
0RQHWDU\�3ROLF\�DQG�)LQDQFLDO�6HFWRU�5HIRUP�LQ�(J\SW�7KH�5HFRUG�DQG�WKH�&KDOOHQJHV�$KHDG+RZDUG�+DQG\:RUNLQJ�3DSHU�1R����-DQXDU\�����

+RZDUG� +DQG\� LV� FXUUHQWO\� WKH� 'LUHFWRU� RI� WKH� $IULFD�0LGGOH� (DVW� 'HSDUWPHQW� RI WKH� ,QVWLWXWH� RI�,QWHUQDWLRQDO�)LQDQFH���%HIRUH�UHWLULQJ�IURP�WKH�,0)��KH�OHG�WKH�)XQG¶V�ZRUN�LQ�(J\SW�IURP������XQWLO�WKH�HQG�RI��������7KLV�SDSHU�ZDV�SUHSDUHG�HVSHFLDOO\�IRU�WKH�³0RQHWDU\�DQG�([FKDQJH�5DWH�3ROLFLHV��2SWLRQV�IRU�(J\SW´�RUJDQL]HG�E\�(&(6�RQ�1RY��������������
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$EVWUDFW
7KLV�SDSHU�H[SODLQV�KRZ� WKH�(J\SWLDQ�PRQHWDU\�SROLF\�GXULQJ� WKH� ILUVW�KDOI�RI� WKH�����V�UHGXFHG�PDFURHFRQRPLF�LPEDODQFHV�DQG�DFKLHYHG�HFRQRPLF�VWDELOL]DWLRQ��,W�DOVR�HYDOXDWHV�WKH� UHFHQW� SUHVVXUHV� RQ� WKH� H[WHUQDO� SRVLWLRQ� DQG� WKH� SROLF\� UHVSRQVHV�� � 2Q� WKH� EDVLV� RI�WKHVH� ILQGLQJV�� WKH� SDSHU� LGHQWLILHV� WKH� FKDOOHQJHV� DKHDG�� DQG� WDNHV� D� FXUVRU\� ORRN� DW�RQJRLQJ� HIIRUWV� WR� UHYDPS� WKH� LQVWUXPHQWV� RI� PRQHWDU\� SROLF\� DQG� PRGHUQL]H� WKH�LQVWLWXWLRQDO�IUDPHZRUN�RI�WKH�ILQDQFLDO�V\VWHP�

md��
æã�ÞàØ��å����èôÌ´�ß��æã�Ýí÷��Ò¼èß��Ýü§��Ì��äß���óªØèß���³�ô´àß�æÜã��ÒôÛ��³�ªß��é¬ë�Ýí�è��ð�ß��ÁîÐÀß���¤��� �äÛ� ìï©�¼�×û���®Ø�³û��ÖôØ¤�í�ï®¼äß�� ©�¼�×û��ðÓ� �ôàÜß���ûü�§ù��ì�ì��îäß��¬¨���ð�ß����³�ô´ß�í�ð��¨ß��Ê¿îß�� �ìß�½®Ì��U����w�IU�W������O ¿p�[�T��[���wg[� ¿`T���� ;U��Uc� Y��hW��T� g��`�T���w� I�r�T����[� U��� �Y��W�[l��T�ZU�gc[�T� Y�i��T� ggc[��U��T��Ut�����llN��T�iUs�T�\�gc[��Y�g���T�YlU�l�T�ZT�gL�
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,��,QWURGXFWLRQ7KLV�SDSHU�VHHNV�WR�SUHVHQW�(J\SW¶V�UHFHQW�UHFRUG�LQ�WKH�DUHD�RI�PRQHWDU\�SROLF\�DQG�ILQDQFLDO�VHFWRU�UHIRUP�DQG�WR�RXWOLQH�WKH�FKDOOHQJHV�DKHDG���7KH�VWXG\�EHJLQV�E\�GLVFXVVLQJ�WKH�UROH�RI�PRQHWDU\�SROLFLHV�GXULQJ�WKH�ILUVW�KDOI�RI�WKH�����V�ZKHQ�(J\SW�PDGH�LPSUHVVLYH�SURJUHVV�LQ�UHGXFLQJ�PDFURHFRQRPLF�LPEDODQFHV�DQG�DFKLHYLQJ�VWDELOL]DWLRQ���7KH�VHFRQG�SDUW�WKHQ�IRFXVHV�RQ�WKH�VRXUFHV�DQG�FRQVHTXHQFHV�RI�WKH�UHFHQW�SUHVVXUHV�RQ�WKH�H[WHUQDO�SRVLWLRQ�DQG�WKH�SROLF\�UHVSRQVHV���)LQDOO\��WKH�SDSHU�VHHNV�WR�LGHQWLI\�WKH�FKDOOHQJHV�DKHDG�DQG�WDNHV�D�FXUVRU\�ORRN�DW�RQJRLQJ�HIIRUWV�WR�UHYDPS�WKH�LQVWUXPHQWV�RI�PRQHWDU\�SROLF\�DQG�PRGHUQL]H�WKH�LQVWLWXWLRQDO�IUDPHZRUN�RI�WKH�ILQDQFLDO�V\VWHP�RYHU�WKH�PHGLXP�WHUP�
,,��0RQHWDU\�3ROLF\�LQ�WKH�&RQWH[W�RI�6WDELOL]DWLRQ���������� �������
(J\SW¶V�HIIRUWV�WR�DFKLHYH�VWDELOL]DWLRQ�LQ�WKH�HDUO\�����V�SURYHG�WR�EH�UHPDUNDEO\�VXFFHVVIXO���&HQWUDO�WR�WKH�SURFHVV�ZHUH�WKUHH�FULWLFDO�HOHPHQWV��D�PDVVLYH�ILVFDO�DGMXVWPHQW��WKH�OLEHUDOL]DWLRQ�DQG�XQLILFDWLRQ�RI�WKH�H[FKDQJH�V\VWHP��LQFOXGLQJ�WKH�DGRSWLRQ�RI�DQ�H[FKDQJH�UDWH�DQFKRU��DQG�D�VXSSRUWLYH�PRQHWDU\�SROLF\��FRPSULVLQJ�TXDQWLILHG�WDUJHWV�LQ�WKH�FRQWH[W�RI�VXFFHVVLYH�ILQDQFLDO�SURJUDPV���7KLV�VWUDWHJ\�EURXJKW�DERXW�D�VLJQLILFDQW�UHGXFWLRQ�LQ�LQIODWLRQ�DQG�D�IXQGDPHQWDO�LPSURYHPHQW�LQ�WKH�H[WHUQDO�SRVLWLRQ�WKHUHE\�OD\LQJ�D�ILUP�IRXQGDWLRQ�IRU�KLJKHU�DQG�VXVWDLQDEOH�HFRQRPLF�JURZWK�7KH�OHDGLQJ�HGJH�RI�WKH�DGMXVWPHQW�VWUDWHJ\�ZDV�LQ�WKH�DUHD�RI�ILVFDO�SROLF\���)ROORZLQJ�DQ�XS�IURQW�ILVFDO�DGMXVWPHQW�LQ����������WKH�RYHUDOO�ILVFDO�GHILFLW�ZDV�EURXJKW�GRZQ�WR������� SHUFHQW�RI�*'3�LQ�WKH�PLG�����V�IURP�PRUH�WKDQ��� SHUFHQW�RI�*'3�DW�WKH�WXUQ�RI�WKH�GHFDGH��&KDUW �����7KH�PDJQLWXGH�RI�(J\SW¶V�ILVFDO�DGMXVWPHQW�LV�UHPDUNDEOH�E\�WKH�VWDQGDUGV�RI�RWKHU�DGMXVWLQJ�FRXQWULHV���7KH�UHGXFWLRQ�LQ�WKH�RYHUDOO�GHILFLW�RYHU�ILYH�\HDUV��DPRXQWLQJ�WR������ SHUFHQW�RI *'3��UDQNV�DPRQJ�WKH�PRVW�LPSUHVVLYH�VXFK�DGMXVWPHQWV�ZLWKLQ�WKH�UHJLRQ�DQG�HOVHZKHUH��VHH�0DFNHQ]LH����������7KH�ILVFDO�DGMXVWPHQW�ZDV�DFKLHYHG�WKURXJK�DQ�LQFUHDVH�LQ�UHYHQXHV�FRPELQHG�ZLWK�VLJQLILFDQW�H[SHQGLWXUH�FXWV�DQG�ILVFDO�UHVWUXFWXULQJ���2Q�WKH�UHYHQXH�VLGH��NH\�GHYHORSPHQWV�LQFOXGHG�WKH�LQWURGXFWLRQ�RI�WKH�JHQHUDO�VDOHV�WD[��*67��DQG�D�ERRVW�WR�RLO�DQG�6XH]�&DQDO�UHYHQXHV�FRPLQJ�IURP�WKH�GHSUHFLDWLRQ�RI�WKH�(J\SWLDQ�SRXQG���0HDQZKLOH��RQ�WKH�H[SHQGLWXUH�VLGH��WKH�DXWKRULWLHV�PDGH�GHHS�FXWV�LQ�FDSLWDO�LQYHVWPHQW�WKURXJK�D�UDWLRQDOL]DWLRQ�RI�WKH�SXEOLF�LQYHVWPHQW�SURJUDP��DQG�VLJQLILFDQWO\�UHGXFHG�FRQVXPHU�VXEVLGLHV���0DMRU�VDYLQJV�ZHUH�DFKLHYHG�RQ�H[WHUQDO�GHEW�VHUYLFLQJ�IROORZLQJ�WKH�3DULV�&OXE�DJUHHPHQW�RI������ZKLOH�WKH�EXUGHQ�RI�VHUYLFLQJ�GRPHVWLF�GHEW�HDVHG�ZLWK�WKH�GHFOLQH�LQ�LQWHUHVW�UDWHV��&KDUW���DQG�7DEOH����
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&KDUW����)LVFDO�%DODQFHV����RI�*'3��
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&KDUW����,QWHUHVW�5DWHV����
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���� ���� ���� ���� ���� ���� ���� ���� ���� ������0RQWK�7�ELOO�5DWH 5HDO� (J\SWLDQ� 86�5DWH�

6RXUFH��&HQWUDO�%DQN�RI�(J\SW�DQG�,,)�HVWLPDWHV�

6RXUFH��&HQWUDO�%DQN�RI�(J\SW�DQG�,,)�HVWLPDWHV�
7DEOH�����0RQHWDU\�DQG�,QFRPH�,QGLFDWRUV��DQQXDO���FKDQJH������ ����� ����� ����� ����� ����� ����� ����� ����� �����7�ELOO�5DWH��QRPLQDO� ���� ���� ���� ���� ���� ���� ��� ���� ���� ����7�ELOO�5DWH��UHDO� ��� ���� ��� ��� ���� ���� ��� ��� ��� ���8�6��DQG�/(�7�ELOO�6SUHDG ���� ���� ���� ��� ��� ��� ��� ��� ��� ���5HDO�*'3�*URZWK ��� ��� ��� ��� ��� ��� ��� ��� ��� ���,QIODWLRQ ���� ���� ���� ��� ���� ���� ��� ��� ��� ���6RXUFH��&HQWUDO�%DQN�RI�(J\SW��,)6��DQG�,,)�HVWLPDWHV�
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7KH�ILVFDO�DGMXVWPHQW�GLG�QRW�WDNH�SODFH�LQ�D�YDFXXP���,W�ZDV�VXSSRUWHG�DQG�IDFLOLWDWHG�E\�D�UHIRUP�RI�WKH�H[FKDQJH�V\VWHP�DQG�WKH�DGRSWLRQ�RI�PRQHWDU\�SURJUDPPLQJ���,Q�)HEUXDU\�������WKH�H[FKDQJH�UDWH�V\VWHP�ZDV�GH�IDFWR�XQLILHG�DQG�OLEHUDOL]HG���$W�DERXW�WKH�VDPH�WLPH��LPSRUWDQW�VWHSV�ZHUH�WDNHQ�WRZDUG�ILQDQFLDO�VHFWRU UHIRUP�LQFOXGLQJ�WKH�DEROLWLRQ�RI�RIILFLDO�FRQWUROV�RQ�LQWHUHVW�UDWHV�DQG�WKH�LQWURGXFWLRQ�RI�WUHDVXU\�ELOO�DXFWLRQV���6KRUWO\�DIWHUZDUGV��OLPLWV�RQ�OHQGLQJ�WR�WKH�SULYDWH�DQG�SXEOLF�VHFWRUV�ZHUH�HOLPLQDWHG�������DQG������UHVSHFWLYHO\��DQG�PRQHWDU\�SROLF\ ZDV�LPSOHPHQWHG�ZLWKLQ�WKH�FRQWH[W�RI�D�V\VWHPDWLF�DQG�FRPSUHKHQVLYH�ILQDQFLDO�SURJUDPPLQJ�IUDPHZRUN�7KH�WDVN�IRU�PRQHWDU\�SROLF\�ZDV�KHLJKWHQHG�E\�DQ�XSVXUJH�LQ�H[WHUQDO�FDSLWDO�LQIORZV��D�QRW�XQFRPPRQ�HYHQW�IRU�FRXQWULHV�LPSOHPHQWLQJ�UHVROXWH�VWDELOL]DWLRQ�SURJUDPV���2YHU�WKH�WKUHH�\HDUV�HQGHG�-XQH������� FXPXODWLYH�FDSLWDO�LQIORZV�DPRXQWHG�WR�DOPRVW��� ELOOLRQ��RU�DERXW��� SHUFHQW�RI�*'3���7KH�SRWHQWLDO�H[SDQVLRQDU\�LPSDFW�RI�WKH�FDSLWDO�LQIORZ�RQ�GRPHVWLF�OLTXLGLW\�ZDV�ODUJHO\�VWHULOL]HG�WKURXJK�QHW�VDOHV�RI�JRYHUQPHQW�VHFXULWLHV��PDLQO\�W�ELOOV��RYHU�DQG�DERYH�ZKDW�ZRXOG�KDYH�EHHQ�QHHGHG�IRU�ILVFDO�GHILFLW�ILQDQFLQJ�GXULQJ�WKH�SHULRG���&DSLWDO�LQIORZV�FRQWLQXHG��WKRXJK�DW�D�VORZHU�SDFH��LQ�WKH�IROORZLQJ�WKUHH�\HDUV��L�H��WKURXJK�WKH�SHULRG�HQGHG�-XQH�������GXULQJ�ZKLFK�WLPH�(J\SW�DWWUDFWHG�D�IXUWKHU����� ELOOLRQ��QHFHVVLWDWLQJ�FRQWLQXHG�VWHULOL]DWLRQ�WKURXJK�LVVXDQFH�RI�JRYHUQPHQW�VHFXULWLHV�7KHVH�RSHUDWLRQV�HQWDLOHG�D�VXEVWDQWLDO�ILVFDO�EXUGHQ�LQ�WKDW�WKH�EXGJHWDU\�FRVW�RI�SD\PHQW�RI�LQWHUHVW�RQ�WKH�GRPHVWLF�JRYHUQPHQW�VHFXULWLHV�XVHG�LQ�WKH�VWHULOL]DWLRQ�RSHUDWLRQV�JUHDWO\�H[FHHGHG�WKH�LQWHUHVW�HDUQLQJV�RQ�WKH�LQFUHDVHG�KROGLQJV�RI�IRUHLJQ�DVVHWV���(YHQ�WKRXJK�GRPHVWLF�LQWHUHVW�UDWHV�ZHUH�IDOOLQJ�GXULQJ�WKH�VL[�\HDU�SHULRG�HQGHG�-XQH�������D�VXEVWDQWLDO�SRVLWLYH�VSUHDG�UHPDLQHG�LQ�IDYRU�RI�(J\SWLDQ�SRXQGV��GXULQJ�WKH�SHULRG��WKH�VSUHDG�QDUURZHG�IURP�DOPRVW��� SHUFHQWDJH�SRLQWV�WR�IRXU��&KDUW �����6XEUDPDQLDQ�KDV�HVWLPDWHG�WKH�FXPXODWLYH�ILVFDO�FRVWV�RI�VWHULOL]DWLRQ�DW�DERXW�� SHUFHQW�RI�*'3��RU�DQ�DYHUDJH�RI���� SHUFHQW�RI�*'3�RYHU�WKH�VL[�VWDELOL]DWLRQ�\HDUV���+H�DOVR�SRLQWV�RXW�WKDW�WKH�ILVFDO�FRVW�ZDV�HYHQ�ODUJHU�LI�DFFRXQW�LV�WDNHQ�RI�WKH�LPSOLFLW�DQG�H[SOLFLW�VXSSRUW�SURYLGHG�WR�WKH�GRPHVWLF�EDQNLQJ�V\VWHP�GXULQJ�WKDW�WLPH� �

� 7KH�ILVFDO�\HDU�LQ�(J\SW�UXQV�IURP�-XO\���WKURXJK�-XQH����� 6XEUDPDQLDQ��������
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6XFK�FRVWV��KRZHYHU� QHHG�WR�EH�ZHLJKHG�DJDLQVW�WKH�GLVDGYDQWDJHV�RI�DOWHUQDWLYH�SROLF\�RSWLRQV���)RU�H[DPSOH��LI�WKH�H[FKDQJH�UDWH�KDG�EHHQ�DOORZHG�WR�DSSUHFLDWH��WKH�H[WHUQDO�FXUUHQW�DFFRXQW�ZRXOG�XQGRXEWHGO\�KDYH�VXIIHUHG��DQG�WKH�DGGLWLRQDO�ORVV�RI�FRPSHWLWLYHQHVV��RQ�WRS RI�WKH�DOUHDG\�VXEVWDQWLDO�DSSUHFLDWLRQ�RI�WKH�SRXQG�LQ�UHDO�HIIHFWLYH�WHUPV�� ZRXOG�KDYH�EHHQ�GHIODWLRQDU\���$QRWKHU�RSWLRQ�ZRXOG�KDYH�EHHQ�WR�UHVRUW�WR�FDSLWDO�FRQWUROV�RQ�LQZDUG�IORZV���6XFK�DFWLRQ��KRZHYHU��ZRXOG�KDYH�UXQ�FRQWUDU\�WR�WKH�EURDG�WKUXVW�RI�SROLF\�²ZKLFK�ZDV�WR�OLEHUDOL]H�H[WHUQDO�WUDQVDFWLRQV�DQG�WKH�GRPHVWLF�HFRQRP\² DQG�ZRXOG�KDYH�VHQW�FRQIXVLQJ�VLJQDOV�WR�PDUNHW�SDUWLFLSDQWV�,Q�VXP��DQG�QRWZLWKVWDQGLQJ�WKH�ILVFDO�FRVWV��WKH�SROLF\�VWUDWHJ\�JHQHUDOO\�ZRUNHG�ZHOO���/LTXLGLW\�JURZWK�ZDV�NHSW�ZLWKLQ�ERXQGV��GHVSLWH�WKH�FDSLWDO�LQIORZV��DQG�FRQILGHQFH�LQ�WKH�GRPHVWLF�FXUUHQF\�ZDV�UHVWRUHG��IRU�H[DPSOH��WKH�GROODUL]DWLRQ�UDWLR��DV�PHDVXUHG�E\�WKH�VKDUH�RI�IRUHLJQ�FXUUHQF\�GHSRVLWV�WR�0���GHFOLQHG�IURP��� SHUFHQW�LQ���������WR��� SHUFHQW�LQ����������7DEOH ��DQG�&KDUW �����$V�D�UHVXOW��VXEVWDQWLDO�SURJUHVV�ZDV�DFKLHYHG�LQ�UHGXFLQJ�LQIODWLRQ�DQG�LQ�VWUHQJWKHQLQJ�WKH�H[WHUQDO�SRVLWLRQ��&KDUW �����7KH�UDWH�RI�LQFUHDVH�LQ�WKH�FRQVXPHU�SULFH�LQGH[��&3,��IHOO�IURP�DERXW��� SHUFHQW�SHU�DQQXP�LQ�WKH�HDUO\�����V�WR�� SHUFHQW�LQ�����������0HDQZKLOH��(J\SW¶V�KROGLQJV�RI�RIILFLDO�IRUHLJQ�UHVHUYHV�URVH�VRPH�VL[�IROG��VXUSDVVLQJ���� ELOOLRQ�LQ����������DQG�WKHUH�ZDV�D�VLJQLILFDQW�UHGXFWLRQ�LQ�WKH�EXUGHQ�RI�H[WHUQDO�GHEW�DQG�GHEW�VHUYLFH���7KH�ODWWHU�ZDV�IDFLOLWDWHG�LQ�SDUW�E\�VXEVWDQWLDO�GHEW�UHOLHI�IURP�WKH�3DULV�&OXE���%\����������(J\SW¶V�H[WHUQDO�GHEW�VHUYLFH�UDWLR�KDG�IDOOHQ�WR�DERXW��� SHUFHQW�RI�FXUUHQW�H[WHUQDO�UHFHLSWV�FRPSDUHG�ZLWK�PRUH�WKDQ��� SHUFHQW�DW�WKH�EHJLQQLQJ�RI�WKH�����V���0RUHRYHU��WKH�0LQLVWU\�RI�(FRQRP\�QRWHG�WKDW�WKH�IDFH�YDOXH�RI�(J\SW¶V�RIILFLDO�LQWHUQDWLRQDO�UHVHUYHV�H[FHHGHG�WKH�GLVFRXQWHG�SUHVHQW�YDOXH�RI�WKH�FRXQWU\¶V�RIILFLDO�H[WHUQDO�GHEW��SXWWLQJ�(J\SW�LQ�D�QHW�FUHGLWRU�SRVLWLRQ�YLV�j�YLV�WKH�UHVW�RI�WKH�ZRUOG���%DVHG�RQ�WKHVH�LQGLFDWRUV��(J\SW�ZDV�LQ�DQ�H[FHSWLRQDOO\�VWURQJ�H[WHUQDO�ILQDQFLDO�SRVLWLRQ�UHODWLYH�WR�RWKHU�HPHUJLQJ�PDUNHW�HFRQRPLHV�

� 'XULQJ�WKH�SHULRG���������WKURXJK ��������WKH�SRXQG�DSSUHFLDWHG�E\�VRPH��� SHUFHQW�LQ�UHDO�HIIHFWLYH�WHUPV�
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&KDUW����%URDG�0RQH\�DQG�5HVHUYH���0RQH\���DQQXDO ��FKDQJH� &KDUW��D��,QIODWLRQ���� &KDUW��E��)RUHLJQ�([FKDQJH�5HVHUYHV�����ELOOLRQ� &KDUW��F��5HDO�*'3�*URZWK����

6RXUFH��&HQWUDO�%DQN�RI�(J\SW�DQG�,,)�HVWLPDWHV� 1RWHV���<HDU�RQ�\HDU�FKDQJH�LQ�&3,���2IILFLDO�IRUHLJQ�H[FKDQJH�UHVHUYHV��H[FOXGLQJ�JROG��6RXUFH��,)6�DQG�,,)�HVWLPDWHV�7DEOH����)DFWRUV�$IIHFWLQJ�/LTXLGLW\�����FKDQJH�IURP�SUHYLRXV�\HDU��/(�ELOOLRQ�
����� ����� ����� ����� ����� ����� ����� ����� ����� �����1HW�IRUHLJQ�DVVHWV ���� ���� ���� ��� ��� ���� ��� ����� ����� ����'RPHVWLF�FUHGLW ���� ��� ��� ���� ���� ���� ���� ���� ���� ����&HQWUDO�JRYHUQPHQW��QHW ��� ��� ���� ��� ��� ��� ���� ��� ��� ���3XEOLF�HQWHUSULVHV ��� ���� ��� ��� ��� ��� ��� ���� ��� ���3ULYDWH�VHFWRU ��� ��� ��� ��� ���� ���� ���� ���� ���� ����%DQNLQJ�VHFWRU ��� ���� ���� ���� ��� ��� ��� ��� ��� ���2WKHU�LWHPV��QHW ���� ���� ���� ���� ���� ���� ���� ���� ���� ����%URDG�PRQH\��0�� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����IRUHLJQ�FXUUHQF\�GHSRVLWV� ���� ���� ���� ��� ��� ��� ���� ���� ��� ���4XDVL�PRQH\ ���� ���� ���� ���� ���� ���� ���� ��� ���� ����0� ��� ��� ��� ��� ��� ��� ��� ��� ��� ����0HPRUDQGD����FKDQJH�RQ�SUHYLRXV�\HDU�'RPHVWLF�FUHGLW ���� ��� ��� ���� ���� ���� ���� ���� ���� ���R�Z�SULYDWH�VHFWRU ���� ��� ���� ���� ���� ���� ���� ���� ���� ����0� ���� ���� ���� ���� ���� ��� ���� ��� ��� ���0� ��� ��� ���� ���� ���� ��� ��� ��� ���� ����)RUHLJQ�FXUUHQF\�GHSRVLWV����RI�0�� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����1RWH��,QGLFDWHV���� PRQWK�FKDQJH�GXULQJ�0D\������0D\������6RXUFH��,0)��,QWHUQDWLRQDO�)LQDQFLDO�6WDWLVWLFV�
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7KH�VXFFHVVHV�RQ�WKH�VWDELOL]DWLRQ�IURQW�ZHUH�DFFRPSDQLHG�E\�D�JUDGXDO�LQFUHDVH�LQ�WKH�SDFH�RI�UHDO�*'3�JURZWK�RYHU�WKH�SHULRG��+RZHYHU��WKH�JURZWK�UDWH�GLG�QRW�JR�PXFK�EH\RQG���� SHUFHQW� ZKLFK�ZDV�FOHDUO\�EHORZ�SRWHQWLDO�DQG�OHIW�OLWWOH�URRP�IRU�PXFK�QHHGHG�JURZWK�LQ�HPSOR\PHQW�DQG�UHDO�SHU�FDSLWD�LQFRPHV��7KLV�EURXJKW�RXW�WKH�QHHG�IRU�WKRURXJK�JRLQJ�VWUXFWXUDO�UHIRUP��ZKLFK�WKH�DXWKRULWLHV�UHFRJQL]HG�DW�WKH�WLPH�ZRXOG�QHHG�WR�FRPSULVH�WKUHH�EURDG�HOHPHQWV��QDPHO\��IXUWKHU�OLEHUDOL]LQJ�WKH�GRPHVWLF�HFRQRP\�DQG�UHGXFLQJ�WKH�EDUULHUV�WR�H[WHUQDO�WUDGH��VWHSSLQJ�XS�WKH�SDFH�RI�JRYHUQPHQW�GLVHQJDJHPHQW�IURP�SURGXFWLYH�VHFWRUV�WKURXJK�EURDG�EDVHG�SULYDWL]DWLRQ�LQLWLDWLYHV��DQG�PRGHUQL]LQJ�WKH�ILQDQFLDO�V\VWHP�DQG�WKH�IUDPHZRUN�IRU�PRQHWDU\�SROLF\�:LWK�WKHVH�HQGV�LQ�YLHZ��WKH�*RYHUQPHQW�RI�(J\SW�GHYHORSHG�D�EURDG�IUDPHZRUN�IRU�VWUXFWXUDO�UHIRUP�LQ�FROODERUDWLRQ�ZLWK�WKH�,0)�LQ�������DQG�D�VWURQJ�VWDUW�ZDV�PDGH�LQ�����������,Q�SDUWLFXODU��SULYDWL]DWLRQ�ZDV�XQGHUWDNHQ�ZLWK�QHZ�YLJRU�DQG�GHWHUPLQDWLRQ��\LHOGLQJ�UHFHLSWV�HTXLYDOHQW�WR�VRPH�� SHUFHQW�RI�*'3�LQ�����������D�QHZ��PRUH�OLEHUDO��LQYHVWPHQW�ODZ�ZDV�HQDFWHG��LPSRUWDQW�VWHSV�ZHUH�WDNHQ�WR�OLEHUDOL]H�IRUHLJQ�WUDGH�WKURXJK�FXWV�LQ�WDULIIV�DQG�WKH�HOLPLQDWLRQ�RI�D�IHZ�UHPDLQLQJ�QRQ�WDULII�EDUULHUV��DQG�PRYHV�ZHUH�PDGH�RQ�ILQDQFLDO�VHFWRU�UHIRUP��QRWDEO\�WKURXJK�WKH�GLYHVWLWXUH�E\�WKH�SXEOLFO\�RZQHG�FRPPHUFLDO�EDQNV�RI�WKHLU�RZQHUVKLS�VWDNHV�LQ�WKH�MRLQW�YHQWXUH�EDQNV�7KHVH�SROLFLHV��FRPELQHG�ZLWK�FRQWLQXHG�SURJUHVV�WRZDUG�ILVFDO�FRQVROLGDWLRQ��WKH�EXGJHW�GHILFLW�ZDV�IXUWKHU�UHGXFHG�WR���� SHUFHQW�RI�*'3�LQ�����������DQG�PDLQWHQDQFH�RI�FUHGLW�DQG�PRQHWDU\�DJJUHJDWHV�ZLWKLQ�OLPLWV�DJUHHG�ZLWK�WKH�,0)��UHVXOWHG�LQ�D�VROLG�PDFURHFRQRPLF�SHUIRUPDQFH�LQ�����������:KLOH�LQIODWLRQ�ZDV�UHGXFHG�WR�DERXW�� SHUFHQW��WKH�EDODQFH�RI�SD\PHQWV��ZDV��LQ��VXUSOXV��DQG��UHDO��*'3��JURZWK��DSSURDFKHG����SHUFHQW��± WKH��EHVW��JURZWK�SHUIRUPDQFH�LQ�PDQ\�\HDUV�
,,,��0RQHWDU\�3ROLF\�LQ�WKH�3RVW�6WDELOL]DWLRQ�3HULRG����������������
&LUFXPVWDQFHV�FKDQJHG�PDUNHGO\�IURP�ODWH������DV�GLG�WKH�VHWWLQJ�DQG�FKDOOHQJHV�IRU�PRQHWDU\�SROLF\���(J\SW�ZDV�KLW�E\�D�VXFFHVVLRQ�RI�H[RJHQRXV�VKRFNV�WKDW�H[DFWHG�D�KHDY\�WROO�RQ�WKH�EDODQFH�RI�SD\PHQWV��7DEOH �����,Q�WKH�FXUUHQW�DFFRXQW� HDUQLQJV�IURP�WRXULVP�GURSSHG�SUHFLSLWRXVO\�LQ�WKH�ZDNH�RI�WKH�/X[RU�WUDJHG\��ZKLOH�H[SRUW�HDUQLQJV�IURP�RLO�ZHUH�VKDUSO\�ORZHU�UHIOHFWLQJ�ERWK�WKH�VOXPS�LQ�ZRUOG�PDUNHW�SULFHV�DV�ZHOO�DV�D�IXUWKHU�QDUURZLQJ�RI�WKH�
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H[SRUWDEOH�VXUSOXV���7RJHWKHU�WKHVH�VKRFNV�H[SODLQ�WKH�EXON�RI�WKH�GHWHULRUDWLRQ�LQ�WKH�H[WHUQDO�FXUUHQW�DFFRXQW�LQ�����������YL]��DERXW����� ELOOLRQ��RU�VRPH�����SHUFHQWDJH�SRLQWV�RI�*'3��
7DEOH����6XPPDU\�%DODQFH�RI�3D\PHQWV����ELOOLRQ������ ����� ����� �����&XUUHQW�DFFRXQW ��� ���� ���� ����&DSLWDO�DFFRXQW ��� ���� ���� ���(UURUV�DQG�RPLVVLRQV ���� ���� ���� ����2YHUDOO�EDODQFH ��� ���� ���� ����)LQDQFLQJ��FKDQJH�LQ�1)$� ���� ��� ��� ���2IILFLDO�1,5 ���� ��� ��� ���&RPPHUFLDO�EDQNV ��� ��� ��� ����R�Z�&%(�GHSRVLWV ���� ��� ��� ��0HPRUDQGXP�,WHP���RI�*'3�&XUUHQW�DFFRXQW ��� ���� ���� ����&DSLWDO�DFFRXQW ��� ���� ���� ���2YHUDOO�EDODQFH ��� ���� ���� ����6RXUFH��(J\SWLDQ�DXWKRULWLHV�DQG�,,)�HVWLPDWHV�

7KH�FDSLWDO�DFFRXQW�DOVR�VKLIWHG�LQWR�GHILFLW�LQ���������LQ�WKH�FRQWH[W�RI�LQFUHDVLQJ�FRQWDJLRQ�DFURVV�HPHUJLQJ�PDUNHWV�IURP�WKH�FULVHV�RULJLQDWLQJ�LQ�6RXWKHDVW�$VLD�DQG�5XVVLD��$IWHU�SRUWIROLR�LQIORZV�RI�DERXW����� ELOOLRQ�LQ����������IRUHLJQ�LQYHVWRUV�ZHUH�QHW�VHOOHUV�RI�(J\SWLDQ�DVVHWV�LQ�������� FRQWULEXWLQJ�WR�QHW�SRUWIROLR�RXWIORZV�RI����� PLOOLRQ��FRPSULVLQJ�PDLQO\�WKH�SURFHHGV�RI�PDWXULQJ�7�ELOOV����7KHVH�RXWIORZV�ZHUH�RQO\�SDUWLDOO\�RIIVHW�E\�KLJKHU�PHGLXP�WHUP�ERUURZLQJ�DQG�IRUHLJQ�GLUHFW�LQYHVWPHQW��)',���WKH�ODWWHU�VZROOHQ�E\�UHFHLSWV�IURP�WKH�VDOHV�RI�PRELOH�SKRQH�OLFHQVHV�LQ�0D\ ��������7KH�FDSLWDO�DFFRXQW�GHILFLW�ZDV�SHUKDSV�XQGHUVWDWHG�WR�WKH�H[WHQW�RI�WKH�VWHHS�LQFUHDVH�LQ��QHJDWLYH��HUURUV�DQG�RPLVVLRQV�2YHUDOO��WKH�EDODQFH�RI�SD\PHQWV�VKLIWHG�LQWR�D�GHILFLW�RI�DERXW����� ELOOLRQ�LQ���������IURP�D�VXUSOXV�RI�DERXW��� ELOOLRQ�LQ�WKH�SUHFHGLQJ�\HDU��D�WXUQDURXQG�RI�DOPRVW�� SHUFHQW�RI�*'3���:KDW�ZDV�DOVR�YHU\�VLJQLILFDQW��DQG�WKLV�LV�D�SRLQW�ZKLFK�ZLOO�EH�HODERUDWHG�EHORZ��ZDV�WKDW�WKH�ILQDQFLQJ�RI�WKH�GHILFLW�FDPH�SULQFLSDOO\�IURP�D�UHGXFWLRQ�LQ�WKH�QHW�IRUHLJQ�DVVHW��1)$��SRVLWLRQ�RI�WKH�FRPPHUFLDO�EDQNV��RIILFLDO�UHVHUYHV��1,5��GHFOLQHG�RQO\�PDUJLQDOO\�3UHVVXUHV�RQ�WKH�H[WHUQDO�SRVLWLRQ�LQWHQVLILHG�LQ�����������$OWKRXJK�WKH�FXUUHQW�DFFRXQW�GHILFLW�QDUURZHG�WR�DERXW�� SHUFHQW�RI�*'3��IURP�� SHUFHQW��DV�WKH�HDUOLHU�VKRFNV�IDGHG��WKH�
� )RU�DQDO\WLFDO�SXUSRVHV�ZH�VKRZ�WKH�FRPPHUFLDO�EDQNV�DV�D�ILQDQFLQJ�LWHP�EHORZ�WKH�OLQH���$V�GLVFXVVHG�EHORZ��WKLV�WUHDWPHQW�LV�EDVHG�RQ�WKH�SUHPLVH�WKDW�FDSLWDO�IORZV�SHUWDLQLQJ�WR�FRPPHUFLDO�EDQNV�GXULQJ�WKLV�SHULRG�ZHUH�QRW�HQWLUHO\�DXWRQRPRXV�
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FDSLWDO�DFFRXQW�GHILFLW�ZLGHQHG�ZKLOH�QHJDWLYH�HUURUV�DQG�RPLVVLRQV�URVH�IXUWKHU���$V�D�UHVXOW��WKH�RYHUDOO�GHILFLW�ZLGHQHG�WR������ELOOLRQ��� SHUFHQW�RI�*'3����$JDLQ��WKH�FRPPHUFLDO�EDQNV�ILQDQFHG�WKH�JUHDWHU�SDUW�RI�WKH�GHILFLW�WKURXJK�GUDZGRZQV�RI�WKHLU�1)$�SRVLWLRQV���+RZHYHU��1,5�ZHUH�DOVR�GUDZQ�GRZQ��E\����ELOOLRQ���WKRXJK�DW�VRPH���� ELOOLRQ�DW�HQG�-XQH�������WKH\�UHPDLQHG�DW�YHU\�KHDOWK\�OHYHOV�7KH�GHWHULRUDWLRQ�LQ�(J\SW¶V�H[WHUQDO�SRVLWLRQ�LQ���������DQG���������SUHVHQWHG�WKH�DXWKRULWLHV�ZLWK�VRPHWKLQJ�RI�D�TXDQGDU\�LQ�WHUPV�RI�GHYHORSLQJ�D�SROLF\�UHVSRQVH���2Q�WKH�RQH�KDQG��WKH�DXWKRULWLHV�FRQWLQXHG�WR�YLHZ�VWURQJ�JURZWK�RI�WKH�HFRQRP\�DV�D�KLJK�SULRULW\��HVSHFLDOO\�JLYHQ�WKH�LPSRUWDQFH�RI�JHQHUDWLQJ�QHZ�HPSOR\PHQW�RSSRUWXQLWLHV�LQ�WKH�SULYDWH�VHFWRU�WR�DEVRUE�QRW�RQO\�WKH�KLJK�QDWXUDO�UDWH�RI�JURZWK�RI�WKH�ODERU�IRUFH��PRUH�WKDQ�� SHUFHQW�DQQXDOO\��EXW�DOVR�WR�PDNH�XS�IRU�WKH�ORVV�RI�MREV�LQ�WKH�SXEOLF�VHFWRU�UHODWHG�WR�SULYDWL]DWLRQ���7KLV�PDGH WKH�DXWKRULWLHV�UHOXFWDQW�WR�WLJKWHQ�ILVFDO�DQG�PRQHWDU\�SROLFLHV���2Q�WKH�RWKHU�KDQG�WKH�DXWKRULWLHV�ZHUH�DQ[LRXV�WR�VXVWDLQ�FRQILGHQFH�LQ�WKH�(J\SWLDQ�SRXQG��DQG�WR�UHWDLQ�WKH�H[FKDQJH�UDWH�DQFKRU��L�H��WKH�ORQJ�WHUP�SHJ�WR�WKH�86�GROODU��LQ�VSLWH�RI�PRXQWLQJ�PDUNHW�VNHSWLFLVP�GHULYLQJ�LQ�SDUW�IURP�WKH�KDUG�ODQGLQJV�H[SHULHQFHG�E\�D�QXPEHU�RI�6RXWKHDVW�$VLDQ�FRXQWULHV�DW�WKDW�WLPH��QRWDEO\�7KDLODQG�DQG�.RUHD��DQG�WKH�FRQWLQXHG�DSSUHFLDWLRQ�RI�WKH�SRXQG�LQ�UHDO�HIIHFWLYH�WHUPV���7KH�SRXQG�ZDV�FRQWLQXLQJ�WR�DSSUHFLDWH�GXULQJ�WKLV�SHULRG��DQG�E\�PLG������WKH�FXPXODWLYH�UHDO�HIIHFWLYH�DSSUHFLDWLRQ�RI�WKH�SRXQG�IURP������DSSURDFKHG��� SHUFHQW����0DLQWHQDQFH�RI�YHU\�KLJK�RIILFLDO�UHVHUYHV�ZDV�LQ�DOO�OLNHOLKRRG�VHHQ�E\�WKH�DXWKRULWLHV�DV�D�FUXFLDO�SUHUHTXLVLWH�VXVWDLQLQJ�PDUNHW�FRQILGHQFH�LQ�WKH�H[FKDQJH�UDWH�RI�WKH�SRXQG�7KHVH�ODUJHO\�VHOI�LPSRVHG�FRQVWUDLQWV�RQ�SROLF\�UHVSRQVHV�WR�WKH�ZHDNHQLQJ�RI�WKH�H[WHUQDO�SRVLWLRQ�HIIHFWLYHO\�SUHFOXGHG�ILVFDO�DQG�RU�PRQHWDU\�WLJKWHQLQJ��D�UXQGRZQ�RI�RIILFLDO�H[WHUQDO�UHVHUYHV��DQG�RU�D�GHSUHFLDWLRQ�RI�WKH�SRXQG���7KLV�LQ�WXUQ�SURGXFHG�D�UDWKHU�FRQIXVHG�DQG�FRQIXVLQJ�VHULHV�RI�HYHQWV���7R�EHJLQ�ZLWK��WKHUH�ZHUH�IHZ�LI�DQ\�VLJQV�RI�WLJKWHQLQJ�RI�FUHGLW�DQG�PRQHWDU\�SROLF\���,QWHUHVW�UDWHV�RQ�W�ELOOV�UHPDLQHG�IODW��DQG�HYHQ�WKRXJK�UHDO�LQWHUHVW�UDWHV�ZHUH�ULVLQJ��GXH�WR�WKH�FRQWLQXHG�GHFOLQH�LQ�LQIODWLRQ��GRPHVWLF�FUHGLW�FRQWLQXHG�WR�JURZ�DW�KLJK��LQGHHG�ULVLQJ��UDWHV��&KDUWV ��DQG �����:KLOH�FUHGLW�WR�WKH�SULYDWH�VHFWRU�FRQWLQXHG�WR�ULVH�DW�DQQXDO�UDWHV�LQ�WKH�YLFLQLW\�RI��� SHUFHQW�WKURXJK�-XQH�������KLJKHU�EDQN�ILQDQFLQJ�UHTXLUHPHQWV�RI�WKH�JRYHUQPHQW�EHFDPH�SDUWLFXODUO\�HYLGHQW�LQ���������
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7KHUH�ZHUH�VHYHUDO�IDFWRUV�DW�ZRUN�WKDW�H[SODLQ�WKH�KLJK�DQG�ULVLQJ�JURZWK�UDWHV�RI�EDQN�FUHGLW�GXULQJ�WKLV�SHULRG�ZKHQ�FUHGLW�UHVWUDLQW�ZRXOG�KDYH�EHHQ�PRUH�DSSURSULDWH�JLYHQ�WKH�SUHVVXUHV�RQ�WKH�H[WHUQDO�SRVLWLRQ���)LUVW�DQG�IRUHPRVW��WKH�UHOLDQFH�XSRQ�WKH�FRPPHUFLDO�EDQNV�WR�FRYHU�WKH�EXON�RI�WKH�H[WHUQDO�ILQDQFLQJ�JDS�HQWDLOHG�DQ�LQFUHDVH�LQ�WKH�EDQNV¶�GRPHVWLF�OLTXLGLW\�DQG�KHQFH�WKHLU�OHQGLQJ�FDSDFLW\���7KXV�ZKLOH�WKH�SURFHVV�VHUYHG�WR�DOOHYLDWH�WKH�LPPHGLDWH�SUHVVXUH�RQ�WKH�&HQWUDO�%DQN¶V�1,5��WKH�FRQYHUVLRQ�E\�WKH�FRPPHUFLDO�EDQNV�RI�1)$�LQWR�GRPHVWLF�OHQGLQJ��1'$��IXHOOHG�GRPHVWLF�GHPDQG�DQG�VXVWDLQHG�SUHVVXUH�RQ�WKH�H[WHUQDO�SRVLWLRQ��7KLV�LV�LQ�PDUNHG�FRQWUDVW�WR�WKH�VLWXDWLRQ�ZKHQ�D�FHQWUDO�EDQN�VHOOV�IRUHLJQ�H[FKDQJH�WR�WKH�PDUNHW�DQG�WKH�GRPHVWLF�FXUUHQF\�SURFHHGV�DUH�DXWRPDWLFDOO\�VWHULOL]HG��XQOHVV�WKH�FHQWUDO�EDQN�DFWV�GHOLEHUDWHO\�WR�FRXQWHUDFW�WKLV�HIIHFW��&KDUW����0RQHWDU\�,QGLFDWRUV����FKDQJH�
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0 � 7RWDO�&UHGLW 3ULYDWH�&UHGLW
6RXUFH��&HQWUDO�%DQN�RI�(J\SW��,)6��DQG�,,)�HVWLPDWHV��
&KDUW����,QWHUHVW�5DWHV����
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����
����
����

���� ���� ����
�� �'D\�7 �%LOO ,QWHUEDQN

6RXUFH��&HQWUDO�%DQN�RI�(J\SW�

'HF���������������-XQ�����������������'HF����������������� -XQ������������������'HF�����������������-XQ�������������������'HF���
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$QRWKHU�GHYHORSPHQW�WKDW�DGGHG�WR�WKH�FRPPHUFLDO EDQNV¶�FDSDFLW\�WR�OHQG�WR�WKH�QRQ�JRYHUQPHQW�VHFWRU�ZDV�WKDW�WKH�EDQNV¶�KROGLQJV�RI�JRYHUQPHQW�GHEW��PDLQO\�W�ELOOV��IHOO�RII�VKDUSO\�GXULQJ�WKLV�SHULRG����7KRXJK�GDWD�DUH�QRW�DYDLODEOH�IRU����������7DEOH ��LQGLFDWHV�WKDW�WKH�FRPPHUFLDO�EDQNV�OLTXLGDWHG�VRPH�/(�� ELOOLRQ�RI�WKHLU�KROGLQJV�RI�JRYHUQPHQW�GHEW�LQ������������,Q�SDUW��WKLV�PD\�KDYH�EHHQ�DWWULEXWDEOH�WR�WKH�HIIHFWLYH�WD[DWLRQ�RI�LQWHUHVW�LQFRPH�RQ�W�ELOOV�IURP�PLG������DV�ZHOO�DV�WR�WKH�VWLFNLQHVV�RI�LQWHUHVW�UDWHV�LQ�W�ELOOV�
7DEOH����)LQDQFLQJ�RI�WKH�%XGJHW�'HILFLW���/(�ELOOLRQ������ ����� �����H �������I2YHUDOO�GHILFLW ���� ����� ����� ��������*'3� ���� ���� ���� ����)LQDQFLQJ ��� ���� ���� ����)RUHLJQ�ILQDQFLQJ��QHW ���� ���� ���� ����'RPHVWLF�ILQDQFLQJ ��� ���� ���� ����%DQNVï ��� ��� ��� ���&HQWUDO�%DQN �� ���� ���� ���&RPPHUFLDO�%DQNV �� ���� ���� ����1RQ�EDQNVð ��� ��� ��� ���3ULYDWL]DWLRQ�UHFHLSWVñ ��� ��� ��� ���1RWHV� H� �HVWLPDWH��I� �,,)�IRUHFDVW���ï�,QFOXGLQJ�*$6&�ERUURZLQJ��ð�,QFOXGLQJ�3RVWDO�VDYLQJV��7UHDVXU\�ELOOV�DQG�ERQGV���ñ�3ULYDWL]DWLRQ�SURFHHGV�EHJDQ�WR�EH�LQFOXGHG�LQ�WKH�EXGJHW�IURP���������RQZDUG�6RXUFH��0LQLVWU\�RI�)LQDQFH�DQG�,,)�HVWLPDWHV�

7KH�ODWWHU�GHYHORSPHQW�ZDV�PLUURUHG�E\�DQ�HVFDODWLRQ�RI�&HQWUDO�%DQN�FUHGLW�WR�WKH�JRYHUQPHQW��&KDUW �����0RUHRYHU��QRW�RQO\�GLG�WKH�&HQWUDO�%DQN�QHHG�WR�PDNH�XS�IRU�WKH�UHWUHQFKPHQW�RI�FRPPHUFLDO�EDQN�ILQDQFLQJ�RI�WKH�EXGJHW�GHILFLW��EXW�LW�KDG�WR�PHHW�D�VWURQJ�LQFUHDVH�LQ�WKH�JRYHUQPHQW¶V�ILQDQFLQJ�UHTXLUHPHQWV�DV�ZHOO���$OWKRXJK�WKH�IXOO�H[WHQW�RI�WKH�SUREOHP�GLG�QRW�EHFRPH�FOHDU�XQWLO�WKH�JRYHUQPHQW�DQQRXQFHG�UHYLVHG�ILVFDO�GDWD�LQ�HDUO\�������LW�ZDV�HDUOLHU�HYLGHQW�IURP�WKH�PRQHWDU\�DFFRXQWV�DQG�JRYHUQPHQW�GHEW�GDWD�WKDW�WKH�ILVFDO�GHILFLW�ZDV�RQ�WKH�ULVH���7KH�UHYLVHG�ILVFDO�GDWD�FRUUHFWHG�IRU�SUHYLRXV�XQGHUHVWLPDWHV�RI�JRYHUQPHQW�ERUURZLQJ�IURP�WKH�1DWLRQDO�,QYHVWPHQW�%DQN�SULPDULO\�WR�ILQDQFH�LQYHVWPHQW�H[SHQGLWXUHV���)RU����������WKH�RYHUDOO�ILVFDO�GHILFLW�ZDV�UHYLVHG�XSZDUG�WR�����SHUFHQW�RI�*'3��IURP���� SHUFHQW��DQG�WKH�JRYHUQPHQW�DFNQRZOHGJHG�WKH�H[LVWHQFH�RI�GRPHVWLF�DUUHDUV��DPRXQWLQJ�WR�/(�������ELOOLRQ��



(&(6:3���+�+DQG\�-DQ�����

��

&KDUW����&%(�1HW�&UHGLW�WR�*RYHUQPHQW��/(�ELOOLRQ�

����
����
����
����
����

�� � �� �� � �� �� � �� �� � �� �� � �� �� � �� �� � �� �� � ��
6RXUFH��&HQWUDO�%DQN�RI�(J\SW�

7KLV�VHTXHQFH�RI�HYHQWV�KDG�VHYHUDO�LPSOLFDWLRQV��ZKLFK��LQ�D�VHQVH��FRQVWLWXWH�WKH�³FRVW´�RI�WKH�PHDVXUHG�SROLF\�UHVSRQVH�WR�WKH�ZHDNHQLQJ�EDODQFH�RI�SD\PHQWV�SRVLWLRQ�IURP�ODWH��������,Q�WKH�ILUVW�SODFH��FRQGLWLRQV�LQ�WKH�IRUHLJQ�H[FKDQJH�PDUNHW�ZHUH�XQVHWWOHG���'RZQZDUG�SUHVVXUH�RQ�WKH�H[FKDQJH�UDWH�RI�WKH�SRXQG�SHUVLVWHG�DQG�GLYHUJHQFHV�HPHUJHG�EHWZHHQ�WKH�H[FKDQJH�UDWH�TXRWHG�E\�WKH�&HQWUDO�%DQN�DQG�WKH�FRPPHUFLDO�EDQNV�RQ�WKH�RQH�KDQG�DQG�WKH�IRUHLJQ�H[FKDQJH�GHDOHUV�RQ�WKH�RWKHU���6KRUWDJHV�RI�IRUHLJQ�H[FKDQJH�ZHUH�REVHUYHG�IURP�WLPH�WR�WLPH��UHSRUWHGO\�JLYLQJ�ULVH�WR�DQ�LQIRUPDO�TXHXLQJ�V\VWHP���7KHUH�ZHUH�RFFDVLRQDO�IODVKSRLQWV�LQFOXGLQJ��IRU�H[DPSOH��D�VSLNH�LQ�WKH�H[FKDQJH�UDWH�LQ�WKH�GHDOHUV�PDUNHW�DW�/(������SHU�GROODU�LQ�$XJXVW��������6HFRQG��WKHUH�ZHUH�D�QXPEHU�RI�WUDGH�PHDVXUHV�LQWURGXFHG�LQ�ODWH������DQG�HDUO\�������LQFOXGLQJ�WLJKWHU�RULJLQ�UXOHV�IRU�LPSRUWV�DQG�UHTXLUHPHQWV�IRU�LPSRUWHUV�WR�SXW�XS���� SHUFHQW�FRYHU�ZKHQ�RSHQLQJ�LPSRUW�OHWWHUV�RI�FUHGLW���7KHVH�PHDVXUHV�DGGHG�WR DQ�DOUHDG\�FXPEHUVRPH�WUDGH�V\VWHP�EXUGHQHG�E\�FRPSOH[�TXDOLW\�FRQWUROV�DQG�LQHIILFLHQW�FXVWRPV�SURFHGXUHV���)LQDOO\��WKH�FRQYHUVLRQ�E\�WKH�FRPPHUFLDO�EDQNV�RI�1)$�LQWR�1'$�RQ�D�ODUJH�VFDOH�KDG�LPSOLFDWLRQV�IRU�WKH�TXDOLW\�RI�WKHLU�SRUWIROLRV���:KLOH�DOO�WKH�LQGLFDWLRQV�DUH�WKDW�WKH�(J\SWLDQ�EDQNV�UHPDLQ�LQ�UHODWLYHO\�VWURQJ�SRVLWLRQV��VHH�EHORZ���WKH�IRUHLJQ�DVVHW�FRYHU�RI�WKH�EDQNV¶�IRUHLJQ�FXUUHQF\�OLDELOLWLHV�IHOO�VLJQLILFDQWO\��IURP�PRUH�WKDQ��� SHUFHQW�LQ���������WR�VRPH��� SHUFHQW�LQ����������ZKLOH�WKH�LQFUHDVH�LQ�EDQNV¶�ORFDO�IRUHLJQ�FXUUHQF\�GHQRPLQDWHG�OHQGLQJ�SUHGLVSRVHG�WKH�EDQNV�WR�KLJKHU�ULVN��HVSHFLDOO\�JLYHQ�WKH�ORQJ�WHUP�H[FKDQJH�UDWH�SHJ���&KDUW ���
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&KDUW����&RPPHUFLDO�%DQNV¶�)RUHLJQ�&XUUHQF\�2SHUDWLRQV�D��1HW�)RUHLJQ�$VVHWV��/(�ELOOLRQ� �E��)RUHLJQ�&XUUHQF\�'HSRVLWV��/(�ELOOLRQ�
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�F��)RUHLJQ�&XUUHQF\�/HQGLQJ��/(�ELOOLRQ� �G��)RUHLJQ�$VVHW�&RYHU�RI�)RUHLJQ�&XUUHQF\�/LDELOLWLHV����
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1RWH��(QG�-XQH�GDWD�6RXUFH��&HQWUDO�%DQN�RI�(J\SW�

'HYHORSPHQWV�GXULQJ���������DQG�PRUH�UHFHQWO\�FRQWDLQ�D�QXPEHU�RI�HQFRXUDJLQJ�VLJQV���,Q�SDUWLFXODU��WKH�EDODQFH�RI�SD\PHQWV�SRVLWLRQ�DSSHDUV�WR�KDYH�LPSURYHG���)RU����������WKH�RYHUDOO�H[WHUQDO�GHILFLW�GHFOLQHG�WR�DERXW��� ELOOLRQ�GXH�PDLQO\�WR�D�VWUHQJWKHQLQJ�RI�WKH�FDSLWDO�DFFRXQW���0RUHRYHU��GUDZ�GRZQV�E\�WKH�FRPPHUFLDO�EDQNV�RI�WKHLU�QHW�IRUHLJQ�DVVHWV�FDPH�WR�DQ�HQG�ZKLOH�WKH�&HQWUDO�%DQN�UHVRUWHG�LQFUHDVLQJO\�WR�LWV�RZQ�IRUHLJQ�DVVHWV�WR ILQDQFH�WKH�H[WHUQDO�JDS���$IWHU�UHDFKLQJ�D�ORZ�RI������ELOOLRQ�LQ�$XJXVW�������QHW�IRUHLJQ�DVVHWV�RI�WKH�FRPPHUFLDO�EDQNV�EHJDQ�WR�UHFRYHU�ZKLOH�WKH�&HQWUDO�%DQN¶V�IRUHLJQ�UHVHUYHV�EHJDQ�WR�IDOO���)RU���������DV�D�ZKROH��WKH�FRPPHUFLDO�EDQNV�UHSOHQLVKHG�WKHLU�1)$�E\�DERXW��� ELOOLRQ��ZKLOH�WKH�&HQWUDO�%DQN�ORVW�VRPH�
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�� ELOOLRQ�RI�UHVHUYHV��EULQJLQJ�1,5�WR�DERXW���� ELOOLRQ�DW�HQG�-XQH������±±VWLOO�D�IDLUO\�UREXVW����PRQWKV�RI�LPSRUWV����%HKLQG�WKH�LPSURYHPHQW�LQ�WKH�H[WHUQDO�SRVLWLRQ�ZDV�D�PDUNHG�GHFOLQH�LQ�GRPHVWLF�FUHGLW�JURZWK�GXULQJ����������ZKLFK�HDVHG�WR���SHUFHQW�WRZDUG�WKH�HQG�RI�WKH�ILVFDO�\HDU�IURP�LWV�SHDN�RI��� SHUFHQW�LQ�0D\��������7LJKWHU�PRQHWDU\�FRQGLWLRQV�ZHUH�PRVW�DSSDUHQW�GXULQJ�-DQXDU\�ZKHQ�LQWHUHVW�UDWHV�LQ�WKH�LQWHU�EDQN�PDUNHW�HVFDODWHG�WR��� SHUFHQW��WKH\�VXEVHTXHQWO\�IHOO�EDFN�WR�DURXQG�� SHUFHQW�LQ�6HSWHPEHU���3DUDGR[LFDOO\��KRZHYHU��WUHDVXU\�\LHOGV�VKRZHG�OLWWOH�RU�QR�LQFUHDVH�GHVSLWH�WKH�WLJKW�OLTXLGLW\�DQG�WKH�IDFW�WKDW�QHW�UHGHPSWLRQV�FDPH�WR�DQ�HQG�LQ�0D\��������7KLV�LV�SDUWO\�EHFDXVH�WKH�ELJJHVW�KROGHUV�RI�JRYHUQPHQW�GHEW�LQ�WKH�SULPDU\�PDUNHW�DUH�WKH�IRXU�JRYHUQPHQW�RZQHG�FRPPHUFLDO�EDQNV�DQG�WKHLU�GHFLVLRQV�WR�SXUFKDVH�W�ELOOV�GR�QRW�DSSHDU�WR�EH�PRWLYDWHG�HQWLUHO\�E\�FRPPHUFLDO�FRQVLGHUDWLRQV��0RUH�UHFHQWO\��VHYHUDO�IDFWRUV�KDYH�FRPELQHG�WR�SXW�D�EUDNH�RQ�WKH�ORVV�RI�QHW�LQWHUQDWLRQDO�UHVHUYHV�RI�WKH�&HQWUDO�%DQN��ZKLOH�LQGLFDWLRQV�DUH�WKDW�LPSRUW�GHPDQG�UHPDLQV�VXEGXHG��RWKHU�HOHPHQWV�RI�WKH�FXUUHQW�DFFRXQW��HVSHFLDOO\�HDUQLQJV�IURP�WRXULVP��DSSHDU�WR�EH�VWUHQJWKHQLQJ�DQG�FRQWULEXWLQJ�WR�DQ�LPSURYHPHQW�LQ�WKH�FXUUHQW�DFFRXQW�SRVLWLRQ���0HDQZKLOH��LQ�0DUFK�������WKH�V\QGLFDWH�RI�IRUHLJQ�H[FKDQJH�EXUHDXV�DEDQGRQHG�LWV�UHVWUDLQW�RQ�H[FKDQJH�UDWH�PRYHPHQWV��DQG�WKLV�FRQWULEXWHG�WR�D�PRGHVW�GHSUHFLDWLRQ���$V�RI�1RYHPEHU�������WKH�SRXQG�KDV�UHSRUWHGO\�EHHQ�WUDGLQJ�LQ�WKH�UDQJH�RI�����������SHU�GROODU�LQ�WKH�GHDOHUV�PDUNHW���'HVSLWH�WKHVH�HQFRXUDJLQJ�VLJQV��KRZHYHU��D�QXPEHU�RI�SUREOHPV�UHPDLQ���,Q�SDUWLFXODU��WKH�VLWXDWLRQ�LQ�WKH�IRUHLJQ�H[FKDQJH�PDUNHW�UHPDLQV�FRQIXVLQJ�ZLWK�GLYHUJHQFHV�EHWZHHQ�WKH�RIILFLDO�H[FKDQJH�UDWH��FXUUHQWO\�DERXW�/(������SHU�GROODU��DQG�WKH�PDUNHW�UDWH��DQG�FRQWLQXHG�UHSRUWV�RI�GHOD\V�LQ�REWDLQLQJ�IRUHLJQ�FXUUHQF\���5HFHQW�UHSRUWHG�DFWLRQV�E\�WKH�&HQWUDO�%DQN�WR�OLPLW�ZLWKGUDZDOV�IURP�IRUHLJQ�FXUUHQF\�GHSRVLW�DFFRXQWV��ODWHU�UHWUDFWHG��DQG�WR�FLUFXPVFULEH�GRPHVWLF�WUDQVDFWLRQV�GHQRPLQDWHG�LQ�IRUHLJQ�FXUUHQF\��VXJJHVW�WKDW�WKH�DXWKRULWLHV�DUH�FRQWLQXLQJ�WR�UHVRUW�WR�QRQ�PDUNHW�EDVHG�VROXWLRQV�WR�PRQHWDU\�DQG�IRUHLJQ�H[FKDQJH�SROLF\�SUREOHPV�0RUH�JHQHUDOO\��SHUFHSWLRQV�WKDW�WKH�SDFH�RI�VWUXFWXUDO�UHIRUP�KDV�VORZHG�FORXG�WKH�SURVSHFWV�IRU�DQ�DFFHOHUDWLRQ�RI�JURZWK�RYHU�WKH�PHGLXP�WHUP��7R�VRPH�H[WHQW�WKH�DSSDUHQW�VWDOOLQJ�RI�VWUXFWXUDO�UHIRUP�LQ�(J\SW�PD\�KDYH�EHHQ�DWWULEXWDEOH�WR�SUHRFFXSDWLRQ�
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ZLWK�WKH�SROLWLFDO�FDOHQGDU��HVSHFLDOO\�WKH�UHIHUHQGXP�RQ�WKH�SUHVLGHQF\��LQ�1RYHPEHU�������DQG�WKH�SDUOLDPHQWDU\�HOHFWLRQV�LQ�2FWREHU�1RYHPEHU�������1RZ�ZLWK�WKHVH�HYHQWV�EHKLQG�LW��WKH�QHZ�JRYHUQPHQW�LV�ZHOO�SODFHG�WR�UHDFWLYDWH�WKH�SURFHVV�RI�VWUXFWXUDO�UHIRUP�DQG�WR�UDWLRQDOL]H�DQG�IRUWLI\�ILVFDO�DQG�PRQHWDU\�SROLFLHV�
,9��7KH�&KDOOHQJHV�$KHDG
7KH�H[SHULHQFH�RI�WKH�SDVW�IHZ�\HDUV�KDV�EURXJKW�RXW�WKH�QHHG�IRU�D�PRUH�IOH[LEOH�PDUNHW�UHVSRQVLYH�PRQHWDU\�DQG�H[FKDQJH�UDWH�SROLF\���:LWK�WKLV�HQG�LQ�YLHZ��DFWLRQV�DUH�QHHGHG�WR�HQKDQFH�WKH�LQVWUXPHQWV�RI�PRQHWDU\�SROLF\�DYDLODEOH�WR�WKH�&HQWUDO�%DQN��WR�GHFHQWUDOL]H�DQG�SULYDWL]H�WKH�ILQDQFLDO�V\VWHP��DQG�WR�LQFUHDVH�WUDQVSDUHQF\�DORQJ�ZLWK�FRQWLQXHG�LPSURYHPHQWV�LQ�WKH�UHJXODWRU\�SUXGHQWLDO�V\VWHP�
0RQHWDU\�3ROLF\5HFHQW�H[SHULHQFH�GHPRQVWUDWHV�WKDW��JRLQJ�IRUZDUG��JUHDWHU�IOH[LELOLW\�ZLOO�EH�QHHGHG�LQ�LQWHUHVW�UDWHV�LQ�RUGHU�WR�HQVXUH�WKDW�PRQHWDU\�SROLF\�FDQ�XQGHUSLQ�HIIRUWV�WR�OLPLW�WKH�ORVV�RI�H[WHUQDO�UHVHUYHV�DQG�WR�VXSSRUW�WKH�H[FKDQJH�UDWH�V\VWHP���7KLV�ZLOO�QHFHVVLWDWH�D�QXPEHU�RI�VWHSV�WR�VWUHQJWKHQ�WKH�&HQWUDO�%DQN¶V�FDSDFLW\�WR�LPSOHPHQW�PRQHWDU\�SROLF\���,Q�WKH�ILUVW�SODFH�WKH�&HQWUDO�%DQN�QHHGV�WR�EH�HTXLSSHG�ZLWK�D�SRUWIROLR�RI�PDUNHWDEOH�VHFXULWLHV�IRU�FRQGXFWLQJ�RSHQ�PDUNHW�RSHUDWLRQV����&XUUHQWO\�WKH�&HQWUDO�%DQN�FRQGXFWV�RQO\�UHSR�RSHUDWLRQV��EXW�QRW�UHYHUVH�UHSRV����$QG�GHFLVLRQV�WR�HQWHU�WKH�PDUNHW�IRU�SXUSRVHV�RI�PRQHWDU\�PDQDJHPHQW�VKRXOG�UHVW�ZLWK�WKH�&HQWUDO�%DQN�UDWKHU�WKDQ�ZLWK�WKH�0LQLVWU\�RI�)LQDQFH���6HFRQG��YDULDWLRQV�LQ�PRQHWDU\�FRQGLWLRQV�VKRXOG�EH�SHUPLWWHG�WR�LQIOXHQFH�\LHOGV�LQ�WKH�WUHDVXU\�ELOO�DXFWLRQV��WKH�FRVWO\�ULJLGLW\�RI�W�ELOO�LQWHUHVW�UDWHV�LQ�WKH�SDVW�IHZ�\HDUV�LQGLFDWHV�WKDW�WKH�DXFWLRQ�V\VWHP�GRHV�QRW�IXQFWLRQ�LQ�D�PDUNHW�UHVSRQVLYH�PDQQHU���$QG�ILQDOO\��WKH�VHFRQGDU\�PDUNHW�IRU�JRYHUQPHQW�VHFXULWLHV�QHHGV�WR�EH�GHYHORSHG�DQG�H[SDQGHG�VR�DV�WR�GHHSHQ�DQG�EURDGHQ�WKH�ILQDQFLDO�PDUNHW�DQG�WKHUHE\�HQKDQFH�LWV�IXQFWLRQLQJ�
0RGHUQL]LQJ�WKH�)LQDQFLDO�6\VWHP$OWKRXJK�WKH�OLEHUDOL]DWLRQ�RI�HQWU\�WR�WKH�EDQNLQJ�V\VWHP�GXULQJ�WKH�����V�UHVXOWHG�LQ�WKH�HVWDEOLVKPHQW�RI����MRLQW�YHQWXUH�EDQNV��WKHVH�LQVWLWXWLRQV�ZHUH�VXEMHFW�WR�HTXLW\�KROGLQJV�E\�WKH�VWDWH�EDQNV��WKH�1,%��DQG�WKH�VWDWH�LQVXUDQFH�FRPSDQLHV���,Q�UHFHQW�\HDUV��VLJQLILFDQW�SURJUHVV�KDV�EHHQ�PDGH�E\�WKH�JRYHUQPHQW�WRZDUG�GLYHVWLQJ�SXEOLF�RZQHUVKLS�LQ�WKHVH�EDQNV���&XUUHQWO\��WKH�VWDWH�EDQNV�UHWDLQ�PDMRULW\�KROGLQJV�LQ�RQO\�WZR�MRLQW�YHQWXUH�EDQNV��
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DQG�KDYH�UHGXFHG�WKHLU�PLQRULW\�KROGLQJV�WR�OHVV�WKDQ��� SHUFHQW�LQ�DOO�EXW�WZR�RI�WKH�UHPDLQGHU�RI�WKHVH�LQVWLWXWLRQV���7KH�JRYHUQPHQW�UHPDLQV�FRPPLWWHG�WR�FRPSOHWLQJ�WKH�SURFHVV�RI�GLYHVWLWXUH��EXW�D�WLPHWDEOH�KDV�\HW�WR�EH�DQQRXQFHG�0HDQZKLOH��WKH�IRXU�PDMRU�FRPPHUFLDO�EDQNV�UHPDLQ�ZKROO\�JRYHUQPHQW�RZQHG���$OWKRXJK�OHJLVODWLRQ�ZDV�HQDFWHG�LQ������WR�DOORZ�IRU�SULYDWL]LQJ�EDQNV��DQG LQVXUDQFH�FRPSDQLHV���WKH�SURFHVV�KDV�VWDOOHG�RQ�FRQFHUQV�WKDW�SXEOLF�VXSSRUW�LV�ODFNLQJ���%H�WKDW�DV�LW�PD\��HIIRUWV�WR�PRGHUQL]H�WKH�EDQNLQJ�V\VWHP�QHHG�WR�EH�VWHSSHG�XS���3ULYDWL]DWLRQ��DW�D�WLPH�WKH�JRYHUQPHQW�GHHPV�RSSRUWXQH��FRXOG�ZHOO�EH�D�FDWDO\VW LQ�WKLV�GLUHFWLRQ���(IIRUWV�WR�PRGHUQL]H��DQG�SULYDWL]H��WKH�VWDWH�RZQHG�LQVXUDQFH�FRPSDQLHV�FRXOG�DOVR�EH�VWHSSHG�XS�JLYHQ�WKH�XQGHUGHYHORSPHQW�RI�WKH�LQGXVWU\�DQG�WKH�JUHDW�SRWHQWLDO�IRU�D�G\QDPLF�LQVXUDQFH�LQGXVWU\�LQ�PRELOL]LQJ�FDSLWDO�GRPHVWLFDOO\�DQG�FRQWULEXWLQJ�WR�ILQDQFLDO�GHHSHQLQJ�RI�WKH�HFRQRP\�
3UXGHQWLDO�5HJXODWLRQ�DQG�6XSHUYLVLRQ)XUWKHU�VWHSV�DUH�QHHGHG�WR�HQKDQFH�EDQNLQJ�VXSHUYLVLRQ��LQFOXGLQJ�WUDQVSDUHQF\��DQG�WR�VWUHQJWKHQ�FRPSOLDQFH�ZLWK�SUXGHQWLDO�VWDQGDUGV���2YHU�WKH�SDVW�IHZ�\HDUV��WKH�UHJXODWRU\�IUDPHZRUN�RI�WKH�(J\SWLDQ�EDQNLQJ�V\VWHP�KDV�EHHQ�EURDGO\�DOLJQHG�ZLWK�LQWHUQDWLRQDO�SUDFWLFH��EXW�WKHUH�LV�URRP�IRU�HQKDQFHPHQWV�LQ�WKH�TXDOLW\�DQG�TXDQWLW\�RI�ILQDQFLDO�GDWD�UHSRUWHG�E\�EDQNV���6LQFH�������WKH�EDQNV�KDYH�EHHQ�UHTXLUHG�WR�SURGXFH�ILQDQFLDO�UHSRUWV�LQ�DFFRUGDQFH�ZLWK�LQWHUQDWLRQDO�DFFRXQWLQJ�VWDQGDUGV��,$6����$QG�VLQFH�������WKH�&HQWUDO�%DQN�KDV�SXEOLVKHG�DJJUHJDWH�GDWD�RQ�NH\�SHUIRUPDQFH�UDWLRV�IRU�WKH�EDQNLQJ�V\VWHP��7DEOH �����:LWK�D�YLHZ�WR�VWUHQJWKHQLQJ�EDQNLQJ�VXSHUYLVLRQ��RQ� DQG�RII�VLWH�VXSHUYLVLRQ�PDQXDOV�KDYH�EHHQ�UHYLVHG��DQG�DQ�HDUO\�HDUQLQJ�V\VWHP�LV�EHLQJ�GHYHORSHG�7DEOH����,QGLFDWRUV�RI�%DQNLQJ�3HUIRUPDQFH��SHUFHQW������ ����� �����1HW�SURILW�(TXLW\ �� ���� ����1HW�SURILW�$VVHWV�$YHUDJH �� ��� ���1HW�,QWHUHVW�,QFRPH�$VVHWV ��� ��� ���1RQ�LQWHUHVW�,QFRPH�$VVHWV ��� ��� ���3URYLVLRQV�$VVHWV ��� � ���/RDQV�SURYLVLRQV�/RDQV ���� ��� ���(TXLW\�&DSLWDO�$VVHWV ��� ��� ���6HFXULWLHV�$VVHWV ��� �� ����'HSRVLWV�$VVHWV ���� ���� ����/RDQV�'HSRVLWV ���� �� ����6RXUFH��&HQWUDO�%DQN�RI�(J\SW�
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$OWKRXJK�GDWD�DUH�QRW�SXEOLVKHG�RQ�D�UHJXODU�EDVLV��WKH�ULVN�DGMXVWHG�FDSLWDO�DGHTXDF\�UDWLR�IRU�WKH�EDQNLQJ�V\VWHP�DV�D�ZKROH�ZDV������SHUFHQW�DW�WKH�HQG�RI�������XS�IURP���������SHUFHQW�D�\HDU�HDUOLHU�� $OO�IRXU�SXEOLF�VHFWRU�EDQNV�DQG�DOO�EXW�WKUHH��VPDOO��MRLQW�YHQWXUH�DQG�SULYDWH�EDQNV�PHW�WKH�%DVOH�� SHUFHQW�PLQLPXP�FDSLWDO�DGHTXDF\�UDWLR�DW�WKH�HQG�RI�-XQH�������5HFHQW�LQGLFDWLRQV�DUH�WKDW�WKH�VKDUH�RI�QRQ�SHUIRUPLQJ�ORDQV�WR�WRWDO�EDQN�DVVHWV�LV�RQ�WKH�GHFOLQH��DQG�EDQNV�UHSRUWHGO\�FRPSO\�ZLWK�DOO�SURYLVLRQLQJ�JXLGHOLQHV��WRWDO�SURYLVLRQV�ZHUH�HTXLYDOHQW�WR�DERXW��� SHUFHQW�RI�QRQ�SHUIRUPLQJ�ORDQV�DW�WKH�HQG�RI�-XQH��������%DVHG�RQ�SXEOLVKHG�ILQDQFLDO�VWDWHPHQWV��PRVW�RI�(J\SW¶V�MRLQW�YHQWXUH�EDQNV�DUH�KLJKO\�SURILWDEOH��ZLWK�UDWHV�RI�UHWXUQ�RQ�HTXLW\�RI��� SHUFHQW�RU�PRUH���%\�FRQWUDVW��WKH�VWDWH�FRPPHUFLDO�EDQNV�KDYH�EHHQ�PXFK�OHVV�SURILWDEOH��ZLWK�UHWXUQV�UDQJLQJ�IURP����� SHUFHQW�LQ�WKH�ODWH�����V�
&RQFOXGLQJ�&RPPHQWV

x 'XULQJ�WKH�VWDELOL]DWLRQ�\HDUV��WKURXJK����������(J\SW�DFKLHYHG�FRQVLGHUDEOH�VXFFHVV�LQ�UHGXFLQJ�PDFURHFRQRPLF�LPEDODQFHV�DQG�LQ�HVWDEOLVKLQJ�FRQGLWLRQV�IRU�VXVWDLQDEOH�JURZWK���,Q�WKLV�SURFHVV��PRQHWDU\�SROLF\�SOD\HG�D�NH\�VXSSRUWLYH�UROH�WR�WKH�PDMRU�ILVFDO�DGMXVWPHQW�LQ�FRPELQDWLRQ�ZLWK�WKH�H[FKDQJH�UDWH�DQFKRU�x 2YHU�WKH�SDVW�WKUHH�\HDUV��WKH�HPHUJHQFH�RI�EDODQFH�RI�SD\PHQWV�GHILFLWV�DQG�SUHVVXUHV�RQ�WKH�IRUHLJQ�H[FKDQJH�PDUNHW�GLG�QRW�HOLFLW�WKH�SROLF\�UHVSRQVHV�WKDW�ZRXOG�KDYH�EHHQ�H[SHFWHG���(IIRUWV�KDYH�EHHQ�PDGH�WR�NHHS�LQWHUHVW�UDWHV�IURP�ULVLQJ�ZKLOH�KROGLQJ�WKH�OLQH�RQ�WKH�H[FKDQJH�UDWH���7KH�PDJQLWXGH�RI�WKH�H[WHUQDO�GHILFLW�KDV�EHHQ�GLVJXLVHG�E\�WKH�IDFW�WKDW�WKH�FRPPHUFLDO�EDQNV�KDYH�FRPH�XS�ZLWK�PRVW�RI�WKH�ILQDQFLQJ��KHOSLQJ�WR�PRGHUDWH�WKH�ORVV�RI�RIILFLDO�UHVHUYHV����$OWKRXJK�WKLV�SURFHVV�DSSHDUV�WR�KDYH�FRPH�WR�DQ�HQG��WKH�XQGHUO\LQJ�H[WHUQDO�GHILFLW�UHPDLQV�UHODWLYHO\�ODUJH�DQG�WKH�&HQWUDO�%DQN�LV�FRQWLQXLQJ�WR�ORVH�UHVHUYHV�ZKLOH�XQFHUWDLQWLHV�SHUVLVW�LQ�WKH�IRUHLJQ�H[FKDQJH�PDUNHW�x 7KHUH�LV�D�QHHG�IRU�PRUH�IOH[LELOLW\�LQ�WKH�SROLF\�UHVSRQVH���,QWHUHVW�UDWHV�VKRXOG�EH�DOORZHG�WR�UHVSRQG�WR�PDUNHW�IRUFHV�DQG�PRQHWDU\�H[FKDQJH�UDWH�SROLFLHV�QHHG�WR�EH�FRRUGLQDWHG�LQ�DQ�HIIRUW�WR�DYHUW�D�IXUWKHU�GHFOLQH�LQ�UHVHUYHV���$FWLRQ�LV�DOVR�QHHGHG�WR�EULQJ�WKH�ILVFDO�GHILFLW�EDFN�ZLWKLQ�LWV�WDUJHWHG�UDQJH�
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&HQWUDO�%DQN�RI�(J\SW��0RQWKO\�6WDWLVWLFDO�%XOOHWLQ��YDULRXV�LVVXHV�
+DQG\�+��HW�DO���³(J\SW��%H\RQG�6WDELOL]DWLRQ��7RZDUG�D�'\QDPLF�0DUNHW�(FRQRP\´���,QWHUQDWLRQDO�0RQHWDU\�)XQG��2FFDVLRQDO�3DSHU������0D\������
0DFNHQ]LH��*�$��'DYLG�2UVPRQG�DQG�3KLOLS�*HUVHQ� ������³7KH�&RPSRVLWLRQ�RI�)LVFDO�$GMXVWPHQW�DQG�*URZWK��/HVVRQV�IURP�)LVFDO�5HIRUPV�LQ�(LJKW�(FRQRPLHV�´�,QWHUQDWLRQDO�0RQHWDU\�)XQG�2FFDVLRQDO�3DSHU�����
0LQLVWU\�RI�(FRQRP\�DQG�)RUHLJQ�7UDGH� 0RQWKO\�(FRQRPLF�'LJHVW��9DULRXV�LVVXHV��
0LQLVWU\�RI�(FRQRP\�DQG�)RUHLJQ�7UDGH��(J\SW�����
6XEUDPDQLDQ�$�������³7KH�(J\SWLDQ�6WDELOL]DWLRQ�([SHULHQFH��$Q�$QDO\WLFDO�5HWURVSHFWLYH´��,QWHUQDWLRQDO�0RQHWDU\�)XQG��:RUNLQJ�3DSHU�:3��������
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