUH�DOORZHG�XQGHU�WKH�SUHVVXUH�RI�WKHLU�FRQFHUQHG�PLQLVWULHV��7KLV��IRU�LQVWDQFH��RFFXUUHG�IROORZLQJ�WKH�(J\SWLDQ�SRXQG�GHYDOXDWLRQ�LQ������ZKLFK�UHVXOWHG�LQ�FRQVLGHUDEOH�IRUHLJQ�H[FKDQJH�ORVVHV�DPRQJVW�FRPSDQLHV�ZKLFK�ZHUH�FRQIURQWHG�ZLWK�FULWLFDO�ILQDQFLDO�GLIILFXOWLHV��³7KH�(J\SWLDQ�EDQNV�NQHZ�WKDW�WKH\�GLG�QRW�KDYH�WKH�FDSDFLW\�WR�KDQGOH�ZLGHVSUHDG�EDQNUXSWF\��DQG�DOVR�NQHZ�WKDW�WKH�OHJDO�SURFHGXUHV�IRU�EDQNUXSWF\�ZHUH�XQVDWLVIDFWRU\�«�+HQFH��WKHLU�PDQDJHPHQW�GHFLVLRQ���ZDV�WR�SURYLGH�DGGLWLRQDO�FUHGLW�IDFLOLWLHV�WR�NHHS�GLVWUHVVHG�FRPSDQLHV�DOLYH�����WKH�RXWFRPH�

�� /DZ�1R������RI�������$UWLFOHV���DQG����� 6HH�&%(��DQQXDO�UHSRUW����������S�������� ,ELG���S�����
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ZDV�D�VXEVWDQWLDOO\�ZHDNHU�ILQDQFLDO�VHFWRU�´�� ,W�LV�WKHUHIRUH�QRW�VXUSULVLQJ�WKDW�WKH�(J\SWLDQ�EDQNLQJ�V\VWHP�KDV�VXIIHUHG�IURP�D�KLJK�UDWLR�RI�QRQ�SHUIRUPLQJ�ORDQV��DFFXPXODWHG�RYHU�WKH�\HDUV�GXH�WR�VLPLODU�SUDFWLFHV��([DFW�ILJXUHV�IRU�WKHVH�ORDQV�DUH�QRW�DYDLODEOH�EXW�WKHLU�HVWLPDWHV�DUH�UHODWLYHO\�KLJK���6WDWH�RZQHG�EDQNV�LQ�(J\SW��DV�LQ�RWKHU�/'&V��ZHUH�PRUH�SURQH�WR�JRYHUQPHQW�LQWHUIHUHQFH�LQ�FUHGLW�DQG�SODQQLQJ�GHFLVLRQV�WKDQ�SULYDWH�EDQNV��7KH\�FRQVHTXHQWO\�KDG�UHODWLYHO\�KLJK�OHYHOV�RI�QRQ�SHUIRUPLQJ�ORDQV��PRVW�RI�WKHP�JRYHUQPHQW�JXDUDQWHHG��,QFHQWLYHV�WR�PD[LPL]H�SURILWV��RU�HYHQ�WR�PLQLPL]H�ORVVHV��EDUHO\�H[LVW�LQ�VWDWH�RZQHG�EDQNV��,Q�WKH�ZRUGV�RI�)OHPPLQJ���������³,I�ORVVHV�ZLOO�EH�FRYHUHG�>��@�ZK\�VKRXOG�PDQDJHPHQW�PLQLPL]H�WKHP"�,I�ORVV�PDNLQJ�HQWHUSULVHV�ZLOO�EH�EDLOHG�RXW�LQ�WKH�HQG��ZK\�VKRXOG�D�EDQN�PDQDJHU�GLVFULPLQDWH�RQ�KLV�OHQGLQJ�EHWZHHQ�JRRG�DQG�EDG�ULVNV"´�� 1RQ�SHUIRUPLQJ�ORDQV�DQG�EDG�GHEWV�ZHUH�WKHUHIRUH�DFFXPXODWHG�WR�WKH�H[WHQW�WKDW�LW�EHFDPH�GLIILFXOW�WR�FOHDQ�XS�WKH�EDODQFH�VKHHWV�RI�VXFK�EDQNV��)RXUWK��SULYLOHJHG�SULYDWH�VHFWRU�ERUURZHUV�ZHUH�DOVR�DOORZHG�WR�ERUURZ�GHVSLWH�WKHLU�SRRU�ILQDQFLDO�FRQGLWLRQ�DQG�LQVXIILFLHQW�FROODWHUDO��,Q�������WKH�VR�FDOOHG�VLFN�EDODQFHV�UHDFKHG����SHUFHQW�RI�WRWDO�DGYDQFHV�WR�SULYDWH�DQG�LQYHVWPHQW�VHFWRUV��2I�WKHVH�������SHUFHQW�EHORQJHG�WR�RQO\���SHUFHQW�RI�WKH�WRWDO�QXPEHU�RI�GHIDXOWHUV���0DQ\�GHIDXOWHUV�IOHG�WKH�FRXQWU\�WR�DYRLG�OHJDO�DFWLRQ��ZKLOH�RWKHUV�PDQDJHG�WR�GHOD\�OHJDO�DFWLRQ�DJDLQVW�WKHP�IRU�D�ORQJ�WLPH��,Q�RUGHU�WR�LPSURYH�EDQN�VXSHUYLVLRQ��WKH�UHJXODWRU\�IUDPHZRUN�VKRXOG�EH�FOHDUO\�GHILQHG��WKH�&%(�PXVW�EH�PRUH�LQGHSHQGHQW��LWV�VXSHUYLVRU\�WHDPV�VKRXOG�DFTXLUH�QHFHVVDU\�NQRZOHGJH�DQG�EH�HPSRZHUHG�ZLWK�VXIILFLHQW�UHVRXUFHV��,PSURYHPHQW�LQ�EDQN�VXSHUYLVLRQ�VKRXOG�QRW�EH�DFKLHYHG�DW�WKH�H[SHQVH�RI�WKH�UHDVRQDEOH�DXWRQRP\�RI�EDQNLQJ�XQLWV�RU�LQWHUIHUHQFH�ZLWK�WKHLU�GHFLVLRQV��3DUDOOHO�UHIRUPV�LQ�DFFRXQWLQJ�DQG�DXGLWLQJ�SUDFWLFHV��DQG�HQIRUFHPHQW�RI�WKH�ODZ�LQ�WKH�FDVH�RI�GHIDXOW�DUH�DOVR�UHTXLUHG�&HUWDLQ�FRQGLWLRQV�DUH�UHTXLUHG�WR�DFKLHYH�D�VXIILFLHQW�TXDOLW\�RI�VXSHUYLVLRQ��6XSHUYLVRUV�PXVW�DFTXLUH�DGHTXDWH�WUDLQLQJ�DQG�KDYH�DGHTXDWH�UHVRXUFHV��LQFOXGLQJ�DGHTXDWH�UHPXQHUDWLRQ��6XSHUYLVRUV�VKRXOG�DOVR�KDYH�VXIILFLHQW�DXWRQRP\�IURP�
�� 5RH�DQG�3RSLHO��������S������� 7KH�HVWLPDWH�RI�WKH�:RUOG�%DQN��������LV����SHUFHQW��WKH�FXUUHQW�HVWLPDWH��KRZHYHU��LV�VDLG�WR�EH�ORZHU�WKDQ����SHUFHQW�RQ�DYHUDJH���� 6HH�)OHPPLQJ��������S������ 1%(��������SS����������
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SROLWLFDO�LQWHUIHUHQFH�DQG�EXUHDXFUDWLF�SUHVVXUHV��7KH�VXSHUYLVRU\�ERG\�PXVW�DOVR�KDYH�HQRXJK�SRZHU�WR�HQIRUFH�LWV�GHFLVLRQV�ZLWKRXW�WKH�QHHG�WR�UHIHU�WR�KLJKHU�DXWKRULWLHV���
,9��&RQFOXGLQJ�5HPDUNV7KLV�SDSHU�KDV�GHDOW�ZLWK�WKH�VXEMHFW�RI�SUXGHQWLDO�UHJXODWLRQ�LQ�(J\SW�E\�GLVFXVVLQJ�ILUVW�VRPH�EDVLF�WKHRUHWLFDO�FRQFHSWV�UHJDUGLQJ�WKH�GHILQLWLRQ�RI�SUXGHQWLDO�PHDVXUHV��WKHLU�FODVVLILFDWLRQ��UDWLRQDOH��DQG�SODFH�LQ�WKH�FKDQJLQJ�ZRUOG�HQYLURQPHQW��,W�WKHQ�GLVFXVVHG�WKH�IDLOXUH�RI�,VODPLF�,QYHVWPHQW�&RPSDQLHV�LQ�(J\SW�LQ�WKH�����V��7KH�SDSHU�DQDO\]HV�LQ�VRPH�GHWDLO�WKH�H[LVWLQJ�SUXGHQWLDO�PHDVXUHV�LQ�(J\SW��7KH�DQDO\VLV�VHHNV�WR�FRPSDUH�WKH�(J\SWLDQ�VLWXDWLRQ�ZLWK�FRPSDUDEOH�ZRUOG�SUDFWLFH�DQG�H[SHULHQFH��DQG�WR�HPSKDVL]H�ZKDW�PD\�EH�FRQVLGHUHG�VLJQLILFDQW�ZHDNQHVVHV�LQ�WKH�(J\SWLDQ�EDQNLQJ�SUXGHQWLDO�V\VWHP��7KH�DUJXPHQW�GHDOW�ZLWK�WKH�QDWXUH�RI�SUXGHQWLDO�UHJXODWLRQ�LQ�WKH�FRQWH[W�RI�(J\SWLDQ�ODZ��YDULRXV�SUXGHQWLDO�PHDVXUHV��OLPLWV�RQ�WKH�VFRSH�RI�EDQN�DFWLYLWLHV��WKH�UHJXODWLRQ�RI�PXOWLQDWLRQDO�EDQNLQJ��FDSLWDO�DGHTXDF\��OLTXLGLW\�DQG�UHVHUYH�UHTXLUHPHQWV��ORDQ�SURYLVLRQLQJ��LQIRUPDWLRQ�GLVFORVXUH��WKH�OHQGHU�RI�ODVW�UHVRUW�IXQFWLRQ��DQG�WKH�GHSRVLW�LQVXUDQFH�VFKHPH��,W�DOVR�GLVFXVVHV�FHUWDLQ�SUREOHPDWLF�IHDWXUHV�RI�(J\SWLDQ�EDQNLQJ�UHJXODWLRQ��VSHFLILFDOO\�WKH�SUHIHUHQWLDO�WUHDWPHQW�RI�VWDWH�RZQHG�EDQNV��HQWU\�DQG�H[LW�FRQGLWLRQV�DV�ZHOO�DV�WKH�TXDOLW\�RI�VXSHUYLVLRQ��&HUWDLQ�UHJXODWRU\�ZHDNQHVVHV�ZHUH�LGHQWLILHG��ZKLFK�PD\�EH�JURXSHG�XQGHU�RQH�RI�WKH�IROORZLQJ�WKUHH�FDWHJRULHV�ZKLFK�RFFDVLRQDOO\�RYHUODS��7KH�ILUVW�VHW�RI�ZHDNQHVVHV�LV�FDXVHG�E\�ODFN�RI�DGHTXDWH�UXOHV��ZKHWKHU�LQ�WKH�IRUP�RI�ODZV��GHFUHHV��RU�RWKHU�ELQGLQJ�HQDFWPHQWV��7KLV��IRU�LQVWDQFH��LV�WKH�FDVH�UHJDUGLQJ�WKH�ODFN�RI�VXIILFLHQW�FODULW\�FRQFHUQLQJ�WKH�DOORFDWLRQ�RI�UHJXODWRU\�UHVSRQVLELOLW\�IRU�PXOWLQDWLRQDO�EDQNV��DQG�IRUPDO�JXLGHOLQHV�IRU�LQIRUPDWLRQ�GLVFORVXUH��7KH�VHFRQG�VHW�RI�UHJXODWRU\�ZHDNQHVVHV�PD\�EH�DWWULEXWHG�QRW�WR�WKH�ODFN�RI�IRUPDO�UXOHV��EXW�UDWKHU�WR�WKH�IDFW�WKDW�VXFK�UXOHV�DUH��LQ�SUDFWLFH��HLWKHU�HQWLUHO\�QHJOHFWHG�RU�VLJQLILFDQWO\�UHOD[HG��7KLV�LV�WKH�FDVH�UHJDUGLQJ��IRU�H[DPSOH��WKH�OLPLWDWLRQV�RYHU�WKH�VFRSH�RI�EDQNLQJ�DFWLYLWLHV��WKH�GHSRVLW�LQVXUDQFH�VFKHPH��ORDQ�FRQFHQWUDWLRQ�DQG�OLTXLGLW\�UHTXLUHPHQWV��7KH�WKLUG��DQG�ODVW��VHW�RI�ZHDNQHVVHV�LV�ZKDW�PD\�EH�JHQHUDOO\�GHVFULEHG�DV�SHUWDLQLQJ�WR�WKH�RYHUDOO�OHJDO��HFRQRPLF�DQG�SROLWLFDO�HQYLURQPHQW�LQ�ZKLFK�EDQNV�DQG�
�� )RU�H[DPSOH��VXSHUYLVRUV�VKRXOG�EH�DEOH�WR�LPSRVH��IRU�H[DPSOH��ILQHV��UHVWULFW�GLYLGHQG�SD\PHQWV��UHTXHVW�DGPLQLVWUDWLYH�DFWLRQ�DQG�IRUFH�SURYLVLRQV��2Q�WKLV�LVVXH�RI�TXDOLW\�RI�VXSHUYLVLRQ��VHH�0RUULV��������SS��������
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EDQN�UHJXODWRUV�RSHUDWH��7KLV�VHW�RI�LVVXHV�LQFOXGHV�WKH�GLIILFXOW\�LQ�DVVHVVLQJ�WKH�DGHTXDF\�RI�ORDQ�SURYLVLRQLQJ�LQ�YLHZ�RI�WKH�OHJDO�V\VWHP¶V RZQ�ZHDNQHVVHV��WKH�XQVXLWDELOLW\�RI�WKH�H[LW�DQG�HQWU\�UXOHV��WKH�ELDV�LQ�IDYRU�RI�VWDWH�RZQHG�EDQNV�DQG�WKH�FKURQLF�ODFN�RI�UHVRXUFHV�DQG�WUDLQLQJ�IURP�ZKLFK�WKH�YDULRXV�UHJXODWRU\�DJHQFLHV�DUH�VXIIHULQJ��$OWKRXJK�LW�ZRXOG�EH�GLIILFXOW�WR�GHQ\�WKH�SURJUHVV�WKDW�KDV�EHHQ�PDGH�RYHU�WKH�ODVW�IHZ�\HDUV�LQ�LPSURYLQJ�WKH�TXDOLW\�RI�EDQNLQJ�VXSHUYLVLRQ�LQ�(J\SW�DQG�LQ�WLJKWHQLQJ�WKH�SUXGHQWLDO�VWUXFWXUH��WKH�SHUVLVWHQFH�RI�WKH�ZHDNQHVVHV�UHIHUUHG�WR�LQ�WKLV�SDSHU�SRLQWV�RXW�WKH�IDFW�WKDW�IXUWKHU�LPSURYHPHQWV�DUH�QHHGHG��7KHUH�LV��LQ�IDFW��PRUH�WKDQ�HYHU�EHIRUH�DQ�XUJHQF\�WR�LQWURGXFH�LPSURYHPHQWV�DQG�FORVH�WKH�JDSV�FDXVHG�E\�WKH�SHUVLVWHQFH�RI�UHJXODWRU\�ZHDNQHVVHV��7KLV�LV�GXH�WR�WKH�IDFW�WKDW�WKH�EDQNLQJ�VFHQH�LQ�(J\SW�KDV�EHHQ�FKDQJLQJ�UDSLGO\�RYHU�WKH�ODVW IHZ�\HDUV�� SDUWLFXODUO\�VLQFH�ODXQFKLQJ�WKH�HFRQRPLF�UHIRUP�SURJUDP��DQG�VXFK�FKDQJH�LV�H[SHFWHG�WR�DFFHOHUDWH�LQ�WKH�QHDU�IXWXUH��7KUHH�DVSHFWV�RI�FKDQJH�DUH�SDUWLFXODUO\�LPSRUWDQW��7KH�ILUVW�LV�WKH�HIIHFW�RI�JOREDOL]DWLRQ�DQG�LQQRYDWLRQ�LQ�WKH�ZRUOG�ILQDQFLDO�PDUNHWV�RQ�WKH�(J\SWLDQ�EDQNLQJ�V\VWHP�ZKLFK�UDLVHV�QHZ�DQG�UHQHZDEOH�FKDOOHQJHV�WR�UHJXODWRUV��7KH�IDVW�WHFKQRORJLFDO�FKDQJH��WKH�H[SDQVLRQ�RI�ILQDQFLDO�FRPSHWLWLRQ��DQG�WKH�UHFHQW�FKDQJHV�LQ�WKH�EDQNLQJ�HQYLURQPHQW�IRUFH�UHJXODWRUV�WR�FRQWLQXDOO\�UHYLVH�WKHLU�IUDPHZRUN�DQG�XSGDWH�WKHLU�SURFHGXUHV��7KH�VHFRQG�FKDOOHQJH�LV�WKH�LQFUHDVLQJ�UROH�SOD\HG�E\�SULYDWH�FDSLWDO�LQ�WKH�(J\SWLDQ�EDQNLQJ�V\VWHP�ZKLFK�QHFHVVDULO\�UHTXLUHV�D�PRUH�VRSKLVWLFDWHG��SHUKDSV�HYHQ�PRUH�DJJUHVVLYH��UHJXODWRU\�DSSURDFK�EDVHG�HQWLUHO\�RQ�DUPV�OHQJWK�FRQVLGHUDWLRQV��7KH�WKLUG�FKDOOHQJH�LV�WKH�H[SHFWHG�JURZWK�LQ�FDSLWDO�LQIORZV��HVSHFLDOO\�DIWHU�WKH�IDYRUDEOH�VRYHUHLJQ�UDWLQJ�WKDW�(J\SW�KDV�UHFHLYHG��� 6LQFH�VWHULOL]DWLRQ�LV�FRQVLGHUHG�FRVWO\��DQG�FDSLWDO�FRQWUROV�KDUPIXO��LW�LV�DUJXHG�WKDW�SUXGHQWLDO�UHJXODWLRQ�LV�WKH�VXLWDEOH�GHYLFH�IRU�FRQWDLQLQJ�WKH�IORZ�RI�FDSLWDO�DQG�FKDQQHOLQJ�LW�LQWR�SUHIHUUHG�IRUPV��$V�LQGLFDWHG�E\�*DUEHU���������XQGHU�PRGHUQ�EDQNLQJ�DQG�OLEHUDOL]DWLRQ�RI�FDSLWDO�IORZV�LW�LV�QRW�GLIILFXOW�IRU�D�ULVN�WDNLQJ�EDQN�WR�DYRLG�SUXGHQWLDO�PHDVXUHV��ZKLFK�RQ�SDSHU�DUH�VLPLODU�WR��RU�WKH�VDPH�DV��LQWHUQDWLRQDO�VWDQGDUGV��%DQNV�FDQ�JR�RIIVKRUH�RU�HQJDJH�LQ�RII�EDODQFH�VKHHW�DFWLYLWLHV�ZKLFK�PD\�YLRODWH�FHUWDLQ�SUXGHQWLDO�
�� ,Q�-DQXDU\�������6WDQGDUG�DQG�3RRU¶V�DVVLJQHG�(J\SW�µ%%%�¶�ORQJ�WHUP�DQG�µ$�¶�VKRUW�WHUP�IRUHLJQ�FXUUHQF\�FUHGLW�UDWLQJV��,W�DOVR�DVVLJQHG�(J\SW�µ$�¶�ORQJ�WHUP�DQG�VKRUW�WHUP�ORFDO�FXUUHQF\�FUHGLW�UDWLQJV�
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UHJXODWLRQV��3UHYHQWLQJ�WKLV�IURP�KDSSHQLQJ�UHTXLUHV�D�VWULQJHQW��SROLWLFDOO\�VXSSRUWHG�UHJXODWRU\�HQYLURQPHQW�WKDW�HQDEOHV�µTXDOLILHG¶�VXSHUYLVRUV�WR�FRYHU�DOO�EDQN�DFWLYLWLHV�LQ�TXHVWLRQ�DQG�LWV�DIILOLDWHV�RQVKRUH�DQG�RIIVKRUH��,W�PD\�DOVR�EH�ZRUWK�HPSKDVL]LQJ�WKDW�LW�LV�QRW�WKH�H[LVWHQFH�RI�IRUPDO�SUXGHQWLDO�PHDVXUHV�SHU�VH�ZKLFK�GHWHUPLQH�ZKHWKHU�D�EDQN�LV�HIILFLHQW��,W�LV�UDWKHU�WKH�HFRQRPLF�HQYLURQPHQW�DQG�PHFKDQLVPV�DFFRUGLQJ�WR�ZKLFK�EDQNV�RSHUDWH�WKDW�DFFHQWXDWH�WKH�QHJDWLYH�HIIHFWV�RI�LQHIILFLHQF\�DQG�KLQGHU�FRPSHWLWLRQ��



(&(6�:3����%DKDD�(OGLQ�	�0RKLHOGLQ�����
5HIHUHQFHV$O�$QWDU\��6����������³%DQNLQJ�DQG�WKH�5HVWUXFWXULQJ�RI�WKH�(J\SWLDQ�(FRQRP\�´SUHVHQWHG�DW�WKH���WK &RQIHUHQFH�RI�WKH�6RFLpWp�(J\SWLHQQH�G¶(FRQRPLH�3ROLWLTXH��GH�6WDWLVWLTXH�HW�GH�/pJLVODWLRQ��&DLUR�
$OOHQ��/��DQG�$��6DXQGHUV���������³%DQN�:LQGRZ�'UHVVLQJ��7KHRU\�DQG�(YLGHQFH�´�-RXUQDO�RI�%DQNLQJ�DQG�)LQDQFH� 9RO������SS����������
%DLQ��-����������%DUULHUV�WR�1HZ�&RPSHWLWLRQ��&DPEULGJH��0DVVDFKXVHWWV��+DUYDUG�8QLYHUVLW\�3UHVV�
%DXPRO��:���&��3DQ]DU�DQG�5��:LOOLJ���������&RQWHVWDEOH�0DUNHWV�DQG�WKH�7KHRU\�IRU�,QGXVWU\�6WUXFWXUH��1HZ�<RUN��+DUFRXUW�%UDFH�-RYDQRYLFK�
%HQVWRQ��*����������7KH�6HSDUDWLRQ�RI�&RPPHUFLDO�DQG�,QYHVWPHQW�%DQNLQJ��7KH�*ODVV�6WHDJDOO�$FW�5HYLVLWHG�DQG�5HFRQVLGHUHG��2[IRUG��2[IRUG�8QLYHUVLW\�3UHVV�
&KDPS��%��DQG�6��)UHHPDQ���������0RGHOOLQJ�0RQHWDU\�(FRQRPLFV��-RKQ�:LOH\�DQG�6RQV��1HZ�<RUN�
&KDSUD��8����������7RZDUGV�D�-XVW�0RQHWDU\�6\VWHP��/HLFHVWHU��7KH�,VODPLF�)RXQGDWLRQ�
&KRXGKXU\��0��DQG�8��0DOLN����������7KH�)RXQGDWLRQV�RI�,VODPLF�3ROLWLFDO�(FRQRP\��/RQGRQ��0DFPLOODQ�3UHVV�
'DOH��5����������³,QWHUQDWLRQDO�%DQNLQJ�'HUHJXODWLRQ�´ 7KH�*UHDW�%DQNLQJ�([SHULHQFH��2[IRUG��%ODFNZHOO�3XEOLVKHUV�
'HZDWULSRQW��0��DQG�-��7LUROH���������7KH�3UXGHQWLDO�5HJXODWLRQ�RI�%DQNV��&DPEULGJH��0,7�3UHVV�
'UDNH��3����������0RQH\��)LQDQFH�DQG�'HYHORSPHQW��0DUWLQ�5REHUWVRQ��2[IRUG�
'\EYLJ��3����������³5HPDUNV�RQ�%DQNLQJ�DQG�'HSRVLW�,QVXUDQFH�´�)HGHUDO�5HVHUYH�%DQN�RI�6W��/RXLV�5HYLHZ��-DQXDU\�)HEUXDU\��SS��������
']LREHN��&��DQG�2��)UHFDXW��DQG�0��1LHWR���������³+RZ�7RXJK�D�&KDOOHQJH�,V�,W WR�-RLQ�WKH�%DVOH�&OXE"�´�,0)�:RUNLQJ�3DSHU�
)OHPPLQJ��-����������³3ULFH�DQG�7UDGH�5HIRUP�´�1DWLRQDO�:HVWPLQVWHU�%DQN�4XDUWHUO\�5HYLHZ� 0D\��SS�������
)ORRG��0����������³'HSRVLW�,QVXUDQFH��3UREOHPV�DQG�6ROXWLRQV�´�)HGHUDO�5HVHUYH�%DQN�RI�6W��/RXLV�5HYLHZ��-DQXDU\�)HEUXDU\��SS��������
)UHHODQG��&����������³7KH�:RUN�RI�%DVOH�&RPPLWWHH�´�&XUUHQW�/HJDO�,VVXHV�$IIHFWLQJ�&HQWUDO�%DQNV��5��(IIURV��HG����9RO�����SS�����������,0)��:DVKLQJWRQ��'�&�
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)U\��0����������0RQH\��,QWHUHVW�DQG�%DQNLQJ�LQ�(FRQRPLF�'HYHORSPHQW��%DOWLPRUH�DQG�/RQGRQ��-RKQV�+RSNLQV�8QLYHUVLW\��
*DUEHU��3����������³0DQDJLQJ�5LVNV�WR�)LQDQFLDO�0DUNHWV�IURP�9RODWLOH�&DSLWDO�)ORZV��7KH�5ROH�RI�3UXGHQWLDO�5HJXODWLRQ�´�SUHVHQWHG�DW�WKH�,0)��:DVKLQJWRQ��'�&�
*DUGHQHU��(����������³,QWHUQDWLRQDO�%DQN�5HJXODWLRQ�DQG�&DSLWDO�$GHTXDF\��3HUVSHFWLYH��'HYHORSPHQWV�DQG�,VVXHV�´�LQ�%DQN�5HJXODWLRQ�DQG�6XSHUYLVLRQ�LQ�WKH�����V��-��1RUWRQ��HG����/RQGRQ��/OR\G¶V�RI�/RQGRQ�3UHVV�/WG���SS������
*DUGHQHU��(����������³&DSLWDO�$GHTXDF\�DQG�/DUJH�([SRVXUH�6WDQGDUGV�´�LQ�,QWHUQDWLRQDO�%DQNLQJ�5HJXODWLRQ�DQG�6XSHUYLVLRQ��&KDQJH�DQG�7UDQVIRUPDWLRQ�LQ�WKH�����V� -��1RUWRQ��&��&KHQJ�DQG�,��)OHWFKHU��HGV����/RQGRQ��*UDKDP�DQG�7URWWPDQ�0DUWLQXV�1LMKRII�3XEOLVKHUV��S������
*HUPLGLV��'��HW�DO����������)LQDQFLDO�6\VWHPV DQG�'HYHORSPHQW��:KDW�5ROH�IRU�WKH�)RUPDO�DQG�,QIRUPDO�)LQDQFLDO�6HFWRUV"��2(&'��3DULV��)UDQFH�
*RRGKDUW��&����������0RQHWDU\�7KHRU\�DQG�3UDFWLFH��7KH�8.�([SHULHQFH��/RQGRQ��0DFPLOODQ�3UHVV�
*RRGKDUW��&����������0RQH\��,QIRUPDWLRQ�DQG�8QFHUWDLQW\��/RQGRQ��0DFPLOODQ�3UHVV�
*RRGKDUW��&����������³$UH�&HQWUDO�%DQNV�1HFHVVDU\"´ 8QUHJXODWHG�%DQNLQJ��)��&DSLH�DQG�*��:RRG��HGV����/RQGRQ��0DFPLOODQ�3UHVV�
*RRGKDUW��&����������³)LQDQFLDO�0DUNHWV�´�LQ�7KH�0DUNHW�3UDFWLFH�DQG�3ROLF\��)��+DKQ��/RQGRQ��0DFPLOODQ�3UHVV�
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