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� 6HH�/HYLQH��/RD\]D��DQG�%HFN��������
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���7KH�3UH�FRQGLWLRQV�IRU�6XFFHVVIXO�%DQN�3ULYDWL]DWLRQ�,I�D�EDQNHU�LV�ZRUNLQJ�IRU�\RX�DQG�PDNLQJ�PRQH\��ZDWFK�KLP��LI�KH�LV�PDNLQJ�JRRG�PRQH\��ZDWFK�KLP�FORVHO\��LI�KH�LV�PDNLQJ�JUHDW�PRQH\��ZDWFK�KLP�FORVHU�VWLOO��DQ G�LI�KH�LV�PDNLQJ�IDQWDVWLF�PRQH\��ILUH�KLP��IRU�KH�PXVW�EH�WDNLQJ�ULVNV�WKDW�\RX�GRQ¶W�XQGHUVWDQG���0D[LP�DPRQJ�EDQN�&(2V��UHFDOOHG�DW�WKH�WLPH�RI�WKH�%DULQJV�IDLOXUH �
0RQLWRULQJ�EDQNV�LV�GLIILFXOW���(YHQ�SUHVLGHQWV�RI�EDQNV�KDYH�GLIILFXOW\�VWD\LQJ�RQ�WRS�RI�DOO�WKH�ULVNV�WKDW�WKHLU�LQVWLWXWLRQ�LV�WDNLQJ��DV�WKH�DERYH�TXRWH�DWWHVWV���6WDWHG�GLIIHUHQWO\��DOO�SRWHQWLDO�PRQLWRUV�RI�EDQNV�± ZKHWKHU�WKH\�DUH�LQVLGHUV��VXFK�DV�PDMRULW\�RZQHUV�DQG�PDQDJHPHQW��RU�YDULRXV�RXWVLGHUV��VXFK�DV�FUHGLWRUV�DQG�PLQRULW\�VKDUHKROGHUV��GHSRVLWRUV��RU�VXSHUYLVRUV�± VXIIHU�IURP�DV\PPHWULF�LQIRUPDWLRQ��DQG�WKHVH�DV\PPHWULHV�DUH�PRUH�SURQRXQFHG�WKH�OHVV�GHYHORSHG�DUH�DFFRXQWLQJ��DXGLWLQJ��DQG�WKH�JHQHUDO�LQIRUPDWLRQ�HQYLURQPHQW���7KHUH�LV�QR�PDJLF�VROXWLRQ�WR�WKLV�SUREOHP��RU�DW�OHDVW�QRW�ZLWKRXW�WKH�ULVN�RI�VXEVWDQWLDOO\�FXWWLQJ�EDFN�RQ�ILQDQFLDO�LQWHUPHGLDWLRQ���+HUH�ZH�EULHIO\�WU\�WR�FRQYH\�VRPH�RI�WKH�OHVVRQV�RIIHUHG�HOVHZKHUH�UHJDUGLQJ�KRZ�WR�DFKLHYH�D�VDIH�DQG�VRXQG�EDQNLQJ�V\VWHP��,I�PRQLWRULQJ�EDQNV�LV�GLIILFXOW��WKHQ�RQH�DSSURDFK�WR�LPSURYLQJ�WKH�VDIHW\�DQG�VRXQGQHVV�RI�WKH�V\VWHP�LV�WR�UHO\�RQ�DV�PDQ\�ZHOO�PRWLYDWHG�DQG�ZHOO�LQIRUPHG�PRQLWRUV�DV�SRVVLEOH��7KHUH�DUH�WKUHH�GLVWLQFW�JURXSV�WKDW�FDQ�PRQLWRU�EDQNV��EDQN�RZQHUV��DQG�PDQDJHUV���WKH�PDUNHW��LQFOXGLQJ�XQLQVXUHG�GHEWKROGHUV�DQG�RWKHU�SRVVLEOH�µFR�RZQHUV¶��DQG�VXSHUYLVRUV���(IIRUWV�WR�LPSURYH�WKH�FDSDFLW\�DQG�LQFHQWLYHV�IRU�HDFK�RI�WKHVH�JURXSV�WR�SHUIRUP�WKHLU�IXQFWLRQ�HIIHFWLYHO\�ZRXOG�DSSHDU�VHQVLEOH��JLYHQ�ERWK�WKH�XQFHUWDLQW\�DERXW�ZKLFK�JURXS�LV�PRUH�HIIHFWLYH�DQG�EHFDXVH�LGHDOO\��WKHVH�WKUHH�PRQLWRUV�ZRXOG�FRPSOHPHQW�RQH�DQRWKHU����:HOO�PRWLYDWHG�RZQHUV�DUH�WKH�ILUVW�OLQH�RI�GHIHQVH�DJDLQVW�XQVDIH�EDQNLQJ�SUDFWLFH���,QGHHG��JLYHQ�WKH�DODFULW\�ZLWK�ZKLFK�EDQNV�LQFUHDVLQJO\�FDQ�DOWHU�WKHLU�H[SRVXUH�XVLQJ�GHULYDWLYHV��LQFUHDVLQJO\�RZQHUV�PXVW�EH�WKH�ILUVW�OLQH�RI�GHIHQVH���0DMRULW\�VKDUHKROGHUV�DQG�WRS�PDQDJHPHQW�VKRXOG�KDYH�FRQWURO�RYHU�WKH�DFFHVV�WR�LQIRUPDWLRQ�DERXW�WKHLU�EDQNV���
� 6HH�&DSULR�DQG�+RQRKDQ��������DQG�:RUOG�%DQN��������
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+RZHYHU��WKH\�PD\�QRW�DOZD\V�KDYH�VWURQJ�LQFHQWLYHV�WR�GR�VXFK�ODERULRXV�PRQLWRULQJ��LQ�SDUW�DV�D�UHVXOW�RI�OLPLWHG�OLDELOLW\��ZKLFK�OLPLWV�WKHLU�GRZQVLGH�ORVVHV��:KLOH�QR�VXEVWDQWLDO�LQFUHDVH�LQ�WKH�OLDELOLW\�RI�JHQHUDO�VKDUHKROGHUV�LV�LQ�SURVSHFW��D�QXPEHU�RI�FRXQWULHV�KDYH�H[SHULPHQWHG�ZLWK�D�SROLF\�RI�LQFUHDVHG�SHUVRQDO�OLDELOLW\�IRU�EDQN�GLUHFWRUV��DV�IRU�RWKHU�FRPSDQ\�GLUHFWRUV����7KH�GHVLJQ�FKDOOHQJH�KHUH�LV�WR�PDNH�WKH�EDQNHUV�OLDEOH�RQO\�IRU�EDG�SHUVRQDO�SHUIRUPDQFH��DQG�QRW�IRU�SRRU�EXW�XQIRUHVHHDEOH�EXVLQHVV�RXWFRPHV��)RU�H[DPSOH��LQ�1HZ�=HDODQG��EDQN�GLUHFWRUV�DUH�OLDEOH�LQ�FDVHV�LQYROYLQJ�GLVFORVXUH�RI�LQFRPSOHWH�RU�HUURQHRXV�LQIRUPDWLRQ���,Q�WKH�VDPH�VSLULW��PDQ\�FRXQWULHV�DUH�PRYLQJ�WRZDUG�D�SUH�FRPPLWPHQW�DSSURDFK�WRZDUG�UHJXODWLRQ��.XSLHF�DQG�2
%ULHQ���������DFFRUGLQJ�WR�ZKLFK�EDQNHUV�DJUHH�ZLWK�VXSHUYLVRUV�RQ�WKH�PRGHOV�DQG�SURFHGXUHV�WKH\�ZLOO�XVH�WR�HYDOXDWH�WKHLU�ULVNV��EXW�DUH�WKHQ�VXEMHFW�WR�SHQDOWLHV�IRU�YLRODWLQJ�WKHVH�SURFHGXUHV���8OWLPDWHO\��ODUJH�SHQDOWLHV�FDQ�EH�D�ZD\�DURXQG�OLDELOLW\�OLPLWV�DQG�FDQ�KHOS�UHGXFH�H[FHVVLYH�ULVNWDNLQJ����+LJK�FDSLWDO�UDWLRV�DUH�D�VHFRQG�ZD\�WR�SXW�PRUH�RI�RZQHUV¶�DVVHWV�DW�ULVN���,W�LV�QRW�DOZD\V�FOHDU��KRZHYHU��WKDW�JUHDWHU�FDSLWDO�ZLOO�LQGXFH�JUHDWHU�SUXGHQFH��DQG�LQGHHG�FRXOG�HQFRXUDJH�JUHDWHU�ULVNWDNLQJ�LQ�RUGHU�WR�SHUPLW�D�KHDOWK\�UHWXUQ�RQ�WKDW�FDSLWDO���:KHQHYHU�EDQN�UHJXODWLRQ�DWWHPSWV�WR�UHTXLUH�EDQNHUV�WR�KROG�JUHDWHU�FDSLWDO�WKDQ�WKH\�ZRXOG�GHVLUH�EDVHG�RQ�WKHLU�RZQ�RSWLPL]DWLRQ�GHFLVLRQV��WKHQ�VRPH�UHJXODWRU\�HYDVLRQ�RU�DUELWUDJH�FDQ�EH�H[SHFWHG���6LQFH�UHJXODWRUV�FDQ�WU\�WR�FRQWURO�WKH�TXDQWLW\�RI�FDSLWDO�EXW�QRW�LWV TXDOLW\��H[FHVVLYH�UHOLDQFH�RQ�FDSLWDO�UDWLRV�PD\�QRW�EH�SUXGHQW��%H\RQG�SUHVHQW�FDSLWDO��DV�LW�LV�XVXDOO\�XQGHUVWRRG��LV�WKH�IXWXUH�SURILWDELOLW\�RI�WKH�EDQN��WKH�SUHVHQW�YDOXH�RI�ZKLFK�FRQVWLWXWHV�WKH�EDQN¶V�IUDQFKLVH�YDOXH���%DQN�RZQHUV�ZKR�HQMR\�D�KLJK�IUDQFKLVH�YDOXH�ZLOO�EH�LQGXFHG�WR�EHKDYH�SUXGHQWO\�± LI�WKHUH�LV�D�WKUHDW�RI�FORVXUH�IRU�IDLOLQJ�EDQNV�± LQ�RUGHU�WR�HQVXUH�WKDW�WKH\�ZLOO�EH�DURXQG�WR�FROOHFW�WKH�SURILWV���7KH�LQFHQWLYH�WKDW�KRQHVW�EDQNLQJ�HDUQV�KHDOWK\�SURILWV�VKRXOG�KHOS�WR�LQGXFH�JUHDWHU�VDIHW\�DQG�VRXQGQHVV����,Q�DGGLWLRQ�WR�RZQHUV��PDUNHWV�FDQ�SURYLGH�DGGLWLRQDO�OHYHUDJH�WR�PRQLWRU�WKH�VRXQGQHVV�RI�WKH�EDQN��,I�WKH�PDUNHW�VXVSHFWV�WKDW�D�EDQN�LV�WDNLQJ�ULVNV�VLJQLILFDQWO\�LQ�H[FHVV�RI�WKH�QRUP��WKHQ�WKH�LQWHUHVW�UDWH�WKDW�WKH�EDQN�PXVW�SD\�WR�DWWUDFW�IXQGV�SUHVXPDEO\�ZRXOG�ULVH��
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OHDGLQJ�LW�WR�FXUWDLO�LWV�DFWLYLWLHV��7KHUH�LV�HYLGHQFH�WKDW�GHSRVLWRUV�PRQLWRU�EDQNV�HYHQ�ZKHQ�DSSDUHQWO\�FRYHUHG�E\�GHSRVLW�LQVXUDQFH��SHUKDSV�EHFDXVH�WKH�FUHGLELOLW\�RI�WKH�GHSRVLW�JXDUDQWHH�LV�LQ�GRXEW��0DUWLQH]�3HULD�DQG�6FKPXNOHU����������(QVXULQJ�WKDW�DGHTXDWH�DQG�UHOLDEOH�LQIRUPDWLRQ�LV�GLVFORVHG�E\�EDQNV�LV�FUXFLDO�WR�HQVXULQJ�WKH�TXDOLW\�RI�WKLV�PRQLWRULQJ��7R�LQFUHDVH�WKH�GLVFLSOLQH�RI�SULYDWH�FUHGLWRU�PRQLWRULQJ��DQG�WR�LQFUHDVH�LQFHQWLYHV�IRU�WKH�SULYDWH�SURGXFWLRQ�RI�LQIRUPDWLRQ�DERXW�EDQNV��SURSRVDOV�KDYH�EHHQ�PDGH�WR�UHTXLUH�EDQNV�WR�LVVXH�D�VSHFLDO�FODVV�RI�GHEW�ZKLFK�ZRXOG�VXERUGLQDWH�WR�DOO�RWKHU�FODLPV��EDU�HTXLW\�FDSLWDO���(VVHQWLDOO\��LQ�WKH�FDVH�RI�EDQNUXSWF\��KROGHUV�RI�WKLV�VXERUGLQDWHG�GHEW�ZRXOG�ORVH�WKHLU�PRQH\�ILUVW��7KLV�GHEW�ZRXOG�KDYH�WR�EH�LVVXHG�LQ�VXFK�D�ZD\�WKDW�WKH�GHEW�KROGHUV�ZHUH�DW�DQ�DUP
V�OHQJWK�IURP�WKH�EDQN��IRU�PDQ\�GHYHORSLQJ�FRXQWULHV��LW�PLJKW�VXIILFH�WR�IROORZ�WKH�VXJJHVWLRQ�IURP�&DORPLULV��������WKDW�VXFK�GHEW�EH�LVVXHG�DEURDG���7KLV�FODVV�RI�GHEW�ZRXOG�SURYLGH�DQ�DGGLWLRQDO�SULYDWH�EXIIHU�WR�EH�GUDZQ�RQ�EHIRUH�D�JRYHUQPHQW�EDQN�EDLORXW�EHFDPH�QHFHVVDU\��%XW�PRUH�LPSRUWDQWO\��LW�ZRXOG�HVWDEOLVK�D�QHZ�VHW�RI�FRQFHUQHG�DQG�ZDWFKIXO�H\HV�RQ�EDQNV��6XERUGLQDWHG�GHEW�KROGHUV�ZLOO�GHPDQG�EHWWHU�LQIRUPDWLRQ�DQG�GLVFORVXUH���7KH�PDUNHW�SULFH�RI�WKLV�GHEW�ZRXOG�DOVR�SURYLGH�D�XVHIXO�VLJQDO�RI�PDUNHW�SDUWLFLSDQWV
�DVVHVVPHQW�RI�WKH�EDQN¶V�KHDOWK��$�VFKHPH�DORQJ�WKHVH�OLQHV�ZDV�LQLWLDWHG�LQ�$UJHQWLQD�LQ������WKDW�VSHFLILHV�WKDW�WKH�KROGHUV�RI�WKH�VXERUGLQDWHG�GHEW�VKRXOG�EH�HQWLWLHV�RI�VXEVWDQFH�LQGHSHQGHQW�RI�WKH�EDQN
V�VKDUHKROGHUV��DQG��UHTXLUHV�LVVXH�RI�WKH�GHEW�LQ�UHODWLYHO\�OXPS\�DPRXQWV�RQ�D�UHJXODU�EDVLV��&DORPLULV��������&DSULR�DQG�+RQRKDQ���������/DVWO\��VWUHQJWKHQLQJ�RIILFLDO�EDQN�VXSHUYLVLRQ�FDQ�KHOS�LPSURYH�WKH�VDIHW\�DQG�VRXQGQHVV�RI�EDQNLQJ��DQG�ZHOO�PRWLYDWHG�VXSHUYLVRUV�FDQ�VXSSOHPHQW�WKH�PRQLWRULQJ�SURYLGHG�E\�RZQHUV�DQG�PDUNHWV���,PSURYHPHQWV�LQ�EDQN�VXSHUYLVLRQ�KDYH�EHHQ�HQGRUVHG�E\�WKH�%DVHO�&RPPLWWHH�RQ %DQN�6XSHUYLVLRQ��ZKLFK�KDV�SURYLGHG�LWV�&RUH�3ULQFLSOHV�RI�%DQN�6XSHUYLVLRQ�DV�D�JXLGH�IRU�VXFK�HIIRUWV���,Q�DGGLWLRQ�WR�WKH�QHHG�IRU�FHUWDLQ�VXSHUYLVRU\�SRZHUV��VXSHUYLVRUV�QHHG�WR�KDYH�WKH�LQFHQWLYH�DQG�WKH�LQIRUPDWLRQ�WR�GR�WKHLU�MRE�ZHOO���%DQN�VXSHUYLVRUV�RIWHQ�DUH�SDLG�OHVV�WKDQ�EDQNHUV��DQG�WKH�JDS�VHHPV�WR�EH�PXFK�
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ODUJHU�LQ�HPHUJLQJ�PDUNHWV��ZKHUH�ILQDQFLDO�OLEHUDOL]DWLRQ�DQG�WKH�DUULYDO�RI�KLJK�ZDJH�IRUHLJQ�EDQNV�KDYH�RIWHQ�JUHDWO\�LQFUHDVHG�UHPXQHUDWLRQ�LQ�WKH�SULYDWH�ILQDQFLDO�VHFWRU���$V�D�UHVXOW��GHYHORSLQJ�FRXQWU\�VXSHUYLVRU\�DJHQFLHV�KDYH�GLIILFXOW\�LQ�UHWDLQLQJ�VNLOOHG�VXSHUYLVRUV�± ZKR�RIWHQ�KDYH�WKH�VNLOOV�WR�ZRUN�LQ�WKH�SULYDWH�VHFWRU�LI�WKH\�FKRRVH��0RUHRYHU��SRRUO\�SDLG�VXSHUYLVRUV�DUH�HVSHFLDOO\�VXVFHSWLEOH�WR�LPSOLFLW�UHYROYLQJ�GRRU�DUUDQJHPHQWV�LQ�ZKLFK�IXWXUH�MREV�DUH�WUDGHG�IRU�OLJKW�VXSHUYLVLRQ���,Q�PDQ\�LQGXVWULDO�HFRQRPLHV��EDQN�VXSHUYLVRUV�DUH�SDLG�DERYH�WKH�QRUPDO�FLYLO�VHUYLFH�SD\�VFDOH��LQ�UHFRJQLWLRQ�RI�WKHLU�NH\�UROH����6XSHUYLVRUV�FDQ�DOVR�EH�FRQVWUDLQHG�WR�DFW�UHVSRQVLEO\�E\�UHGXFLQJ�VRPH�RI�WKHLU�GLVFUHWLRQ�± WKDW�LV�E\�PDQGDWLQJ��SURPSW�FRUUHFWLYH�DFWLRQ��XQGHU�FHUWDLQ�FLUFXPVWDQFHV�VXFK�DV�ZKHQ�EDQN�FDSLWDO�IDOOV�EHORZ�FHUWDLQ�PDQGDWHG�DPRXQWV��IRU�H[DPSOH���/LPLWLQJ�GLVFUHWLRQ�LV�FRQWURYHUVLDO��EXW�VRPH�FRXQWULHV�KDYH�HPXODWHG�WKH�8QLWHG�6WDWHV¶�µ),',&,$¶�OHJLVODWLRQ�WKDW�UHTXLUHV�PRUH�VWULQJHQW�VXSHUYLVRU\�LQWHUYHQWLRQV�DV�EDQNV¶�WUXH�FDSLWDO�SRVLWLRQ�GHFOLQHV�� )LQDOO\��VXSHUYLVRUV�PXVW�KDYH�DGHTXDWH�OHJDO�SURWHFWLRQ�DJDLQVW�SHUVRQDO�ODZVXLWV��LQFOXGLQJ�WKRVH�EURXJKW�E\�DJJULHYHG�RZQHUV�RI�WKH�EDQNV�EHLQJ�UHJXODWHG��,Q�PDQ\�HPHUJLQJ�PDUNHWV��WKH�ULVN�IRU�D�UHJXODWRU�RI�LQFXUULQJ�SHUVRQDO�OLDELOLW\�LQ�WKH�SHUIRUPDQFH�RI�RIILFLDO�GXWLHV�LV�D�UHDO�RQH��ZKLFK�KDV�D�FKLOOLQJ�HIIHFW�RQ�UHJXODWRU\�LQWHUYHQWLRQ�����(J\SW�&RPSDUHG�ZLWK�2WKHU�&RXQWULHV�������7KH�$GHTXDF\�RI�WKH�5HJXODWRU\�)UDPHZRUN�,I�WKH�UHJXODWRU\�HQYLURQPHQW�LV�LPSRUWDQW�IRU�WKH�IXQFWLRQLQJ�RI�WKH�EDQNLQJ�V\VWHP��WKHQ�KRZ�GRHV�(J\SW�FRPSDUH�ZLWK�RWKHU�FRXQWULHV"��,W�LV�GLIILFXOW�WR�FRPSDUH�UHJXODWRU\�HQYLURQPHQWV��PXFK�OHVV�WKH�ZD\�LQ�ZKLFK�WKH�UHJXODWLRQV�DUH�VXSHUYLVHG���1HYHUWKHOHVV��WKLV�VHFWLRQ�DWWHPSWV�WKH�IRUPHU�WDVN�RI�FRPSDULQJ�WKH�EDQN�UHJXODWRU\�HQYLURQPHQW���-XVW�DV�LQGLYLGXDO�EDQNV�FDQ�EH�DVVHVVHG�E\�WKHLU�FDSLWDO��DVVHW�TXDOLW\��PDQDJHPHQW��HDUQLQJV��
� 7KH�)HGHUDO�'HSRVLW�,QVXUDQFH�&RUSRUDWLRQ�,PSURYHPHQW�$FW��)',&,$��RI������PDQGDWHG�FHUWDLQ�VXSHUYLVRU\�DFWLRQV�DQG�LQWHUYHQWLRQV�DV�WKH�QHW�ZRUWK�RI�D�EDQN�GHWHULRUDWHV��.DQH��������%DUWK��������%HQVWRQ�DQG�.DXIPDQ���������DQG�DURVH�LQ�UHDFWLRQ�WR�WKH�ILQGLQJ�WKDW�WKH�ORVVHV�IURP�WKH�8�6��6DYLQJV�DQG�/RDQV�FULVLV�ZHUH�ODUJHU�GXH�WR�UHJXODWRU\�IRUEHDUDQFH���
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OLTXLGLW\��DQG�V\VWHPV��UHJXODWRU\�HQYLURQPHQWV�FDQ�EH�FRPSDUHG�E\�XVLQJ�VLPLODU�FULWHULD��DVVHVVLQJ�QRW�KRZ�WKHVH�PHDVXUHV�FRPSDUH�IRU�DOO�WKH�EDQNV�LQ�D�FRXQWU\��EXW�UDWKHU�KRZ�WKH�FRXQWU\¶V�UHTXLUHPHQWV�DQG�RYHUDOO�HQYLURQPHQW�FRPSDUHV�ZLWK�WKRVH�RI�RWKHUV���$�SUHYLRXV�HIIRUW��&DSULR��������DVVHPEOHG�GDWD�QHHGHG�WR�GR�WKHVH�DVVHVVPHQWV�IRU�DERXW�D�GR]HQ�$VLDQ�DQG�/DWLQ�$PHULFDQ�FRXQWULHV��DQG�LQ�WKLV�VHFWLRQ�ZH�VKRZ�KRZ�(J\SW�FRPSDUHV�LQ�WKLV�IUDPHZRUN��&DSLWDO�LV�DVVHVVHG�LQ�WKLV�VWXG\�E\�WKH�PLQLPXP�UHTXLUHG�FDSLWDO�DVVHW�UDWLR��DV�ZHOO�DV�LWV�GHILQLWLRQ���7KH�PRUH�UHVWULFWLYH�WKH�DOORZDQFHV�IRU�UHFRJQL]LQJ�DVVHW�UHYDOXDWLRQV�DV�SDUW�RI�FDSLWDO��RU�WKH�PRUH�WKDW�ULVN�WDNLQJ�LV�H[SOLFLWO\�DFFRXQWHG�IRU�LQ�FRQVWLWXWLQJ�PLQLPXP�UDWLRV��WKH�KLJKHU�WKH�UDQNLQJ���&RXQWULHV��VXFK�DV�$UJHQWLQD��WKDW�YDU\�WKH�PLQLPXP�FDSLWDO�UDWLR�DV�D�IXQFWLRQ�RI�LQGLYLGXDO�EDQNV¶�PDUNHW�DQG�FUHGLW�ULVNV�VFRUH�KLJKHU���$VVHW�TXDOLW\�LV�SUR[LHG�E\�WKH�GHILQLWLRQ�RI�QRQ�SHUIRUPLQJ�ORDQV��WKH�QXPEHU�RI�GD\V�WLOO�D�ORDQ�EHFRPHV�QRQ�SHUIRUPLQJ��DQG�WKH�SURYLVLRQLQJ�UHTXLUHG�RQFH�WKLV�MXGJPHQW�LV�PDGH���0DQDJHPHQW�TXDOLW\�LV�WKH�PRVW�GLIILFXOW�WR�FRPSDUH��EXW�WKH�DUELWUDU\�DVVXPSWLRQ�PDGH�KHUH�LV�WKDW�FRXQWULHV�ZLWK�PRUH�DVVHWV�LQ�IRUHLJQ�EDQNV�HQMR\�EHWWHU�PDQDJHG�DVVHWV��IRUHLJQ�RZQHUVKLS�DOVR�EULQJV�EHWWHU�GLYHUVLILFDWLRQ���0DQDJHPHQW�TXDOLW\�FRXOG�EH�UHJDUGHG�DV�VHSDUDWH�IURP�UHJXODWLRQ��EXW�LV�LQFOXGHG�LQ�DQ�LQGH[�RI�WKH�UHJXODWRU\�HQYLURQPHQW�DV�LQGLFDWLQJ�WKH�W\SHV�RI�RZQHUV�WKDW�DUH�DOORZHG�LQWR�WKH�LQGXVWU\�� :H�DOVR�UHSRUW�RQ�WKH�UHJXODWRU\�LQGH[�ZKHQ�WKLV�YDULDEOH�LV�GURSSHG��(DUQLQJV�DUH�QRW�LQFOXGHG��DV�WKH\�UHODWH�RQO\�SDUWO\�WR�UHJXODWLRQV�RU�WKH�HQYLURQPHQW��EXW�PRUH�WR�F\FOLFDO�FRQVLGHUDWLRQV��DV�ZHOO�DV�WR�DFFRXQWLQJ�FRQYHQWLRQV����0LQLPXP�OLTXLGLW\�UHTXLUHPHQWV��WKH�LQFOXVLRQ�RI�IRUHLJQ�H[FKDQJH�DV�D�VHSDUDWH�UHDVRQ�IRU�OLTXLGLW\��DQG�WKH�H[WHQW�RI�LWV�UHPXQHUDWLRQ�DUH�LQFOXGHG�LQ�WKH�OLTXLGLW\�LQGLFDWRU��
� $�FXUUHQW�:RUOG�%DQN�UHVHDUFK�SURMHFW�LV�H[WHQGLQJ�WKLV�LQIRUPDWLRQ�WR�D�ZLGHU�YDULHW\�RI�FRXQWULHV�DQG�DOVR�TXDQWLI\LQJ�VRPH�VXSHUYLVRU\�YDULDEOHV����� 7KHUH�LV�QR�LQWHQWLRQ�WR�VXJJHVW�WKDW�DXWKRULWLHV�VKRXOG�DGPLW�PRUH�IRUHLJQ�EDQNV�UHJDUGOHVV�RI�WKH�LQLWLDO�FRQGLWLRQV�LQ�EDQNLQJ�DQG�DW�D�UDSLG�SDFH��DV�IRUHLJQ�EDQNV�LQ�VRPH�VHWWLQJV�FRXOG�EH�D�VRXUFH�RI�LQVWDELOLW\���7KHUH�DUH�VROLG�EDQNV�LQ�GHYHORSLQJ�FRXQWULHV�WKDW�DUH�GRPHVWLF�EDQNV���%XW�LW�LV�DW�OHDVW�DUJXDEOH�WKDW�IRUHLJQ�EDQNV��WKH�PDMRULW\�RI�ZKLFK�DUH�IURP�2(&'�FRXQWULHV��KDYH�EHWWHU�EDQNLQJ�DQG�LQ�SDUWLFXODU�ULVN�PDQDJHPHQW�VNLOOV���&ODHVVHQV��'HPLUJXF�.XQW��DQG�+XL]LQJD�VKRZ�WKDW�IRUHLJQ�EDQN�HQWU\�OHDGV�WR�ORZHU�SURILWV�DQG�RYHUKHDGV�IRU�GRPHVWLF�EDQNV��LQFUHDVHV�WKH�VWDELOLW\�RI�WKH�ILQDQFLDO�V\VWHP�DQG�SURPRWHV�ORQJ�WHUP�JURZWK���� ,I�OLTXLGLW\�UHTXLUHPHQWV�DUH�QRW�ZHOO�UHPXQHUDWHG��WKHQ�EDQNHUV�ZLOO�GR�WKHLU�EHVW�WR�DYRLG�WKHP���
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7KH�HQYLURQPHQW�LQ�ZKLFK�EDQNV�IXQFWLRQ�LV�DIIHFWHG�E\�WKHLU�RSHUDWLQJ�HQYLURQPHQW�DQG�WKH�GHJUHH�RI�WUDQVSDUHQF\��ZKLFK�KHUH�DUH�LQFOXGHG�DV�SDUW�RI�WKH�EURDG�UHJXODWRU\�HQYLURQPHQW���7KH�RYHUDOO�RSHUDWLQJ�HQYLURQPHQW�LV�HVWLPDWHG�E\�PHDVXUHV�RI�SURSHUW\�ULJKWV��WKH�SRRUHU�WKHVH�DUH�GHILQHG��WKH�PRUH�GLIILFXOW�LW�EHFRPHV�WR�VHFXUH�FUHGLW���FUHGLWRUV¶�ULJKWV��ZKLFK�LQGLFDWH�WKH�DELOLW\�RI�FUHGLWRUV�WR�VHFXUH�UHSD\PHQW��DQG�D�PHDVXUH�RI�WKH�HQIRUFHPHQW�RI�WKH�ODZV��/D3RUWD�HW�DO��������DQG�/HYLQH����������)LQDOO\��WUDQVSDUHQF\�LV�SHUKDSV�WKH�PRVW�GLIILFXOW�WR�JDXJH���7KH�UDQNLQJ�KHUH�LV�EDVHG�RQ�ZKHWKHU�EDQN�UDWLQJV�DUH�UHTXLUHG��WKH�QXPEHU�RI�WRS����EDQNV�ZLWK�UDWLQJV�IURP�LQWHUQDWLRQDO�ILUPV��MXGJHG�WR�EH�VXSHULRU�LQ�HPHUJLQJ�PDUNHWV�WR�ORFDO�FRXQWHUSDUWV�DQG�OHVV�VXVFHSWLEOH�WR�FRUUXSWLRQ���DQG�DQ�LQGH[�RI�FRUUXSWLRQ���7KH�ODWWHU�LV�LQFOXGHG�EHFDXVH�WKH�JUHDWHU�WKH�H[WHQW�RI�FRUUXSWLRQ��WKH�OHVV�OLNHO\�LW�LV�WKDW�GLVFORVHG�LQIRUPDWLRQ�ZLOO�EH�DFFXUDWH���6HYHUDO�FDYHDWV�DUH�LQ�RUGHU���([FHSW�IRU�(J\SW�DQG�,QGLD��WKHVH�PHDVXUHV�DUH��DV�RI�ODWH������IRU�WKH�(DVW�$VLDQ�DQG�/DWLQ�$PHULFDQ�FRXQWULHV��EHIRUH�PRVW�RI�WKH�(DVW�$VLDQ�FULVLV�FRXQWULHV�PDGH�DQ\�VLJQLILFDQW�FKDQJHV�LQ�WKHLU�UHJXODWLRQV���+RZHYHU��WKH�FRPSRQHQWV�RI�WKH�RSHUDWLQJ�HQYLURQPHQW�DQG�WKH�FRUUXSWLRQ�LQGH[��SDUW�RI�WKH�WUDQVSDUHQF\�PHDVXUH��IRU�WKH�PRVW�SDUW�DUH�IURP�WKH�HDUO\�����V��6LQFH�WKH�ODWWHU�YDULDEOHV�RQO\�FKDQJH�VORZO\��WKLV�ODJ�LV�QRW�OLNHO\�WR�EH�D�VLJQLILFDQW�GUDZEDFN���([FHSW�IRU�WKRVH�YDULDEOHV��RWKHU�REVHUYDWLRQV�IRU�(J\SW�DUH�EDVHG�RQ�D�:RUOG�%DQN�VXUYH\�DV�RI�ODWH��������$Q�LPSRUWDQW�DVSHFW�RI�WKH�RYHUDOO�LQGH[�LV�WKDW��JLYHQ�WKH�DEVHQFH�RI�HPSLULFDO�DQDO\VLV�RI�WKH�UROH�RI�GLIIHUHQW�SDUWV�RI�WKH�UHJXODWRU\�HQYLURQPHQW��HDFK�FDWHJRU\�LV�HTXDOO\�ZHLJKWHG��FOHDUO\�DQ�DUELWUDU\�UXOH�RI�WKXPE���(DFK�FDWHJRU\�KDV�LWV�SURSRQHQWV��VRPH�DUJXH�WKDW�PDQDJHPHQW�LV�NH\��RWKHUV�WKDW�ORDQ�FODVVLILFDWLRQ�DQG�SURYLVLRQLQJ�PDWWHUV�PRVW��DQG�LQ�WKH�ZDNH�RI�WKH�$VLDQ�FULVLV��WUDQVSDUHQF\�LV�UHFHLYLQJ�PXFK�JUHDWHU�HPSKDVLV���/LTXLGLW\�OLNHO\�VKRXOG�UHFHLYH�HYHQ�PRUH�LPSRUWDQFH��DQG�LQGHHG�VRPH�RI�WKH�FRXQWULHV�WKDW�KDG�VL]DEOH�OLTXLGLW\�UHTXLUHPHQWV��VXFK�DV�(J\SW��,QGLD��DQG�$UJHQWLQD��DYRLGHG�FULVHV�LQ�UHFHQW�\HDUV����3URSRQHQWV�RI�QDUURZ�UHJXODWRU\�HYDOXDWLRQV�DORQH�ZRXOG�SUHIHU�WR�LQFOXGH�RQO\�FDSLWDO��DVVHWV��DQG�OLTXLGLW\��ZKLFK�ZRXOG�FKDQJH�WKH�UDQNLQJV�VRPHZKDW��DV�QRWHG�EHORZ���2QO\�IXUWKHU�UHVHDUFK��RQFH�D�EURDGHU�GDWDVHW�LV�DYDLODEOH��ZLOO�SRVVLEO\�VHWWOH�WKLV�LVVXH��/DVWO\��XQWLO�
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GDWD�RQ�RU�SUR[LHV�IRU�VXSHUYLVRU\�HIIRUW�EHFRPH�DYDLODEOH��LW�LV�QRW�SRVVLEOH�WR�GHWHUPLQH�KRZ�WKH�UHJXODWLRQV�DUH�HQIRUFHG���:LWK�WKHVH�FDYHDWV��7DEOH���VKRZV�WKH�RYHUDOO�µ&$0(/27¶�UDQNLQJV��ZLWK�ORZHU�QXPEHUV�LQGLFDWLQJ�D�KLJKHU�UDWLQJ��$SSHQGL[�$�FRQWDLQV�WKH�GHWDLOV�EHKLQG�HDFK�FDWHJRU\��
7DEOH�����6XPPDU\�0HDVXUHV�RI�WKH�%DQN�5HJXODWRU\�(QYLURQPHQW�
&RXQWU\ &DSLWDO $VVHWV 0DQDJHPHQW /LTXLGLW\ 2SHUDWLQJ�(QYLURQPHQW 7UDQVSDUHQF\ 7RWDO 5DQN6LQJDSRUH � � � � � � �� �$UJHQWLQD � � � � �� � �� �+RQJ�.RQJ � �� � � � � �� �&KLOH � � � � � � �� �%UD]LO � � � � �� � �� �3HUX � � � � �� �� �� �0DOD\VLD � �� � � � � �� �3KLOLSSLQHV � � � � �� �� �� �.RUHD �� �� �� �� � � �� �&RORPELD � � �� � �� �� �� ��,QGRQHVLD � � � �� � � �� ��,QGLD �� �� �� � � �� �� ��(J\SW � � �� � � �� �� ��7KDLODQG �� �� �� � � � �� ��$V�LV�HYLGHQW��VHYHUDO�FOXVWHUV�RI�HFRQRPLHV�VWDQG�RXW��ZLWK�6LQJDSRUH��$UJHQWLQD��+RQJ�.RQJ��DQG�&KLOH�VKRZLQJ�WKH�VWURQJHVW�UHJXODWRU\�HQYLURQPHQW��IROORZHG�LQ�WKH�RUGHU�VKRZQ�LQ�WKH�7DEOH���(J\SW�VFRUHV�VXEVWDQWLDOO\�EHORZ�WKH�DYHUDJH��WKRXJK�WKH�GDWD�DUH�SHUKDSV�EHWWHU�VXLWHG�WR�VKRZLQJ�UHODWLYH�DUHDV�IRU�LPSURYHPHQW���$OVR��WKH�UDQNLQJV�PD\�XQGHUVWDWH�WKH�SUHVHQW�KHDOWK�RI�YDULRXV�V\VWHPV��,Q�+RQJ�.RQJ��IRU�H[DPSOH��RIILFLDO�UHJXODWLRQV�GR�QRW�UHTXLUH�D�JLYHQ�DPRXQW�RI�SURYLVLRQLQJ�HYHQ�RQFH�D�ORDQ�LV�LQ�DUUHDUV�E\�����GD\V��KHQFH�D�ORZHU�VFRUH�KHUH����<HW��WKH�DXWKRULWLHV�HQFRXUDJH�SURYLVLRQLQJ��DQG�+RQJ�.RQJ�6KDQJKDL�%DQN��D�YHU\�ODUJH�SDUW�RI�WKH�µ+RQJ�.RQJ¶�EDQNLQJ�V\VWHP��PD\�KDYH�PXFK�VWULFWHU�VWDQGDUGV�DQG�D�ILUVW�UDWH�PDUNHW�DQG�FUHGLW�ULVN�PDQDJHPHQW�V\VWHP�����,Q�(J\SW��WKH�ORZ�UDQNLQJ�LV�SDUWO\�DWWULEXWDEOH�WR�WZR�IDFWRUV���)LUVW��WKH�DUELWUDU\�DVVHVVPHQW�RI�PDQDJHPHQW��ZLWKRXW�ZKLFK��UHPRYLQJ�WKLV�YDULDEOH��ZRXOG�VHW�DOO�FRXQWULHV�HTXDO�RQ�EDQN�PDQDJHPHQW�VNLOOV��(J\SW¶V�UDQN�LQFUHDVHV�WR���WK���6HFRQG��(J\SW�VFRUHV�TXLWH�ORZ�RQ�WKH�WUDQVSDUHQF\�RI�WKH�UHJXODWRU\�HQYLURQPHQW��LWVHOI�D�IXQFWLRQ�RI�WKH�UHTXLUHPHQW�IRU�EDQNV�WR�EH�UDWHG��WKH�SHUFHQWDJH�RI�WRS�EDQNV�UDWHG�E\�LQWHUQDWLRQDO�ILUPV��
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DQG�WKH�LQGH[�RI�FRUUXSWLRQ��ZKLFK�KDV�LPSOLFDWLRQV�IRU�WKH�YDOXH�RI�LQIRUPDWLRQ�WKDW�LV�SXEOLVKHG�� (J\SW¶V�RSHUDWLQJ�HQYLURQPHQW�LV�DOVR�UDWKHU�ORZ���1RWZLWKVWDQGLQJ�WKH�IDFW�WKDW�LWV�ODZV�JHQHUDOO\�IDYRU�SURWHFWLQJ�FUHGLWRUV¶�ULJKWV��SURSHUW\�ULJKWV�VFRUH�SRRUO\�DQG�WKH�HQIRUFHPHQW�RI�WKH�OHJDO�V\VWHP�LV�MXGJHG�WR�EH�UHODWLYHO\�ZHDN��,W�VKRXOG�EH�QRWHG�WKDW�WKH�FRPSDULVRQ�LQ�7DEOH���LV�RQ�EDQN�UHJXODWLRQ�V\VWHPV��ZKLFK�DW�EHVW�PD\�RQO\�FRUUHVSRQG�WR�WKH�KHDOWK�RI�WKH�EDQNV�LQ�WKH�ORQJ�UXQ���&DSULR��������VKRZHG�WKDW�WKHUH�ZDV�D�UHODWLRQVKLS�EHWZHHQ�KRZ�ZHOO�FRXQWULHV�VFRUHG�DQG�WKHLU�UXQ�XS�RI�LQWHUHVW�UDWHV�LQ�WKH�$VLDQ�FULVLV��PHDQLQJ�WKDW�LQ�DGGLWLRQ�WR�DQ\�SDQLF�E\�IRUHLJQ�LQYHVWRUV��ZHDN�UHJXODWRU\�V\VWHPV�DSSHDU�WR�KHOS�H[SODLQ�WKH�RFFXUUHQFH�RI�FULVHV���+RZHYHU��LW�LV�DJDLQ�QHFHVVDU\�WR�KLJKOLJKW�WKDW�WKH�UDQNLQJ�KHUH�ZHLJKWV�DOO�IDFWRUV�HTXDOO\���,QGLD��ZKLFK�DFWXDOO\�VFRUHV�EHORZ�(J\SW�RYHUDOO��GLG�QRW�H[SHULHQFH�VLJQLILFDQW�IDOORXW�IURP�WKH�(DVW�$VLDQ�FULVLV�ODUJHO\�GXH�WR�LWV�KLJK�OLTXLGLW\�UDWLRV�DQG�WKH�IDFW�WKDW�,QGLDQ�EDQNV�JHQHUDOO\�ZHUH�KROGLQJ�VLJQLILFDQW�DPRXQWV�RI�H[FHVV�OLTXLGLW\�± ZLWK�UDWLRV�RI�OLTXLG�WR�WRWDO�DVVHWV�RYHU����SHUFHQW����6LPLODUO\��WKRXJK�QRW�TXLWH�DV�ODUJH��(J\SW�KDV�UHODWLYHO\�KLJK�OLTXLG�DVVHW�UHTXLUHPHQWV�DQG�WKH�VWDWH�EDQNV��DW�OHDVW�DV�RI�������ZHUH�KROGLQJ�H[FHVV�OLTXLGLW\����,I�WKH�DXWKRULWLHV�ZLVK�WR�PRYH�WR�D�JUHDWHU�UROH�IRU�SULYDWH�EDQNV�DQG�PRUH�OHQGLQJ��LW�ZRXOG�EH�LPSRUWDQW�WR�FRQVLGHU�LPSURYHPHQWV�WR�WKH�UHJXODWRU\�HQYLURQPHQW���)RU�H[DPSOH��(J\SW¶V�VWUHQJWKV�± WKH�FDWHJRULHV�LQ�ZKLFK�LW�UHFHLYHV�WKH�KLJKHU�UDWLQJV�± DUH�LWV�OLTXLGLW\��DVVHW�TXDOLW\��DQG�WR�D�OHVVHU�H[WHQW��FDSLWDO�UHTXLUHPHQWV����,Q�FRQMXQFWLRQ�ZLWK�KHDOWK\�IUDQFKLVH�YDOXH��VXJJHVWHG�EHORZ�IRU�WKH�FXUUHQW�SULYDWH�EDQNV���WKLV�PD\�SURYLGH�DGHTXDWH��LQFHQWLYHV�IRU�RZQHUV�WR�PRQLWRU�EDQNV���2Q�WKH�RWKHU�KDQG��WKH�ZHDNHVW�SDUWV�RI�WKH�UHJXODWRU\�HQYLURQPHQW�± WKRVH�VKRZLQJ�WKH�JUHDWHVW�URRP�IRU�LPSURYHPHQW�± DUH�LQ�WKH�DUHDV�RI�PDQDJHPHQW��LI�WKH�YDULDEOH�LV�ZHOO�PHDVXUHG�KHUH���WUDQVSDUHQF\��DQG�VRPH�IDFHWV�RI�WKH�RSHUDWLQJ�HQYLURQPHQW���*UHDWHU�WUDQVSDUHQF\��FRPELQHG�ZLWK�LPSURYHPHQWV�LQ�WKH�OHJDO�V\VWHP��ZLOO�SHUPLW�JUHDWHU�FRQILGHQFH�DQG�PRQLWRULQJ�E\�WKH�PDUNHW����
� $QRWKHU�LQGLFDWRU�RI�ORZ�WUDQVSDUHQF\�LV�WKDW�QRWZLWKVWDQGLQJ�VRPH�SRSXODU�VXSSRUW�IRU�,VODPLF�EDQNLQJ��WKHUH�LV�UHODWLYHO\�OLWWOH�VXFK�DFWLYLW\�LQ�(J\SW��ZKHUHDV�LQ�WKH�8QLWHG�6WDWHV��ZKHUH�WKHUH�LV�QR�UHOLJLRXV�VXSSRUW�IRU�,VODPLF�EDQNV��WKH\�DUH�TXLWH�ZLGHVSUHDG��EXW�DUH�FDOOHG�PXWXDO�IXQGV��KDYH�HTXLW\�LQVWUXPHQWV�RQ�ERWK�VLGHV�RI�WKHLU�EDODQFH�VKHHWV��UDWKHU�WKDQ�IL[HG�LQWHUHVW�GHEW����
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/DVWO\��ZH�KDYH�QRW�EHHQ�DEOH�WR�REWDLQ�GDWD�RQ�KRZ�VXSHUYLVRU\�VDODULHV�FRPSDUH�ZLWK�WKRVH�LQ�SULYDWH�EDQNV�RU�WKH�WXUQRYHU�VNLOOV�SUREOHPV�DW�WKH�&HQWUDO�%DQN���,I�VXSHUYLVRU\�VDODULHV�DUH�VXEVWDQWLDOO\�EHORZ�WKRVH�LQ�WKH�SULYDWH�VHFWRU�RU�LI�VWDII�WXUQRYHU�LV�KLJK��WKLV�XVXDOO\�LQGLFDWHV�D�VNLOOV�SUREOHP�DQG�ZRXOG�QHHG�WR�EH�DGGUHVVHG�WR�PD[LPL]H�WKH�EHQHILWV�DQG�PLQLPL]H�WKH�ULVNV�RI�EDQN�SULYDWL]DWLRQ���������&RPSHWLWLYH�(QYLURQPHQW�:H�ODFN�VXIILFLHQW�GDWD�WR�SHUPLW�GHWDLOHG�DQDO\VLV�RI�DVVHW�SRUWIROLR�FRPSRVLWLRQ�DQG�FRPSHWLWLYH�G\QDPLFV�LQ�WKH�(J\SWLDQ�EDQNLQJ�VHFWRU���:H�GR�KDYH�VRPH�GDWD�IURP�EDQNV¶�ILQDQFLDO�VWDWHPHQWV��ZKLFK�HQDEOH�XV�WR�PDNH�WKUHH�PDLQ�SRLQWV���)LUVW��WKH�VWDWH�EDQNV�GRPLQDWH�WKH�VHFWRU�DV�WKH\�GR�LQ�IHZ�RWKHU�FRXQWULHV���6HFRQG��GHVSLWH�UHFHQW�JURZWK�RQ�WKH�SDUW�RI�SULYDWH�EDQNV��WKH\�DUH�XQOLNHO\�WR�RYHUWDNH�VWDWH�EDQNV�DQ\�WLPH�VRRQ���7KLUG��RQ�EDVLF�PHDVXUHV�RI�SHUIRUPDQFH��WKH�VWDWH�EDQNV��GHVSLWH�VRPH�UHFHQW�LPSURYHPHQWV��FRQWLQXH�WR�ODJ�EHKLQG�WKH�SULYDWH�EDQNV�E\�D�ODUJH�PDUJLQ���,Q�DGGLWLRQ��WKH�VWDWH�EDQNV¶�VKDUH�RI�WRWDO�GHSRVLWV��RYHU����SHUFHQW��LV�KLJKHU�WKDQ�WKHLU�VKDUH�RI�WRWDO�ORDQV��DERXW����SHUFHQW���ZKLFK�VXJJHVWV�WKDW�WKHVH�EDQNV�DUH�W\LQJ�XS�DQ�H[RUELWDQW�VKDUH�RI�(J\SW¶V�LQYHVWDEOH�UHVRXUFHV��ZKLOH�QRW�FRQYHUWLQJ�WKRVH�UHVRXUFHV�LQWR�SURGXFWLYH�OHQGLQJ���0DUNHW�6WUXFWXUH� $V�QRWHG�DERYH��FRPSDUHG�ZLWK�PRVW�RWKHU�FRXQWULHV��(J\SW¶V�EDQNLQJ�VHFWRU�LV�KHDYLO\�WLOWHG�WRZDUG�VWDWH�EDQNV���)LJXUH���DQG�7DEOH���GHVFULEH�WKH�PDUNHW�VKDUHV�RI�DVVHWV��ORDQV��DQG�GHSRVLWV�IRU�SXEOLF�DQG�SULYDWH�EDQNV�IURP������WR��������3XEOLF�EDQNV�DUH�GLYLGHG�LQWR�WZR�JURXSV��WKH�VR�FDOOHG�ELJ�IRXU��ZKLFK�LQFOXGHV�WKH�1DWLRQDO�%DQN�RI�(J\SW��%DQTXH�0LVU��%DQTXH�GX�&DLUH��DQG�%DQN�RI�$OH[DQGULD��DQG�WKH�VWDWH�VSHFLDOL]HG�EDQNV�ZKLFK�LQFOXGH�WKH�3ULQFLSDO�%DQN�IRU�'HYHORSPHQW�DQG�$JULFXOWXUH��$UDE�/DQG�%DQN��&UHGLW�)RQFLHU�(J\SWLHQ��DQG�WKH�,QGXVWULDO�'HYHORSPHQW�%DQN�RI�(J\SW��� 6RPH�RI�WKH�VWDWH�EDQNV�GLG�QRW�SURYLGH�EDODQFH�VKHHWV�DQG�LQFRPH�VWDWHPHQWV�IRU�������VR�ZH�XVHG�WKHLU�EDODQFH�VKHHW�GDWD�IURP��������%HFDXVH�PRVW�EDQNV¶�DVVHWV��GHSRVLWV��DQG�ORDQV�ZHUH�JURZLQJ��XVLQJ������GDWD�
�� 'DWD�RQ�WRWDO�DVVHWV��ORDQV��DQG�GHSRVLWV�IRU�WKH�(J\SWLDQ�EDQNLQJ�VHFWRU�ZHUH�WDNHQ�IURP�WKH�DQQXDO�UHSRUWV�RI�WKH�&HQWUDO�%DQN�RI�(J\SW���
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VKRXOG�XQGHUVWDWH�VOLJKWO\�WKH�PDUNHW�VKDUHV�IRU�VWDWH�EDQNV�LQ��������7KH�EDQNV�XVHG�LQ�WKLV�DQDO\VLV�DUH�OLVWHG�E\�W\SH�LQ�$SSHQGL[�%��)LJXUH����6WDWH�%DQN�0DUNHW�6KDUH�

�7DEOH����0DUNHW�6WUXFWXUH�DQG�6DPSOH�&KDUDFWHULVWLFV�6KDUH�RI�7RWDO�$VVHWV����<HDU %LJ�)RXU 6WDWH�6SHFLDOL]HG 3ULYDWH���� ����� ���� ��������� ����� ���� ��������� ����� ���� ��������� ����� ���� ��������� ����� ���� �����6KDUH�RI�7RWDO�'HSRVLWV����<HDU %LJ�)RXU 6WDWH�6SHFLDOL]HG 3ULYDWH���� ����� ���� ��������� ����� ���� ��������� ����� ���� ��������� ����� ���� ��������� ����� ���� �����6KDUH�RI�7RWDO�/RDQV����<HDU %LJ�)RXU 6WDWH�6SHFLDOL]HG 3ULYDWH���� ����� ����� ��������� ����� ���� ��������� ����� ���� ��������� ����� ���� ��������� ����� ���� �����1RWH���2QO\�LQFOXGHV�WKRVH�EDQNV�LQ�WKH�.RPSDVV�'DWDVHW��

� ��� ��� ��� ��� ��� ��� ��� ��� �

$VVHWV 'HSRVLWV

��������������������
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7KH�PRVW�VWULNLQJ�IHDWXUH�RI�WKH�GDWD�LV�WKH�GRPLQDQFH�RI�WKH�ELJ�IRXU��ZKLFK�DFFRXQW�IRU�DERXW�VL[W\�SHUFHQW�RI�WKH�VHFWRU¶V�GHSRVLWV�DQG�RYHU�KDOI�RI�LWV�DVVHWV���%HFDXVH�WKH�.RPSDVV�GDWD�IRU������DUH�LQFRPSOHWH��RQH�FDQ�UHOLDEO\�LQIHU�WUHQGV�RQO\�IURP������WR��������7KHUH�LV�HYLGHQFH�RI�VRPH�ORVV�RI�DVVHW��GHSRVLW��DQG�ORDQ�VKDUH�IRU�WKH�ELJ�IRXU���3ULYDWH�EDQNV�LQFUHDVHG�WKHLU�VKDUHV�GXULQJ�WKLV�SHULRG��ZKLOH�WKH�VWDWH�VSHFLDOL]HG�EDQNV�URXJKO\�PDLQWDLQHG�WKHLU�VKDUHV���6WLOO��WKH�UDWH�RI�GHFOLQH�E\�WKH�ELJ�IRXU�KDV�QRW�EHHQ�GUDPDWLF�HQRXJK�WR�WKUHDWHQ�WKHLU�GRPLQDQW�VWDWXV��1HDUO\�WZR�WKLUGV�RI�FRPPHUFLDO�EDQN�GHSRVLWV�DUH�FRQWUROOHG�E\�WKH�IRXU�VWDWH �RZQHG�EDQNV��ZKLFK�KDYH�VKRZQ�QR�LQFOLQDWLRQ�WR�UHGXFH�WKH�LQWHUH VW�UDWH�SDLG�RQ�WKRVH�GHSRVLWV���7KHLU�LQWUDQVLJHQFH�HIIHFWLYHO\�SUHYHQWV�WKH�SULYDWH�VHFWRU�IURP�UHGXFLQJ�WKH�UDWH�WKDW�WKH\�SD\���7KH�EHVW�WKH�EDQNV�KDYH�EHHQ�DEOH�WR�GR��ZKLOH�PDLQWDLQLQJ�WKHLU�GHSRVLW�EDVH��LV�WR�RIIHU�VOLJKWO\�ORZHU�LQWHUHVW�UDWHV�WKD Q�WKH�SXEOLF�EDQNV�DQG�VLJQLILFDQWO\�EHWWHU�VHUYLFH���8QWLO�WKH�SXEOLF�EDQNV�UHGXFH�WKHLU�UDWHV��KRZHYHU��SULYDWH�EDQNV�ZLOO�EH�XQDEOH�WR�GR�VR�ZLWKRXW�ORVLQJ�GHSRVLWRUV���.RPSDVV�,QWHUQDWLRQDO������� ��7KH�GRPLQDQFH�RI�WKH�ELJ�IRXU�LQ�DWWUDFWLQJ�GHSRVLWV�KDV�UHSHUFXVVLRQV�RQ�FUHGLW�DOORFDWLRQ�EHFDXVH�WKH\�GR�QRW�DSSHDU�WR�EH�HIIHFWLYH�LQWHUPHGLDULHV�RI�LQYHVWDEOH�UHVRXUFHV���.RPSDVV�QRWHV�WKDW�WKH\��³ORDQ�SULPDULO\�WR�WKH�SXEOLF�VHFWRU��PDNLQJ�WKHLU�SRUWIROLRV�LQIHULRU´�WR�WKRVH�RI�WKH�SULYDWH�EDQNV���:H�SUHVHQW�DGGLWLRQDO�SHUIRUPDQFH�PHDVXUHV�EHORZ�WKDW�RIIHU�VRPH�VXSSRUW�IRU�WKDW�YLHZ���+RZHYHU��WKH�PDUNHW�VKDUHV�IRU�ORDQV�YHUVXV�GHSRVLWV�DUH�WKHPVHOYHV�WHOOLQJ�± WKH�ELJ�IRXU�DWWUDFW�VL[W\�SHUFHQW�RI�WRWDO�GHSRVLWV��EXW�SURYLGH�RQO\�D�OLWWOH�RYHU�IRUW\�SHUFHQW�RI�WRWDO�ORDQV��DQG�WKDW�VKDUH�LV�GHFOLQLQJ��3HUIRUPDQFH�E\�%DQN�7\SH� 7KH�ELJ�IRXU�DSSHDU�WR�EH�D�VXEVWDQWLDO�LPSHGLPHQW�WR�WKH�JURZWK�RI�SULYDWH�EDQNLQJ�LQ�(J\SW��7KH�EDODQFH�VKHHW�DQG�LQFRPH�VWDWHPHQWV�SURYLGHG�E\�.RPSDVV�DUH�VXIILFLHQW�WR�SHUPLW�VRPH�EDVLF�SHUIRUPDQFH�FRPSDULVRQV�EHWZHHQ�GLIIHUHQW�W\SHV�RI�EDQNV�ZKLFK�UHLQIRUFH�WKDW�FRQFOXVLRQ��6HH�)LJXUH���DQG�7DEOH������5HWXUQV�RQ�ERWK�DVVHWV�DQG�HTXLW\�ZHUH�PXFK�KLJKHU�IRU�SULYDWH�EDQNV�WKDQ�IRU�HLWKHU�WKH�ELJ�IRXU�RU�WKH�VWDWH�VSHFLDOL]HG�EDQNV��� )URP������WR�������WKH�HLJKW�VWDWH�EDQNV�UHSRUWHG�DYHUDJH�UHWXUQV�RQ�DVVHWV��52$��IURP����WR�����SHUFHQW��WKH�SULYDWH�EDQNV¶�DYHUDJH�UHWXUQ�UDQJHG�IURP������WR�����
�� 5HWXUQ�RQ�DVVHWV�LV�FDOFXODWHG�DV�QHW�SURILW�DIWHU�WD[HV�GLYLGHG�E\�WRWDO�DVVHWV��UHWXUQ�RQ�HTXLW\� �QHW�SURILW�DIWHU�WD[HV��WRWDO�DVVHWV�± WRWDO�QRQ�HTXLW\�OLDELOLWLHV���
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SHUFHQW���52$�ILJXUHV�IRU������DUH�IURP�PLG�\HDU��DQG�WKXV�XQGHUVWDWH�WKH�DFWXDO�UHWXUQV�DFKLHYHG�RYHU�WKH�ZKROH�\HDU��DOWKRXJK�WKRVH��WRR��LQGLFDWH�WKDW�SULYDWH�EDQNV�HQMR\�D�ELJ�DGYDQWDJH�RYHU�VWDWH�EDQNV�'LVSDULWLHV�LQ�UHWXUQ�RQ�HTXLW\��52(��ZHUH�VLPLODU���7KH�ELJ�IRXU�UHSRUWHG�52(�UDQJLQJ�IURP�����SHUFHQW�IURP������WR�������ZKLOH�WKH�VWDWH�VSHFLDOL]HG�EDQNV�DYHUDJHG�����SHUFHQW���7KH�SULYDWH�EDQNV�DYHUDJHG�IURP�������SHUFHQW�IURP������WR��������+RZHYHU��HYHQ�ZLWKLQ�WKH�VXEVHW�RI�VR�FDOOHG�SULYDWH�EDQNV��WKHUH�LV�VXEVWDQWLDO�YDULDWLRQ�LQ�RZQHUVKLS�VWUXFWXUHV��DQG�VWDWH�RZQHG�HQWHUSULVHV�RIWHQ�RZQ�D�ODUJH�SHUFHQWDJH�RI�WKH�VKDUHV�LQ�WKHVH�ILUPV����%HFDXVH�WKH�DYHUDJH�IRU�WKH�SULYDWH�EDQNV�LQFRUSRUDWHV�EDQNV�ZLWK�VXEVWDQWLDO�VWDWH�RZQHUVKLS�SDUWLFLSDWLRQ��LW�LV�OLNHO\�WR�XQGHUVWDWH�WKH�GLIIHUHQFHV�EHWZHHQ�VWDWH�EDQNV�DQG�IXOO\�SULYDWHO\�FRQWUROOHG�RQHV���,Q�WKH�QH[W�VXE�VHFWLRQ��ZH�LGHQWLI\�D�VXEVHW�RI�EDQNV�WKDW�DUH�WUXO\�SULYDWHO\�FRQWUROOHG�DQG�WKHQ�GHVFULEH�WKHLU�SHUIRUPDQFH�FKDUDFWHULVWLFV�WR�IXUWKHU�EROVWHU�WKLV�SRLQW����)LJXUH����5HWXUQ�RQ�$VVHWV�
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�� 7KH�FDOFXODWLRQV�IRU�WKH�ELJ�IRXU�GR�QRW�LQFOXGH�%DQTXH�GX�&DLUH�EHFDXVH�ZH�ODFNHG�WKHLU�LQFRPH�VWDWHPHQW���
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7DEOH����3HUIRUPDQFH�E\�7\SH�RI�%DQN�

�7KH�HYLGHQFH�RQ�PDUNHW�VKDUHV�DQG�WKHVH�VLPSOH�UHWXUQV�FRPSDULVRQV�VTXDUH�ZHOO�ZLWK�WKH�LQWHUQDWLRQDO�HYLGHQFH�RQ�VWDWH�RZQHUVKLS�LQ�EDQNLQJ���$V�QRWHG��%DUWK��&DSULR��DQG�/HYLQH��������ILQG�WKDW�VWDWH�RZQHUVKLS�LV�DVVRFLDWHG�ZLWK�PRUH�SRRUO\�GHYHORSHG�EDQNV��QRQ�EDQNV��DQG�VHFXULWLHV�PDUNHWV���0RUHRYHU��JUHDWHU�VWDWH�RZQHUVKLS�RI�EDQNV�WHQGV�WR�EH�DVVRFLDWHG�ZLWK�KLJKHU�LQWHUHVW�UDWH�VSUHDGV�DQG�OHVV�UDSLG�ILQDQFLDO�VHFWRU�GHYHORSPHQW��ZKLFK�H[HUW�D�QHJDWLYH�LQIOXHQFH�RQ�ORQJ�UXQ�JURZWK���(J\SW�DSSHDUV�WR�KDYH�WKHVH�SUREOHPV���������)RUHLJQ�(QWU\�± $�%HWWHU�2ZQHUVKLS�6WUXFWXUH"�$OWKRXJK�VWDWH�RZQHUVKLS�SDUWLFLSDWLRQ�KDV�EHHQ�D�QRWDEOH�IHDWXUH�RI�DOO�IRUHLJQ�EDQN�HQWU\�LQ�(J\SW��WKHUH�LV�D�SRWHQWLDOO\�LPSRUWDQW�GLVWLQFWLRQ�EHWZHHQ�WKRVH�EDQNV�WKDW�DUH�PDMRULW\�IRUHLJQ�RZQHG�DQG�WKRVH�WKDW�DUH�QRW���3ULRU�WR�-XQH�������IRUHLJQ�LQVWLWXWLRQV�ZHUH�

5HWXUQ�RQ�$VVHWV�<HDU %LJ�)RXU 6WDWH�6SHFLDOL]HG 3ULYDWH���� ��������Q �� �������Q �� ��������Q ������� �������Q �� �������Q �� ��������Q ������� ��������Q �� �������Q �� �������Q ������� �������Q �� �������Q �� �������Q ������� �������Q �� �������Q �� �������Q ���5HWXUQ�RQ�(TXLW\<HDU %LJ�)RXU 6WDWH�6SHFLDOL]HG 3ULYDWH���� �������Q �� �������Q �� ��������Q ������� �������Q �� �������Q �� ��������Q ������� �������Q �� �������Q �� ��������Q ������� �������Q �� �������Q �� ��������Q ������� �������Q �� �������Q �� ��������Q ���
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UHVWULFWHG�WR�RIIVKRUH�EDQNLQJ�RU�PLQRULW\�VWDNHV�LQ�MRLQW�YHQWXUH�EDQNV��� )RUHLJQ�LQYHVWRUV�KDYH�PRYHG�UDSLGO\�DW�D�KDQGIXO�RI�EDQNV�WR�WDNH�DGYDQWDJH�RI�WKH�-XQH������OHJLVODWLRQ�WKDW�DOORZHG�WKHP�WR�WDNH�PDMRULW\�VWDNHV�LQ�(J\SWLDQ�EDQNV���7KHVH�LQFOXGH�%DQTXH�GX�&DLUH�	�GH�3DULV��&UHGLW�,QWHUQDWLRQDO�G¶(J\SWH��0LVU�,QWHUQDWLRQDO�%DQN��DQG�1DWLRQDO�6RFLHWH�*HQHUDOH���$VVHW�VKDUHV�IRU�DOO�EDQNV�ZLWK�IRUHLJQ�RZQHUVKLS�SDUWLFLSDWLRQ�JUHZ�VOLJKWO\��IURP������SHUFHQW�LQ������WR������SHUFHQW�LQ��������$VVHW�VKDUHV�IRU�PDMRULW\�IRUHLJQ�RZQHG�EDQNV�DOVR�LQFUHDVHG��IURP�����SHUFHQW�LQ������WR�����SHUFHQW�LQ�������EXW�WKDW�LQFUHDVH�LV�PRVWO\�GXH�WR�WKH�DGGLWLRQ�RI�WZR�EDQNV�± %DQTXH�GX�&DLUH�	�GH�3DULV�DQG�&UHGLW�,QWHUQDWLRQDO�G¶(J\SWH�± WR�WKDW�FDWHJRU\�GXULQJ�WKLV�SHULRG��
7DEOH�����3DUWLDO�YV��0DMRULW\�)RUHLJQ�2ZQHUVKLS �)RUHLJQ�2ZQHUVKLS�3DUWLFLSDWLRQ 0DMRULW\�)RUHLJQ�2ZQHUVKLS<HDU 1R��RI�%DQNV $VVHWV�PQ�/(� 0DUNHW�6KDUH 1R��RI�%DQNV $VVHWV�PQ�/(� 0DUNHW�6KDUH
���� �� ������ ������ � ������ ��������� �� ������ ������ � ������ ��������� �� ������ ������ � ������ ��������� �� ������ ������ � ������ ��������� �� ������ ������ � ������ �����1RWH���6RPH�EDQNV�GLG�QRW�UHSRUW�ILQDQFLDO�VWDWHPHQWV�IRU��������:H�VKRXOG�DOVR�QRWH�WKDW�WKHUH�ZDV�D�FKDQJH�LQ�WKH�WD[�FRGH�LQ������WKDW�PD\�KDYH�KDG�DQ�HIIHFW�RQ�ILJXUHV�IRU�WKDW�\HDU���3ULRU�WR�������EDQNV�HQMR\HG�D�WD[�H[HPSWLRQ�RQ�LQFRPH�HDUQHG�IURP�LQYHVWPHQW�LQ�JRYHUQPHQW�VHFXULWLHV���.RPSDVV�QRWHV�WKDW�PRVW�SULYDWH�EDQNV�XVHG�WKLV�ORRSKROH�WR�³GUDVWLFDOO\�UHGXFH��DQG�LQ�VRPH�FDVHV�HOLPLQDWH´�WKHLU�WD[�EXUGHQV���:LWK�WKH�FKDQJH�LQ�WKH�ODZ��PDQ\�SULYDWH�EDQNV�UHVWUXFWXUHG�WKHLU�DVVHW�SRUWIROLRV��DQG�PDQ\�LQFUHDVHG�WKHLU�SURYLVLRQV�LQ�H[SHFWDWLRQ�RI�DQ�LQFUHDVHG�WD[�EXUGHQ���6WDWH�EDQNV�ZHUH�PXFK�OHVV�DIIHFWHG�E\�WKLV�FKDQJH��SHUKDSV�EHFDXVH�WKH\�IDFH�D�GLIIHUHQW�WD[�VLWXDWLRQ�WKDQ�GR�WKH�SULYDWH�EDQNV���7KH�ILJXUHV�LQ�7DEOH�� VXJJHVW�WKDW�WKH�UHGXFWLRQ�LQ�VWDWH�EDQNV¶�PDUNHW�VKDUH��HVSHFLDOO\�WKH�ELJ�IRXU��VKRXOG�QRW�QHFHVVDULO\�EH�DWWULEXWHG�WR�JURZWK�RQ�WKH�SDUW�RI�PDMRULW\�IRUHLJQ�

�� %UDQFKHV�RI�IRUHLJQ�EDQNV�KDYH�DOVR�EHHQ�IUHH�WR�FRQGXFW�ORFDO�FXUUHQF\�EXVLQHVV�VLQFH������SURYLGHG�WKH\�DUH�FDSLWDOL]HG�DW�D�PLQLPXP�RI�86����PLOOLRQ��
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RZQHG�EDQNV���$OWKRXJK�WKH�JRYHUQPHQW�KDV�PDGH�DQ�DWWHPSW�WR�GLYHVW�LWVHOI�RI�VWDNHV�LQ�MRLQW�YHQWXUHV�ZLWK�IRUHLJQ�EDQNV��LW�GRHV�QRW�DSSHDU�WKDW�WKDW�HIIRUW�KDV��WR�WKLV�SRLQW��VXEVWDQWLDOO\�DIIHFWHG�VHFWRU�VWUXFWXUH���:H�QRWH�WKDW�RXU�FRQYHUVDWLRQV�ZLWK�ORFDO�EDQNLQJ�H[SHUWV�LQGLFDWHG�WKDW�WKH�.RPSDVV�GDWD�PD\�XQGHUVWDWH�WKH�GHJUHH�RI�IRUHLJQ�RZQHUVKLS�LQ�MRLQW�YHQWXUHV�DIWHU�WKH�GLYHVWLWXUH�SURJUDP���+RZHYHU��SURYLGHG�WKH�.RPSDVV�RZQHUVKLS�GDWD�DUHQ¶W�WRR�PLVOHDGLQJ��WKH\�VXJJHVW�WKDW�SULYDWH�EDQNV�RWKHU�WKDQ�WKH�PDMRULW\�IRUHLJQ�RQHV�DUH�PRVW�UHVSRQVLEOH�IRU�WKH�GLS�LQ�PDUNHW�VKDUH�RI�WKH�VWDWH�EDQNV������7KLV�LV�SRWHQWLDOO\�LPSRUWDQW�EHFDXVH�WKHUH�DUH�DOVR�LQGLFDWLRQV�WKDW�PDMRULW\�IRUHLJQ�RZQHG�EDQNV�SHUIRUPHG�VRPHZKDW�EHWWHU�WKDQ�RWKHU�SULYDWH�EDQNV���)URP�WKH�SHUVSHFWLYH�RI�EDQNLQJ�VHFWRU�KHDOWK��WKHUHIRUH��LW�ZRXOG�KDYH�EHHQ�PRUH�HQFRXUDJLQJ�KDG�WKH�.RPSDVV�GDWD�LQGLFDWHG�WKDW�LW�ZDV�WKH�PDMRULW\�IRUHLJQ�EDQNV�WKDW�JDLQHG�PDUNHW�VKDUH�DW�WKH�H[SHQVH�RI�WKH�VWDWH�EDQNV���7KH�IROORZLQJ�WDEOH��7DEOH����SUHVHQWV�GDWD�IRU�WKH�EDQNV�WKDW�KDG�PDMRULW\�IRUHLJQ�RZQHUVKLS�IURP������WR��������7KRVH�EDQNV�VXEVWDQWLDOO\�UHGXFHG�WKHLU�KROGLQJV�RI�FDVK�DQG�JRYHUQPHQW�VHFXULWLHV�GXULQJ�WKLV�SHULRG��DQG�WKH\�LQFUHDVHG�WKHLU�VKDUHV�RI�ORDQV���7KH\�JUDGXDOO\�LQFUHDVHG�OHQGLQJ�WKURXJK�������DQG�WKHQ�KDG�D�VWHHS�MXPS�LQ�������FRLQFLGLQJ�ZLWK�WKH�FKDQJH�LQ�WKH�WD[�FRGH�DQG�D�VXEVWDQWLDO�UHGXFWLRQ�LQ�WKHLU�KROGLQJV�RI�JRYHUQPHQW�VHFXULWLHV���/HQGLQJ�DOVR�LQFUHDVHG�VOLJKWO\�LQ������7DEOH�����)RUHLJQ�0DMRULW\�2ZQHG�%DQNV�
3RUWIROLR�2ULHQWDWLRQ�����/RDQV<HDU 0DMRULW\�)RUHLJQ�2ZQHG 2WKHU�3ULYDWH 6WDWH�2ZQHG���� ������ ����� ��������� ����� ����� ��������� ����� ����� ��������� ����� ����� ��������� ����� ����� �����5HWXUQ�RQ�$VVHWV<HDU 0DMRULW\�)RUHLJQ�2ZQHG 2WKHU�3ULYDWH 6WDWH�2ZQHG���� ����� ����� ��������� ����� ����� ��������� ����� ����� ��������� ����� ����� ��������� ����� ����� �����
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7DEOH�����)RUHLJQ�0DMRULW\�2ZQHG�%DQNV��FRQWLQXHG��

'HVSLWH�WKH�VKLIW�LQ�SRUWIROLR�RULHQWDWLRQ��WKHLU�SHUIRUPDQFH�DQG�HIILFLHQF\�PHDVXUHV�ZHUH�EHWWHU�WKDQ�RWKHU�EDQNV�DIWHU�WKH�HVWDEOLVKPHQW�RI�IRUHLJQ�PDMRULW\�RZQHUVKLS���7KH\�KDG�WKH�KLJKHVW�DVVHWV�SHU�HPSOR\HH�DQG�GHSRVLWV�SHU�HPSOR\HH�LQ�WKH�EDQNLQJ�VHFWRU��DOWKRXJK�WKRVH�UDWLRV�GLG�GHFOLQH�VRPHZKDW�IURP������WR��������'HFOLQHV�RQ�WKRVH�UDWLRV�ZHUH�OLNHO\�DWWULEXWDEOH�WR�WKH�FKDQJH�LQ�EXVLQHVV�RULHQWDWLRQ�± ORFDO�OHQGLQJ�PD\�EH�PRUH�ODERU�LQWHQVLYH�WKDQ�RWKHU�DFWLYLWLHV���'XULQJ�WKH�VKLIW�WR�OHQGLQJ��KRZHYHU��PDMRULW\�IRUHLJQ�RZQHG�EDQNV�PDLQWDLQHG�52$�OHYHOV�KLJKHU�WKDQ�WKH�W\SLFDO�SULYDWH�EDQN���)URP������WR�������WKH\�KDG�DQ�DYHUDJH�52$�QHDU�����SHUFHQW��WKH�RWKHU�SULYDWH�EDQNV�DYHUDJHG�����SHUFHQW���,Q�������WKH�PDMRULW\�IRUHLJQ�RZQHG�EDQNV�GLG�ODJ�EHKLQG�WKH�RWKHU�SULYDWH�EDQNV��EXW�.RPSDVV�QRWHV�WKDW�RZQHUVKLS�WUDQVIRUPDWLRQ�DW�WKHVH�EDQNV�ZDV�QRW�FRPSOHWH�XQWLO�������DQG�DQ�LQLWLDO�SHULRG�RI�GLVORFDWLRQ�ZDV�SUREDEO\�WR�EH�H[SHFWHG���$JDLQ��WKH������ILJXUHV�DUH�IRU�PLG�\HDU�IRU�PDQ\�RI�WKH�EDQNV��DQG�VR��DOWKRXJK�WKH�PDMRULW\�IRUHLJQ�EDQNV�ODJJHG�EHKLQG�WKH�RWKHUV��QR�UHOLDEOH�LQIHUHQFH�FDQ�EH�GUDZQ���6LPLODU�RYHUDOO�FRPSDULVRQV�KROG�IRU�RWKHU�VLPSOH�UHWXUQV�PHDVXUHV�VXFK�DV�52(����,Q�VKRUW��WKHUH�LV�HYLGHQFH�WKDW�EDQNV�ZLWK�IRUHLJQ�PDMRULW\�RZQHUVKLS�RXWSHUIRUPHG�WKH�RWKHUV��HYHQ�DV�WKH\�EHFDPH�LQFUHDVLQJO\�RULHQWHG�WRZDUG�OHQGLQJ���7KH�PDUNHW�VKDUH�GDWD�DQG�WKH�SHUIRUPDQFH�LQGLFDWRUV�GHPRQVWUDWH�WKDW�WKH�(J\SWLDQ�EDQNLQJ�VHFWRU�LV�GRPLQDWHG�E\�VWDWH�EDQNV�WKDW�DUH�UHODWLYHO\�SRRU�LQWHUPHGLDULHV�RI�LQYHVWDEOH�UHVRXUFHV�RQ�WUDGLWLRQDO�PHDVXUHV���(YHQ�DPRQJ�WKH�VR�FDOOHG�SULYDWH�EDQNV��WKHUH�DUH�PDQ\�WKDW�KDYH�VXEVWDQWLDO�VWDWH�RZQHUVKLS���,W�PD\�FRPH�DV�OLWWOH�VXUSULVH��WKHUHIRUH��WKDW�WKH�EDQNV�LQ�ZKLFK�IRUHLJQ�LQYHVWRUV�RZQ�PDMRULW\�VWDNHV��RXWSHUIRUP�WKH�RWKHU�SULYDWH�EDQNV���0RUHRYHU��

$VVHWV�SHU�(PSOR\HH<HDU 0DMRULW\�)RUHLJQ�2ZQHG 2WKHU�3ULYDWH 6WDWH�2ZQHG���� ������ ������ ���������� ������ ������ ���������� ������ ������ ���������� ������ ������ ���������� ������ ������ ������
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JLYHQ�WKH�ODFN�RI�WUDQVSDUHQF\�LQ�WKH�VHFWRU�GHVFULEHG�DERYH��WKH�SHUIRUPDQFH�GLIIHUHQFHV�EHWZHHQ�VWDWH�LQIOXHQFHG�EDQNV��WKH�VWDWH�RZQHG�EDQNV�DQG�WKH�SVHXGR�SULYDWH�EDQNV��DQG�WKH�WUXO\�SULYDWHO\�FRQWUROOHG�PD\�EH�VXEVWDQWLDOO\�XQGHUVWDWHG���,I�VR��WKHUH�DUH�KXJH�SRWHQWLDO�ILVFDO�VDYLQJV�WKDW�FRXOG�FRPH�IURP�SULYDWL]DWLRQ���%DVHG�RQ�WKRVH�VDYLQJV��DQG�SRWHQWLDOO\�ODUJH�LPSURYHPHQWV�LQ�WKH�TXDOLW\�RI�ILQDQFLDO�LQWHUPHGLDWLRQ��WKHUH�LV�D�VWURQJ�FDVH�WKDW�FDQ�EH�PDGH�LQ�IDYRU�RI�EDQN�SULYDWL]DWLRQ�LQ�(J\SW���7KH�QH[W�VHFWLRQ�GUDZV�RQ�H[SHULHQFH�IURP�RWKHU�FRXQWULHV�WR�H[SODLQ�WKH�H[SHFWDWLRQV�IRU�SRVW�SULYDWL]DWLRQ�SHUIRUPDQFH�������3RVW�3ULYDWL]DWLRQ�3HUIRUPDQFH�7KH�HPSLULFDO�OLWHUDWXUH�RQ�WKH�SRVW�SULYDWL]DWLRQ�SHUIRUPDQFH�RI�EDQNV�LQGLFDWHV�PL[HG�VXFFHVV���3HUIRUPDQFH�LPSURYHPHQWV�DUH�SRVVLEOH��EXW�RQO\�LI�FHUWDLQ�DVSHFWV�RI�WKH�WUDQVDFWLRQ�DUH�GRQH�FRUUHFWO\��DQG�LI�WKH�UHJXODWRU\�DQG�FRPSHWLWLYH�HQYLURQPHQWV�DUH�KHDOWK\���)RU�H[DPSOH��LQ�WKHLU�UHFHQW�FURVV�FRXQWU\�VWXG\��9HUEUXJJH��0HJJLQVRQ��DQG�2ZHQV��������IRXQG�RQO\�OLPLWHG�LPSURYHPHQW�LQ�EDQN�SURILWDELOLW\��RSHUDWLQJ�HIILFLHQF\��OHYHUDJH��DQG�QRQ�LQWHUHVW��UHYHQXH�DIWHU�SULYDWL]DWLRQ��� 7KH\�DWWULEXWHG�VXFK�PHDJHU�LPSURYHPHQW�WR�WKH�VXEVWDQWLDO�VWDNHV�WKDW�UHPDLQHG�XQGHU�JRYHUQPHQW�FRQWURO�IROORZLQJ�µSULYDWL]DWLRQ�¶��6LPLODUO\��WKH�&]HFK�JRYHUQPHQW�UHWDLQHG�VLJQLILFDQW�VWDNHV�LQ�PDQ\�EDQNV�DIWHU�WKH�LQLWLDO�URXQGV�RI�SULYDWL]DWLRQ��DQG�RQO\�YHU\�UHFHQWO\�KDYH�WKH\�PDGH�VWULGHV�WR�FHGH�DFWXDO�FRQWURO�WR�SULYDWH�LQYHVWRUV���+XQJDU\��IRU�DOO�LWV�EDOO\KRRHG�VXFFHVV�LQ�DWWUDFWLQJ�IRUHLJQ�LQYHVWRUV��KDG�WR�UH�FDSLWDOL]H�LWV�EDQNV�PXOWLSOH�WLPHV�EHIRUH�WKH�VDOHV�ZHUH�FRPSOHWHG��� 7KLV�OHVVRQ�PD\�EH�SRWHQWLDOO\�DSSOLFDEOH�WR�(J\SW��EDQN�SULYDWL]DWLRQV�GHVLJQHG�WR�PDLQWDLQ�VWDWH�LQIOXHQFH�DUH�QRW�ZRUWK�GRLQJ���$OWKRXJK�WKH�OLWHUDWXUH�LV�QRW�VXIILFLHQWO\�GHYHORSHG�WR�\LHOG�D�OLVW�RI�WKH�QHFHVVDU\�DQG�VXIILFLHQW�FRQGLWLRQV�WR�HQVXUH�VXFFHVVIXO�EDQN�SULYDWL]DWLRQ��WKLV�VHFWLRQ�VXPPDUL]HV�WKH�H[SHULHQFH�LQ�RWKHU�FRXQWULHV�DQG�GHVFULEHV�D�QXPEHU�RI�SRWHQWLDOO\�LPSRUWDQW�LVVXHV��
�� 7KH�DXWKRUV�UHOLHG�XSRQ�IRXU�VRXUFHV�± 3ULYDWL]DWLRQ�,QWHUQDWLRQDO��WKH�/RQGRQ�7LPHV��WKH�1HZ�<RUN�7LPHV��DQG�WKH�:DOO�6WUHHW�-RXUQDO�± WR�FUHDWH�WKHLU�VDPSOH��7KH\�OLPLWHG�WKHLU�HPSLULFDO�DQDO\VLV�WR�EDQN�SULYDWL]DWLRQV�XQGHUWDNHQ�WKURXJK�SXEOLF�VHFXULWLHV�RIIHULQJV��ZKLFK�PHDQW�WKDW�IHZ�EDQNV�IURP�GHYHORSLQJ�FRXQWULHV�ZHUH�LQFOXGHG����� 6XUDQ\L��������UHSRUWV�WKDW�WKH�VWDWH�RZQHG������SHUFHQW�RI�EDQNLQJ�FDSLWDO��ZKLOH�IRUHLJQ�LQWHUHVWV�KHOG�RQO\������SHUFHQW�DW�WKH�RXWVHW�RI��������%\�WKH�HQG�RI�������IRUHLJQHUV�KHOG������SHUFHQW�RI�WRWDO�EDQNLQJ�FDSLWDO�DQG�WKH�JRYHUQPHQW�KHOG�RQO\������SHUFHQW���7KH�LQLWLDO�DWWHPSWV�WR�FOHDQ�WKH�SRUWIROLRV�RI�WKHVH�EDQNV�EHJDQ�LQ�������DQG�VXEVHTXHQW�UHFDSLWDOL]DWLRQV�RFFXUUHG�LQ�������%RQLQ�DQG�:DFKWHO���������
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�����)LVFDO�%HQHILWV�2QH�SRLQW�WR�HPSKDVL]H�LV�WKDW�WKH�SRWHQWLDO�ILVFDO�VDYLQJV�DVVRFLDWHG�ZLWK�SULYDWL]DWLRQ�PD\�EH�TXLWH�ODUJH���&ODUNH�DQG�&XOO��������7DEOH����FRPSDUH�WKH�FRVWV�RI�UH�FDSLWDOL]LQJ�D�W\SLFDO�SURYLQFLDO�EDQN�LQ�$UJHQWLQD��EDVHG�RQ�WKHLU�DYHUDJH�ORVV�UDWHV�IURP����������ZLWK�WKH�VKRUW�WHUP�FRVW�RI�SULYDWL]DWLRQ���,Q�SUDFWLFH��WKRVH�ORVV�UDWHV�ZHUH�OLNHO\�WR�EH�XQGHUVWDWHG���7KH�SRRU�SHUIRUPDQFH�RI�WKH�SURYLQFLDO�EDQNV�PHDQW�WKH\�KDG�JRRG�UHDVRQ�WR�EH�OHVV�WKDQ�IRUWKFRPLQJ�ZKHQ�UHSRUWLQJ�ORDQ�TXDOLW\�WR�WKH�&HQWUDO�%DQN�RI�$UJHQWLQD���7KLV�YLHZ�LV�VXSSRUWHG�E\�WKH�UHVXOWV�RI�H[WHUQDO�DXGLWV�FRQGXFWHG�DW�WKH�WLPH�RI�SULYDWL]DWLRQ���,Q�DQ\�HYHQW��HYHQ�EDVHG�RQ�WKH�REVHUYHG�ORVV�UDWH��WKH\�IRXQG�WKDW�WKH�SUHVHQW�YDOXH�RI�WKH�IXWXUH�UH�FDSLWDOL]DWLRQ�UHTXLUHG�E\�$UJHQWLQHDQ�ODZ�IDU�H[FHHGHG�WKH�PD[LPXP�VKRUW�WHUP�FRVWV�DVVRFLDWHG�ZLWK�SULYDWL]DWLRQ���7KHVH�VKRUW�WHUP�FRVWV�FDPH�IURP�UHDOL]LQJ�DQG�FOHDQLQJ�XS�WKH�SDVW�ORVVHV�RI�WKH�SURYLQFLDO�EDQNV���,Q�SDUWLFXODU��WKH�SUHVHQW�GLVFRXQWHG�YDOXH�RI�WKH�UHFDSLWDOL]DWLRQ�SD\PHQWV�UHTXLUHG�XQGHU�$UJHQWLQH�SUXGHQWLDO�UHJXODWLRQ�IRU�D�W\SLFDO�SURYLQFLDO�EDQN�����PLOOLRQ�SHVRV�LQ�QHW�ZRUWK��ZRXOG�KDYH�EHHQ�����PLOOLRQ�SHVRV���7KH�W\SLFDO�UHVLGXDO�HQWLW\�WKDW�ZDV�FUHDWHG�IURP�VXFK�D�EDQN�ZRXOG�KDYH�KDG�RQO\�����PLOOLRQ�SHVRV�LQ�OLDELOLWLHV���7KHVH�VLPXODWLRQ�UHVXOWV�LQGLFDWH�WKDW��LI�D�SURYLQFH�UHFRYHUHG�QRQH�RI�WKH�DVVHWV�RI�LWV�UHVLGXDO�HQWLW\��DQG�SDLG�RII�DOO�LWV�UHVLGXDO�OLDELOLWLHV�LPPHGLDWHO\��WKH�FRVWV�ZRXOG�KDYH�EHHQ�OHVV�WKDQ�RQH�WKLUG�RI�WKH�HVWLPDWH�RI�WKH�GLVFRXQWHG�UHFDSLWDOL]DWLRQ�FRVWV���7KLV�LJQRUHV�WKH�VDOHV�SULFH�UHFHLYHG�IRU�WKH�SULYDWL]HG�HQWLW\��ZKLFK�ZRXOG�KDYH�EHHQ�DQRWKHU�VRXUFH�RI�ILVFDO�EHQHILW���,Q�PRVW�FDVHV��E\�DYRLGLQJ�WKH�IXWXUH�ORVVHV�RI�WKH�VWDWH�RZQHG�EDQN��SULYDWL]DWLRQ�VKRXOG�RIIHU�VXEVWDQWLDO�ILVFDO�EHQHILWV���2I�FRXUVH��LW�LV�QRW�RQO\�VWDWH�RZQHG�EDQNV�WKDW�VRPHWLPHV�QHHG�UH�FDSLWDOL]DWLRQ���)DLOHG�RU�IDLOLQJ�SULYDWH�EDQNV�RIWHQ�UHTXLUH�LQWHUYHQWLRQ��DQG�VRPH�DUH�EDLOHG�RXW���7KH�SRWHQWLDO�ILVFDO�EHQHILWV�RI�EDQN�SULYDWL]DWLRQ��WKHUHIRUH��GHSHQG�FULWLFDOO\�RQ�D�VRXQG�UHJXODWRU\�DQG�VXSHUYLVRU\�HQYLURQPHQW�WKDW�GRHV�QRW�IRVWHU�D�EDLORXW�FXOWXUH�DQG�FDWFKHV�VPDOO�SUREOHPV�DW�SULYDWL]HG�EDQNV�EHIRUH�WKH\�EHFRPH�ELJ�RQHV���
�� 7KH�VDOHV�SULFHV�LQ�WKHVH�WUDQVDFWLRQV��KRZHYHU��WHQGHG�WR�EH�OHVV�WKDQ����PLOOLRQ�SHVRV���7KH�VLPXODWLRQV�DUH�GHVFULEHG�LQ�PRUH�GHWDLO�LQ�&ODUNH�DQG�&XOO����������6LPLODU�UHVXOWV�REWDLQ�IRU�YDULRXV�GLVFRXQW�UDWHV�DQG�IRU�YDULRXV�SODXVLEOH�DVVXPSWLRQV�DERXW�FDSLWDO�ORVV�UDWHV��
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������5HFRJQL]LQJ�DQG�5HVROYLQJ�3DVW�/RVVHV�6LQFH�SXEOLF�EDQNV�WHQG�EH�LQVROYHQW�SULRU�WR�VDOH��JRYHUQPHQWV�RIWHQ�PXVW�FRQVLGHU�YDULRXV�IRUPV�RI�UHVWUXFWXULQJ�WR�DWWUDFW�EX\HUV���7KLV�ZDV�PRVW�SURQRXQFHG�LQ�WKH�WUDQVLWLRQ�HFRQRPLHV�RI�(DVWHUQ�(XURSH�DQG�WKH�)RUPHU�6RYLHW�8QLRQ��ZKHUH�WKH�ROG�µPRQREDQNV¶�ILUVW�ZHUH�EURNHQ�XS�DORQJ�IXQFWLRQDO�RU�JHRJUDSKLF�OLQHV����+RZHYHU��WKH�IXQGDPHQWDO�UHVWUXFWXULQJ�SUREOHP��ZKLFK�DSSHDUV�WR�DSSO\�LQ�PRVW�VLWXDWLRQV��ZDV�KDQGOLQJ�WKH�PRXQWDLQ�RI�QRQ�SHUIRUPLQJ�DVVHWV�LQ�WKH�SRUWIROLRV�RI�LQVROYHQW�VWDWH�RZQHG�EDQNV���$�UHFHQW�HFRQRPHWULF�FURVV�FRXQWU\�VWXG\�RI�EDQN�SULYDWL]DWLRQ�QRWHV��(IIHFWLYH�PHWKRGV�RI�GHD OLQJ�ZLWK�EDG�ORDQV�SULRU�WR�RU�GXULQJ�WKH�SULYDWL]DWLRQ�SURFHVV�DUH�HVVHQWLDO���7KLV�SUREOHP�LV�HVSHFLDOO\�VHYHUH�LQ�VLWXDWLRQV�ZKHUH�XQFROOHFWDEOH�ORDQV�DUH�RXWVWDQGLQJ�WR�VWDWH �RZQHG�HQWHUSULVHV�� ��9HUEUXJJH��0HJJLQVRQ��DQG�2ZHQV������� ��,Q�WKHLU�VWXG\�RI�EDQN�SULYDWL]DWLRQ�LQ�WKH�WUDQVLWLRQ�HFRQRPLHV��%RQLQ�DQG�:DFKWHO��������DUH�PRUH�VSHFLILF�DERXW�WKH�DSSURSULDWH�PHWKRG�IRU�KDQGOLQJ�WKH�EDG�ORDQ�SUREOHP��³5HFDSLWDOL]DWLRQ�LV�D�QHFHVVDU\�FRQGLWLRQ�IRU�D�VXFFHVVIXO�WUDQVIHU�RI�JRYHUQDQFH�WR�DQ�H[WHUQDO�RZQHU���:HDN�EDQNV�PXVW�EH�UHVWUXFWXUHG�DQG�HQGRZHG�SURSHUO\�EHIRUH�D�VDOH�LV�FRQVLGHUHG�´��:H�WDNH�DQ�DJQRVWLF�DSSURDFK�RQ�VSHFLILF�PHWKRGV�QRWLQJ��IRU�H[DPSOH��WKDW�$UJHQWLQD¶V�UHODWLYHO\�VXFFHVVIXO�SULYDWL]DWLRQ�FHQWHUHG�RQ�WKH�FUHDWLRQ�RI�UHVLGXDO�HQWLWLHV�IRU�WKH�ORZ�TXDOLW\�DVVHWV�DQG�OLDELOLWLHV�QRW�DVVXPHG�E\�WKH�SULYDWH�SXUFKDVHU���,Q�DGGLWLRQ��DQ�LQVROYHQW�VWDWH�RZQHG�EDQN�FRXOG�EH�VROG�LQ�LWV�HQWLUHW\�WR�ZKRHYHU�ELGV�WKH�OHDVW�QHJDWLYH�SULFH��� :KDWHYHU�WKH�PHWKRG��KRZHYHU��PRVW�VRXUFHV�DJUHH�WKDW�KDQGOLQJ�DFFXPXODWHG�EDG�ORDQV�LV�WKH�YLWDO�DVSHFW�RI�EDQN�SULYDWL]DWLRQ��%HFDXVH�QRQ�SHUIRUPLQJ�ORDQV�FDQ�EH�KLGGHQ��RIWHQ�WKURXJK�FUHGLW�UROORYHUV�RU�GHEW�UHVWUXFWXULQJ��WKH�SXEOLF�PD\�EH�XQDZDUH�RI�WKH�GHSWK�RI�WKH�SUREOHPV�ZLWK�WKH�SRUWIROLRV�RI�
�� 7KRVH�DXWKRUV�OLPLWHG�WKHLU�HPSLULFDO�DQDO\VLV�WR�SULYDWL]DWLRQV�XQGHUWDNHQ�WKURXJK�SXEOLF�VHFXULWLHV�RIIHULQJV���$V�WKH\�QRWH��DQ�LPSRUWDQW�GUDZEDFN�WR�WKHLU�DSSURDFK�LV�WKDW�WKH\�OHDYH�RXW�SULYDWL]DWLRQV�XQGHUWDNHQ�WKURXJK�VDOHV�WR�VWUDWHJLF�LQYHVWRUV��IRUHLJQ�RU�GRPHVWLF��RU�WKURXJK�YRXFKHUV��DV�ZDV�FXVWRPDU\�LQ�PDQ\�WUDQVLWLRQ�HFRQRPLHV����%HFDXVH�FDSLWDO�PDUNHWV�DUH�SRRUO\�GHYHORSHG�LQ�PRVW�RI�WKH�:RUOG�%DQN¶V�FOLHQW�FRXQWULHV��WKHVH�WZR�PHWKRGV�KDYH�EHHQ�XVHG�PRUH�ZLGHO\�WKDQ�RIIHULQJV�RI�VHFXULWLHV������ 5DPDFKDQGUDQ��������SRLQWV�RXW�WKDW�WKLV�LV�HVVHQWLDOO\�WKH�DSSURDFK�WDNHQ�E\�WKH�5HVROXWLRQ�7UXVW�&RUSRUDWLRQ�LQ�WKH�8QLWHG�6WDWHV���+RZHYHU��LQ�SUDFWLFH��LW�PD\�EH�LPSRVVLEOH�WR�VHOO�EDQNV�IRU�µQHJDWLYH¶�SULFHV�IRU�SROLWLFDO�UHDVRQV��



(&(6�'/6����&DSULR��-U�	�&XOO�$XJXVW��������

L[�

VWDWH�RZQHG�EDQNV���7KH�XSVKRW�RI�WKHVH�SUREOHPV�LV�WKDW��ZKHQ�SULYDWL]DWLRQ�RFFXUV�DQG�WKH�SRUWIROLR�LV�ULJRURXVO\�H[DPLQHG��WKHUH�LV�RIWHQ�µVWLFNHU�VKRFN¶�DVVRFLDWHG�ZLWK�WKH�FRVWV�RI�FOHDQ�XS���2XU�EHVW�TXDQWLWDWLYH�HYLGHQFH�RQ�WKLV�LVVXH�FRPHV�IURP�WKH�SURYLQFLDO�EDQN�SULYDWL]DWLRQV�LQ�$UJHQWLQD���$V�SDUW�RI�WKH�SULYDWL]DWLRQ�SURJUDP��WKHVH�EDQNV�ZHUH�UHTXLUHG�WR�XQGHUJR�ULJRURXV�H[WHUQDO�DXGLWV�SULRU�WR�VDOH���&ODUNH�DQG�&XOO��������UHSRUW�WKDW�WKHLU�UDWLRV�RI�QHW�ZRUWK�WR�OLDELOLWLHV��UHTXLUHG�WR�EH������SHUFHQW�XQGHU�$UJHQWLQH�UHJXODWLRQ��GURSSHG�E\�ILIWHHQ�SHUFHQWDJH�SRLQWV�DIWHU�WKHVH�DXGLWV���%HFDXVH�PRVW�RI�WKH�SXEOLF�SURYLQFLDO�EDQNV�KDG�QHW�ZRUWK�UDWLRV�QHDU���SHUFHQW�SULRU�WR�SULYDWL]DWLRQ��ZHOO�EHORZ�WKH�VWDQGDUG���WKH�ILIWHHQ�SHUFHQWDJH�SRLQW�GLS�LPSOLHG�D�SRVW�DXGLW�UDWLR�RI�±���SHUFHQW���,Q�RQH�FDVH��WKH�UDWLR�GLSSHG�WR�±���SHUFHQW���%DQN�SULYDWL]DWLRQ�LV�OLNHO\��WKHUHIRUH��WR�UHYHDO�LQVROYHQF\��SHUKDSV�YHU\�GHHS�LQVROYHQF\���)HDU�RI�UHYHDOLQJ�VXFK�DQ�LQVROYHQF\�LV�XQGHUVWDQGDEOH��EXW�LURQLFDOO\�LW�LV�RIWHQ�WKDW�IHDU�WKDW�SUHYHQWV�SROLWLFLDQV�IURP�FDSWXULQJ�WKH�ORQJ�WHUP�ILVFDO�EHQHILWV�DVVRFLDWHG�ZLWK�EDQN�SULYDWL]DWLRQ�GHVFULEHG�DERYH����,QWHUQDWLRQDO�H[SHULHQFH�VXJJHVWV�WKDW�VXFFHVVIXO�SULYDWL]DWLRQ�ZLOO�HQWDLO�DW�OHDVW�VRPH�UHFRJQLWLRQ�DQG�UHVROXWLRQ�RI�SDVW�ORVVHV���6XIILFLHQW�ILVFDO�UHVRXUFHV�PXVW�EH�IRXQG���,Q�$UJHQWLQD��WKH�&HQWUDO�%DQN�KDG�ORQJ�UHGLVFRXQWHG�WKH�ORDQV�RI�WKH�SXEOLF�SURYLQFLDO�EDQNV���%HFDXVH�PDQ\�RI�WKHVH�ORDQV�ZHUH�QRQ�SHUIRUPLQJ��WKH�IHGHUDO�JRYHUQPHQW��WKURXJK�WKH�&HQWUDO�%DQN��ERUH�WKH�FRVWV�RI�SRRU�SURYLQFLDO�EDQN�SHUIRUPDQFH���3ULYDWL]DWLRQ�GLG�QRW�RFFXU�XQWLO�WKH�UROH�RI�WKH�&HQWUDO�%DQN�FKDQJHG�DQG�WKH�$UJHQWLQH�IHGHUDO�JRYHUQPHQW��LQ�FRQMXQFWLRQ�ZLWK�WKH�:RUOG�%DQN�DQG�WKH�,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN��GHYHORSHG�D�SURJUDP�IRU�WKH�UHVROXWLRQ�RI�SDVW�SURYLQFLDO�EDQN�ORVVHV��� ,Q�%UD]LO��D�VLPLODU�VLWXDWLRQ�RFFXUUHG��H[FHSW�WKDW�WKH�IHGHUDO�JRYHUQPHQW�XQGHUWRRN�WKH�SURJUDP�RQ�LWV�RZQ��ZLWKRXW�VXSSRUW�IURP�LQWHUQDWLRQDO�GRQRUV��� ,Q�ERWK�FDVHV��KRZHYHU��SURYLQFLDO��RU�VWDWH��SROLWLFLDQV�UHFHLYHG�µIHGHUDO¶�ILQDQFLDO�DVVLVWDQFH�WR�FOHDQ�XS�WKH�EDODQFH�VKHHWV�RI�WKHLU�EDQN�LQ�UHWXUQ�IRU�WKHLU�DJUHHPHQW�WR�SULYDWL]H��
�� 6HH�&ODUNH�DQG�&XOO��������IRU�D�PRUH�GHWDLOHG�GHVFULSWLRQ�RI�WKH�SURJUDP����� 0DLD���������1HVV����������$EVHQW�WKH�ILVFDO�OHYHUDJH�RI�WKH�LQWHUQDWLRQDO�GRQRU�FRPPXQLW\��WKH�%UD]LOLDQ�SURJUDP�KDV��WKXV�IDU��DFKLHYHG�IDU�IHZHU�SULYDWL]DWLRQV�WKDQ�WKH�$UJHQWLQH�SURJUDP���$V�RI�-DQXDU\�������RQO\�VL[�RI�DERXW�WKLUW\�RI�%UD]LO¶V�VWDWH�FRPPHUFLDO�EDQNV�KDG�EHHQ�SULYDWL]HG��0DNOHU���������
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,Q�WKH�0H[LFDQ�FDVH��WKH�DXWKRULWLHV�KDYH�QRZ�DJUHHG�WR�UH�SULYDWL]H�WKHLU�LQWHUYHQHG�EDQNV�LQ�UHWXUQ�IRU�:RUOG�%DQN�ILQDQFLDO�DVVLVWDQFH���7KH�JRDO�LV�ILUVW�WR�FUHDWH�VROYHQW�LQVWLWXWLRQV�DQG�WKHQ�VHDUFK�IRU�QHZ�RZQHUV���:RUOG�%DQN�ORDQ�SURFHHGV�ZLOO�EH�GLVEXUVHG�IRU�LQGLYLGXDO�EDQN�VDOHV��WKH�WHUPV�RI�ZKLFK�ZLOO�EH�DSSURYHG�RQ�D�FDVH�E\�FDVH�EDVLV����5HVWULFWLRQV�RQ�IRUHLJQ�SDUWLFLSDWLRQ�LQ�WKH�VHFWRU�KDYH�HDVHG�GXH�WR�D�JURZLQJ�UHFRJQLWLRQ�WKDW�IRUHLJQ�EDQNV�FRXOG�IRVWHU�PRUH�VWDEOH�ILQDQFLDO�VHFWRU�GHYHORSPHQW���7R�WKH�H[WHQW�WKDW�(J\SW¶V�SXEOLF�EDQNV�KDYH�KLGGHQ�ORVVHV��DV�PDQ\�VWDWH�RZQHG�EDQNV�GR��FRYHULQJ�ILVFDO�FRVWV�ZLOO�OLNHO\�EH�DQ�LPSRUWDQW�SDUW�RI�WKH�EDQN�SULYDWL]DWLRQ�SURFHVV���������6WDIILQJ�DQG�%UDQFKLQJ�0DQ\�VWDWH�EDQNV�DUH�VLJQLILFDQWO\�RYHUVWDIIHG�RU�KDYH�LQHIILFLHQW�EUDQFK�QHWZRUNV���$V�D�UHVXOW��D�SDUW�RI�WKH�HIILFLHQF\�JDLQV�DVVRFLDWHG�ZLWK�SULYDWL]DWLRQ�FRPHV�IURP�OD\LQJ�RII�VXUSOXV�ZRUNHUV�RU�FORVLQJ�EUDQFKHV��VRPHWLPHV�LQ�UXUDO�DUHDV���DQG�JRYHUQPHQWV�RIWHQ�KDYH�WR�GHFLGH�KRZ�PXFK�FRVW�VDYLQJ�UHVWUXFWXULQJ�LV�SROLWLFDOO\�IHDVLEOH���&ODUNH�DQG�&XOO��������SURYLGH�HFRQRPHWULF�HYLGHQFH�WKDW�WKH�PRVW�RYHUVWDIIHG�SURYLQFLDO�EDQNV��D�VLJQ�RI�WKH�SROLWLFDO�SRZHU�RI�WKRVH�ZRUNHUV��DQG�WKH�EDQNV�WKDW�PRVW�GRPLQDWHG�WKH�ORFDO�EDQNLQJ�PDUNHW��ZHUH�WKH�VORZHVW�WR�SULYDWL]H���7KHLU�SDSHU�DOVR�SRLQWV�RXW�V\VWHPDWLF�GLIIHUHQFHV�LQ�WKH�$UJHQWLQH�SULYDWL]DWLRQ�FRQWUDFWV�VWHPPLQJ�IURP�WKH�SURYLQFHV¶�ILVFDO�VLWXDWLRQV��WKH�H[WHQW�RI�RYHUVWDIILQJ�DW�WKH�EDQN��DQG�WKH�GRPLQDQFH�RI�WKH�EDQN�UHODWLYH�WR�WKH�ORFDO�EDQNLQJ�VHFWRU���,Q�SDUWLFXODU��SURYLQFHV�LQ�GLUH�ILVFDO�VWUDLWV�SURWHFWHG�WKH�MREV�RI�IHZHU�EDQN�HPSOR\HHV�DQG�VKLIWHG�D�KLJKHU�VKDUH�RI�DVVHWV�DQG�OLDELOLWLHV�RI�WKH�SXEOLF�SURYLQFLDO�EDQN�RQWR�WKH�SXUFKDVHU���%\�FRQWUDVW��WKRVH�ZLWK�RYHUVWDIIHG�EDQNV�WKDW�GRPLQDWHG�WKH�ORFDO�ILQDQFLDO�ODQGVFDSH�SURWHFWHG�PRUH�MREV�DQG�VKLIWHG�IHZHU�DVVHWV�DQG�OLDELOLWLHV�RYHU�WR�WKH�SXUFKDVHU��7KH�ELJ�IRXU�DQG�WKH�VWDWH�VSHFLDOL]HG�EDQNV�KDG�ORZHU�DVVHWV�SHU�HPSOR\HH�WKDQ�GLG�WKH�SULYDWH�EDQNV��DQG�WKH�JDS�ZLGHQHG�IURP������WR�������7DEOH������ 7KH�GLIIHUHQFH�RQ�WKHVH�UDWLRV�LV�HVSHFLDOO\�VWULNLQJ�ZKHQ�FRPSDULQJ�WKH�VWDWH�EDQNV�ZLWK�WKH�SULYDWH�EDQNV�WKDW�KDYH�PDMRULW\�IRUHLJQ�RZQHUVKLS��FRPSDUH�7DEOH���DQG�7DEOH������7KH�SULYDWH�EDQNV�QRZ�DOVR�KDYH�D�
�� .RPSDVV�SURYLGHV�EDODQFH�VKHHW�LQIRUPDWLRQ�IRU�RQO\�WZR�RI�WKH�ELJ�IRXU�EDQNV�LQ��������$V�D�UHVXOW��ZH�FDQ�PDNH�UHOLDEOH�FRPSDULVRQV�EHWZHHQ�JURXSV�RQO\�WKURXJK�������
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KLJKHU�UDWLR�RI�GHSRVLWV�SHU�HPSOR\HH�WKDQ�WKH�VWDWH�EDQNV��DOWKRXJK�WKH\�GLGQ¶W�RYHUWDNH�WKH�ELJ�IRXU�RQ�WKLV�PHDVXUH�XQWLO��������$VVXPLQJ�WKH�SULYDWH�EDQNV�KDYH�PDGH�DSSURSULDWH�VWDIILQJ�GHFLVLRQV��WKHVH�UDWLRV�VXJJHVW�WKDW�WKH�VWDWH�EDQNV�DUH�RYHUVWDIIHG���6XFFHVVIXO�EDQN�SULYDWL]DWLRQ�OLNHO\�ZLOO�HQWDLO�WKDW�WKH�H[FHVV�ODERU�SUREOHP�EH�DGHTXDWHO\�DGGUHVVHG����7DEOH����(IILFLHQF\�DQG�6WDIILQJ�E\�%DQN�7\SH������������$VVHWV�SHU�(PSOR\HH<HDU %LJ�)RXU 6WDWH�6SHFLDOL]HG 3ULYDWH
���� ������ ������ ���������� ������ ������ ���������� ������ ������ ���������� ������ ������ ������'HSRVLWV�SHU (PSOR\HH<HDU %LJ�)RXU 6WDWH�6SHFLDOL]HG 3ULYDWH
���� ������ ����� ���������� ������ ����� ���������� ������ ����� ���������� ������ ����� ������

$UJHQWLQD�LV��DW�SUHVHQW��WKH�RQO\�FDVH�WKDW�SURYLGHV�VXIILFLHQW�REVHUYDWLRQV�WR�SHUPLW�HFRQRPHWULF�DQDO\VLV�RYHU�WKH�WUDGH�RIIV�EHWZHHQ�SURWHFWLQJ�MREV�DQG�DFKLHYLQJ�VXFFHVVIXO�EDQN�SULYDWL]DWLRQ���7KH�$UJHQWLQH�H[SHULHQFH�VXJJHVWV�WKDW�HIILFLHQF\�LPSURYHPHQWV�UHTXLUH�VRPH�ODERU�VKHGGLQJ��DQG�WKH\�ZLOO�DOVR�OLNHO\�HQWDLO�WKH�FORVXUH�RI�EUDQFKHV���:KLOH�QHLWKHU�RI�WKRVH�PHDVXUHV�ZHUH�SROLWLFDOO\�HDV\��WKH�$UJHQWLQH�DXWKRULWLHV�SHUPLWWHG�HQRXJK�IOH[LELOLW\�WKURXJK�QHJRWLDWLRQ�WKDW�WKH�SXUFKDVHUV�DQG�WKH�SURYLQFLDO�JRYHUQPHQWV�ZHUH�DEOH�WR�FUDIW�PXWXDOO\�EHQHILFLDO�DJUHHPHQWV�WKDW�ZHUH�SROLWLFDOO\�IHDVLEOH��7KH�VKHHU�QXPEHU�RI�WUDQVDFWLRQV��VHYHQWHHQ�EDQNV�DFURVV�VL[WHHQ�SURYLQFHV��VXJJHVWV�WKDW�WKH�SULYDWL]DWLRQ�SURJUDP�ZDV�D�VXFFHVV���0RUHRYHU��DOWKRXJK�WKH�SRVW�SULYDWL]DWLRQ�SHULRG�KDV�EHHQ�VKRUW��WKHVH�EDQNV�KDYH�UHDVRQDEOH�SHUIRUPDQFH�LQGLFDWRUV�DQG�KDYH�VKLIWHG�WKHLU�OHQGLQJ�DZD\�IURP�WKH�SXEOLF�VHFWRU��&ODUNH�DQG�&XOO����������7KH\�QRZ�FRPSHWH�PRUH�GLUHFWO\�ZLWK�RWKHU�SULYDWH�EDQNV�WKDQ�EHIRUH��DQG�WRWDO�FUHGLW�WR�WKHVH�SURYLQFHV�KDV�EHHQ�UHVWRUHG�WR�LWV�SUH�SULYDWL]DWLRQ�OHYHOV��
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$W�OHDVW�RQH�ORFDO�H[SHUW�LQGLFDWHV�WKDW�WKHUH�DUH�OHJDO�LPSHGLPHQWV�WKDW�H[SOLFLWO\�SURKLELW�WKH�PRVW�GLUHFW�PHWKRGV�WR�FRQIURQW�RYHUVWDIILQJ�LQ�(J\SW¶V�VWDWH�EDQNV��³7KH�RYHUVWDIILQJ�SUREOHP�LV�D�OHJDF\�RI�VRFLDOLVP���*UDGXDOO\��DV�SHRSOH�UHWLUH��WKLQJV�ZLOO�FKDQJH���,W�ZLOO�WDNH�VRPH�WLPH��WKRXJK��EHFDXVH�DFFRUGLQJ�WR�WKH�ODZ�\RX�FDQQRW�ILUH�SHRSOH�´��0RKDPPHG�HO�%DUEDU\��GHSXW\�JRYHUQRU�RI�WKH�&HQWUDO�%DQN��� +RZHYHU��WKHUH�PD\�EH�RWKHU�ZD\V�WR�DGGUHVV�WKH�SUREOHP���.KDWWDE¶V�FRPSUHKHQVLYH�VXPPDU\�RI�(J\SW¶V�H[SHULHQFH�ZLWK�SULYDWL]DWLRQ��������SRLQWV�RXW�WKDW�ZRUNHU�RSSRVLWLRQ�WR�SULYDWL]DWLRQ�KDV�EHHQ�PROOLILHG�WKURXJK�SURJUDPV�WKDW�SHUPLW�ZRUNHUV�WR�SXUFKDVH�VKDUHV�LQ�WKH�SULYDWL]HG�ILUP�RQ�D�SULYLOHJHG�EDVLV���,Q�DGGLWLRQ��(J\SW�KDV�KDG�VXFFHVV�LQ�UHGXFLQJ�H[FHVV�ODERU�WKURXJK�RSWLRQDO�HDUO\�UHWLUHPHQW�SODQV��EX\�RXWV��WKDW�ZHUH�SDUW�RI�PDQ\�SULYDWL]DWLRQV��������&RPSHWLWLYH�(QYLURQPHQW�± )RUHLJQ�(QWU\�0H\HQGRUII�DQG�6Q\GHU��������SRLQW�RXW�WKDW�WKH�HIIHFWV�RI�EDQN�SULYDWL]DWLRQ�PD\�GHSHQG�RQ�WKH�OHYHO�RI�FRPSHWLWLRQ�LQ�WKH�VHFWRU���,Q�FRQWUDVW�WR�EDQNV�LQ�WKH�&]HFK�5HSXEOLF�DQG�3RODQG��+XQJDULDQ�EDQNV�IDFHG�VXEVWDQWLDO�FRPSHWLWLRQ��LQ�SDUWLFXODU�IURP�WKH�GH�QRYR�HQWU\�RI�IRUHLJQ�EDQNV���7KH�UHVXOW�ZDV�³DJJUHVVLYH�H[SDQVLRQ�LQ�WKH�QXPEHU�DQG�TXDOLW\�RI�VHUYLFHV�RIIHUHG��VKDUSO\�GHFOLQLQJ�LQWHUHVW�UDWH�VSUHDGV��DQG�LQWHUQDO�UHRUJDQL]DWLRQ�LQYROYLQJ�GUDPDWLF�FXWV�LQ�UHGXQGDQW�VWDII�´��*LYHQ�WKHLU�FXUUHQW�VPDOO�VL]H��LW�LV�XQFOHDU�ZKHWKHU�SULYDWH�EDQNV�LQ�(J\SW�FRXOG�RIIHU�WKH�VDPH�FRPSHWLWLYH�GLVFLSOLQH���+RZHYHU��WKH�UDSLG�JURZWK�LQ�OHQGLQJ�DQG�WKH�UHODWLYHO\�VWURQJ�SHUIRUPDQFH�RI�WKH�PDMRULW\�IRUHLJQ�RZQHG�MRLQW�YHQWXUHV�LV�DQ�HQFRXUDJLQJ�VLJQ���$QRWKHU�IDFWRU�WKDW�DIIHFWV�EDQN�SULYDWL]DWLRQ�UHVXOWV�PRUH�GLUHFWO\�LV�WKH�JRYHUQPHQW¶V�DWWLWXGH�WRZDUG�IRUHLJQ�LQYHVWRUV���7KLV�PD\�KDYH�OHVV�EHDULQJ�RQ�WKH�OLNHOLKRRG�RI�SULYDWL]DWLRQ�WKDQ�WKH�RWKHU�IDFWRUV�DOUHDG\�PHQWLRQHG��EXW�LW�PD\�KDYH�VXEVWDQWLDO�HIIHFWV�RQ�WKH�ORQJ�UXQ�SURVSHFWV�RI�WKH�SULYDWL]HG�EDQN�IRU�VHYHUDO�UHDVRQV���)RUHLJQ�EDQNV�KDYH�DQ�LQWHUQDWLRQDO�UHSXWDWLRQ�WR�SURWHFW��WKHLU�DVVHW�SRUWIROLRV�DUH�LQWHUQDWLRQDOO\�GLYHUVLILHG��DQG�PRVW�IDFH�EHWWHU�VXSHUYLVLRQ�DQG�UHJXODWLRQ�LQ�WKHLU�KRPH�FRXQWU\�WKDQ�WKH\�ZRXOG�LQ�D�W\SLFDO�GHYHORSLQJ�FRXQWU\��
�� $V�TXRWHG�LQ�0LGGOH�(DVW�(FRQRPLF�'LJHVW��-XQH�����������
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7KH�0H[LFDQ�H[SHULHQFH�LV�HVSHFLDOO\�LQVWUXFWLYH���$OO�0H[LFDQ�EDQNV�ZHUH�QDWLRQDOL]HG�LQ�������DQG�WKH�ILUVW�DWWHPSW�DW�ODUJH�VFDOH�SULYDWL]DWLRQ��ZKLFK�FXOPLQDWHG�LQ�������SURGXFHG�VRPH�FXULRXV�UHVXOWV���0RVW�QRWLFHDEO\��DOWKRXJK�IRUHLJQ�LQYHVWRUV�FRXOG�QRW�SDUWLFLSDWH�LQ�WKH�ELGGLQJ��WKH�EDQNV�VROG�IRU�KLJK�PXOWLSOHV�RI�ERRN�YDOXH���,W�UHPDLQV�XQFOHDU�ZKHWKHU�WKH�ELGV�RYHUVWDWHG�WKH�DFWXDO�FDVK�WKDW�FKDQJHG�KDQGV��UHIOHFWHG�D�UDWLRQDO�H[SHFWDWLRQ�RI�UHJXODWRU\�IRUEHDUDQFH�DQG�D�SUREDEOH�IXWXUH�EDLORXW�LI�WLPHV�JUHZ�WRXJK��RU�ZHUH�D�UHIOHFWLRQ�RI�LPPHQVH�H[SHFWHG�SURILWV���,W�LV�DOVR�LQWHUHVWLQJ�WKDW�WKH�0H[LFDQV�VROG�WKHVH�EDQNV�LQ�WKHLU�HQWLUHW\��ZLWK�SURYLVLRQV�QHLWKHU�IRU�UHVLGXDO�HQWLWLHV�QRU�IRU�UH�FDSLWDOL]DWLRQ���$IWHU�HQJLQHHULQJ�D�UDSLG�OHQGLQJ�ERRP�IURP������WR�������WKHVH�EDQNV�DOO�EHJDQ�WR�IDLO��7KH�����������7HTXLOD�&ULVLV�H[SRVHG�WKH�ZHDNQHVVHV�RI�WKH�V\VWHP��EULQJLQJ�DERXW�UHFRJQLWLRQ�WKDW�IRUHLJQ�RZQHUVKLS�DQG�LPSURYHG�UHJXODWRU\��VXSHUYLVRU\��DQG�DFFRXQWLQJ�SUDFWLFHV�ZRXOG�EHQHILW�WKH�VHFWRU���$V�QRWHG��WKH�VHFRQG�URXQG�RI�SULYDWL]DWLRQ��PXFK�RI�LW�WR�IRUHLJQ�RZQHUV��LV�VWLOO�LQ�SURFHVV��VRPH�ILYH�\HDUV�DIWHU�WKH�FULVLV��$OWKRXJK�LW�FDQ�EH�SROLWLFDOO\�FRQWURYHUVLDO��VRPH�FRXQWULHV�KDYH�HQFRXUDJHG�IRUHLJQ�EX\HUV��SUHVXPDEO\�DQWLFLSDWLQJ�WKDW�IRUHLJQ�PDQDJHPHQW�FRXOG�LPSURYH�EDQN�SHUIRUPDQFH���)RU�H[DPSOH��+XQJDU\�DFWLYHO\�HQFRXUDJHG�IRUHLJQ�SDUWLFLSDWLRQ��WU\LQJ�KDUG�WR�PDNH�WKH�EDQNV�DWWUDFWLYH�WR�IRUHLJQ�EX\HUV���(J\SW�KDV�WDNHQ�PRUH�PHDVXUHG�VWHSV�ZLWK�UHVSHFW�WR�IRUHLJQ�EDQN�HQWU\���%HJLQQLQJ�LQ�WKH�����V��IRUHLJQ�EDQNV�ZHUH�DOORZHG�WR�HQWHU��EXW�RQO\�E\�IRUPLQJ�MRLQW�YHQWXUHV�ZLWK�VWDWH�RZQHG�EDQNV��DQG�WKH�VWDWH�KDV�EHHQ�VORZ�WR�FHGH�HIIHFWLYH�FRQWURO�RI�WKRVH�YHQWXUHV�WR�IRUHLJQ�LQWHUHVWV����$W�OHDVW�RQH�ORFDO�H[SHUW�LQGLFDWHV�WKDW�SULYDWL]DWLRQ�RI�RQH�RI�WKH�ELJ�IRXU�WR�IRUHLJQ�LQWHUHVWV�LV�XQOLNHO\�LQ�WKH�QHDU�WHUP��³3HRSOH�DUH�YHU\�FRQFHUQHG�DERXW�WKH�SULYDWL]DWLRQ�RI�SXEOLF�VHFWRU�EDQNV���7KHUHIRUH�WKH�JRYHUQPHQW�LV�OLNHO\�WR�GR�LW�JUDGXDOO\�DQG�LV�XQOLNHO\�WR�DOORZ�QRQ �(J\SWLDQV�WR�LQYHVW�DW�ILUVW�´���,QDV�(O�+DJUDVV\��JHQHUDO�PDQDJHU��1DWLRQDO�%DQN�RI� (J\SW��5HVHDUFK�'LYLVLRQ��
,I�WKH�DXWKRULWLHV�DUH�LQWHUHVWHG�LQ�HQFRXUDJLQJ�EDQN�SULYDWL]DWLRQ��DWWHPSWV�WR�FKDQJH�WKLV�ELDV�ZRXOG�EH�ZRUWKZKLOH���$V�*XLOOHUPR�2UWL]��WKHQ�)LQDQFH�0LQLVWHU�RI�0H[LFR�SXW�LW�LQ�WKH�IDOO�RI�������ZKHQ�DVNHG�ZKDW�OHVVRQV�KH�ZRXOG�GUDZ�IURP�0H[LFR¶V�H[SHULHQFH�IRU�(DVW�$VLD��³���KDG�
�� $V�TXRWHG�LQ�0LGGOH�(DVW�(FRQRPLF�'LJHVW�
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ZH�DOORZHG�IRUHLJQ�SDUWLFLSDWLRQ�WKH�ILUVW�WLPH�ZH�VROG�RXU�EDQNV��ZH�ZRXOG�KDYH�VDYHG�RXUVHOYHV�FRQVLGHUDEOH�FRVW��DQG�DQRWKHU�URXQG�RI�UH�SULYDWL]DWLRQ�´��
���&RQFOXVLRQV�*UHDWHU�VWDWH�RZQHUVKLS�WHQGV�WR�OHDG�WR�OHVV�ILQDQFLDO�VHFWRU�GHYHORSPHQW�DQG�ORZHU�JURZWK��DQG�DV�JURZWK�LV�WKH�PRVW�VLJQLILFDQW�GHWHUPLQDQW�RI�WKH�LQFRPHV�RI�WKH�SRRU��'ROODU�DQG�.UDD\���������DOVR�WR�KLJKHU�SRYHUW\�OHYHOV���7KLV�ILQGLQJ��FRPELQHG�ZLWK�WKH�SUHYDOHQFH�RI�VWDWH�RZQHG�EDQNV��OHDGV�XV�WR�H[SHFW�PRUH�FRXQWULHV�WR�SXUVXH�SULYDWL]DWLRQ��� <HW��EDQN�SULYDWL]DWLRQ�LQ�D�ZHDN�UHJXODWRU\�HQYLURQPHQW��0H[LFR�LQ�������FDQ�OHDG�WR�FULVLV��ZKLOH�LQ�D�VWURQJ�UHJXODWRU\�HQYLURQPHQW��$UJHQWLQD��FXUUHQWO\���FDQ�OHDG�WR�D�PRUH�UHVLOLHQW�EDQNLQJ�VHFWRU���7KXV��DV�(J\SW�VFRUHV�QHDU�WKH�WRS�LQ�WHUPV�RI�WKH�SHUFHQWDJH�RI�DVVHWV�LQ�VWDWH�RZQHG�EDQNV��WKH�DXWKRULWLHV�PD\�ZLVK�WR�FRQVLGHU�ZD\V�WR�LQFUHDVH�WKH�SULYDWH�VHFWRU¶V�UROH�LQ�EDQNLQJ���7R�WKDW�HQG��WKLV�SDSHU�KDV�IXUQLVKHG�VRPH�JXLGHOLQHV�DV�WR�WKH�UHJXODWRU\�SUH�FRQGLWLRQV�IRU�D�UREXVW�EDQNLQJ�VHFWRU��DV�ZHOO�DV�VRPH�LQGLFDWLRQ�DV�WR�ZKHUH�(J\SW�VWDQGV�FRPSDUHG�WR�VHOHFWHG�HFRQRPLHV�LQ�WKDW�VFRUH���$V�QRWHG��WKH�µVFLHQFH¶�RI�FRPSDULQJ�UHJXODWRU\�UHJLPHV�LV�LQ�LWV�LQIDQF\��DQG�ODFNLQJ�RWKHU�LQIRUPDWLRQ��ZH�DUELWUDULO\�DWWULEXWHG�HTXDO�ZHLJKWV�WR�DOO�FDWHJRULHV�LQ�RXU�UHJXODWRU\�LQGH[��ZKLFK�ZLOO�DOPRVW�VXUHO\�EH�IRXQG�WR�EH�LQFRUUHFW���2Q�WKLV�EDVLV��(J\SW�UHFHLYHG�D�ORZ�VFRUH���+RZHYHU��(J\SW�DSSHDUV�WR�EH�FORVHU�WR�D�VLPLODUO\�ORZ�VFRULQJ�,QGLD��UDWKHU�WKDQ�WR�WKH�FULVLV�FRXQWULHV�RI�(DVW�$VLD��HVSHFLDOO\�LQ�WHUPV�RI�UHODWLYHO\�KLJK�OLTXLGLW\�UDWLRV���7KXV�ZH�DUJXH�WKDW�LI�WKH�DXWKRULWLHV�ZLVK�WR�HQFRXUDJH�JUHDWHU�LQWHUPHGLDWLRQ�DQG��LQ�SDUWLFXODU��D�ODUJHU�UROH�IRU�SULYDWH�EDQNV��WKHQ�LPSURYHPHQWV�LQ�WKH�UHJXODWRU\�HQYLURQPHQW�VKRXOG�EH�D�SULRULW\���
�� 5HFDOOHG�E\�WKH�VHQLRU�DXWKRU��ZKR�RUJDQL]HG�WKDW�SDQHO���1RWH�WKH�RWKHU�OHVVRQ�2UWL]�QDPHG�ZDV�WKDW�WKH�DXWKRULWLHV�VKRXOG�KDYH�EHJXQ�HIIRUWV�WR�LPSURYH�WKHLU�UHJXODWRU\�VXSHUYLVRU\�HQYLURQPHQW�DQG�WKHLU�WUDQVSDUHQF\�EHIRUH�WKH\�VROG�RII�DOO�WKHLU�EDQNV�WR�SULYDWH�LQWHUHVWV���� 7KHUH�LV�QR�LQWHQWLRQ�WR�VXJJHVW�WKDW�VWDWH�RZQHUVKLS�PDNHV�GHYHORSPHQW�LPSRVVLEOH��DV�RQH�DGYDQFHG�HFRQRP\��*HUPDQ\��KDV�VKRZQ�WKDW�GHYHORSPHQW�LV�SRVVLEOH�ZLWK�VLJQLILFDQW�����SHUFHQW��VWDWH�RZQHUVKLS���6WLOO��WKLV�LV�WKH�H[FHSWLRQ��DQG�PRVW�RWKHU�KLJK�LQFRPH�HFRQRPLHV�IHDWXUH������SHUFHQW�RI�DVVHWV�LQ�VWDWH�EDQNV��,QIRUPDWLRQ�IDLOXUHV�FUHDWH�D�UDWLRQDOH�IRU�LQWHUYHQWLRQV�LQ�WKH�ILQDQFLDO�VHFWRU��WKRXJK�VWDWH�RZQHUVKLS�GRHV�QRW�DSSHDU�WR�EH�WKH�EHVW�PHWKRG�IRU�UHVROYLQJ�WKHP��
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,PSRUWDQW�DUHDV�LQFOXGH�WUDQVSDUHQF\��GLVFORVXUH��SURSHUW\�ULJKWV��DQG�WKH�MXGLFLDO�HQIRUFHPHQW�RI�OHJDO�SURWHFWLRQV�IRU�FUHGLWRUV����7KHVH�FKDQJHV�ZLOO�WDNH�WLPH�DQG��WR�SDUDSKUDVH�-HDQ�0RQQHW��DUH�EHVW�EHJXQ�DV�VRRQ�DV�SRVVLEOH���7R�WKH�H[WHQW�WKDW�WKH�DXWKRULWLHV�ZLVK�WR�FRQVLGHU�SULYDWL]DWLRQ�HDUO\��ZH�ZRXOG�UHFRPPHQG�D�SKDVHG�DSSURDFK��DQG�DQ�DWWHPSW��IROORZLQJ�*XLOOHUPR�2UWL]¶V�DGYLFH��WR�VHOHFW�SULYDWH�RZQHUV�ZKR�OLNHO\�ZLOO�QRW�QHHG�DV�PXFK�RYHUVLJKW��QDPHO\�JRRG�IRUHLJQ�EDQNV���6WDWH�EDQNV�GRPLQDWH�(J\SW¶V�EDQNLQJ�VHFWRU�DV�WKH\�GR�LQ�IHZ�RWKHU�FRXQWULHV��DQG�RYHUVWDIILQJ�LV�UHFRJQL]HG�E\�ORFDO�H[SHUWV�DV�DQ�LPSHGLPHQW�WR�SULYDWL]DWLRQ���(J\SW¶V�VXFFHVVIXO�SULYDWL]DWLRQ�H[SHULHQFH�LQ�RWKHU�VHFWRUV�VXJJHVWV�WKDW�WKHVH�REVWDFOHV�FDQ�EH�RYHUFRPH��EXW�JRYHUQPHQW�RIILFLDOV�ZLOO�KDYH�WR�µEX\�LQ¶�WR�WKH�HPSLULFDO�UHVXOWV�OLQNLQJ�SULYDWH�VHFWRU�RZQHUVKLS�ZLWK�IDVWHU�JURZWK�DQG�ORZHU�SRYHUW\�OHYHOV�LI�SULYDWL]DWLRQ�LV�WR�WDNH�RII����
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$33(1',;�
$SSHQGL[�$���&RPSRQHQWV�RI�WKH�&$0(/27�5DWLQJV�IRU�%DQNLQJ�6\VWHP�5HJXODWLRQ 
7DEOH�$���&DSLWDO�
&RXQWU\ 'HILQLWLRQ 0LQLPXP�5DWLR 5DQN6LQJDSRUH 2QO\�7LHU���HOLJLEOH� �� �$UJHQWLQD &DSLWDO� UDWLR� JHDUHG� WR�&$0(/� UDWLQJ� DQG� LQWHUHVW� UDWHV�� FDSLWDO� UHT�� IRU�PDUNHW�ULVN�DGGHG��ZLWK�ERQGV�RI�GXUDWLRQ�RYHU�����\HDUV�UHTXLULQJ�KLJKHU�FDSLWDO ���� �
+RQJ�.RQJ ���SHUFHQW�RI� UHYDOXDWLRQ� UHVHUYHV�HOLJLEOH� IRU� LQFOXVLRQ��0LQLPXP�FDQ�EH�UDLVHG�XS� WR� ���SHUFHQW� IRU� OLFHQVHG�EDQNV�� ���SHUFHQW� IRU� UHVWULFWHG� OLFHQVH�RU�GHSRVLW�WDNLQJ� FRPSDQ\�� LQVWLWXWLRQV� UHTXLUHG� WR� REVHUYH� D� µWULJJHU¶� �� SHUFHQW� DERYH� WKH�PLQLPXP��&DSLWDO�UHTXLUHPHQW�IRU�PDUNHW�ULVN�DV�RI�ODWH����

� �
&KLOH 2QO\�/7� VXE� GHEW�� XS� WR� ��� SHUFHQW� RI� FDSLWDO�� ULVN�ZHLJKW� IRU�PRUWJDJHV� DERYH�%DVOH�� QRUP� � �
%UD]LO ���SHUFHQW�5HYDO��UHVHUYHV��ORVV�UHVHUYHV��LQFOXGHG�WLHU�� � �3HUX 1R�UHYDOXDWLRQ�DFFRXQWV��VXE�GHEW�SHUPLWWHG��PLQ��FDSLWDO�UDWLR�UDLVHG�E\���������SHUFHQW�IRU�RYHUGXH�ORDQV� � �
0DOD\VLD 2QO\�WLHU���LQ���SHUFHQW � �3KLOLSSLQHV 1R�WLHU����XQZHLJKWHG��DOO�DW�����SHUFHQW� �� �.RUHD 8S�WR����SHUFHQW�RI�UHYDOXDWLRQ�JDLQV�LQFOXGHG�LQ�WLHU���FDSLWDO � ��&RORPELD ����SHUFHQW�ULVN�ZHLJKW�IRU�ORDQV��RQO\����SHUFHQW�RI�UHYDOXDWLRQ�DVVHWV � �,QGRQHVLD 6XE��GHEW�XS�WR����SHUFHQW � �,QGLD ���SHUFHQW�RI�UHYDO��*DLQV�LQ�WLHU����WLHU���PD[������SHUFHQW�RI�WLHU�� � ��(J\SW ���SHUFHQW�RI�UHYDO��JDLQV�LQFOXGHG � �7KDLODQG 7LHU���LQFOXGHV�UHYDOXDWLRQ�DFFRXQWV��SURYLVLRQV��XQUHDOL]HG�VHFXULWLHV��SURILW�ORVV��VXERUGLQDWHG�GHEW� ��� ��
7DEOH�$���/RDQ�&ODVVLILFDWLRQ�
&RXQWU\ 'D\V�WR�13/ 0LQLPXP�LQLWLDO�SURYLVLRQ &RPPHQWV 5DQN6LQJDSRUH 6XE��ULVN ORDQ�YDOXH��� FROODWHUDO������PLQ�� �$UJHQWLQD �� ���� ���SURYLVLRQ�RQ�QRUPDO�ORDQV��PD[��VLQJOH����� �+RQJ�.RQJ ��� QR�JHQHUDO�UXOH PD[��VLQJOH����� ��&KLOH ����� ����Q�D� �%UD]LO �� ��� �3HUX ����� ������ �0DOD\VLD ��� �����JHQ��SURYLVLRQV������RQFH�ORDQ�LV�VXEVWDQGDUG� ��3KLOLSSLQHV VXE��ULVN ���� �.RUHD ��� ��� ��&RORPELD �� ��� �,QGRQHVLD �� ��� PD[��VLQJOH�������PD[��JURXS����� �,QGLD ��� ����QRW�QHW�RI�SURYLVLRQV ��(J\SW �� �� ����); �7KDLODQG ��� ���� ��1RWH��� RQ�XQVHFXUHG�EDODQFHV��

 ,Q�DGGLWLRQ�WR�YDULRXV�QDWLRQDO�VRXUFHV�DQG�WKRVH�QRWHG�IROORZLQJ�YDULRXV�WDEOHV��VRXUFHV�LQFOXGHG��-3�0RUJDQ���������5DPRV���������+RQJ�.RQJ�0RQHWDU\�$XWKRULW\��������DQG�,0)����������
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7DEOH�$���0DQDJHPHQW��)RUHLJQ�2ZQHUVKLS��
&RXQWU\ ��RI�DVVHWV�LQIRUHLJQ�EDQNV 5DQN6LQJDSRUH ���� �$UJHQWLQD ���� �+RQJ�.RQJ ���� �&KLOH ���� �%UD]LO ���� �3HUX �� �0DOD\VLD ���� �3KLOLSSLQHV �� �.RUHD � ��&RORPELD ��� ��,QGRQHVLD ���� �,QGLD ��� ��(J\SW ��� ��7KDLODQG ��� ��

7DEOH�$���/LTXLGLW\�
&RXQWU\ 5DWLR�V� )RUH[ 5HPXQHUDWLRQ 5DQN6LQJDSRUH ��� ZDWFKHG�FORVHO\ �$UJHQWLQD ����RQ�OLDELOLWLHV�XS�WR����GD\V������IRU�������������IRU����������DQG���IRU�RYHU�����GD\V��$SSUR[�������DGGLWLRQDO�DV�5HSRV�

ZDWFKHG�FORVHO\ PRVWO\�UHPXQHUDWHG��KDOI�RIIVKRUH �
+RQJ�.RQJ ����RI�OLDELOLWLHV ZDWFKHG�FORVHO\ PRVWO\�UHPXQHUDWHG �&KLOH ���RQ�GHPDQG�������RQ�WLPH �%UD]LO �������� �3HUX ����SOXV�����DGGLWLRQDO PRVWO\�GROODU�GHSRVLWV��VR���� �
0DOD\VLD ������ QR�UHVWULFWLRQV �3KLOLSSLQHV ��� �.RUHD �� ��&RORPELD �������� �,QGRQHVLD ������ PRVWO\�SURKLELWHG PRVWO\�UHPXQHUDWHG ��
,QGLD ���RQ�GHPDQG�����RQ�WLPH �(J\SW ��� ��); QRW�UHPXQHUDWHG �7KDLODQG �� �
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7DEOH�$���2SHUDWLQJ�(QYLURQPHQW�
&RXQWU\ 3URSHUW\5LJKWVÁ &UHGLWRU5LJKWV� (QIRUFHPHQW� 5DQN6LQJDSRUH � � ����� �$UJHQWLQD � �� ���� ��+RQJ�.RQJ � � ���� �&KLOH � �� ���� �%UD]LO � �� ���� ��3HUX � �� ���� ��0DOD\VLD � � ����� �3KLOLSSLQHV � �� ����� ��.RUHD � � ���� �&RORPELD � �� ���� ��,QGRQHVLD ��� � ����� �,QGLD � � ���� �(J\SW � � ���� �7KDLODQG ��� � ���� �1RWH���,Q�UDQNLQJ�IRU�RSHUDWLQJ�HQYLURQPHQW��WKRVH�ZLWK�D�³�´�RQ�SURSHUW\�ULJKWV�JHW�UDQNHG�ILUVW��KHQFH�D���ZD\�WLH���WKRVH�ZLWK�D������JHW�D������ZD\�WLH���DQG�WKRVH�ZLWK�D���FRPH�QH[W��HWF��&UHGLWRUV¶�ULJKWV�DUH�UDQNHG�LQ�WKH�VDPH�PDQQHU��H[FHSW�WKDW��UDWLQJV�UDQJH�IURP�D�ORZ�RI�±��WR�D�KLJK�RI�����DQG�HQIRUFHPHQW�RI�WKH�OHJDO�V\VWHP�LV�UDQNHG�OLQHDUO\�IURP�WKH�KLJK�RI�6LQJDSRUH�WR�WKH�ORZ�RI�WKH�3KLOLSSLQHV��Á �����,QGH[�RI�(FRQRPLF�)UHHGRP��� /HYLQH��������DQG�/D�3RUWD��/RSH]�GH�6LODQHV��6KOHLIHU�DQG�9LVKQ\���������
7DEOH�$���7UDQVSDUHQF\�
&RXQWU\ %DQN�5DWLQJ�5HTXLUHG__ 7RS����%DQNV�Z��,QWHUQDWLRQDO�5DWLQJV__ &RUUXSWLRQ� 5DQN6LQJDSRUH � �� ���� �$UJHQWLQD � �� ���� �+RQJ�.RQJ � � ���� �&KLOH � �� ��� �%UD]LO � � ���� �3HUX � � ��� ��0DOD\VLD � � ���� �3KLOLSSLQHV � � ���� ��.RUHD � �� ��� �&RORPELD � � � ��,QGRQHVLD � �� ���� �,QGLD � � ���� ��(J\SW � � ���� ��7KDLODQG � � ��� �1RWH��)RU�WUDQVSDUHQF\��WKRVH�FRXQWULHV�UHTXLULQJ�EDQNV�WR�EH�UDWHG�JHW�D����WKRVH�ZLWKRXW�WKLV�UHTXLUHPHQW�JHW�D����WKH�QXPEHU�RI��WRS����EDQNV�DQG�WKH�FRUUXSWLRQ�PHDVXUHV�DUH�UDQNHG�DV�DERYH��DQG�UDQNLQJV�WKHQ�WRWDOHG�LQ�WKH�VDPH�PDQQHU��ZLWK�WKH��ORZHVW�VFRUH�JHWWLQJ�D�ILUVW�SODFH��HWF��__ %,6�$QQXDO�5HSRUW��������DQG�:RUOG�%DQN�GDWD��� /D�3RUWD��HW�DO���
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$SSHQGL[�%���%DQNV�8VHG�LQ�WKH�$QDO\VLV�7DEOH�%���$VVHWV�RI�6HOHFWHG�(J\SWLDQ�%DQNV�������
%DQN �����$VVHWV��/(����V%LJ�)RXU1DWLRQDO�%DQN�RI�(J\SW%DQTXH�0LVU%DQTXH�GX�&DLUH%DQN�RI�$OH[DQGULD

����������������������������������������6WDWH�6SHFLDOL]HG3ULQFLSDO�%DQN�IRU�'HYHORSPHQW�DQG�$JULFXOWXUH$UDE�/DQG�%DQN&UHGLW�)RQFLHU�(J\SWLHQ,QGXVWULDO 'HYHORSPHQW�%DQN�RI�(J\SW
������������������������������������3ULYDWH(J\SWLDQ�$UDE�2ZQHG)DLVDO�,VODPLF�%DQN+RXVLQJ�DQG�'HYHORSPHQW�%DQN:DWDQ\�%DQN�RI�(J\SW(J\SWLDQ�%ULWLVK�%DQN(J\SWLDQ�*XOI�%DQN
���������������������������������������������(J\SWLDQ�$UDE���6WDWH�2ZQHG6XH]�&DQDO�%DQN1DWLRQDO�%DQN�IRU�'HYHORSPHQW0LVU�([WHULRU�%DQN0RKDQGHV�%DQN,VODPLF�,QWHUQDWLRQDO�%DQN�IRU�,QYHVWPHQW�DQG�'HYHORSPHQW([SRUW�'HYHORSPHQW�%DQN�RI�(J\SW'HOWD�,QWHUQDWLRQDO�%DQN(J\SWLDQ�6DXGL�)LQDQFH�%DQN8QLWHG�%DQN�RI�(J\SW(J\SW�$UDE�$IULFDQ�%DQN$UDE�,QYHVWPHQW�%DQN0LVU�,UDQ�'HYHORSPHQW�%DQN$OH[DQGULD�&RPPHUFLDO�DQG�0DULWLPH�%DQN(J\SWLDQ�&RPPHUFLDO�%DQN$UDE�$IULFDQ�,QWHUQDWLRQDO�%DQN&RPPHUFH�DQG�'HYHORSPHQW�%DQN�$O�7HJDU\RXQ3RUW�6DLG�1DWLRQDO�%DQN�IRU�'HYHORSPHQW(J\SWLDQ�:RUNHUV�%DQN

����������������������������������������������������������������������������������������������������������������������������������������������������������(J\SWLDQ�$UDE���6WDWH���)RUHLJQ�2ZQHG(J\SWLDQ�$PHULFDQ�%DQN1DWLRQDO�6RFLHWH�*HQHUDOH6RFLHWH�$UDEH�,QWHUQDFLRQDOH�GH�%DQTXH&DLUR�)DU�(DVW�%DQN
��������������������������������6WDWH���)RUHLJQ�2ZQHG&RPPHUFLDO�,QWDWLRQDO�%DQN0LVU�,QWHUQDWLRQDO�%DQN%DQTXH�GX�&DLUH�%DUFOD\V0LVU�5RPDQLD�%DQN&UHGLW�,QWHUQDWLRQDO�G¶(J\SWH%DQTXH�GX�&DLUH�	�GH�3DULV0LVU�$PHULFD�,QWHUQDWLRQDO�%DQN

��������������������������������������������������������������
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3$57�,,��',6&866,21�%$1.�35,9$7,=$7,21�$1'�5(*8/$7,21�,1�(*<37�
3DUWLFLSDQWV�LQ�WKH�GLVFXVVLRQ�IROORZLQJ�*HUDUG�&DSULR�DQG�5REHUW�&XOO¶V�SUHVHQWDWLRQ�LQFOXGHG�$EGHO�$]L]�0��+HJD]\��3UHVLGHQW�RI�$EGHO�$]L]�+HJD]\�	�&R���$FFRXQWLQJ�DQG�0DQDJHPHQW�&RQVXOWDQWV�DQG�IRUPHU�3ULPH�0LQLVWHU��$GHO�%LVKDL��SURIHVVRU�RI�LQWHUQDWLRQDO�HFRQRPLFV�DW�WKH�$PHULFDQ�8QLYHUVLW\�LQ�&DLUR��$KPHG�*DODO��([HFXWLYH�'LUHFWRU�RI�WKH�(J\SWLDQ�&HQWHU�IRU�(FRQRPLF�6WXGLHV��'LQD�.KD\DWW��&KDLUSHUVRQ�RI�/D]DUG�$VVHW�0DQDJHPHQW�(J\SW��)DLND�(O�5HIDLH��(&(6�(FRQRPLF�&RQVXOWDQW��)RXDG�6XOWDQ��&KDLUPDQ�DQG�0DQDJLQJ�'LUHFWRU�RI�$O�$KO\�IRU�'HYHORSPHQW�DQG�,QYHVWPHQW��$',��DQG�IRUPHU�0LQLVWHU�RI�7RXULVP��0RKDPHG�2]DOS��6HQLRU�*HQHUDO�0DQDJHU�DQG�0HPEHU�RI�WKH�0DQDJHPHQW�&RPPLWWHH�RI�0LVU�,QWHUQDWLRQDO�%DQN��6DPLU�.RUD\HP��&KDLUPDQ�RI�2UELW�6WRFN�%URNHUDJH�+RXVH��7DKHU�+HOP\��3DUWQHU�RI�%DNHU�	�0F.HQ]LH�/DZ�)LUP�DQG�(&(6�&KDLUPDQ��DQG�<DVVHU�6REKL��HFRQRPLF�MRXUQDOLVW��IRU�$O�$KUDP�1HZVSDSHU���7KH�IROORZLQJ�LV�D�VXPPDU\�RI�WKH�GLVFXVVLRQ���3DUWLFLSDQW���:H�KDYH�DOO�EHHQ�ZDLWLQJ�IRU�EDQN�SULYDWL]DWLRQ��EXW�ZH�PXVW�FRQVLGHU�WKH�H[SHULHQFHV�RI�FRXQWULHV�ZKHUH�LW�ZDV�XQVXFFHVVIXO���0\�XQGHUVWDQGLQJ�LV�WKDW�LW�ZDV�QRW�RQO\�EHFDXVH�WKH�UHJXODWRU\�UHJLPH�ZDV�QRW�UHDG\�WKDW�WKH�SULYDWL]DWLRQ�RI�SXEOLF�EDQNV�LQ�0H[LFR�LQLWLDOO\�EDFNILUHG��:KDW�ZHUH�WKH�PDLQ�UHDVRQV�EHKLQG�WKH�IDLOXUH�RI�WKLV�ILUVW�DWWHPSW�DW�SULYDWL]LQJ�0H[LFR¶V�EDQNV"��6SHDNHU���7KDW�LV�D�JRRG�TXHVWLRQ���$OWKRXJK�UHJXODWRU\�UHIRUP�LV�LQFUHGLEO\�LPSRUWDQW��LW�LV�QRW�WKH�RQO\�IDFWRU�WKDW�QHHGV�DWWHQWLRQ���$VLGH�IURP�DQ�LQDGHTXDWH�UHJXODWRU\�HQYLURQPHQW��SRRU�WLPLQJ�SDFLQJ�RI�WKH�SULYDWL]DWLRQ�HIIRUWV��D�ODFN�RI�UHDO�FDSLWDO��RU�DQ�DEVHQFH�RI�JRRG�LQIRUPDWLRQ�WKDW�DOORZV�RXWVLGHUV�WR�PDQDJH�WKH�VDOHV�FDQ�DOO�FRQWULEXWH�WR�IDLOXUH����,Q�0H[LFR¶V�FDVH��WKH�DEVHQFH�RI�D�VROLG�UHJXODWRU\�HQYLURQPHQW�ZDV�LQGHHG�D�IDFWRU�WKDW�FRQWULEXWHG�WR�WKH�LQLWLDO�IDLOXUH��DV�KDV�EHHQ�DGPLWWHG�E\�0H[LFDQ�RIILFLDOV� +RZHYHU��WKHUH�
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ZHUH�RWKHU�IDFWRUV�WKDW�DOVR�KHOSHG�WR�UHQGHU�0H[LFR¶V�HIIRUW�XQVXFFHVVIXO��1RW�RQO\�GLG�WKH\�FKRRVH�WR�SULYDWL]H�WKH�HQWLUH�EDQNLQJ�VHFWRU�LQ�D����PRQWK�SHULRG��EXW�WKH\�DOVR�RSWHG�WR�VHOO�WKH�EDQNV�LQ�WKHLU�HQWLUHW\�ZLWKRXW�FOHDQLQJ�WKHLU�EDODQFH�VKHHWV�DQG�ZRXOG�QRW�DOORZ�IRUHLJQ�LQYHVWPHQW���)XUWKHUPRUH��DW�WKH�WLPH�0H[LFR�VROG�LWV�EDQNV��WKH\�ZHUH�EHLQJ�VROG�IRU�ODUJH�PXOWLSOHV�OLNH���RU���WLPHV�WKH�ERRN�YDOXH�RI�WKH�DVVHWV��ZKLFK�LV�KLJK�IRU�ZKDW�EDQNV�QRUPDOO\�VHOO�IRU���,W�LV�GLIILFXOW��KRZHYHU��WR�YHULI\�WKH�TXDOLW\�RI�VXFK�FDSLWDO�DQG�LW�PD\�ZHOO�KDYH�EHHQ�ERUURZHG��LQ�ZKLFK�FDVH�LW�ZDV�OHVV�WKDQ�LW�DSSHDUHG���3DUWLFLSDQW���,�DP�LQWHUHVWHG�LQ�KHDULQJ�ZKDW�\RX�FRQVLGHU�WR�EH�WKH�EDVLF�PLQLPXP�UHTXLUHPHQWV�IRU�DQ�DGHTXDWH�UHJXODWRU\�HQYLURQPHQW��LI�\RX�IHHO�WKDW�DQ�DQVZHU�LV�HYHQ�DYDLODEOH�DW�WKLV�SRLQW����6SHDNHU���:H�KDYH�RQO\�VWDUWHG�LQ�WKH�ODVW�\HDU�DQG�KDOI�WR�DVVHPEOH�LQIRUPDWLRQ�WR�DQVZHU�WKDW�TXHVWLRQ���7KHUH�KDV�QHYHU�EHHQ�DQ\�VRXUFH�RI�GDWD�RU�LQIRUPDWLRQ�WKDW�DOORZV�XV�WR�FRPSDUH�UHJXODWRU\�V\VWHPV�DFURVV�FRXQWULHV���:H�QRZ�KDYH�UHVSRQVHV�IURP�DERXW�����FRXQWULHV�WR�D�IDLUO\�OHQJWK\�TXHVWLRQQDLUH�RQ�GLIIHUHQW�FRPSRQHQWV�RI�WKH�UHJXODWRU\�HQYLURQPHQW��EXW�WKHUH�KDV�EHHQ�OLWWOH�FKDQJH�LQ�WKH�SHUFHQWDJH�RI�JRYHUQPHQW�RZQHUVKLS�LQ�WKH�EDQNLQJ�VHFWRU�RXWVLGH�WKH�WUDQVLWLRQ�ZRUOG���7KH�H[DPSOHV�RI�SULYDWL]DWLRQ�DUH�UHODWLYHO\�OLPLWHG�WR�$UJHQWLQD�DQG�0H[LFR���7KXV��WKHUH�LV�QRW�\HW�DQ\�EURDG�EDVHG�HPSLULFDO�FRPSDULVRQ�DFURVV�WKH�WUDQVLWLRQ�FRXQWULHV��� 6WLOO��WKH�EDVLF�SUHPLVH�LV�WR�LQFUHDVH�GLVFORVXUH�DQG�SURYLGH�LQFHQWLYHV�IRU�ODUJH�FUHGLWRUV�WR�PRQLWRU�EDQNV�VR�WKDW�WKHUH�DUH�PDQ\�PRWLYDWHG�DQG�ZHOO�LQIRUPHG�PRQLWRUV���3DUWLFLSDQW���:KHQ�\RX�VSHDN�DERXW�WKH�UHJXODWRU\�HQYLURQPHQW��DUH�\RX�WDONLQJ�DERXW�D�EURDG�RYHUYLHZ�RI�WKH�ZKROH�OHJDO�V\VWHP�LQ�WKH�FRXQWU\"��6SHDNHU���<HV���7KH�UHJXODWRU\�HQYLURQPHQW�LQFOXGHV�WKH�UHJXODWRU\�DQG�MXGLFLDO�V\VWHPV��DV�ZHOO�DV�WKH�RSHUDWLQJ�HQYLURQPHQW�DQG�WKH�WUDQVSDUHQF\�RI�WKH�V\VWHP��,W�LV�EDVLFDOO\�FRPSULVHG�
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RI�DOO�WKH�HOHPHQWV�WKDW�DIIHFW�WKH�DELOLW\�RI�RZQHUV��PDUNHWV��DQG�VXSHUYLVRUV�WR�RYHUVHH�WKH�KHDOWK�RI�WKH�LQVWLWXWLRQ��� 3DUWLFLSDQW���,�TXHVWLRQ�ZKHWKHU�WKH�SULYDWH�VHFWRU�LQ�WKLV�FRXQWU\�UHDOO\�ORRNV�IRUZDUG�WR�SULYDWL]LQJ�WKH�IRXU�SXEOLF�EDQNV�RU�LI�VRPH�SHRSOH�DUH�HQMR\LQJ�WKH�H[LVWHQFH�RI�SXEOLF�EDQNV�DQG�GRLQJ�EHWWHU�ZLWK�WKHP�WKDQ�LI�WKHVH�EDQNV�ZHUH�SULYDWL]HG��SDUDGR[LFDO�DV�WKLV�PD\�DSSHDU����6SHDNHU����,�WKLQN�WKDW�ZLWKLQ�VRPH�OLPLWV��WKH�SULYDWH�EDQNV�OLNH�WR�KDYH�SXEOLF�VHFWRU�EDQNV�DURXQG���7KHUH�DUH�PDQ\�FRXQWULHV�WKDW�KDYH�HIIHFWLYHO\�HOLPLQDWHG�DOO�VWDWH�RZQHUVKLS��EXW�WKHUH�DUH�DOVR�D�ORW�RI�FRXQWULHV�WKDW�DUH�TXLWH�VXFFHVVIXO�ZLWK�VRPH�VWDWH�RZQHUVKLS���:H�DUH�QRW�FUHDWLQJ�WKH�FDVH�WKDW�WKH�RSWLPXP�OHYHO�RI�VWDWH�RZQHUVKLS�LV�QHFHVVDULO\�]HUR���$OWKRXJK��VRPH�FRXQWULHV�ZLWK�UHODWLYHO\�ORZ�SULYDWH�RZQHUVKLS�DUH�VWLOO�JRLQJ�WR�UHGXFH�LW�IXUWKHU���)UDQFH¶V�EDQNLQJ�VHFWRU��IRU�H[DPSOH��ZDV����SHUFHQW�VWDWH�RZQHG�LQ�������DQG�KDV�QRZ�EHHQ�UHGXFHG�WR���SHUFHQW���,�GR��KRZHYHU��WKLQN�WKDW�SULYDWH�EDQNV�PD\�OLNH�LW�ZKHQ�VWDWH�RZQHG�EDQNV�DUH�D�VPDOOHU�RU�OHVV�GRPLQDQW�SDUW�RI�WKH�ILQDQFLDO�VHFWRU�EHFDXVH�LW�PHDQV�OHVV�FRPSHWLWLRQ����,I�WKH\�DUH�VROG�WR�JRRG�RZQHUV��WKH\�DUH�JRLQJ�WR�IDFH�PRUH�SUHVVXUH�IRU�WKHLU�SURILWV���1RZ��EHFDXVH�(J\SW�VWLOO�KDV�D�KLJK�SHUFHQWDJH�RI�VWDWH�RZQHUVKLS��WKH�VWDWH�RZQHG�EDQNV�PLJKW�EH�VWUDQJOLQJ�WKH�JURZWK�RI�WKH�SULYDWH�RZQHG�EDQNV��VR�,�DP�QRW�VXUH�LI�WKH\�OLNH�LW�WKDW�PXFK���3DUWLFLSDQW���,�ZRQGHU�ZKHWKHU�\RXU�FRQFOXVLRQV�ZLOO�FKDQJH�LI�\RX�WDNH�LQWR�DFFRXQW�WKH�IROORZLQJ�REVHUYDWLRQV���)LUVW��WKH������ILJXUHV�RQ�OLTXLGLW\�DQG�WKH�SXEOLF�VHFWRU�DQG�PDUNHW�VKDUHV�ZLOO�SUREDEO\�EH�VLJQLILFDQWO\�OHVV�WKDQ�WKRVH�WKDW�\RX�TXRWHG���6HFRQG��WKH�IRUHLJQ�EDQNV�LQ�(J\SW�± ZKLFK�\RX�DUH�SXWWLQJ�D�ORW�RI�HPSKDVLV�RQ�± KDYH�D�YHU\�OLPLWHG�PDUNHW�VKDUH�KHUH�DQG�D�PLQLPDO�LPSDFW�RQ�WKH�PDUNHW���'R�WKH\�UHDOO\�GHVHUYH�WKH�DPRXQW�RI�HPSKDVLV�\RX�KDYH�SODFHG�RQ�WKHP"���7KLUG��DV�D�EDQNHU��,�KDYH�SHUVRQDOO\�IRXQG�WKDW��FRQWUDU\�WR�ZKDW�\RX�KDYH�VDLG��WKH�VPDOOHU�EDQNV�DUH�SUHVHQWO\�GLVWRUWLQJ�WKH�PDUNHW�PRUH�WKDQ�WKH�SXEOLF�VHFWRU�EDQNV�LQ�WHUPV�RI�UDLVLQJ�LQWHUHVW�UDWHV��OHQGLQJ��LQWHU�EDQN�ERUURZLQJV��HWF��
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6SHDNHU� ,I�WKH�VPDOOHU�EDQNV�GR�KDYH�D�GLVWRUWLQJ�LQIOXHQFH��WKHQ�WKHLU�GD\V�DUH�OLPLWHG��7KH\�ZLOO�VXUHO\�EH�WKURZQ�RXW�RI�WKH�V\VWHP�LI�WKH\�NHHS�LW�XS���7KDW�LV��E\�WKH�ZD\��RQH�UXOH�WKDW�VXSHUYLVRUV�LQ�VRPH�FRXQWULHV�XVH�DV�D�ZD\�WR�GHFLGH�KRZ�WR�FRQFHQWUDWH�WKH�VXSHUYLVRU\�UHVRXUFHV���,I�D�EDQN¶V�GHSRVLWV�JURZ�PXFK�IDVWHU�WKDQ�WKH�DYHUDJH��LW�LPPHGLDWHO\�JHWV�H[WUD�H[DPLQDWLRQV�WR�VHH�LI�WKHUH�LV�H[FHVVLYH�ULVN�WDNLQJ�RU�QRW���&RQFHUQLQJ�WKH�HPSKDVLV�,�KDYH�SXW�RQ�IRUHLJQ�EDQNV��WKH�UDQNLQJ�ZDV�H[FOXVLYHO\�GHWHUPLQHG�E\�WKH�VKDUH�RI�DVVHWV�LQ�WKH�EDQNLQJ�V\VWHP�WKDW�ZHUH�LQ�PDMRULW\��IRUHLJQ�RZQHG�EDQNV���6R��LQ�HIIHFW��WKDW�LV�ZKDW�FRQWULEXWHV�WR�(J\SW¶V�UHODWLYHO\�ORZ�UDQN���1RZ�WKDW�WKH�0H[LFDQ�DXWKRULWLHV�KDYH�UHDOL]HG�WKH�SUREOHP�RI�SULYDWL]LQJ�H[FOXVLYHO\�WR�GRPHVWLF�RZQHUV�LQ�WKH�ILUVW�URXQG��WKH\�KDYH�EHHQ�VHOOLQJ�WR�IRUHLJQ�HQWLWLHV�DQG�WKH�VKDUH�LV�XS�WR�DERXW����RU����SHUFHQW��)LQDOO\��RQ�WKH�QHZ�OLTXLGLW\�UDWLRV�FKDQJLQJ�WKLV�SUHVHQWDWLRQ��VLQFH�,�ZDV�VSHDNLQJ�DERXW�D�UHJXODWRU\�HQYLURQPHQW��,�ZDV�ORRNLQJ�DW�ZKDW�ZRXOG�EH�WKH�PLQLPXP�UHTXLUHPHQWV�RI�OLTXLGLW\�UDWLRV���,Q������������(J\SWLDQ�%DQNV�ZHUH�VWLOO�KROGLQJ�OLTXLGLW\�ZHOO�DERYH�WKH�UHTXLUHG�UDWLRV���$V�ORQJ�DV�WKH\�KDYHQ¶W�JRQH�EHORZ�WKH����SHUFHQW�UHTXLUHPHQW��WKHQ�LW�ZRXOGQ¶W�FKDQJH�ZKDW�,�KDYH�VDLG�VR�IDU���3DUWLFLSDQW���,V�(J\SW¶V�EDQNLQJ�VHFWRU�LQ�QHHG�RI�FDSLWDO"��,�DVN�WKLV�TXHVWLRQ�VLPSO\�EHFDXVH��EHIRUH�SULYDWL]DWLRQ��IRUHLJQ�FDSLWDO�LQ�WKH�EDQNLQJ�VHFWRU�ZDV�PLQLPDO���(J\SW¶V�EDQNLQJ�VHFWRU�KDV�UHSHDWHGO\�VXIIHUHG�IURP�WKH�DFWLRQV�RI�IRUHLJQ�EDQNV�WKDW�GHFLGHG�WR�SDUWLFLSDWH�LQ�WKH�SURFHVV�RI�SULYDWL]DWLRQ�RQO\�WR�ZLWKGUDZ�VKRUWO\�DIWHU���,I�RQH�RI�WKH�WDUJHWV�RI�SULYDWL]DWLRQ�LV�WKH�QHHG�RI�FDSLWDO�� IRUHLJQ�FDSLWDO��LQ�SDUWLFXODU�± WKHQ�ZH�PXVW�EH�DZDUH�WKDW�IRUHLJQ�FDSLWDO�LV�XVXDOO\�YHU\�VFDUFH�LQ�WKH�EDQNLQJ�VHFWRU����6HFRQGO\��LV�PDQDJHPHQW�D�WRS�SULRULW\�IRU�DFWLRQ"��,I�LW�LV��WKHQ�ZH�PXVW�UHFRJQL]H�WKDW�WKH�SUHVHQW�PDQDJHPHQW�GHILFLHQF\�LV�GXH�WR�WKH�JRYHUQPHQW¶V�ROG�V\VWHP�RI�FRQWUROOLQJ�WKH�EDQNLQJ�VHFWRU��XQGHU�ZKLFK�WKHUH�KDV�EHHQ�OLWWOH�GHYHORSPHQW�LQ�WKH�WHFKQRORJ\�RI�UXQQLQJ�WKH�EDQNLQJ�VHFWRU����,�WKLQN�WKDW�WKH�FHQWUDO�EDQN�DQG�WKH�IRXU�EDQNV�VKRXOG�LQWURGXFH�EHWWHU��PRUH�
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PRGHUQ�PDQDJHPHQW�DQG�WHFKQRORJ\�LQWR�WKH�ILQDQFLDO�VHFWRU�DV�D�ZKROH�± QRW�RQO\�WR�EDQNV��EXW�WR�WKH�LQVXUDQFH�FRPSDQLHV�DQG�LQYHVWPHQW�ILUPV�DV�ZHOO����6SHDNHU���$V�,�DP�VXUH�\RX�NQRZ��ZH�FDQQRW�ORRN�DW�WKH�EDQNLQJ�VHFWRU�LQ�LVRODWLRQ��,I�RQH�EHOLHYHV��DV�WKH�HYLGHQFH�VXJJHVWV��WKDW�EDQNLQJ�LV�H[WUHPHO\�LPSRUWDQW�WR�JURZWK��WKHQ�WKH�TXDOLW\�RI�WKH�RZQHUV�WKDW�RQH�FDQ�HQWLFH�LV�JRLQJ�WR�GHSHQG�RQ�WKH�RYHUDOO�LQYHVWPHQW�HQYLURQPHQW�LQ�(J\SW���6RPHWLPHV�ZKHQ�IRUHLJQ�EDQNV�FRPH�LQ�DQG�WKHQ�UHWUHDW�DJDLQ��LW�LV�EHFDXVH�WKH�HQYLURQPHQW�LV�OHVV�FRQGXFLYH�WR�HDUQLQJ�SURILWV�WKDQ�WKH\�RULJLQDOO\�WKRXJKW����7KH�UHDVRQV�ZK\�LW�PD\�EH�OHVV�FRQGXFLYH�YDU\��LW�PD\�EH�WKH�ILVFDO�VLWXDWLRQ��RU�PD\EH�WKH�WD[HV�DSSOLHG�RQ�IRUHLJQ�EDQNV��RU�WKDW�WKH�FOLHQW�ILUPV�DUH�QRW�SHUIRUPLQJ�ZHOO�DQG�WKH\�GRQ¶W�VHH�DQ\�SURVSHFW�IRU�WXUQLQJ�WKHP�DURXQG���7KXV��RQH�FDQQRW�VROYH�WKLV�SUREOHP�E\�VLPSO\�SODFLQJ�DQ�DGYHUWLVHPHQW�WKDW�\RX�DUH�QRZ�ZLOOLQJ�WR�FRQVLGHU�IRUHLJQ�RZQHUVKLS��\RX�PXVW�DOVR�FRQVLGHU�ZKDW�FOLPDWH�LV�JRLQJ�WR�DWWUDFW�WKH�EHVW�SRVVLEOH�RZQHU���,Q�WHUPV�RI�ZKHWKHU�SXEOLF�VHFWRU�PDQDJHUV�± RU�HYHQ�SULYDWH�PDQDJHUV�KLUHG�E\�WKH�JRYHUQPHQW�WR�UXQ�D�SXEOLF�EDQN�± FDQ�GR�WKH�MRE�EHWWHU��WKH�DQVZHU�RI�WKH�HPSLULFDO�HYLGHQFH�JHQHUDOO\�VKRZV�WKDW�QR��WKH\�FDQQRW���,I�WKH\�FRXOG��ZH�ZRXOGQ¶W�ILQG�WKLV�DVVRFLDWLRQ�EHWZHHQ�JUHDWHU�VWDWH�RZQHUVKLS�DQG�ORZHU�JURZWK���$�:RUOG�%DQN�VWXG\��³%XUHDXFUDWV�LQ�%XVLQHVV�´�IRU�H[DPSOH��HYDOXDWHG�WKH�SHUIRUPDQFHV�RI�JRYHUQPHQW�RIILFLDOV�UXQQLQJ�VWDWH�HQWHUSULVHV�LQ�WKH�QRQ�EDQN�VHFWRUV�WR�ILQG�RXW�ZKHWKHU�FRQWUDFWV�ZLWK�SULYDWH�PDQDJHUV�PRWLYDWHG�WKHP�WR�EHKDYH�ZHOO��7KH�FRQFOXVLRQ�RI�WKH�VWXG\�ZDV�WKDW�WKLV�EDVLFDOO\�RQO\�ZRUNV�LQ�LQGXVWULHV�WKDW�DUH�UHDOO\�HDV\�WR�PRQLWRU�DQG�ZKHUH�UHSXWDWLRQ�PDWWHUV�D�ORW���%DQNV�XVHG�WR�EH�KLJK�LQ�WHUPV�RI�UHSXWDWLRQ��EXW�DV�ORQJ�DV�WKHUH�LV�DQ�LPSOLFLW�JRYHUQPHQW�JXDUDQWHH��LW�DFWXDOO\�GRHV�QRW�PDWWHU�QHDUO\�DV�PXFK��7KH\�FOHDUO\�DUH�QRW�HDV\�WR�PRQLWRU��6R�LQ�WKDW�VHQVH��WKH\�ZRXOG�QRW�EH�JRRG�FDQGLGDWHV�IRU�WU\LQJ�WR�XVH�PDQDJHPHQW�FRQWUDFWV�ZLWK�VWDWH�RZQHUVKLS���
3DUWLFLSDQW��7KH�H[SHULHQFH�KHUH�LQ�(J\SW�LV�WKDW�PRVW�RI�WKRVH�ZKR�DUH�QRZ�ZRUNLQJ�LQ�WKH�SULYDWH�VHFWRU�DUH�FRPLQJ�IURP�WKH�SXEOLF�VHFWRU���'XH�WR�WKH�FOLPDWH�RI�PDQDJHPHQW�LQ�WKH�SULYDWH�VHFWRU��WKH\�DUH�GRLQJ�IDU�EHWWHU�LQ�WHUPV�RI�SHUIRUPDQFH���
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6SHDNHU���<HV��,�WKLQN�RQH�RI�WKH�PRVW�DWWUDFWLYH�LQFHQWLYHV�WKHVH�SXEOLF�WXUQHG�SULYDWH�PDQDJHUV�KDYH�LV�WKDW��LQ�WKH�SULYDWH�VHFWRU��WKH\�DUH�DEOH�WR�WDNH�DFWLRQV�UDWKHU�WKDQ�EHLQJ�KHVLWDQW���3DUWLFLSDQW� <RX�VHHP�WR�EH�GLVFRXUDJLQJ�GHEW�DV�D�VRXUFH�RI�EX\LQJ�EDQNV��EXW�,�GRQ¶W�NQRZ�LI�WKLV�DGYLFH�LV�GLUHFWHG�WR�WKH�JRYHUQPHQW�RU�WKH�EDQNV���6HFRQG��ZKHQ�EDQNV�DUH�VROG�RU�SULYDWL]HG��WKH\�DUH�XVXDOO\�VROG�DW���WR���WLPHV�WKH�DVVHWV�YDOXH��ZKLFK�\RX�FRQVLGHU�YHU\�KLJK���:KDW�SUHFDXWLRQV�VKRXOG�ZH�WDNH�DJDLQVW�RYHU�YDOXDWLRQ"��:H�QRWLFHG�WKDW�LQ�VRPH�RI�WKH�SULYDWL]HG�FRPSDQLHV��WKH�VKDUH�SULFHV�ZHUH�VHW�DW�WRR�KLJK�D�OHYHO�DQG�WKH�PDUNHW�GLG�QRW�DFFHSW�WKHP���6SHDNHU���2Q�WKH�ILUVW�SRLQW��LW�ZDV�WUXO\�GLUHFWHG�WR�WKH�JRYHUQPHQW��HVSHFLDOO\�DV�WR�ZKHWKHU�WKH�UHJXODWLRQV�RU�D�WD[�V\VWHP¶V�IHDWXUHV�HQFRXUDJH�JUHDWHU�GHEW��%XW�EDVLFDOO\��WKH�VWUDWHJ\�LV�WKDW�HYHQ�ZLWKLQ�WKDW�GHEW��RQH�PDNHV�VXUH�WKDW�\RX�DUH�QRW�HQFRXUDJLQJ�WRR�PXFK�VKRUW�WHUP�GHEW�DQG�QRW�HQRXJK�ORQJ�WHUP���6KRUW�WHUP�GHEW�FDQ�IOHH�TXLFNO\����2Q�GHEW�YHUVXV�HTXLW\��LW�LV�LQGLUHFWO\�DGGUHVVHG�WR�WKH�EDQNV���,I�WKH�UHJXODWRU\�HQYLURQPHQW�DOORZV�RU�HQFRXUDJHV�EDQNV�WR�OHYHUDJH�WKHPVHOYHV�VXFFHVVLYHO\��WKHQ�WKDW�ZLOO�HQFRXUDJH�PRUH�GHEW�LQ�WKH�HFRQRP\��RWKHU�WKLQJV�EHLQJ�HTXDO���7KXV��WLJKWHQLQJ�WKH�UHJXODWRU\�IUDPHZRUN�XQGHU�EDQNV�ZLOO�OLPLW�WKH�HQFRXUDJHPHQW�RI�GHEW�DQG�VWLPXODWH�HTXLW\�PDUNHW�GHYHORSPHQW��2Q�WKH�SUHFDXWLRQV�IRU�RYHU�YDOXDWLRQ�� WKLV� LV�D� WULFN\�DUHD�� �2QH�LQWHUHVWLQJ�H[SHULHQFH�WR�FRQVLGHU� LV� WKDW� RI�3RODQG�� �7KH\� SODQQHG� WR� SULYDWL]H� WKHLU� EDQNV�RYHU� D��� WR���\HDU�SHULRG��SULYDWL]LQJ�RQH�RU�WZR�EDQNV�HYHU\�\HDU���%HFDXVH�WKH�FRQFHUQ�LV�DOZD\V�SULRU�WR�SULYDWL]DWLRQ��WKH�EDQN�PDQDJHUV�ZKR�ZHUH�UXQQLQJ�WKH�VWLOO�VWDWH�RZQHG�EDQNV�KDG�WKHLU�SD\�UHVWUXFWXUHG�VR�WKDW�D� ORW�RI� WKHLU�SD\�ZDV�GHIHUUHG�VWRFN�RSWLRQV�WKDW�RQO\�KDG�YDOXH�EDVHG�RQ�WKH�IXWXUH�VDOH�SULFH�RI� WKH�EDQN�� �,I�EDQN�PDQDJHPHQW� WKLQNV�WKDW�SULYDWH�RZQHUV�DUH�JRLQJ�WR�UHSODFH�WKHP��WKH\�ZLOO�KDYH�DQ�LQFHQWLYH�WR�WU\�WR�VWULS�DVVHWV�RXW�RI�WKH�EDQN��DQG�RQH�ZDQWV�WR�FRQVWUDLQ�WKDW���
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%XW�LQ�WKH�SURFHVV��EHVLGH�WKDW�SRVLWLYH�LQFHQWLYH��WKH\�DOVR�LQFUHDVH�WKH�GLVFORVXUH�UHTXLUHPHQWV�IRU�EDQNV�WKDW�ZHUH�EHLQJ�VROG���,�WKLQN�WKH�PXOWLSOHV�ZHUH�EHWZHHQ������DQG����RU�VR����$�UHODWHG�SRLQW�WKDW�DOVR�FRPHV�XS�LV�WKDW�JRYHUQPHQWV�DUH�EDVLQJ�WKHLU�GHFLVLRQ�RI�ZKHWKHU�WKH� WLPH� LV� ULJKW� IRU�SULYDWL]DWLRQ�RQ�ZKHWKHU� WKH\�DUH�JRLQJ� WR�JHW�HQRXJK�IRU� WKHLU� EDQNV�RU�ZLOO� KDYH� WR� VHOO� DW� D� ORZ� PXOWLSOH�� � 0\� YLHZ� LV� WKDW� ZH� VKRXOG� EH� PRUH� FRQFHUQHG� DERXW�FRQYHUWLQJ�WKHVH�EDQN�PDQDJHUV�LQWR�SULYDWH�PDQDJHUV�DV�VRRQ�DV�SRVVLEOH���,Q�RWKHU�ZRUGV��WKH�RWKHU�JDLQV�IURP�WKDW�VDOH�DUH�VR�JUHDW�WKDW�\RX�VKRXOGQ¶W�EH�SD\LQJ�DWWHQWLRQ�WR�WKH�SULFH�DV�WKH�PDLQ�JDLQ�IURP�SULYDWL]DWLRQ��7KH�PDLQ�JDLQ�IRU�EDQN�SULYDWL]DWLRQ�LV�WKDW�ZH�DUH�JRLQJ�WR�HQG�XS�ZLWK� UHVRXUFHV�EHLQJ�DOORFDWHG�PRUH�HIILFLHQWO\�DQG�KLJKHU�JURZWK� WR�\RXU�HFRQRP\�� �7KH�VRRQHU�\RX�JHW�WR�VHH�WKDW��WKH�EHWWHU�RII�\RX¶OO�EH���3DUWLFLSDQW���-XVW�WR�FRPSOHPHQW�ZKDW�\RX�ZHUH�VD\LQJ��,�GR�EHOLHYH�WKDW�YDOXDWLRQ�LV�PRUH�DUW�WKDQ�VFLHQFH���$FWXDOO\��LW�LV�DOPRVW�LPSRVVLEOH�WR�JHW�LW�ULJKW��:K\"��%HFDXVH�\RX�DUH�EDVLQJ�\RXU�YDOXDWLRQ�RQ�WKH�IXWXUH���7KH�IXWXUH�KDV�VR�PDQ\�YDULDEOHV�DQG�WKHUH�DUH�VR�PDQ\�XQFHUWDLQWLHV���(YHQ�LI�\RX�IRUHFDVW�DFFXUDWHO\��WKLQJV�FDQ�FKDQJH�EHFDXVH�WKH�JRYHUQPHQW�FDQ�FKDQJH�SROLFLHV�DQG�WKHVH�SROLFLHV�ZLOO�KDYH�DQ�LPSDFW�RQ�WKH�YDOXH�RI�WKH�FRPSDQ\�RU�EDQN���6R�LQ�WKH�PLGVW�RI�DOO�WKLV��KRZ�FDQ�\RX�VROYH�WKH�SUREOHP�DQG�JHW�LW�ULJKW"�,�EHOLHYH�WKH�IRFXV�VKRXOG�EH�RQ�WKH�SURFHVV���<RX�QHHG�WR�PDNH�VXUH�LW�LV�DV�RSHQ�DV�SRVVLEOH�DQG�WKDW�\RX�KDYH�DV�PDQ\�ELGV�DV�SRVVLEOH���7KDW�LV�WKH�RQO\�ZD\�\RX�FDQ�JXDUDQWHH�\RX�DUH�JHWWLQJ�WKH�KLJKHVW�SULFH���7U\LQJ�WR�JHW�LW�ULJKW�E\�\RXUVHOI�ZLOO�QRW�ZRUN�YHU\�ZHOO����3DUWLFLSDQW���8QGRXEWHGO\��WKHUH�LV�D�QHHG�IRU�FORVLQJ�WKH�JDSV�LQ�WKH�OHJDO�IUDPHZRUN���$OWKRXJK�WKH�(J\SWLDQ�JRYHUQPHQW�DFKLHYHG�D�JUHDW�VXFFHVV�LQ�VWDELOL]LQJ�WKH�HFRQRP\�LQ�������ZH�DUH�ODJJLQJ�IDU�EHKLQG�LQ�EXLOGLQJ�XS�D�OHJDO�IUDPHZRUN�IRU�WKH�HFRQRP\���,�GR�QRW�EHOLHYH�ZH�VKRXOG�EH�SXWWLQJ�RII�SULYDWL]LQJ�WKH�SXEOLF�VHFWRU�EDQNV�RQ�DFFRXQW�WKDW�ZH�PXVW�EXLOG�D�VWURQJ�OHJDO�IUDPHZRUN�LQ�DGYDQFH��7KLV�LV�D�ZD\�IRU�WKH�DXWKRULWLHV�WR�FRQWLQXH�ZDVWLQJ�UHVRXUFHV���:KHWKHU�WKH�JRYHUQPHQW�LV�FRQWUROOLQJ����SHUFHQW�RU����SHUFHQW�RI�GRPHVWLF�FUHGLW��LI�\RX�DGG�WKH�VWDWH�RZQHG�EDQNV¶�LQGLUHFW�FRQWURO�RI�WKH�MRLQW�YHQWXUHV��\RX�ILQG�WKDW�WKH�EXON�
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RI�LQYHVWPHQW�FUHGLW�LV�VWLOO�EHLQJ�FRQWUROOHG�E\�WKH�VWDWH���7KH�UHVRXUFHV�KDYH�EHHQ�GLUHFWHG�DW�PHJD�SURMHFWV�DW�WKH�H[SHQVH�RI�WKH�SULYDWH�VHFWRU���,�IXOO\�DJUHH�ZLWK�WKH�SUHYLRXV�VWDWHPHQW�WKDW�WKHUH�DUH�VRPH�EXVLQHVV�SHRSOH�KHUH�LQ�(J\SW�ZKR�ZRXOG�OLNH�WR�FRQWLQXH�WKH�VWDWH�RZQHG�EDQNV¶�DFWLYLW\���7KLV��KRZHYHU��LV�SDUW�RI�WKH�GLVWRUWHG�HFRQRP\�ZKHUH�VRPH�DUH�EHQHILWLQJ�IURP�WKH�H[LVWLQJ�GLVWRUWLRQV�LQ�EDQNV��,�EHOLHYH�WKDW�WKH�SULYDWL]DWLRQ�RI�RQH�RU�WZR�VWDWH�RZQHG�EDQNV�LV�WKH�PRVW�DWWUDFWLYH�RSWLRQ�LI�ZH�ZDQW�WR�DFKLHYH�WKH�ILQDO�JRDO�RI�WUDQVIRUPLQJ�WKH�HFRQRP\�LQWR�D�IUHH�PDUNHW�ZKHUH�WKH�SULYDWH�VHFWRU�LV�JLYHQ�WKH�OHDG��
6SHDNHU���,�DJUHH�ZLWK�WKRVH�SRLQWV�YHU\�PXFK���/HW�PH�GLVFXVV�WKH�OHJDO�HQYLURQPHQW�IXUWKHU��VLQFH�WKH�SUH�FRQGLWLRQV�WKDW�LQYROYH�LW�KDYH�FRPH�XS�LQ�VHYHUDO�FDVHV��7KHUH�LV�RIWHQ�WKH�SUHVXPSWLRQ�WKDW�WKH�OHJDO�DQG�MXGLFLDU\�V\VWHPV�WDNH�D�ORQJ�WLPH�WR�FKDQJH��DQG�WKDW�WKHUHIRUH��RQH�FDQ¶W�PRYH�TXLFNO\��$FWXDOO\��LW�LV�LQWHUHVWLQJ�WKDW�UHFHQWO\�LQ�0H[LFR��WKH\�GLG�PRYH�TXLFNO\���:KHQ��IRU�H[DPSOH��WKH\�KDG�D�SUREOHP�ZKHUH�DOWKRXJK�WKHLU�EDQNUXSWF\�FRGH�ZDV�RN��WKH�FRXUW�V\VWHP�ZDV�QRW�HQIRUFLQJ�LW�DQG�GHOD\V�ZRXOG�WDNH�\HDUV��WKH\�VHW�XS�D�SURFHVV�WR�HQIRUFH�EDQNUXSWF\���1RZ�ZKHQ�D�ILUP�LV�LQ�UHVWUXFWXULQJ��LW�JRHV�WR�DQ�LQGHSHQGHQW�DUELWUDWRU�FDOOHG�D�FRQFLOLDWRU�DSSRLQWHG�E\�WKH�JRYHUQPHQW�WR�RYHUVHH�WKH�SURFHVV�XQGHU�D�VSHFLILF�WLPH�OLPLW�GHSHQGLQJ�RQ�WKH�VL]H�RI�WKH�ILUP���:KHQ�WKH�WLPH�UXQV�RXW��WKH�UHPDLQLQJ�DVVHWV�DUH�DXWRPDWLFDOO\�DXFWLRQHG�RII�DQG�WKH\�GRQ¶W�JR�WR�FRXUW�RQ�LW���2QFH�WKH\�SDVVHG�WKDW�ODZ��LW�GUDPDWLFDOO\�VSHG�XS�UHVWUXFWXULQJ�GHFLVLRQV��,W�GLGQ¶W�WDNH�D�GHFDGH�WR�UHWUDLQ�WKH�MXGJHV�DQG�UHHGXFDWH�WKHP��,W�ZHQW�YHU\�TXLFNO\��VR�RQH�FDQ�FRQVLGHU�GLIIHUHQW�RSSRUWXQLWLHV�OLNH�WKDW�����3DUWLFLSDQW���:KDW�DUH�WKH�OHVVRQV�OHDUQHG�IURP�RWKHU�FRXQWULHV�WKDW�FDQ�KHOS�XV�GHDO�ZLWK�WKH�SUREOHP�RI�MRLQW�YHQWXUH�DQG�HTXLW\�RZQHUVKLS�RI�WKH�VWDWH�EDQNV"�
6SHDNHU���-RLQW�YHQWXUHV�DUH�QRW�JRRG�DW�UH�DOORFDWLQJ�UHVRXUFHV�VSHFLILFDOO\�EHFDXVH�RI�WKHLU�OLQNV�WR�ODUJH�VWDWH�RZQHG�EDQNV���,Q�DQRWKHU�VWXG\�,¶YH�SUHYLRXVO\�PHQWLRQHG��LW�ZDV�IRXQG�WKDW�HYHQ�ZKHQ�WKH�VWDWH�RZQV�RQO\����WR����SHUFHQW�RI�WKH�EDQN��LW�VWLOO�HQGV�XS�FRQWUROOLQJ�WKH�EDQN�DQG�OHQGLQJ�WR�VWDWH�RZQHG�HQWHUSULVHV�LQVWHDG�RI�SULYDWH�VHFWRU�ILUPV���6R��PDNLQJ�VXUH�WKDW�RQH�
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GUDPDWLFDOO\�UHGXFHV�WKH�VWDWH¶V�RZQHUVKLS�LV�LPSRUWDQW���$UJHQWLQD¶V�FDVH�LV�D�JRRG�H[DPSOH�RI�WKLV���,W�ZDV�IRXQG�WKDW�D�\HDU�RU�WZR�DIWHU�WKH�$UJHQWLQH�EDQNV�ZHUH�SULYDWL]HG��WKH\�ZHUHQ¶W�OHQGLQJ�WR�VWDWH�HQWHUSULVHV�DV�WKH\�KDG�EHHQ�ZKHQ�WKH\�ZHUH�XQGHU�VWDWH�RZQHUVKLS���,�WKLQN�WKDW�VXJJHVWV�WKDW�WKH\�EHJDQ�DOORFDWLQJ�UHVRXUFHV�WR�EHWWHU�XVHV����3DUWLFLSDQW���,�KDYH�RQH�FRPPHQW�FRQFHUQLQJ�WKH�UROH�RI�WKH�SRUWIROLR�RI�SXEOLF�VHFWRU�EDQNV��ZKLFK�,�WKLQN�KDV�EHHQ�VLJQLILFDQWO\�LPSURYHG�LQ�WKH�ODVW�IHZ�\HDUV���,Q�������WKH�JRYHUQPHQW�VWRSSHG�HQGRUVLQJ�RU�JXDUDQWHHLQJ�WKH�DELOLW\�RI�DQ\�SXEOLF�VHFWRU�FRPSDQ\�WR�ERUURZ���7KXV��DOO�SXEOLF�VHFWRU�FRPSDQLHV�ZHUH�JLYHQ�WKH�IUHHGRP�WR�GHDO�ZLWK�DQ\�SXEOLF�RU�SULYDWH�EDQN��ZKLFK�DUH�XQGHU�WKH�VDPH�VXSHUYLVLRQ�RI�WKH�&%(���7KH�SUHVHQW�SRUWIROLR�RI�SXEOLF�VHFWRU�EDQNV�LV�DQ�LQKHULWDQFH�IURP�WKH�SDVW��DQG�WKHVH�EDQNV�DUH�WDNLQJ�WKH�QHFHVVDU\�DFWLRQV�WR�GLOXWH�LW�SURJUHVVLYHO\���,�EHOLHYH�WKH\�KDYH�WDNHQ�ODUJH�VWHSV�LQ�WKLV�GLUHFWLRQ����7KHUH�DUH�WZR�TXHVWLRQV�,�ZRXOG�OLNH�WR�DVN���%DVHG�RQ�WKH�LQIRUPDWLRQ�\RX�KDYH�DPDVVHG�RQ�WZR�WKLUGV�RI�RXU�EDQNLQJ�VHFWRU��GR�\RX�WKLQN�WKDW�ZH�KDYH�DOUHDG\�UHDFKHG�DQ�DFFHSWDEOH�GHJUHH�RI�WUDQVSDUHQF\�LQ�EDQNLQJ�LQIRUPDWLRQ"��6HFRQGO\��,�TXHVWLRQ�WKH�UROH�RI�WKH�SXEOLF�VHFWRU�EDQNV�LQ�KHOSLQJ�WKH�FHQWUDO�EDQN�WR�DFKLHYH�LWV�PRQHWDU\�SROLF\�WDUJHWV��HVSHFLDOO\�LQ�WKH�IRUHLJQ�H[FKDQJH�PDUNHW�YLV�j�YLV�SULYDWL]DWLRQ�RI�WKHVH�EDQNV���7KHUH�LV�D�WUDGH�RII�EHWZHHQ�KDYLQJ�SXEOLF�VHFWRU�EDQNV�DVVLVW�WKH�&HQWUDO�EDQN�WR�DFKLHYH�LWV�WDUJHWV��DQG�SULYDWL]DWLRQ�WR�HQKDQFH�FRPSHWLWLYHQHVV�LQ�WKH�EDQNLQJ�VHFWRU���:KDW�LV�\RXU�RSLQLRQ�RQ�WKLV"���
6SHDNHU���2Q�WKH�ILUVW�SRLQW��LI�WKH�SRUWIROLR�RI�WKH�SXEOLF�VHFWRU�EDQNV�KDV�LPSURYHG��WKHQ�WKDW�PD\�PHDQ�WKDW�WKH�ILVFDO�FRVWV�VKRXOG�QRW�SHUKDSV�EH�DV�PXFK�RI�D�GHWHUUHQW�DV�LW�PLJKW�KDYH�EHHQ�RWKHUZLVH��0\�SRLQW�LV�WKDW�VWLOO��LW�LV�KDUG�DV�RXWVLGHUV�RU�PD\EH�HYHQ�DV�LQVLGHUV�WR�NQRZ�H[DFWO\�KRZ�JRRG�RU�EDG�WKH�TXDOLW\�RI�WKH�SRUWIROLR�UHDOO\�LV��2Q�WUDQVSDUHQF\��EDVHG�RQ�WKH�FURVV�FRXQWU\�LQGLFDWRU�WKDW�ZH�KDYH��WKHUH�VWLOO�LV�TXLWH�D�ZD\V�WR�JR�IRU�(J\SW��%XW�,�RQO\�UHYLHZHG�WKRVH�UHODWLYHO\�DGHTXDWH�LQGLFDWRUV��ZKLFK�DFWXDOO\�JLYHV�PH�DQ�RSSRUWXQLW\�IRU�DQ�DGYHUWLVHPHQW�± DERXW�D�\HDU�DJR��WKH�:RUOG�%DQN�DQG�WKH�,0)�VWDUWHG�GRLQJ�MRLQW�ILQDQFLDO�VHFWRU�DVVHVVPHQWV�LQ�ZKLFK�ZH�GLDJQRVH�LQ�GHWDLO�WKH�KHDOWK�RI�WKH�
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ILQDQFLDO�V\VWHP�LQFOXGLQJ�ORRNLQJ�DW�KRZ�WUDQVSDUHQW�DUH�WKH�V\VWHPV�LQ�GHWDLO�UHODWLYH�WR�RWKHU�FRXQWULHV��:H�DOVR��LI�ZH�FDQ�JHW�WKH�GDWD��GR�VWUHVV�WHVWV�RI�LQGLYLGXDO�EDQN¶V�SRUWIROLRV��DVVHVVLQJ�KRZ�GLIIHUHQW�VKRFNV�ZLOO�DIIHFW�WKHP���7KLV�DSSURDFK�FHUWDLQO\�RIIHUV�D�PRUH�WKRURXJK�GLDJQRVLV�RI�WKH�UHJXODWRU\�HQYLURQPHQW�WKDQ�\RX�KDYH�KHUH�DQG�VR�LW�ZRXOG�EH�RSSRUWXQH�IRU�(J\SW�WR�YROXQWHHU�WR�KDYH�RQH�GRQH����&HUWDLQO\��\RX�FDQ�LPSOHPHQW�PRQHWDU\�SROLF\�ZLWKRXW�D�ODUJH�GHJUHH�RI�SXEOLF�VHFWRU�RZQHUVKLS��WKDW�ZKDW�PRVW�RI�WKH�LQGXVWULDO�FRXQWULHV�GR���DOWKRXJK�LW�GRHV�PHDQ�D�FKDQJH�RI�KDELW���%DFN�LQ�WKH�PLG�����V��WKH�*RYHUQRU�RI�WKH�&HQWUDO�%DQN�RI�0DOD\VLD�ZDV�NQRZQ�WR�UHPDUN�WR�DQ�,0)�WHDP�WKDW�ZDV�WU\LQJ�WR�FRQYLQFH�0DOD\VLD�WR�PRYH�WR�PDUNHW�RULHQWHG�LQVWUXPHQWV�IRU�PRQHWDU\�SROLF\��SRLQWLQJ�WR�WKH�WHOHSKRQH�RQ�KLV�GHVN��WKDW�WKDW�ZDV�KLV�LQVWUXPHQW�RI�PRQHWDU\�SROLF\�DQG�WKDW�LW�ZRUNHG�YHU\�ZHOO���%XW�WKH\�KDYH�PRYHG�WR�XVLQJ�RWKHU�LQVWUXPHQWV�WKHUH���6R��LW�FHUWDLQO\�LV�SRVVLEOH��LI�WKDW�ZDV�\RXU�TXHVWLRQ����3DUWLFLSDQW��,Q�WKH�IDFH�RI�UDSLG�WHFKQRORJLFDO�GHYHORSPHQW��P\�TXHVWLRQ�FRQFHUQV�WKH�OLFHQVLQJ�IRU�EDQNLQJ���,�GRQ¶W�KDYH�D�ILUP�JUDVS�RI�ZKDW�LV�JRLQJ�WR�KDSSHQ�ZLWK�WKH�WHOHFRPPXQLFDWLRQ�UHYROXWLRQ��EXW�LI�\RX�FDQ�LPDJLQH�D�VLWXDWLRQ�LQ�D�FRXSOH�RI�\HDUV�ZKHUH�\RX�GRQ¶W�HYHQ�QHHG�D�OLFHQVH�WR�VHUYLFH�WKH�(J\SWLDQ�PDUNHW�RU�\RX�GRQ¶W�QHHG�WR�RZQ�D�KHDYLO\�RYHUVWDIIHG�EDQN��ZK\�ZRXOG�DQ\RQH�EX\�RQH�RI�WKHVH�KXJH�EDQNV"��:KDW�NLQG�RI�UHJXODWLRQV�VKRXOG�EH�LQWURGXFHG�RWKHU�WKDQ�WKH�WUDGLWLRQDO"�$QG�ZKDW�LV�WKH�JRYHUQPHQW�VXSSRVHG�WR�GR�WR�HQWLFH�RZQHUV�WR�FRPH�DQG�EX\"�,�GRQ¶W�WKLQN�WKDW�LW�LV�D�VHOOHU¶V�PDUNHW��,�EHOLHYH�LW�LV�D�EX\HU¶V�PDUNHW���6SHDNHU���,I�LW�GRHV�EHFRPH�WHFKQRORJLFDOO\�SRVVLEOH�IRU�RIIVKRUH�EDQNV�WR�RSHUDWH�ZLWKRXW�D�OLFHQVH�RU�DQ�(J\SWLDQ�UHVLGHQFH��WKHQ�WKH�JRYHUQPHQW¶V�SULPDU\�GXW\�ZLOO�EH�WR�HGXFDWH�SHRSOH�WR�WKH�IDFW�WKDW�LI�WKH\�DUH�GHDOLQJ�ZLWK�DQ�HQWLW\�WKDW�WKH�JRYHUQPHQW�KDV�QR�FRQWURO�RYHU��WKH\�DUH�REYLRXVO\�DW�ULVN���7KHUH�LVQ¶W�DQ\�TXHVWLRQ�RI�SRVLWLYH�JXDUDQWHHV�EHLQJ�VXSSOLHG�WR�EDQNV�WKDW�DUH�QRW�OLFHQVHG�KHUH���7KXV��WKH�UHJXODWRU\�FRQFHUQ�LV�ZLWK�WKH�EDQNV�WKDW�DUH�OLFHQVHG�WR�RSHUDWH�LQ�(J\SW�EHFDXVH��HYHQ�LQ�FRXQWULHV�ZLWK�RU�ZLWKRXW�GHSRVLW�LQVXUDQFH���WKH�JRYHUQPHQW�
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PD\�VWLOO�EHDU�VRPH�UHVSRQVLELOLW\�WR�WKHP���,I�WKH�ELJ�EDQN�IDLOV�LQ�D�FRXQWU\�ZLWKRXW�GHSRVLW�LQVXUDQFH��WKH�GHSRVLWV�HQG�XS�EHLQJ�FRYHUHG��7KH�JRYHUQPHQW�VWLOO�KDV�WR�ZRUU\�DERXW�WKH�EDQNV�WKDW�DUH�GRPHVWLFDOO\�ORFDWHG��VR�WKH�FRQFHUQV�RQ�WKH�UHJXODWRU\�HQYLURQPHQW�DUH�VWLOO�YDOLG��<RX¶UH�ULJKW�WKDW�ZH�JR�WKURXJK�ZDYHV�DV�WR�ZKHWKHU�FRXQWULHV�KDYH�WR�HQWLFH�RZQHUV�RU�IHQG�WKHP�RII���$JDLQ��RQH�QHHGV�WR�SLQSRLQW�ZKLFK�RYHUDOO�LQYHVWPHQW�FOLPDWH�LQ�(J\SW�ZLOO�DWWUDFW�JRRG�EDQNV���7KHUH�DUH�DOVR�D�YDULHW\�RI�$IULFDQ�FRXQWULHV�WKDW��PXFK�WR�WKHLU�GLVPD\��DWWUDFWHG�%&&,�DQG�0HULGLDQ��ZKLFK�HQGHG�XS�EHLQJ�YHU\�SRRU�IRUHLJQ�EDQNV���6LPLODUO\��ZKHQ�IRUHLJQ�EDQNV�FRPH�LQ��\RX�ZDQW�WR�PDNH�VXUH�WKDW�\RX�GLYHUVLI\�WKH�VRXUFHV�IURP�ZKHUH�WKH\�DUH�FRPLQJ�IURP���,Q�7KDLODQG��IRU�H[DPSOH��WKH\�DOORZHG�D�QXPEHU�RI�-DSDQHVH�EDQNV�WR�HQWHU�LQ�WKH�ODWH�����V���:KHQ�WKH�-DSDQHVH�EDQNV�JRW�LQWR�WURXEOH��WKH\�UHWUHDWHG�DQG�DFWXDOO\�VHW�RII�WKH�FULVLV�LQ�7KDLODQG���,Q�FRQWUDVW��$UJHQWLQD�KDV�EDQNV�IURP�+RQJ�.RQJ��&DQDGD��WKH�8QLWHG�6WDWHV��6SDLQ��DQG�WKH�8.���7KH\�DUH�SUHWW\�ZHOO�GLYHUVLILHG��VR�HYHQ�LI�D�VKRFN�KDSSHQHG�LQ�WKH�86��WKH\�VWLOO�KDYH�FDSLWDO�FRPLQJ�LQ�IURP�RWKHU�FRXQWULHV����3DUWLFLSDQW���,�WKRXJKW�PRYLQJ�IRUZDUG�ZLWK�WKH�SULYDWL]DWLRQ�RI�MXVW�RQH�EDQN�ZRXOG�QRW�EH�YHU\�ULVN\��EXW�DUH�\RX�WHOOLQJ�XV�WKDW�LW�FRXOG�EH�GDQJHURXV�LI�WKH�HQYLURQPHQW�LV�QRW�\HW�UHDG\"��6SHDNHU���1R��,�GHILQLWHO\�GLG�QRW�PHDQ�WR�LPSO\�WKDW�D�FRXQWU\�PXVW�SRVWSRQH�WKH�VDOH�RI�DQ\�EDQNV�XQWLO�WKH�HQYLURQPHQW�LV�UHDG\���7R�HIIHFW�D�PDMRU�FKDQJH�RQ�WKH�RZQHUVKLS�RI�WZR�WKLUGV�RI�WKH�EDQNLQJ�V\VWHP�LQ�WKH�FRXQWU\��FOHDUO\�\RX�ZDQW�WR�PDNH�VXUH�WKH�UHJXODWRU\�HQYLURQPHQW�LV�UHDG\�± ZKLFK�PD\�WDNH�VRPH�WLPH���$OWKRXJK�,�ZRXOG�QRWH�WKDW�$UJHQWLQD��RQ�WKH�RWKHU�KDQG��SULYDWL]HG�VXFFHVVIXOO\�ZLWK�H[FHSWLRQDO�VSHHG���,Q�������0� WR�WKH�*'3�LQ�$UJHQWLQD�ZDV�GRZQ�WR�DERXW���SHUFHQW���7KHLU�H[WHQVLYH�EDQNLQJ�FULVHV�LQ�WKH�����V��ZKLFK��DFFRUGLQJ�WR�RIILFLDO�GDWD��DUH�VWLOO�FRQVLGHUHG�WKH�ODUJHVW�LQ�WKH�ZRUOG��FRVW�WKHP����SHUFHQW�RI�*13�DQG�OHG�WR�H[WUHPH�K\SHULQIODWLRQ���%HJLQQLQJ�WKHLU�UHJXODWRU\�UHIRUPV�LQ�������WKH\�VWHSSHG�WKHP�XS�GUDPDWLFDOO\�LQ������DQG�ZHUH�DEOH�WR�ZLWKVWDQG�WKH�$VLDQ�FULVLV�VKRFN�H[FHSWLRQDOO\�ZHOO���7KXV��VXFFHVVIXO�SULYDWL]DWLRQ�GRHV�QRW�KDYH�WR�WDNH�D�GHFDGH�LI�WKH�
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DXWKRULWLHV�PDNH�D�ILUP�FRPPLWPHQW���$UJHQWLQD�ZDV�DEOH�WR�LPSURYH�WKH�LQIRUPDWLRQ�GLVFORVXUH�GUDPDWLFDOO\��XSJUDGH�WKHLU�FDSLWDO�UHTXLUHPHQWV��DQG�UHGXFH�WKH�OLTXLGLW\�UHTXLUHPHQWV���7KH\�DOVR�OHW�LQ�IRUHLJQ�EDQNV���,Q�IDFW��SUHVHQWO\�QLQH�RXW�RI�WKH�WRS�WHQ�ODUJHVW�EDQNV�LQ�$UJHQWLQD�DUH�PDMRULW\�IRUHLJQ�RZQHG�E\�JRRG�QDPHV�± 0RUJDQ��&LWLEDQN��+RQJ�.RQJ��6KDQJKDL��HWF���7KXV��,�UHLWHUDWH�WKDW��ZKLOH�D�FRXQWU\�QHHG�QRW�QHFHVVDULO\�VWDOO�DOO�SULYDWL]DWLRQ�HIIRUWV��WKHUH�DUH�UHTXLUHPHQWV�WKDW�FRPH�ZLWK�SULYDWL]DWLRQ�DQG�LQ�RUGHU�WR�EH�VXFFHVVIXO�LQ�WKH�ORQJ�WHUP��RQH�VKRXOG�VWDUW�ZLWK�WKHP�DV�VRRQ�DV�SRVVLEOH����
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/,67�2)�$77(1'((6�
$EGHO�$]L]�0��+HJD]\�$EGHO�$]L]�+HJD]\�	�&R���$FFRXQWLQJ�DQG�0DQDJHPHQW�&RQVXOWDQWV��)RUPHU�3ULPH�0LQLVWHU�$EGHO�:DKDE�7D\HO�'LUHFWRU�RI�)LQDQFLDO�$QDO\VLV��2UELW�6WRFN�&RUSRUDWLRQ�$GHO�$��%LVKDL�� 3URIHVVRU�RI�(FRQRPLFV��7KH�$PHULFDQ�8QLYHUVLW\�LQ�&DLUR��$8&��$IDI�,VPDLO�0DJHG�� ([HFXWLYH�*HQHUDO�0DQDJHU��1DWLRQDO�%DQN�RI�(J\SW�$PDO�(O�7REJ\�6HQLRU�*HQHUDO�0DQDJHU�	0HPEHU�RI�WKH�%RDUG�RI�'LUHFWRUV��0LVU�,QWHUQDWLRQDO�%DQN�0,%DQN�$VKUDI�0DKPRXG�� 6HQLRU�9LFH�3UHVLGHQW�	�*HQHUDO�0DQDJHU��$O�$KO\�IRU�'HYHORSPHQW�DQG�,QYHVWPHQW��$',��$VKUDI�6ZHLODP�� 0LQLVWU\�RI�)RUHLJQ�$IIDLUV�&\ULO�:LGGHUVVKDYHQ�� 6HQLRU�(GLWRU��3KDUDRKV�0DJD]LQH�'LQD�$��.KD\DWW�� &KDLUSHUVRQ��/D]DUG�$VVHW�0DQDJHPHQW�(J\SW�'RDD�+DPG\��)RXDG�6XOWDQ�� &KDLUPDQ�	�0DQDJLQJ�'LUHFWRU��$O�$KO\�IRU�'HYHORSPHQW�	�,QYHVWPHQW��$',��+DOD�(O�%DUNRXN\�� 0DQDJLQJ�3DUWQHU��$OOLHG�%XVLQHVV�&RQVXOWDQWV��$%&��+DOD�)D\HN�� 6HQLRU�*HQHUDO�0DQDJHU��&RUSRUDWH�%DQNLQJ�*URXS���	�,QYHVWPHQW�%DQNLQJ���&RPPHUFLDO�,QWHUQDWLRQDO�%DQN�+DQDD�(O�+HODOL�� 6HQLRU�0DUNHWLQJ�([HFXWLYH��,QYHVWPHQW�%DQNLQJ��$UDE�$IULFDQ�,QWHUQDWLRQDO�%DQN�+DVVDQ�$PHU�'HSXW\�&KLHI�(GLWRU��$O�*RPKRXULD�1HZVSDSHU�+LVKDP�<RXVVHI�� 0LQLVWU\�RI�)RUHLJQ�$IIDLUV�
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+LWOHU�7DQWDZ\�� 3UHVLGHQW��$GPLQLVWUDWLRQ�&RQWURO�$XWKRULW\�.DPDO�(O�.KHVKHQ�� +HDG�RI�2SHUDWLRQV��$IULFDQ�([SRUW�,PSRUW�%DQN�.KDOLG�,NUDP�� 'LUHFWRU��(J\SW�&RXQWU\�'HSDUWPHQW��7KH�:RUOG�%DQN�0DXUR�0HFJDQL�� 5HVLGHQW�5HSUHVHQWDWLYH��,QWHUQDWLRQDO�0RQHWDU\�)XQG��,0)��0HUYDW�'RVV�� 86$,'�&DLUR�0LVVLRQ�0LQRXVK�$��$EGHO�0DJXLG�� 0DQDJHU��+6%&�0RKDPHG�2]DOS�� 6HQLRU�*HQHUDO�0DQDJHU��0HPEHU�RI�WKH�0DQDJHPHQW�&RPPLWWHH��0LVU�,QWHUQDWLRQDO�%DQN�0RKDPHG�7D\PRXU�� &KDLUPDQ��(J\SWLDQ�)LQDQFLDO�*URXS��()*�+HUPHV��0RQD�.DOGDV�� 3URMHFW�0DQDJHPHQW�6SHFLDOLVW��)LQDQFH�	�,QYHVWPHQW�2IILFHU�(*�3)��86$,'�&DLUR�0LVVLRQ�1DGLD�$EGHO�$]LP�� )LUVW�8QGHUVHFUHWDU\��0LQLVWU\�RI�(FRQRP\�	�)RUHLJQ�7UDGH�5DIL�.DVVHP�� 5HVLGHQW�9LFH�3UHVLGHQW��&LWLEDQN�5REHUWD�0DKRQH\�� $VVRFLDWH�'LUHFWRU��2IILFH�RI�(FRQRPLF�*URZWK��86$,'�&DLUR�0LVVLRQ��6DKDU�1DVU�� 7KH�:RUOG�%DQN�6DPLU�.RUD\HP�� &KDLUPDQ��2UELW�6WRFN�%URNHUDJH�+RXVH�6XVDQ�6DZKLOO�5LOH\�&DSLWDO�0DUNHWV�7HDP�/HDGHU�86$,'�&DLUR�0LVVLRQ�<DVVHU�6REKL�� -RXUQDOLVW��(FRQRPLF�6HFWLRQ��$O�$KUDP�1HZVSDSHU��
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