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$EVWUDFW�
0RVW� WH[WERRN�PRGHOV� H[SODLQ� WKH� RSHUDWLRQ�RI�PRQHWDU\� SROLF\� LQWHUPV�RI�KRZ�WKH�FHQWUDO�EDQN�LQIOXHQFHV�WKH�PDUNHW�UDWH�RI�LQWHUHVWE\�PDQDJLQJ� WKH� VXSSO\�RI� LWV� OLDELOLWLHV� UHODWLYH� WR� WKH�GHPDQG� IRUWKHP�� � � <HW� VRPH� FHQWUDO� EDQNV� QR� ORQJHU� RSHUDWH� WKDW� ZD\� DQG�LQVWHDG��VHW�DQ� LQWHUHVW� UDWH�IRU�WKHLU�RZQ�OLDELOLWLHV�� �7KLV�UDLVHV� WKHTXHVWLRQ� RI� KRZ� XQGHU� WKDW�PRGXV� RI� RSHUDWLRQ� WKH� FHQWUDO� EDQN¶VUDWH� LV� WUDQVPLWWHG� WR� WKH� ILQDQFLDO� PDUNHWV�� � $QRWKHU� TXHVWLRQFRQFHUQV�ZKHWKHU�DGYDQFHV�LQ�LQIRUPDWLRQ�WHFKQRORJ\�PD\�HURGH�WKHGHPDQG� IRU� FHQWUDO� EDQN� PRQH\� DQG� KHQFH� WKUHDWHQ� WKH� DELOLW\� RIFHQWUDO� EDQNV� WR� LPSOHPHQW�PRQHWDU\� SROLF\�� � 7KHUH� DUH�� KRZHYHU�VRPH�VLPSOH�DQVZHUV�WR�WKHVH�FRQXQGUXPV����,Q�DQ�RSHQ�DQG�HIILFLHQWILQDQFLDO� V\VWHP�� WKH�FHQWUDO�EDQN�FDQ�GHWHUPLQH� WKH�PDUNHW� UDWH�RILQWHUHVW�E\�VWDQGLQJ�LQ�WKH�PDUNHW�DW�LWV�RZQ�UDWH��DQG�UHO\�RQ�LQWHUHVWUDWH�DUELWUDJH�WR�WUDQVPLW�WKDW�UDWH�WR�WKH�PDUNHW���,W�IROORZV�WKDW�HYHQLI�DGYDQFHV�LQ�LQIRUPDWLRQ�WHFKQRORJ\�UHVXOW�LQ�D�GLPLQLVKHG�XVH�RI�DQG� WKXV� UHGXFHG� GHPDQG� IRU�� D� VWRFN� RI� FHQWUDO� EDQN�PRQH\�� WKDW
���������������������������������������
� 7KH�LGHDV�LQ�WKLV�SDSHU�RZH�PXFK�WR�GLVFXVVLRQV�RYHU�D�QXPEHU�RI�\HDUV�ZLWK�P\FROOHDJXH� 0LFKDHO� 5HGGHOO�� DQG� ZLWK� 0LFKDHO� :RRGIRUG� ZKLOH� KH� ZDV3URIHVVRULDO�)HOORZ�LQ�0RQHWDU\�(FRQRPLFV�DW�9LFWRULD�8QLYHUVLW\�RI�:HOOLQJWRQDQG�WKH�5HVHUYH�%DQN�RI�1HZ�=HDODQG�LQ�-XQH��������,�DP�DOVR�JUDWHIXO�WR�WKHPERWK�IRU�FRPPHQWV�RQ�SUHYLRXV�YHUVLRQV�RI�WKLV�SDSHU��DV�,�DP�IRU�FRPPHQWV�IURP'DYLG�$UFKHU��-R�$UFKLEDOG��1LOV�%MRUNVWHQ��$QQH�0DULH�%URRN��*HRI�0RUWORFN�6WHYHQ� %XUQHOO�� 3DXO� 'DO]LHO�� %HQMDPLQ� )ULHGPDQ�� &KDUOHV� *RRGKDUW�� $UWKXU*ULPHV��'HDQ�0LQRW��:HVKDK�5D]]DN��DQG�&KULVWLH�6PLWK���7KH�XVXDO�GLVFODLPHUVDSSO\��DQ\�UHPDLQLQJ�HUURUV�LQ�WKH�DQDO\VLV�DUH�PLQH��DQG�WKH�FRQFOXVLRQV�GR�QRWQHFHVVDULO\�UHSUHVHQW�WKH�SRVLWLRQ�RI�WKH�5HVHUYH�%DQN�RI�1HZ�=HDODQG���5HVHUYH�%DQN�RI�1HZ�=HDODQG
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QHHG�QRW�XQGHUPLQH�D�FHQWUDO�EDQN¶V�FDSDFLW\�WR�LPSOHPHQW�PRQHWDU\SROLF\�
� ,QWURGXFWLRQ
,Q� UHFHQW� \HDUV� WKHUH� KDV� EHHQ� LQFUHDVLQJ� LQWHUHVW� LQ� WKH� TXHVWLRQ�ZKDW� LV� DW� WKH� KHDUW� RI� D� FHQWUDO� EDQN¶V� DELOLW\� WR� GLFWDWH�PRQHWDU\SROLF\"��:K\�LV�LW�WKDW�LI�WKH�FHQWUDO�EDQN�VD\V�WKH�FDVK�LQWHUHVW�UDWHZLOO�EH�³[´��LW�LV�³[´��ZKLOH�LI�D�FRPPHUFLDO�EDQN�ZHUH�WR�VD\�LW�ZLOOEH�³\´�� LW�ZRXOG� UHPDLQ�³[´"� �:KDW� LV� LW�DERXW�D�FHQWUDO�EDQN��DW� DIXQGDPHQWDO�OHYHO��WKDW�JLYHV�LW�DQ�DELOLW\�WR�GULYH�WKH�ZKROH�ILQDQFLDOPDUNHW�� DQG� XOWLPDWHO\� WR� GHWHUPLQH� WKH� SULFH� OHYHO"� �$QG�ZK\� GRRWKHU�EDQNV�QRW�KDYH�WKH�VDPH�DELOLW\"
7KHVH�PLJKW�VHHP�RGG�TXHVWLRQV���$IWHU�DOO��WKHUH�LV�OLWWOH�GRXEW�WKDWFHQWUDO�EDQNV�FDQ�DQG�GR�GLFWDWH�PRQHWDU\�SROLF\���%XW�ZKHQ�SHRSOHDVN�KRZ�DQG�ZK\� LW�ZRUNV��PDQ\� FHQWUDO� EDQNHUV� ILQG� SURYLGLQJ� DVLPSOH��LQWXLWLYH��H[SODQDWLRQ�D�FKDOOHQJLQJ�WDVN�
7ZR�GHYHORSPHQWV�KDYH�DGGHG�WR�WKH�FKDOOHQJH���)LUVW��ZKHUHDV�PRVWWH[WERRN� PRGHOV� RI� KRZ� PRQHWDU\� SROLF\� LV� WUDQVPLWWHG� IURP� WKHFHQWUDO�EDQN�WR�WKH�ILQDQFLDO�PDUNHWV�FHQWUH�RQ�WKH�UROH�RI�WKH�FHQWUDOEDQN�LQ�PDQDJLQJ�WKH�VXSSO\�RI�LWV�OLDELOLWLHV��VRPH�FHQWUDO�EDQNV�QRORQJHU�RSHUDWH�WKDW�ZD\���,QVWHDG�WKH\�VHW�DQ�LQWHUHVW�UDWH�GLUHFWO\�IRUWKHLU� RZQ� OLDELOLWLHV�� � +RZ� XQGHU� WKDW� PRGXV� RI� RSHUDWLRQ� LV� WKHFHQWUDO�EDQN¶V�LQWHUHVW�UDWH�WUDQVPLWWHG�WR�WKH�ILQDQFLDO�PDUNHWV"
6HFRQG��PRQHWDU\� HFRQRPLVWV� DUH� EHFRPLQJ� LQFUHDVLQJO\� LQWHUHVWHGLQ�ZKHWKHU� LQQRYDWLRQV� LQ� LQIRUPDWLRQ� WHFKQRORJ\�PD\�UHVXOW� LQ� WKHGHPLVH� RI� FHQWUDO� EDQNLQJ��� %HQMDPLQ� )ULHGPDQ�� IRU� H[DPSOH�� KDVVXJJHVWHG�WKDW�³VHYHUDO�WUHQGV�DOUHDG\�YLVLEOH�LQ�WKH�ILQDQFLDO�PDUNHWVRI�PDQ\�FRXQWULHV� WRGD\� WKUHDWHQ� WR�ZHDNHQ�RU�HYHQ�XQGHUPLQH� WKHUHOHYDQFH�RI�>WKH�FHQWUDO�EDQN¶V@�UROH�DV�D�PRQRSROLVW�RYHU�WKH�VXSSO\RI�EDQN�UHVHUYHV´���+H�VHHV�WKHVH�WUHQGV�DV�LQFOXGLQJ�³WKH�HURVLRQ�RIGHPDQG�IRU�EDQN�LVVXHG�PRQH\��WKH�SUROLIHUDWLRQ�RI�QRQ�EDQN�FUHGLW�DQG� DVSHFWV� RI� WKH� RSHUDWLRQ� RI� EDQN� FOHDULQJ� PHFKDQLVPV´�� � ,QDVNLQJ� ZKDW� WR� PDNH� RI� WKHVH� ³WKUHDWV´�� KH� ZRQGHUV� ZKHWKHU
���������������������������������������
� 6HH�� IRU� H[DPSOH�� )ULHGPDQ� ��������.LQJ� �������� 3RVHQ� �������� DQG�:RRGIRUG�������
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³SRWHQWLDOO\�DJJUHVVLYH�UHJXODWRU\�PHDVXUHV�>PD\�EH@�UHTXLUHG�LQ�DQHIIRUW�WR�IRUHVWDOO�WKHP´��)ULHGPDQ���������
7KLV�SDSHU�VHHNV�WR�UHVSRQG�WR�WKHVH�FKDOOHQJHV�WR�RXU�XQGHUVWDQGLQJRI�KRZ�PRQHWDU\�SROLF\�ZRUNV���,W�FRPSULVHV�WKUHH�IXUWKHU�VHFWLRQV�6HFWLRQ���VXPPDULVHV�WKH�VWDQGDUG�WH[WERRN�PRGHO���,W�FDVWV�EDFN�WRWKH� XQGHUO\LQJ� IRXQGDWLRQV� RI� WKDW�PRGHO�� DQG� H[DPLQHV� KRZ� WKH\UHODWH�RU��DV�WKH�FDVH�PD\�EH��GR�QRW�UHODWH�WR�D�PRGHUQ��GHUHJXODWHG�PRQHWDU\� V\VWHP�� � 6HFWLRQ� �� VKRZV� KRZ�� E\� PRGLI\LQJ� D� NH\DVVXPSWLRQ� LQ� WKH� WH[WERRN� PRGHO�� ZH� DUULYH� DW� D� TXLWH� GLIIHUHQWXQGHUVWDQGLQJ�RI�KRZ�PRQHWDU\�SROLF\�FDQ�EH� WUDQVPLWWHG� IURP� WKHFHQWUDO� EDQN� WR� WKH� ILQDQFLDO� PDUNHWV�� � ,W� DOVR� H[SODLQV� KRZ� WKRVHFHQWUDO� EDQNV� WKDW� VHW� DQ� LQWHUHVW� UDWH� IRU� WKHLU� RZQ� OLDELOLWLHV� FDQWUDQVPLW� WKDW� UDWH� WR� WKH� ILQDQFLDO� PDUNHWV� ZLWKRXW� XQGHUWDNLQJRSHUDWLRQV� LQ� WKRVH� OLDELOLWLHV�� � 6HFWLRQ� �� GUDZV� WKH� DQDO\VLV� LQ� WKHSUHFHGLQJ�VHFWLRQV�WR�D�FRQFOXVLRQ��DQG�WKHQ�RIIHUV�VRPH�WKRXJKWV�RQKRZ�WKDW�DQDO\VLV�SURYLGHV�D�SODWIRUP�IRU�H[SORULQJ�D�ZLGHU�UDQJH�RIFRQWHPSRUDU\�FHQWUDO�EDQNLQJ�LVVXHV�
�� 7KH�WH[WERRN�PRGHO�RI�PRQHWDU\�SROLF\WUDQVPLVVLRQ
7KH�FHQWUDO�LGHD�LQ�PRVW�WH[WERRN�PRGHOV�RI�KRZ�PRQHWDU\�SROLF\�LVWUDQVPLWWHG�IURP�WKH�FHQWUDO�EDQN�WR�WKH�HFRQRP\�LV�WKDW�WKHUH�H[LVWVD�VWDEOH�GHPDQG�IRU�D�VWRFN�RI�PRQH\��WKH�VXSSO\�RI�ZKLFK�LV�XQGHUWKH�FRQWURO�RI�WKH�FHQWUDO�EDQN���%\�XQGHUWDNLQJ�PDUNHW�RSHUDWLRQV�WRDOWHU� WKH� PRQH\� VXSSO\�� WKH� FHQWUDO� EDQN� FDXVHV� D� JDS� WR� RSHQ� XSEHWZHHQ�KRZ�PXFK�PRQH\�SHRSOH�DQG�ILUPV�ZDQW�WR�KROG��DQG�KRZPXFK� LV� DYDLODEOH�� � 7KLV� VHWV� LQ� WUDLQ� DGMXVWPHQWV� LQ� WKH� ILQDQFLDOPDUNHWV� DQG� LQ� WKH� ZLGHU� HFRQRP\� ZKLFK� UH�HVWDEOLVK� D� EDODQFHEHWZHHQ�WKH�FHQWUDO�EDQN�GHWHUPLQHG�VXSSO\�RI��DQG�WKH�GHPDQG�IRU�PRQH\�� �:H� FRQVLGHU� D� OLWWOH� PRUH� FORVHO\� ZKDW� ZH� PHDQ� E\³PRQH\´�LQ�D�PRPHQW��
7R�HODERUDWH��FRQVLGHU� WKH� VLWXDWLRQ�ZKHUH� WKH�FHQWUDO�EDQN� UHGXFHVWKH�PRQH\� VXSSO\�� � )DFHG�ZLWK� WKH� UHVXOWLQJ� GLPLQLVKHG� VXSSO\� RIPRQH\�� VRPH�SHRSOH� DQG� ILUPV�PD\�EH� XQDEOH� WR� WUDQVDFW� DQG�ZLOOWKHUHIRUH� FRPSHWH� PRUH� VWURQJO\� IRU� WKH� PRQH\� EDODQFHV� WKDW� DUHDYDLODEOH�� 7KH\� GR� WKLV� E\� RIIHULQJ� WR� ERUURZ� PRQH\� IURP� WKRVHKROGLQJ� LW�� RU�� HTXLYDOHQWO\�� E\� RIIHULQJ� WR� VHOO� RWKHU� DVVHWV�� � )RU
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H[DPSOH�� ERQGV�PLJKW� EH� VROG� LQ� H[FKDQJH� IRU�PRQH\�� � 7R� LQGXFHKROGHUV�RI�PRQH\�WR�OHQG��RU�H[FKDQJH�WKHLU�PRQH\�IRU�RWKHU�DVVHWV��WKH�LQWHUHVW�UDWH��RU�DVVHW�\LHOG��LV�ELG�XS���7KH�UHVXOWLQJ�LQFUHDVH�LQLQWHUHVW�UDWHV�GLVFRXUDJHV�VSHQGLQJ��
7KURXJK� WKHVH� FKDQQHOV�� KLJKHU� LQWHUHVW� UDWHV� FDXVH� DJJUHJDWHVSHQGLQJ��DQG�LWV�DFFRXQWLQJ�FRXQWHUSDUW��DJJUHJDWH�LQFRPH��WR�DGMXVWWR�D�ORZHU�OHYHO���&RQVHTXHQWO\��LI��DV�LV�SRVWXODWHG�E\�WKH�PRGHO��WKHGHPDQG� IRU� PRQH\� LV� D� �SRVLWLYH�� IXQFWLRQ� RI� LQFRPH� DQGH[SHQGLWXUH�� WKH� GHPDQG� IRU� PRQH\� DOVR� IDOOV��� � 7KLV� DGMXVWPHQWSURFHVV�FRQWLQXHV�XQWLO�HTXLOLEULXP�EHWZHHQ�WKH�GHPDQG�IRU�PRQH\DQG�WKH��UHGXFHG��VXSSO\�RI�PRQH\�LV�UH�HVWDEOLVKHG���7KH�HQG�UHVXOWLV�WKDW�D�WLJKWHQLQJ�RI�PRQHWDU\�SROLF\��LQ�WKH�IRUP�RI�D�FHQWUDO�EDQN�RUFKHVWUDWHG� FRQWUDFWLRQ� RI� WKH� PRQH\� VXSSO\�� UHVXOWV� LQ� UHGXFHGVSHQGLQJ� DQG� LQFRPH�� EURDGO\� LQ� OLQH� ZLWK� WKH� UHGXFWLRQ� LQ� WKHPRQH\�VWRFN�
7KDW�� LQ� WKH� EURDGHVW� RI� WHUPV�� LV� KRZ� WH[WERRNV� JHQHUDOO\� H[SODLQKRZ�PRQHWDU\� SROLF\� ZRUNV�� �7KH� VDPH� DFFRXQW� DSSOLHV� WR� KRZ� DFHQWUDO�EDQN�EULQJV�DERXW�DQ�HDVLQJ�RI�PRQHWDU\�SROLF\��H[FHSW�WKDWWKH� VLJQV�DUH� UHYHUVHG��� �7KHUH� DUH� WZR�NH\� HOHPHQWV� WR� WKH�PRGHO�WKH�GHWHUPLQDWLRQ�RI� WKH� LQWHUHVW� UDWH� LQ� WKH�³PRQH\�PDUNHW´� DV� WKHUDWH� WKDW� UHFRQFLOHV� WKH� VXSSO\� RI� DQG� GHPDQG� IRU�PRQH\�� DQG� WKHHIIHFW�RI�WKDW�LQWHUHVW�UDWH�RQ�VSHQGLQJ�
7KH� VR�FDOOHG� ,6�/0� PRGHO�� ZKLFK� LV� LOOXVWUDWHG� LQ� ILJXUH� ��� LVSHUKDSV� WKH� FODVVLFDO� UHSUHVHQWDWLRQ� RI� WKHVH� UHODWLRQVKLSV�� ,� DQG� 6UHSUHVHQW� LQYHVWPHQW� DQG� VDYLQJ� UHVSHFWLYHO\�� DQG� WKH� VR�FDOOHG� ,6FXUYH� UHSUHVHQWV� WKH� ORFXV� RI� LQWHUHVW� UDWHV� �L�� ZKLFK� HTXLOLEUDWHVDYLQJ� ZLWK� LQYHVWPHQW� LQ� WKH� JRRGV� PDUNHW� DW� GLIIHUHQW� OHYHOV� RILQFRPH��<����7KH�/0�FXUYH�VLPLODUO\�UHSUHVHQWV�WKH�ORFXV�RI�LQWHUHVWUDWHV� WKDW� HTXLOLEUDWH� WKH� GHPDQG� IRU� PRQH\�� RU� LQ� RWKHU� ZRUGV
���������������������������������������
� ,Q�DQ�RSHQ�HFRQRP\��WKH�KLJKHU�LQWHUHVW�UDWH�DOVR�DWWUDFWV�FDSLWDO�IURP�DEURDG�DQGUDLVHV� WKH� H[FKDQJH� UDWH��ZKLFK� UHGXFHV� VSHQGLQJ� E\� IRUHLJQHUV�� DQG� WKXV� SULFHSUHVVXUHV�� RQ�GRPHVWLFDOO\�SURGXFHG� JRRGV� DQG� VHUYLFHV�� DV�ZHOO� DV� UHGXFHV� WKHSULFH�RI�LPSRUWV�GLUHFWO\�
� 7KHUH�LV�D�ODUJH�OLWHUDWXUH�RQ�WKH�GHPDQG�IRU�PRQH\��SURPLQHQW�DPRQJ�ZKLFK�LV/DLGOHU� �������� � 6HH� 6LNORV� ������� IRU�PRUH� UHFHQW� DQDO\VLV� RI� WKH� GHPDQG� IRUPRQH\� LQ� 1HZ� =HDODQG�� DQG� 6ULUDP� ������� IRU� D� FRPSUHKHQVLYH� VXUYH\� RILQWHUQDWLRQDO�HYLGHQFH�
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OLTXLGLW\�SUHIHUHQFHV��/���ZLWK�WKH�VXSSO\�RI�PRQH\��0���DW�GLIIHUHQWOHYHOV� RI� LQFRPH�� � 7KH� LQWHUVHFWLRQ� RI� WKHVH� WZR� FXUYHV� JLYHV� WKHLQWHUHVW�UDWH�WKDW�LV�FRQVLVWHQW�ZLWK�HTXLOLEULXP�ZLWKLQ��DQG�EHWZHHQ�WKH�PRQH\�PDUNHW�DQG�WKH�JRRGV�PDUNHW��
)LJXUH��7KH�,6�/0�PRGHO7KH�PRQH\�PDUNHW 7KH�JRRGV�PDUNHW

��� 7KH�GHPDQG�IRU�PRQH\
*LYHQ� WKH� FHQWUDOLW\� RI� WKH� GHPDQG� IRU� PRQH\� WR� WKH� PRGHO�� LW� LVZRUWK�FRQVLGHULQJ�PRUH�FORVHO\�ZKDW�ZH�PHDQ�E\�³WKH�GHPDQG�IRUPRQH\´�� �7R�EHJLQ�ZLWK��ZH�QHHG� WR�EH�FOHDU�RQ�ZKDW�ZH�PHDQ�E\PRQH\�
0RQH\� LV� JHQHUDOO\� GHILQHG� DV� VRPHWKLQJ� WKDW� VHUYHV� DV� D� XQLW� RIDFFRXQW��VWRUH�RI�YDOXH��DQG�PHDQV�RI�H[FKDQJH�
7KH�OLDELOLWLHV�RI�D�FHQWUDO�EDQN��FRPSULVLQJ�WKH�QRWHV�DQG�FRLQ�WKH\LVVXH� DQG� WKH� GHSRVLW� OLDELOLWLHV� KHOG� DW� WKH� FHQWUDO� EDQN� E\� WKHFRPPHUFLDO�EDQNV��IXOILO�DOO�WKUHH�IXQFWLRQV��DQG�DUH�RIWHQ�UHIHUUHG�WRDV�EDVH�PRQH\���1RWHV�DQG�FRLQ�DUH�XVHG�DV�D�PHDQV�RI�H[FKDQJH�E\WKH�SXEOLF��DQG�FHQWUDO�EDQN�GHSRVLW�OLDELOLWLHV�DUH�XVHG�DV�D�PHDQV�RIH[FKDQJH�DPRQJVW�FRPPHUFLDO�EDQNV��VRPHWKLQJ�ZH�GLVFXVV�IXUWKHU
���������������������������������������
� $� PRUH� FRPSOHWH� H[SRVLWLRQ� RI� WKH� ,6�/0� PRGHO� FDQ� EH� IRXQG� LQ� DQ\� JRRGXQGHUJUDGXDWH� PDFURHFRQRPLF� WH[WERRN�� � )RU� H[DPSOH�� VHH� FKDSWHU� QLQH� RI0DQNLZ��������
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L 0RQH\� VXSSO\FXUYH� �� ZKHUH� WKHFHQWUDO� EDQN� VHWVWKH�PRQH\�VXSSO\
0RQH\GHPDQGFXUYH

�
RQ��� �1RWHV�DQG�FRLQ�DQG�FRPPHUFLDO�EDQNV¶�GHSRVLWV�DW� WKH�FHQWUDOEDQN�DUH�REYLRXVO\�VWRUHV�RI�YDOXH��LQ�WKDW�WKH\�UHSUHVHQW�FODLPV�WKDWFDQ� EH� XVHG� WR� HIIHFW� IXWXUH� SXUFKDVHV�� � 0RUHRYHU�� WKHVH� 5HVHUYH%DQN�OLDELOLWLHV�DUH�GHQRPLQDWHG�LQ�XQLWV�WKDW�VHUYH�DV�WKH�XELTXLWRXVXQLW�RI�DFFRXQW�� �:LWKLQ�PRVW�HFRQRPLHV��YLUWXDOO\�DOO�FRQWUDFWV� IRUYDOXH�DUH�H[SUHVVHG�LQ�WHUPV�RI�XQLWV�RI� WKH� OLDELOLWLHV� LVVXHG�E\� WKHFHQWUDO� EDQN�� LQ� WKH� FDVH� RI� 1HZ� =HDODQG�� SULFHV� DUH� JHQHUDOO\H[SUHVVHG�LQ��5HVHUYH�%DQN�RI��1HZ�=HDODQG�GROODUV�
$GGLWLRQDOO\�� KRZHYHU�� WKH� OLDELOLWLHV� LVVXHG� E\� FRPPHUFLDO� EDQNVDOVR�VHUYH�DV�D�VWRUH�RI�YDOXH�DQG�PHDQV�RI�H[FKDQJH��LQGHHG��WR�DQRYHUZKHOPLQJO\�JUHDWHU�H[WHQW�WKDQ�GR�WKH�FHQWUDO�EDQN¶V�OLDELOLWLHV��7KH�GHSRVLW� OLDELOLWLHV�RI� WKH�FRPPHUFLDO�EDQNV� LQ�1HZ�=HDODQG�DW-XQH� ����� DPRXQWHG� WR� 1=����� ELOOLRQ��� FRPSDUHG� ZLWK� OHVV� WKDQ1=��� ELOOLRQ� RI� 5HVHUYH� %DQN� FXUUHQF\� DQG� GHSRVLW� OLDELOLWLHV� RQLVVXH��
+RZHYHU��FRPPHUFLDO�EDQN�OLDELOLWLHV��RI�WKHPVHOYHV��GR�QRW�VHUYH�DVDQ� LQGHSHQGHQW� XQLW� RI� DFFRXQW�� � 5DWKHU�� WKH\� DUH� JHQHUDOO\GHQRPLQDWHG�LQ�WHUPV�RI�WKH�OLDELOLWLHV�RI�WKH�FHQWUDO�EDQN���,Q�RWKHUZRUGV�� FRPPHUFLDO� EDQN� GHSRVLW� OLDELOLWLHV� GHULYH� WKHLU� PRQHWDU\FKDUDFWHU�IURP�EHLQJ�FRQYHUWLEOH�DW�D�IL[HG�SDULW\�LQWR�WKH�OLDELOLWLHVRI� WKH� FHQWUDO� EDQN�� � )RU� WKLV� UHDVRQ�� RQO\� WKH� FHQWUDO� EDQN¶VOLDELOLWLHV�HQFDSVXODWH�DOO�WKH�TXDOLWLHV�RI�PRQH\���7R�XVH�DQ�DQDORJ\IURP� WKH� SKDUPDFHXWLFDO� LQGXVWU\�� FRPPHUFLDO� EDQN�LVVXHG� PRQH\FDQ� EH� WKRXJKW� RI� DV� D� ³JHQHULF´� SURGXFW�� ZKHUHDV� FHQWUDO� EDQNPRQH\� LV� WKH� JHQXLQH� ³EUDQGHG´� SURGXFW�� � %XW�� DV� ZLWKSKDUPDFHXWLFDOV�� WKH�JHQHULF�SURGXFW� LV�JHQHUDOO\�XVHG�DV� LI� LW�ZHUHHTXLYDOHQW�WR�WKH�EUDQGHG�SURGXFW��
���������������������������������������
� :KLOH� RQO\� 1=���� ELOOLRQ� RI� WKHVH� FRPPHUFLDO� EDQN� GHSRVLW� OLDELOLWLHV� ZHUHFDSDEOH�RI�EHLQJ�XVHG�GLUHFWO\� DV� D�PHDQV�RI� H[FKDQJH�� WKDW� LV�ZHUH� FDSDEOH� RIEHLQJ�WUDQVIHUUHG�GLUHFWO\�IURP�RQH�SDUW\�WR�DQRWKHU�WKURXJK�WKH�SD\PHQWV�V\VWHP�WKH�EDODQFH�ZDV�PRVWO\�LVVXHG�RQ�WHUPV�WKDW�HQDEOHG�UHDVRQDEO\�UHDG\�WUDQVIHU�WRDFFRXQWV�RQ�ZKLFK�SD\PHQWV�IDFLOLWLHV�FRXOG�EH�RSHUDWHG�
� 7KLV� DQDORJ\� LV� QRW� VWULFWO\� FRUUHFW�� WR� WKH� H[WHQW� WKDW� JHQHULF� SURGXFWV� LQ� WKHSKDUPDFHXWLFDO�LQGXVWU\�FDQ�EH�DQ�H[DFW�FKHPLFDO�UHSOLFD�RI�WKH�EUDQGHG�SURGXFW�HYHQ� WKRXJK� WKH\� GR� QRW� KDYH� WKH� ³QDPH� JXDUDQWHH´� LPSOLFLW� LQ� D� EUDQG��&RPPHUFLDO�EDQN�OLDELOLWLHV��E\�FRQWUDVW��DUH�QRW�DQ�H[DFW�UHSOLFD�RI�FHQWUDO�EDQNOLDELOLWLHV��DV�WKHLU�FRQYHUWLELOLW\�DW�D�IL[HG�SDULW\�LQWR�WKH�FHQWUDO�EDQN¶V�OLDELOLWLHVLV� QRW� ���� SHU� FHQW� DVVXUHG�� � %XW� WKH�PRQHWDU\� V\VWHP�ZRUNV� RQ� WKH� EDVLV� WKDWFRQYHUWLELOLW\�LV�DVVXUHG�±�DQG�GRHV�QRW�ZRUN�ZKHQ�WKDW�LV�QRW�WKH�FDVH�



�

0RUHRYHU��DV�DOUHDG\�PHQWLRQHG��LW�LV�RQO\�WKRVH�PRQHWDU\�OLDELOLWLHVWKDW�DUH�XQGHU�WKH�FRQWURO�RI�WKH�FHQWUDO�EDQN�WKDW�ILW�WKH�GHILQLWLRQ�RIPRQH\� LPSOLFLW� LQ� WKH�PRGHO�ZH� KDYH� GHVFULEHG�� ,Q� GD\V� JRQH� E\�ZKHQ� FHQWUDO� EDQNV� KDG� UHJXODWRU\� SRZHUV� RYHU� WKH� OHQGLQJ� RIFRPPHUFLDO�EDQNV��WKH�PRQH\�VXSSO\�XQGHU�WKH�FRQWURO�RI�WKH�FHQWUDOEDQN� FRXOG� SHUKDSV� KDYH� EHHQ� WDNHQ� DV� LQFOXGLQJ� WKH� EURDGHU�FRPPHUFLDO�EDQN�GHSRVLW�LQFOXVLYH��PRQHWDU\� DJJUHJDWHV��+RZHYHU�WKLV� LV� FOHDUO\� QRW� WKH� FDVH� LQ� WRGD\¶V� GHUHJXODWHG� ZRUOG�$FFRUGLQJO\�� LQ� WKLV� SDSHU� ZH� WDNH� WKH� PRQH\� VXSSO\� DV� EHLQJOLPLWHG�WR�WKH�FHQWUDO�EDQN¶V�RZQ�OLDELOLWLHV��
1RZ�WKDW�ZH�KDYH�GHILQHG�PRQH\��ZH�DOVR�QHHG�WR�FRQVLGHU�IXUWKHUZKDW�LV�PHDQW�E\�D�VWDEOH�GHPDQG�IRU�PRQH\�
,I� FRQWURO� RYHU� WKH�PRQH\� VXSSO\� LV� WR� EH� HIIHFWLYH� DV� D� PHDQV� WRLPSOHPHQW� PRQHWDU\� SROLF\�� DW� OHDVW� LQ� WKH� VHQVH� WKDW� D� JLYHQPRYHPHQW�LQ�WKH�PRQH\�VWRFN�ZLOO�UHVXOW�LQ�D�EURDGO\�SURSRUWLRQDWHPRYHPHQW�LQ�QRPLQDO�LQFRPH��WZR�FRQGLWLRQV�QHHG�WR�EH�PHW�
�� 7KH�GHPDQG�IRU�PRQH\�QHHGV� WR�EH�D� VWDEOH� IXQFWLRQ�RI�D� IHZYDULDEOHV�� � 7KH� NH\� H[SODQDWRU\� YDULDEOHV� DUH� JHQHUDOO\FRQVLGHUHG� WR� EH� QRPLQDO� LQFRPH� DQG� WKH� LQWHUHVW� UDWH� IRUDOWHUQDWLYH�ILQDQFLDO�DVVHWV��
�� 7KHUH�PXVW�EH�QR�FORVH�VXEVWLWXWHV�IRU�WKH�PRQH\�VWRFN�WKDW�WKHFHQWUDO�EDQN�LV�VHHNLQJ�WR�FRQWURO���$V�ZH�VKDOO�VHH��WKLV�PHDQV

���������������������������������������
� 7KLV�LV�QRW�WR�VD\�WKDW�WKH�EURDGHU�FRPPHUFLDO�EDQN�GHSRVLW�LQFOXVLYH�PHDVXUHV�RIWKH�PRQH\� VXSSO\� DUH� QRW� UHOHYDQW� DW� DOO�� �:KLOH� WKH\� DUH� QRW� XQGHU� WKH� GLUHFWFRQWURO� RI� WKH� FHQWUDO� EDQN�� WKH\�GR� FRQYH\� � LQIRUPDWLRQ� DERXW� KRZ� WKH� FHQWUDOEDQN¶V� SROLF\� DFWLRQV� DUH� EHLQJ� WUDQVPLWWHG� LQWR� WKH� EDQNLQJ� V\VWHP�� � )RUH[DPSOH�� UDSLG� H[SDQVLRQ� LQ� EDQNV¶� OHQGLQJ�� DQG� KHQFH� LQ� EDQNV¶� GHSRVLWV�SURYLGHV�SULPD�IDFLH�HYLGHQFH�RI�D�PRQHWDU\�H[SDQVLRQ�WDNLQJ�SODFH���,W�LV�PDLQO\LQ� WKLV�³LQGLFDWRU´�RU�³LQWHUPHGLDWH� WDUJHW´�FRQWH[W� WKDW� WKH�EURDGHU�PHDVXUHV�RIPRQH\�KDYH�IHDWXUHG�LQ�PRQHWDU\�DQDO\VLV�
� :KHUH�WKH�LQWHUHVW�UDWH�LV�DVVXPHG�WR�EH�]HUR����:KHUH�LQWHUHVW�LV�SDLG�RQ�PRQH\�IRU�H[DPSOH��ZKHUH� LQWHUHVW� LV�SDLG�RQ� WKH�GHSRVLWV�FRPPHUFLDO�EDQNV�KROG�ZLWKWKH� FHQWUDO� EDQN�� LW� LV� WKH� PDUJLQ� EHWZHHQ� WKDW� UDWH� DQG� WKDW� IRU� FRPSHWLQJILQDQFLDO�DVVHWV�WKDW�LV�WKH�UHOHYDQW�YDULDEOH�

��
WKDW� WKH� GHPDQG� IRU� PRQH\� PXVW� EH� UHODWLYHO\� LQHODVWLF� ZLWKUHVSHFW�WR�WKH�LQWHUHVW�UDWH�

:KHQ� WKHVH� WZR� FRQGLWLRQV� KROG�� WKH� GHPDQG� IRU� PRQH\� FDQ� EHH[SUHVVHG�DV� a='0 b-< L
ZKHUH b �KDV�D�ORZ�YDOXH�
DQG ERWK�a �DQG�b �KDYH�VWDEOH�YDOXHV�RYHU�GLIIHUHQW�

VDPSOH�SHULRGV�
7KDW�WKH�a �DQG� b �FRHIILFLHQWV�LQ�HTXDWLRQ�QHHG�WR�EH�RSHUDWLRQDOO\
VWDEOH� LQ� RUGHU� IRU� FHQWUDO� EDQNV� WR� XVH� LW� DV� WKH� IXOFUXP� IRULPSOHPHQWLQJ�PRQHWDU\�SROLF\���,Q�WKH�DEVHQFH�RI�VWDEOH�SDUDPHWHUV�WKH� FRQVHTXHQFHV� RI� D� FHQWUDO� EDQN�RUFKHVWUDWHG� DGMXVWPHQW� WR� WKHPRQH\� VXSSO\�ZRXOG�EH� XQSUHGLFWDEOH�� � 6XFK� D� IXOFUXP�ZRXOG�QRWSURYLGH�D�UHOLDEOH�IRXQGDWLRQ�IRU�HIIHFWLYH�PRQHWDU\�SROLF\�
%XW�LV�D�VWDEOH�GHPDQG�IRU�PRQH\�IXQFWLRQ�DORQH��WKDW�LV��VWDELOLW\�LQWKH�SDUDPHWHU�HVWLPDWHV��VXIILFLHQW"� �$ERYH�ZH�KDYH�VXJJHVWHG�QRW�DQG� WKDW� WKH� SDUDPHWHU� YDOXHV� DOVR� PDWWHU�� LQ� SDUWLFXODU� WKDW� DQDEVHQFH�RI�FORVH�VXEVWLWXWHV�IRU�PRQH\�LV�LQGLFDWHG�E\�ZD\�RI�D�ORZLQWHUHVW�HODVWLFLW\�RI�GHPDQG�
7KH�LQWXLWLRQ�KHUH�LV�WKDW�LI�WKHUH�DUH�FORVH�VXEVWLWXWHV��WKHQ�D�FHQWUDOEDQN�RUFKHVWUDWHG� FRQWUDFWLRQ� RU� H[SDQVLRQ� RI� WKH� PRQH\� VWRFNZRXOG�EH�FRXQWHUDFWHG�E\�DQ�RIIVHWWLQJ�H[SDQVLRQ�RU�FRQWUDFWLRQ�RIWKH�VXSSO\�RI�WKH�VXEVWLWXWH���,I�WKH�FHQWUDO�EDQN�ZHUH�WR��VD\��FRQWUDFWWKH�VXSSO\�RI� LWV�RZQ�PRQHWDU\� OLDELOLWLHV�ZLWK�D�YLHZ� WR�FUHDWLQJ�DVKRUWDJH� WR� UDLVH� LQWHUHVW� UDWHV� DQG� FXUWDLO� VSHQGLQJ�� EXW� WKRVHZLVKLQJ�WR�VSHQG�FRXOG�MXVW�DV�ZHOO�XVH�DOWHUQDWLYH�IRUPV�RI�PRQH\�VD\�� WKH� GHSRVLW� OLDELOLWLHV� LVVXHG� E\� FRPPHUFLDO� EDQNV�� WKHQ� WKHHIIHFW�RQ�LQWHUHVW�UDWHV�DQG�VSHQGLQJ�ZRXOG�EH�PLQLPDO���,Q�WKDW�FDVH�DQ\� PRYHPHQW� LQ� WKH� LQWHUHVW� UDWH� IRU� WKH� VXEVWLWXWH�� VD\�� EURXJKWDERXW� E\� FHQWUDO� EDQN�PDUNHW� RSHUDWLRQV� ZRXOG� UHVXOW� PRVWO\�� DQGGLUHFWO\��LQ�D�ODUJH�FKDQJH�LQ�WKH�GHPDQG�IRU�PRQH\��,Q�RWKHU�ZRUGV�HTXLOLEULXP�LQ�WKH�PRQH\�PDUNHW�ZRXOG�EH�UH�HVWDEOLVKHG�PRVWO\�E\GHPDQG�DGMXVWLQJ�WR�WKH�FKDQJHG�VXSSO\��ZLWKRXW�PXFK�DIIHFW�EHLQJWUDQVPLWWHG�WR�WKH�ZLGHU�HFRQRP\�



��
&RQYHUVHO\�� ZKHQ� WKH� GHJUHH� RI� VXEVWLWXWDELOLW\� LV� ORZ�� EHFDXVHPRQH\� KDV� LPSRUWDQW� TXDOLWLHV� QRW� HQFDSVXODWHG� LQ� SRWHQWLDOVXEVWLWXWHV��WKH�LQWHUHVW�UDWH�HODVWLFLW\�RI�WKH�GHPDQG�IRU�PRQH\�ZLOOEH� ORZ�� � ,Q� WKDW� FDVH�� RSHUDWLRQV�E\� WKH� FHQWUDO� EDQN� WR� FKDQJH� WKHPRQH\� VXSSO\� KDYH� OLWWOH� HIIHFW� RQ� WKH� GHPDQG� IRU�PRQH\�� LQWHUHVWUDWHV� DUH� IRUFHG� WR� DGMXVW�� DQG� HTXLOLEULXP� �EHWZHHQ� WKH� VXSSO\� RIDQG� GHPDQG� IRU� PRQH\�� LV� UH�HVWDEOLVKHG� WKURXJK� WKH� HIIHFW� RILQWHUHVW� UDWHV�ZRUNLQJ� RQ� VSHQGLQJ� �DQG� LWV� DFFRXQWLQJ� FRXQWHUSDUWQRPLQDO�LQFRPH��
)LJXUH� �� LOOXVWUDWHV� WKHVH� SRLQWV�� � ,W� VKRZV� KRZ� LW� PDWWHUV� IRUPRQHWDU\�SROLF\�LPSOHPHQWDWLRQ�ZKHWKHU�WKH�LQWHUHVW�HODVWLFLW\�RI�WKHGHPDQG� IRU�PRQH\� LV� KLJK� RU� ORZ�� � )LJXUH� ��D�� GHSLFWV� DQ� LQWHUHVWLQHODVWLF�GHPDQG�IRU�PRQH\�FXUYH�� � ,W� VKRZV� WKH�DPRXQW�RI�PRQH\WKDW�SHRSOH�DQG�ILUPV�ZDQW�WR�KROG�DV�EHLQJ�UHODWLYHO\�LQVHQVLWLYH�WRWKH� LQWHUHVW� UDWH�DFURVV� D�ZLGH� UDQJH�RI� LQWHUHVW� UDWH� OHYHOV�� � ,Q� WKLVFDVH�� ZH� FDQ� VHH� WKDW� DQ� DGMXVWPHQW� E\� WKH� FHQWUDO� EDQN� WR� WKHDPRXQW� RI�PRQH\� LW� VXSSOLHV� ZRXOG� PRYH� WKH� PDUNHW� LQWHUHVW� UDWHDSSUHFLDEO\�
)LJXUH� ��E�� GHSLFWV� WKH� DOWHUQDWLYH� FDVH�� ZKHUH� WKH� GHPDQG� IRUPRQH\� LV� LQWHUHVW� UDWH� VHQVLWLYH�� � ,Q� WKLV�FDVH��ZKHUH� WKH� DPRXQW�RIPRQH\�WKDW�SHRSOH�DQG�ILUPV�ZLVK� WR�KROG� LV�VWURQJO\�UHODWHG� WR� WKHLQWHUHVW� UDWH� RQ� FRPSHWLQJ� ILQDQFLDO� LQVWUXPHQWV� D� FKDQJH� WR� WKHPRQH\� VXSSO\� ZRXOG� UHVXOW� LQ� OLWWOH� VXVWDLQHG� FKDQJH� LQ� PDUNHWLQWHUHVW� UDWHV�� �$Q\� LQLWLDO� XSZDUG�SUHVVXUH�RQ� LQWHUHVW� UDWHV� FDXVHGE\� FRQWUDFWLQJ� WKH� PRQH\� VXSSO\� ZRXOG� IHHG� EDFN� GLUHFWO\�� DQGVWURQJO\��LQWR�D�ORZHU�GHPDQG�IRU�PRQH\���7KH�HQG�UHVXOW�ZRXOG�EH�DFKDQJH� LQ� WKH� PRQH\� VWRFN� EXW�� EHFDXVH� WKHUH� ZRXOG� EH� OLWWOHVXVWDLQHG� FKDQJH� LQ� LQWHUHVW� UDWHV�� WKHUH� ZRXOG� EH� OLWWOH� FKDQJH� LQQRPLQDO�LQFRPH���5DWKHU��WKHUH�ZRXOG�EH�D�FKDQJH�LQ�WKH�YHORFLW\�RIFLUFXODWLRQ�RI�WKDW�VWRFN�RI�PRQH\�����2U�DOWHUQDWLYHO\��WR�EULQJ�DERXWWKH�VRUWV�RI�LQWHUHVW�UDWH�DGMXVWPHQWV�UHTXLUHG�LQ�RUGHU�IRU�PRQHWDU\SROLF\�WR�EH�HIIHFWLYH�LQ�VWDELOLVLQJ�QRPLQDO�LQFRPH��YHU\�ODUJH�VFDOHPRYHPHQWV� LQ� WKH� PRQH\� VXSSO\� PLJKW� EH� UHTXLUHG�� ,Q� WKDW� FDVH�PXFK� RI� WKH� DSSHDO� RI� PRQH\� VWRFN� WDUJHWLQJ� DV� D� SROLF\LPSOHPHQWDWLRQ� UHJLPH� ±� ZKLFK� GHSHQGV� RQ� SROLF\�PDNHUV� EHLQJ
���������������������������������������
�� :KHUH� YHORFLW\� RI� FLUFXODWLRQ� LV� GHILQHG� DV� WKH� UDWLR� RI� QRPLQDO� LQFRPH� WR� WKHPRQH\�VWRFN�

��
DEOH� WR� UHO\�RQ� D� FKDQJH� LQ� WKH�PRQH\� VWRFN� UHVXOWLQJ� LQ� D� EURDGO\SURSRUWLRQDWH� FKDQJH� LQ� QRPLQDO� LQFRPH� ±� ZRXOG� QR� ORQJHU� EHSUHVHQW�
)LJXUH���D� )LJXUH���E�,QWHUHVW�LQVHQVLWLYH ,QWHUHVW�VHQVLWLYHGHPDQG�IRU�PRQH\ GHPDQG�IRU�PRQH\


 ,QVRIDU�DV�WKH�VKLIW�LQ�WKH�PRQH\�VXSSO\�UHVXOWV�LQ�D�VXVWDLQHG�FKDQJH�LQ�LQWHUHVWUDWHV��ZKLFK�FDXVHV�D�FKDQJH�LQ�QRPLQDO� LQFRPH�� WKH�GHPDQG�IRU�PRQH\�FXUYHZRXOG� DOVR� VKLIW� WR� WKH� OHIW�� � 7KLV�PRYHPHQW� LV� QRW� VKRZQ� LQ� WKH� LQWHUHVWV� RIPDLQWDLQLQJ�VLPSOLFLW\�
7KDW� FHQWUDO� EDQN�PRQH\� HQFDSVXODWHV� XQLTXH�TXDOLWLHV� QRW� FDSDEOHRI� EHLQJ� UHSOLFDWHG� LQ� SRWHQWLDO� VXEVWLWXWHV�� DQG� KHQFH� WKDW� WKHGHPDQG�IRU�FHQWUDO�EDQN�PRQH\�LV�UHODWLYHO\�LQHODVWLF�ZLWK�UHVSHFW�WRPDUNHW� LQWHUHVW� UDWHV�� KLVWRULFDOO\�� KDV� EHHQ� D� UHODWLYHO\XQFRQWURYHUVLDO� SURSRVLWLRQ�� %XW� LQ� WRGD\¶V� ZRUOG� ZKHUH� ILQDQFLDOPDUNHWV� DUH� GHUHJXODWHG��ZKHUH� FRPPHUFLDO� EDQN� OLDELOLWLHV� DUH� WKHSUHGRPLQDQW�PHDQV�RI�SD\PHQW��DQG�ZKHUH�DGYDQFHV�LQ�LQIRUPDWLRQWHFKQRORJ\� DUH� UHVXOWLQJ� LQ� D� SUROLIHUDWLRQ� RI� WKH� PHDQV� E\� ZKLFKWKRVH� OLDELOLWLHV� FDQ� EH� VR� XVHG�� LW� LV� JHUPDQH� WR� DVN� ZKHWKHU� WKDWUHPDLQV�WKH�FDVH�WRGD\�
,QGHHG�� RQH� PLJKW� DVN� ZKHWKHU�� EHFDXVH� RI� WKHVH� GHYHORSPHQWV�FHQWUDO� EDQNV� QHHG� WR� FRQWURO� LQWHUHVW� UDWHV� GLUHFWO\�� UDWKHU� WKDQLQGLUHFWO\�YLD�PDQDJHPHQW�RI� WKH�PRQH\� VXSSO\�� �%XW�� DV�REVHUYHGE\� %HQMDPLQ� )ULHGPDQ�� WKLV� ³RQO\� SXVKHV� WKH� DQRPDO\� WR� EHH[SODLQHG� LQWR� D� GLIIHUHQW� DUHQD´�� DV� LW� OHDYHV� WKH� TXHVWLRQ�� ³+RZ�H[DFWO\�� GRHV� WKH� FHQWUDO� EDQN� DIIHFW� LQWHUHVW� UDWHV"´� �)ULHGPDQ
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�������SDJH����� �:H�DGGUHVV� WKLV�TXHVWLRQ� LQ�VHFWLRQ���� �%XW�EHIRUHGRLQJ� WKDW�� LW� LV� XVHIXO� WR� H[DPLQH� WKH� SURSRVLWLRQ� WKDW� LQ� WRGD\¶VGHUHJXODWHG�EDQNLQJ�V\VWHP�� WKHUH�H[LVW� VXEVWLWXWHV� IRU�FHQWUDO�EDQNPRQH\�DQG��KHQFH��WKDW�DQ�LQWHUHVW�LQHODVWLF�GHPDQG�IRU�FHQWUDO�EDQNPRQH\�PD\�QR� ORQJHU� EH� FDSDEOH� RI� EHLQJ� UHOLHG� RQ� WR� SURYLGH� DQHIIHFWLYH� IXOFUXP� IRU� WKH� LPSOHPHQWDWLRQ� RI�PRQHWDU\� SROLF\�� �:HH[DPLQH� WKLV� TXHVWLRQ� E\� FRQVLGHULQJ�� LQ� WXUQ�� WKH� DYDLODELOLW\� RIVXEVWLWXWHV� IRU� FHQWUDO� EDQN� FXUUHQF\� �WKH� FHQWUDO� EDQN�PRQH\�XVHGE\�WKH�JHQHUDO�SXEOLF���DQG�WKH�DYDLODELOLW\�RI�VXEVWLWXWHV�IRU�FHQWUDOEDQN�GHSRVLW�OLDELOLWLHV��WKH�FHQWUDO�EDQN�PRQH\�XVHG�E\�FRPPHUFLDOEDQNV��
��� 7KH�GHPDQG�IRU�FXUUHQF\
6XSSRVH� D� FHQWUDO� EDQN� DFWHG� WR� FRQWURO� WKH� PRQH\� VXSSO\� E\UDWLRQLQJ� FXUUHQF\�� LH�� QRWHV� DQG� FRLQ�� � ,Q� WKLV� FDVH�� LI� WKH� FHQWUDOEDQN� ZLVKHG� WR� WLJKWHQ� PRQHWDU\� SROLF\� LW� ZRXOG� VXSSO\� OHVVFXUUHQF\� WKDQ�GHPDQGHG�E\� FRPPHUFLDO� EDQNV�� VR� WKDW� FRPPHUFLDOEDQNV� FRXOG�QRW�� LQ� WXUQ��PHHW� WKH� GHPDQG� IRU� FXUUHQF\� IURP� WKHLUFXVWRPHUV���,Q�SUDFWLFDO�WHUPV��$70V��IRU�H[DPSOH��ZRXOG�UHJXODUO\UXQ�RXW�RI�EDQN�QRWHV��DQG�EDQNV��IURP�WLPH�WR�WLPH��ZRXOG�EH�XQDEOHWR�PHHW�ILUPV¶�WLOO�FDVK�UHTXLUHPHQWV�
$FFRUGLQJ�WR�WKH�PRGHO�RXWOLQHG�DERYH��LQ�WKHVH�FLUFXPVWDQFHV��WKHUHZRXOG�EH�DQ�XQPHW�GHPDQG�IRU�FXUUHQF\�DQG�D�PDUNHW�IRU�FXUUHQF\ZRXOG� HPHUJH�� � 3HRSOH� DQG� ILUPV� VKRUW� RI� FXUUHQF\�ZRXOG� RIIHU� DKLJKHU�LQWHUHVW�UDWH�WKDQ�WKDW�SUHYDLOLQJ��VR�DV�WR�LQGXFH�WKRVH�KROGLQJFXUUHQF\�VXUSOXV� WR� WKHLU� LPPHGLDWH�SD\PHQW�DQG� OLTXLGLW\�QHHGV� WROHQG�LW�
+RZHYHU��ZH�FDQ�VD\�ZLWK�VRPH�FRQILGHQFH�WKDW�WKLV�ZRXOG�SUREDEO\QRW�KDSSHQ� LQ� WRGD\¶V�ZRUOG�� � ,W� LV�PXFK�PRUH� OLNHO\� WKDW� LI�SHRSOHDQG� ILUPV�ZHUH� WR� ILQG� WKHPVHOYHV� VKRUW� RI� FHQWUDO� EDQN� FXUUHQF\�WKH\� ZRXOG� VLPSO\� XVH� DOWHUQDWLYHV�� &XUWDLOLQJ� WKH� DYDLODELOLW\� RIFHQWUDO�EDQN�FXUUHQF\�WR�WKH�SXEOLF�ZRXOG�PRUH�OLNHO\�VHH�SHRSOH�DQGILUPV�VZLWFKLQJ�WR�DOWHUQDWLYH�PHDQV�RI�SD\PHQW�LQ�WKH�VPDOO�FKDQJHWUDQVDFWLRQV�ZKHUH�SK\VLFDO�FXUUHQF\�WHQGV�WR�EH�WKH�IDYRXUHG�PHDQVRI� SD\PHQW�� :KLOH� WKH� DOWHUQDWLYH� PHDQV� RI� SD\PHQW�� VXFK� DVFKHTXHV� DQG� ()7326�� PD\� QRW� EH� SHUIHFW� VXEVWLWXWHV� IRU� FHQWUDOEDQN�FXUUHQF\�LQ�WKHVH�WUDQVDFWLRQV��WKHUH�VHHPV�OLWWOH�GRXEW�WKDW�WKH

��
LQFRQYHQLHQFH� DQG� WUDQVDFWLRQV� FRVWV� DULVLQJ� IURP� KDYLQJ� WR� XVHDOWHUQDWLYHV� ZRXOG� EH� OHVV� WKDQ� WKH� FRVW� LQYROYHG� LQ� VHWWLQJ� XS� DPDUNHW�IRU�WUDGLQJ�SK\VLFDO�FXUUHQF\��RU�WKH�SRWHQWLDOO\�PXFK�JUHDWHUFRVW� RI� IRUJRLQJ� WKH� DELOLW\� WR� WUDQVDFW� DW� DOO���� � 7R� EH� VXUH�� SHRSOHPLJKW� EH� LUULWDWHG� DV� WKH� UHVXOW� RI� QRW� KDYLQJ� DYDLODEOH� D� UHOLDEOHVXSSO\� RI� QRWHV� DQG� FRLQ�� EXW� LW� LV� GLIILFXOW� WR� HQYLVDJH� WKDW� WKDWVKRUWDJH�ZRXOG� GULYH� DQ� DGMXVWPHQW� WR� WKH� RYHUDOO� OHYHO� RI� LQWHUHVWUDWHV�� QRU� D� GLVFHUQLEOH� HIIHFW� RQ� WKH� OHYHO� RI� VSHQGLQJ� LQ� WKHHFRQRP\�
,I�WKLV�LV�WKH�FDVH��WKHQ�WKH�FRQGLWLRQ�WKDW�IRU�PRQHWDU\�SROLF\�WR�EHHIIHFWLYH� WKHUH�PXVW�EH�QR� FORVH� VXEVWLWXWHV� IRU� FHQWUDO� EDQN� LVVXHGPRQH\� GRHV� QRW� KROG�� DW� OHDVW� QRW� LQ� UHVSHFW� RI� WKH� QRWH� DQG� FRLQFRPSRQHQW� RI� WKH� FHQWUDO� EDQN¶V�PRQHWDU\� OLDELOLWLHV�� 7KLV� LV�ZHOO�UHFRJQLVHG�DPRQJVW�FHQWUDO�EDQNV��DV�HYLGHQFHG�E\� WKH� IDFW� WKDW�QRFHQWUDO�EDQN��DW�OHDVW�QR�FHQWUDO�EDQN�LQ�DQ�HFRQRP\�ZLWK�D�PRGHUQILQDQFLDO� V\VWHP�� KDV� VRXJKW� WR� LPSOHPHQW� LWV� PRQHWDU\� SROLF\� E\FRQWUROOLQJ�WKH�DPRXQW�RI�QRWHV�DQG�FRLQ�LW�LVVXHV���
��� 7KH�GHPDQG�IRU�FHQWUDO�EDQN�GHSRVLW�OLDELOLWLHV
,I�WKH�QRWH�DQG�FRLQ�OLDELOLWLHV�LVVXHG�WR�WKH�SXEOLF�E\�WKH�FHQWUDO�EDQNGR� QRW� SURYLGH� DQ� HIIHFWLYH� IXOFUXP� IRU� PRQHWDU\� SROLF\LPSOHPHQWDWLRQ�� PLJKW� WKH� GHSRVLW� OLDELOLWLHV� LVVXHG� E\� WKH� FHQWUDOEDQN� WR� FRPPHUFLDO� EDQNV� IXOILO� WKLV� UROH"� � &DQ� FHQWUDO� EDQNVLQIOXHQFH�PDUNHW�LQWHUHVW�UDWHV�E\�LQFUHDVLQJ�RU�GHFUHDVLQJ�WKH�VXSSO\RI� WKRVH� OLDELOLWLHV� LQ� D� ZD\� WKDW� WKH\� FDQQRW� E\� LQFUHDVLQJ� RUGHFUHDVLQJ�WKH�VXSSO\�RI�QRWHV�DQG�FRLQ"

���������������������������������������
�� 2I�FRXUVH��LI�FRPPHUFLDO�EDQNV�FRXOG�LVVXH�QRWHV�DQG�FRLQ�RI�WKHLU�RZQ��WKHQ�DQREYLRXV� UHVSRQVH� WR� D� VKRUWDJH� RI� FHQWUDO� EDQN�LVVXHG� FXUUHQF\� ZRXOG� EH� IRUFRPPHUFLDO�EDQNV� WR� LVVXH� WKHLU�RZQ� OLDELOLWLHV� LQ� WKLV� IRUP�� �+RZHYHU�� LQ�PRVWFRXQWULHV��WKHUH� LV�D� OHJDO�SURKLELWLRQ�DJDLQVW�DQ\RQH�RWKHU� WKHQ�WKH�FHQWUDO�EDQNLVVXLQJ� SK\VLFDO� FXUUHQF\�� � ,Q� 1HZ� =HDODQG�� WKLV� SURKLELWLRQ� LV� FRQWDLQHG� LQVHFWLRQ����RI�WKH�5HVHUYH�%DQN�RI�1HZ�=HDODQG�$FW������
�� )RU� D�SHULRG� LQ� WKH� ����V� WKH�%DQN� RI�(QJODQG� GLG� KDYH� D�0�� �QRWH� DQG� FRLQ�WDUJHW���+RZHYHU��WKLV�VHUYHG�DV�DQ�LQGLFDWRU�RI�QRPLQDO�HFRQRPLF�DFWLYLW\��DQG�DVVXFK�ZDV�RI�WKH�QDWXUH�RI�DQ�LQWHUPHGLDWH�WDUJHW��QRW�VRPHWKLQJ�WKDW�WKH�%DQN�RI(QJODQG� VRXJKW� WR� FRQWURO� E\� UDWLRQLQJ� WKH� DPRXQW� RI� EDQN� QRWHV� DQG� FRLQ� RQLVVXH�



��
&HQWUDO� EDQNV� WUDGLWLRQDOO\� KDYH� XVHG� UHVHUYH� UHTXLUHPHQWV� WRHVWDEOLVK� D� VWDEOH� GHPDQG� IRU� FHQWUDO� EDQN� GHSRVLW� EDODQFHV�� � 7KLVPHFKDQLVP� DOVR� IHDWXUHV� LQ� PDQ\� WH[WERRN� PRGHOV� RI� PRQHWDU\SROLF\� LPSOHPHQWDWLRQ�� � %\� SUHVFULELQJ� UHVHUYH� UHTXLUHPHQWV�� WKHFHQWUDO� EDQN� HQIRUFHV� D� GHPDQG� IURP� FRPPHUFLDO� EDQNV� IRU� LWVGHSRVLW�OLDELOLWLHV�
5HVHUYH� UHTXLUHPHQWV� W\SLFDOO\� DOVR� KDYH� EHHQ� VWUXFWXUHG� VR� DV� WRHVWDEOLVK�D�VWDEOH�GHPDQG�IRU�FHQWUDO�EDQN�GHSRVLW�EDODQFHV���2Q�WKHRQH�KDQG��EDQNV� VXEMHFW� WR� UHVHUYH� UHTXLUHPHQWV� FDQQRW� DOORZ� WKHLUKROGLQJV� RI� UHVHUYH� EDODQFHV� WR� IDOO� EHORZ� WKH� SUHVFULEHG� OHYHOZLWKRXW� LQFXUULQJ� ILQDQFLDO� SHQDOWLHV�� WKXV� FUHDWLQJ� D� IORRU� WR� WKHGHPDQG� IRU� VXFK� EDODQFHV�� � 2Q� WKH� RWKHU� KDQG�� E\� HLWKHU� QRWUHPXQHUDWLQJ� UHVHUYH� GHSRVLW� EDODQFHV�� RU� UHPXQHUDWLQJ� WKHP� DW� DEHORZ�PDUNHW� LQWHUHVW� UDWH�� WKHUH� WHQGV� DOVR� WR� EH� D� FHLOLQJ� RQ� WKHGHPDQG�IRU�VXFK�EDODQFHV�
:LWK� D� VWDEOH� GHPDQG� IRU� FHQWUDO� EDQN� GHSRVLWV� HVWDEOLVKHG� LQ� WKLVZD\��DFWLRQV�E\�WKH�FHQWUDO�EDQN�WR�LQFUHDVH�RU�UHGXFH�WKH�VXSSO\�RIVXFK�GHSRVLW�EDODQFHV�WUDQVODWH�UHDVRQDEO\�GLUHFWO\��DQG�SUHGLFWDEO\�LQWR� WKH� H[WHQW� RI� VKRUWDJH� RU� VXUSOXV� RI� UHVHUYH� EDODQFHV� LQ� WKHFRPPHUFLDO� EDQNLQJ� V\VWHP�� � +HQFH�� UHVHUYH� UHTXLUHPHQWV� FDQ� EHXVHG� E\� WKH� FHQWUDO� EDQN� DV� D� UHDVRQDEO\� GLUHFW� OHYHU� WR� LQIOXHQFHFRPPHUFLDO� EDQNV¶� OHQGLQJ� SURSHQVLWLHV�� WKDW� LV�� WKH� UDWH� DW� ZKLFKFRPPHUFLDO� EDQNV� LVVXH� WKHLU� RZQ� OLDELOLWLHV�� � :KHQ� ILQDQFLDOPDUNHWV��RU�DW�OHDVW�LQWHUHVW�UDWHV��DUH�GHUHJXODWHG��WKH�WUDQVPLVVLRQ�RIPRQHWDU\� SROLF\� LV� PDLQO\� LQGLUHFW�� YLD� LQWHUHVW� UDWH� HIIHFWV�� � 7KHHIIHFW�RQ� LQWHUHVW� UDWHV� DULVHV� IURP�EDQNV� FRPSHWLQJ�PRUH� �RU� OHVV�IRU� WKH� IXQGV� UHTXLUHG� WR� PHHW� WKHLU� UHVHUYH� UHTXLUHPHQWV�� DQG� WKHFRQVHTXHQWLDO�IORZ�WKURXJK�WR�WKH�LQWHUHVW�UDWHV�EDQNV�FKDUJH�RQ�WKHLUOHQGLQJ���:KHQ�LQWHUHVW�UDWHV�DUH�QRW�IUHH�WR�DGMXVW��WKH�WUDQVPLVVLRQWHQGV�WR�EH�PRUH�GLUHFW�DV�EDQNV�DUH�IRUFHG�WR�PDQDJH�WKH�JURZWK�RIWKHLU�EDODQFH�VKHHWV�E\�UDWLRQLQJ�OHQGLQJ�GLUHFWO\�
,Q�FRXQWULHV�ZLWK�PRGHUQ�ILQDQFLDO�V\VWHPV��UHVHUYH�UHTXLUHPHQWV�DUHEHLQJ�GH�HPSKDVLVHG��DQG�LQ�VRPH�FDVHV�SKDVHG�RXW��,Q�&DQDGD�DQG1HZ� =HDODQG�� UHVHUYH� UHTXLUHPHQWV� KDYH� DOUHDG\� EHHQ� FRPSOHWHO\HOLPLQDWHG�� VLQFH� ����� LQ� WKH� FDVH� RI� 1HZ� =HDODQG�� � ,Q� RWKHUFRXQWULHV�� UHVHUYH� UHTXLUHPHQWV� KDYH� EHHQ� ORZHUHG� WR� OHYHOV� WKDWPDNH� WKH� UHVHUYH� UHTXLUHPHQW� D� QRQ�ELQGLQJ� FRQVWUDLQW�� � 6RPH

��
FRXQWULHV�KDYH�DOVR� LQFUHDVHG� WKH� UHPXQHUDWLRQ�RQ� UHVHUYH�EDODQFHVVXFK� WKDW� PRVW� RU� DOO� EDQNV� YROXQWDULO\� KROG� FHQWUDO� EDQN� GHSRVLWEDODQFHV�DW�OHYHOV�DERYH�WKRVH�RIILFLDOO\�SUHVFULEHG���
,Q� WKHVH�FRXQWULHV�� WKH�GHPDQG� IRU� FHQWUDO� EDQN�GHSRVLW� EDODQFHV� LVQRZDGD\V� VHHQ� DV� EHLQJ� XQGHUSLQQHG� QRW� E\� UHVHUYH� UHTXLUHPHQWV�EXW�E\�EDQNV¶�QHHGV�WR�PDNH�SD\PHQWV��LQ�PXFK�WKH�VDPH�ZD\�DV�WKHSXEOLF¶V�GHPDQG� IRU�FXUUHQF\� LV� WKRXJKW� WR�EH� WUDQVDFWLRQV�GHPDQGEDVHG�����%DQNV��WRR��IDFH�D�QHHG�WR�PDNH�SD\PHQWV�LQ�WKH�FRXUVH�RIFRQGXFWLQJ� WKHLU� EXVLQHVV�� � )RU� H[DPSOH�� ZKHQ� D� FXVWRPHU� RI� RQHEDQN� XVHV� D� GHSRVLW� EDODQFH� DV� WKH� SD\PHQW� LQVWUXPHQW� LQ� DWUDQVDFWLRQ� ZLWK� D� FXVWRPHU� RI� DQRWKHU� EDQN�� WKH� ³WUDQVIHU´� RI� WKHSD\HU¶V� GHSRVLW� OLDELOLW\� WR� WKH� SD\HH¶V� DFFRXQW� DW� WKH� RWKHU� EDQNQHHGV� WR� EH� PDWFKHG� E\� D� FRUUHVSRQGLQJ� WUDQVIHU� RI� YDOXH�� RU� D³VHWWOHPHQW´��EHWZHHQ�WKH�WZR�EDQNV���6LPLODUO\��ZKHQ�D�FRPPHUFLDOEDQN�EX\V��VD\��JRYHUQPHQW�VHFXULWLHV�IURP�DQRWKHU�SDUWLFLSDQW�LQ�WKHVHFXULWLHV�PDUNHW��LW�QHHGV�WR�SD\�IRU�WKRVH�VHFXULWLHV���6R�EDQNV�QHHGPRQH\�±�D�PHDQV�RI�SD\PHQW�±�OLNH�HYHU\RQH�HOVH�
&HQWUDO� EDQN� GHSRVLWV� IHDWXUH� LPSRUWDQWO\� LQ�PDQ\� DQDO\VHV� RI� WKHLQWHU�EDQN�SD\PHQW���RU�VHWWOHPHQW��SURFHVV��EHFDXVH�WKH\�SURYLGH�DPHDQV�E\�ZKLFK�EDQNV�FDQ�³VHWWOH�DPRQJ� WKHPVHOYHV� WKH�QHW� IORZVIURP� SD\PHQWV� WKDW� WDNH� SODFH� LQ� WKH� HFRQRP\� HYHU\� GD\´� ZLWK³«QR� ULVN� RI� GHIDXOW� DQG� QR� GHOD\� LQ� REWDLQLQJ� YDOXH´� �7KLHVVHQ��������� SDJH� ���� � 7KH� DEVHQFH� RI� ULVN� DWWULEXWHV� LQ� FHQWUDO� EDQNPRQH\� KDV� EHHQ� VHHQ� DV� GLVWLQJXLVKLQJ� LW� IURP�SRVVLEOH� DOWHUQDWLYHPHDQV�RI�VHWWOHPHQW�LQ�WKH�LQWHU�EDQN�V\VWHP��DQG�LQ�UHVSHFWV�WKDW�DUHLPSRUWDQW�IRU�EDQNV��JLYHQ�WKH�FHQWUDOLW\�RI�WKH�LQWHU�EDQN�VHWWOHPHQWIRU�WKH�RSHUDWLRQ�RI��DQG�IRU�WKH�PDLQWHQDQFH�RI�SXEOLF�FRQILGHQFH�LQ�WKH� EDQNLQJ� V\VWHP�� � 7R� WKH� H[WHQW� WKDW� WKLV� LV� WKH� FDVH�� LW�PD\� EH
���������������������������������������
�� 7KH� SULQFLSDO� UHDVRQ� IRU� FHQWUDO� EDQNV� KDYLQJ� PRYHG� DZD\� IURP� UHVHUYHUHTXLUHPHQWV� LV�EHFDXVH�� WR� WKH�H[WHQW� WKH\� LQYROYH� WKH�EDQNV� WKDW� DUH�VXEMHFW� WRWKHP�KDYLQJ�WR�KROG�UHVHUYH�EDODQFHV�LQYROXQWDULO\�� WKH\�LPSRVH�FRVWV� WKDW�RWKHUILQDQFLDO�LQVWLWXWLRQV�DUH�QRW�VXEMHFW�WR��DQG�WKXV�UHVXOW�LQ�DQ�XQHYHQ�FRPSHWLWLYH³SOD\LQJ�ILHOG´���7KH�UHVXOW�LV�WKDW�WKH�LQVWLWXWLRQV�QRW�FRYHUHG�E\�WKH�UHTXLUHPHQWVFRPSHWH�EXVLQHVV�DZD\�IURP�WKRVH�WKDW�DUH�DQG��RYHU�WLPH��HYHQ�LI�WKH�LQVWUXPHQWZDV�LQLWLDOO\�HIIHFWLYH�LQ�FUHDWLQJ�D�VWDEOH�GHPDQG�IRU�UHVHUYHV��LW�WHQGV�WR�EHFRPHLQFUHDVLQJO\�OHVV�HIIHFWLYH�
�� 6HH� )ULHGPDQ� �������� +HQFNHO� HW� DO� �������� 6HOORQ� DQG� :HLQHU� �������� DQG7KLHVVHQ��������



��
UHDVRQDEOH�WR�YLHZ�FHQWUDO�EDQN�GHSRVLW� OLDELOLWLHV�DV�EHLQJ�D�PHDQVRI�VHWWOHPHQW�LQ�WKH�LQWHU�EDQN�VHWWOHPHQW�V\VWHP�IRU�ZKLFK�WKHUH�GRQRW�H[LVW�FORVH�VXEVWLWXWHV�� � ,I� WKDW� LV� VR�� LW� IROORZV� WKDW� FRPPHUFLDOEDQNV¶�GHPDQG�IRU�FHQWUDO�EDQN�GHSRVLW� OLDELOLWLHV�FDQ�EH�YLHZHG�DVSURYLGLQJ�D�IXOFUXP�RQ�ZKLFK�WKH�FHQWUDO�EDQN�FDQ�DFKLHYH�PRQHWDU\SROLF\� OHYHUDJH�� E\� LQFUHDVLQJ� RU� GHFUHDVLQJ� WKH� VXSSO\� RI� WKRVHGHSRVLW�OLDELOLWLHV�UHODWLYH�WR�WKH�GHPDQG�IRU�WKHP�
��� 7KH�1HZ�=HDODQG�H[SHULHQFH
'XULQJ� WKH� SHULRG������ WR� ������PRQHWDU\� SROLF\� LQ�1HZ�=HDODQGRSHUDWHG� ZLWKLQ� D� IUDPHZRUN� EDVHG� RQ� DQ� LQWHU�EDQN�VHWWOHPHQW�GULYHQ� GHPDQG� E\� FRPPHUFLDO� EDQNV� IRU� FHQWUDO� EDQN� GHSRVLWEDODQFHV���� � 7KH�5HVHUYH� %DQN¶V� RSHUDWLQJ� IUDPHZRUN�ZDV� FHQWUHGRQ� PDQDJLQJ� WKH� VXSSO\� RI� WKH� %DQN¶V� GHSRVLW� OLDELOLWLHV�� DV� WKHPHDQV�E\�ZKLFK�LW�VRXJKW�WR�LQIOXHQFH�WKH�LQWHU�EDQN�UDWH�RI�LQWHUHVW�
7KLV�UHJLPH�ZDV�EDVHG�RQ�WKH�QRWLRQ�WKDW�FRPPHUFLDO�EDQNV�QHHGHGWR�KROG�D�PLQLPXP�OHYHO�RI�VHWWOHPHQW�EDODQFHV�DW�WKH�5HVHUYH�%DQNIRU� XVH� LQ� PDNLQJ� LQWHU�EDQN� VHWWOHPHQWV�� LQFOXGLQJ� WKRVH� DULVLQJIURP� WKH� QHHG� WR� VHWWOH� FXVWRPHUV¶� WUDQVDFWLRQV�� � %\� UHGXFLQJ� WKHVXSSO\�RI�WKRVH�EDODQFHV��DQG�RU�E\�LQFUHDVLQJ�WKH�FRVW�RI�ERUURZLQJIURP� WKH� 5HVHUYH� %DQN� LQ� WKH� HYHQW� WKDW� EDQNV� KDG� LQVXIILFLHQWVHWWOHPHQW�EDODQFHV��WKH�5HVHUYH�%DQN�FRXOG�SXW�SUHVVXUH�RQ�PDUNHWLQWHUHVW�UDWHV���
&RQYHUVHO\�� EHFDXVH� WKH� GHSRVLW� EDODQFHV� WKDW� EDQNV� KHOG�ZLWK� WKH5HVHUYH�%DQN�ZHUH� UHPXQHUDWHG�DW�D�EHORZ�PDUNHW� UDWH�RI� LQWHUHVW�WKH�5HVHUYH�%DQN�FRXOG�SXW�GRZQZDUG�SUHVVXUH�RQ�LQWHUHVW�UDWHV�DQGIRVWHU� DQ� H[SDQVLRQ� RI� EDQN� OHQGLQJ� E\� LQFUHDVLQJ� WKH� VXSSO\� RIWKRVH� EDODQFHV� DERYH� WKH� OHYHO� UHTXLUHG� IRU� HIIHFWLQJ� LQWHU�EDQNVHWWOHPHQWV�� KROGLQJ� ³H[FHVV´� UHVHUYHV� ZDV� XQDWWUDFWLYH� UHODWLYH� WREHLQJ�³IXOO\�OHQW´���

���������������������������������������
�� 3ULRU� WR� ������ FRPPHUFLDO� EDQNV� LQ� 1HZ� =HDODQG� ZHUH� VXEMHFW� WR� UHVHUYHUHTXLUHPHQWV�
�� )RU� D� IXOOHU� GLVFXVVLRQ� RI� KRZ� PRQHWDU\� SROLF\� ZDV� LPSOHPHQWHG� XQGHU� WKHUHJLPH�LQ�HIIHFW�IURP������XQWLO�������VHH�+X[IRUG�DQG�5HGGHOO��������

��
,Q�LPSRUWDQW�UHVSHFWV�WKLV�DSSURDFK�WR�LPSOHPHQWLQJ�PRQHWDU\�SROLF\ZDV�YHU\�HIIHFWLYH���)RU�H[DPSOH��IRU�DQ�H[WHQGHG�SHULRG�GXULQJ�WKHPLG�����V��LQWHUHVW�UDWHV�ZHUH�VXVWDLQHG�DW�OHYHOV�ZHOO�DERYH�³ZRUOGUDWHV´�DQG�LQIODWLRQ�UHPDLQHG�FRQVLVWHQWO\�ZLWKLQ�D�EDQG�RI�DERXW���òWR���ò�SHU�FHQW�
3ULPD� IDFLH�� WKHUHIRUH�� LW� ZRXOG� VHHP� WKDW�� HYHQ� LQ� WKH� DEVHQFH� RIUHVHUYH�UHTXLUHPHQWV��GHPDQG�E\�FRPPHUFLDO�EDQNV�IRU�FHQWUDO�EDQNGHSRVLW� OLDELOLWLHV�FDQ�SURYLGH�D� UREXVW�EDVH� IURP�ZKLFK� WKH�FHQWUDOEDQN� FDQ� LPSOHPHQW� PRQHWDU\� SROLF\�� E\� PDQDJLQJ� WKH� VXSSO\� RIWKRVH�OLDELOLWLHV�
+RZHYHU��ZH� DUH� VWLOO� OHIW�ZLWK� VRPH�TXHVWLRQV�� � )RU� H[DPSOH�� LI� DUDQJH�RI�FORVH�VXEVWLWXWHV�IRU�FHQWUDO�EDQN�QRWHV�DQG�FRLQ�LV�DYDLODEOHDV� D�PHDQV� RI� SD\PHQW�� DUH� WKHUH� DOVR� VXEVWLWXWHV� WKDW� FRPPHUFLDOEDQNV�FRXOG�XVH�WR�VHWWOH�LQWHU�EDQN�REOLJDWLRQV"�2QH�PLJKW�LPDJLQHWKDW�� LQVRIDU�DV�D�PRQHWDU\�SROLF\� LPSOHPHQWDWLRQ� UHJLPH� UHOLHV� IRULWV�HIIHFWLYHQHVV�RQ�SHQDOWLHV�IRU�KROGLQJ�VHWWOHPHQW�EDODQFHV�WKDW�DUHWRR� ODUJH� RU� WRR� VPDOO�� WKH� FRPPHUFLDO� EDQNV� ZRXOG� DGDSW� WKHLUEHKDYLRXU�LQ�ZD\V�WKDW�ZRXOG�DYRLG��RU�DW� OHDVW�PLQLPLVH��H[SRVXUHWR� WKRVH� SHQDOWLHV���� � :H� FDQ� DOVR� DVN� ZKHWKHU� VXFK� DQLPSOHPHQWDWLRQ� UHJLPH� LV� QHFHVVDU\� IRU� PRQHWDU\� SROLF\� WR� EHHIIHFWLYH�� RU� ZKHWKHU� WKHUH� PLJKW� H[LVW� DOWHUQDWLYH� ±� EXW� HTXDOO\HIIHFWLYH�DQG�SRWHQWLDOO\�PRUH�HIILFLHQW�±�RSHUDWLQJ�WHFKQLTXHV�
&ORVHU� H[DPLQDWLRQ� RI� 1HZ� =HDODQG¶V� H[SHULHQFH� LQ� WKH� ����VVXJJHVWV�WKDW�WKH�RSHUDWLQJ�UHJLPH�WKHQ�LQ�SODFH�PD\�QRW�KDYH�EHHQDV� UREXVW� DV� WKH�SULPD� IDFLH� HYLGHQFH� VXJJHVWV�� � ,W� UHYHDOV� WKDW� WKHXQGHUSLQQLQJ�RI�WKDW�UHJLPH�±�D�VWDEOH�WUDQVDFWLRQV�EDVHG�GHPDQG�E\FRPPHUFLDO� EDQNV� IRU� FHQWUDO� EDQN� GHSRVLW� EDODQFHV� ±� ZDV� LQ� IDFWEHLQJ�JUDGXDOO\�HURGHG���,Q�WKH�HDUO\�����V�D�VWRFN�RI�5HVHUYH�%DQNGHSRVLW�EDODQFHV�RQ� LVVXH�RI�DURXQG�1=����PLOOLRQ�ZDV� WKRXJKW� WR
����������������������������������������������������������������������������������������������������������������
�� ,Q�SUDFWLFH��SROLF\�FDPH�WR�EH�LPSOHPHQWHG�PRUH�E\�ZD\�RI�SXEOLF�VWDWHPHQWV�WKDWLQGLFDWHG� WKH� OLNHOLKRRG� RI� WKH� TXDQWLW\� RI� GHSRVLW� EDODQFHV� RQ� LVVXH� EHLQJDGMXVWHG� WKDQ� E\� DFWXDO� DGMXVWPHQWV�� � 7KLV� HYROXWLRQ�� WR� ZKDW� ZDV� NQRZQFROORTXLDOO\� DV� ³RSHQ�PRXWK� RSHUDWLRQV´�� LV� GHVFULEHG� LQ�5HVHUYH�%DQN� RI�1HZ=HDODQG��������
�� 2U�WKDW�VXFK�SHQDOWLHV�ZRXOG�SURPRWH�GLVLQWHUPHGLDWLRQ��LQ�PXFK�WKH�VDPH�ZD\�DVWKH� SHQDOWLHV� LQKHUHQW� LQ� UDWLR� UHTXLUHPHQWV� ZHUH� WKRXJKW� WR� SURPRWHGLVLQWHUPHGLDWLRQ�



��
UHSUHVHQW�D�³QHXWUDO´�SROLF\�SRVLWLRQ�IRU�WKH�EDQNLQJ�V\VWHP��WKDW�LV�D�VXSSO\�WKDW�DERXW�PDWFKHG�GHPDQG�DQG�KHQFH�UHVXOWHG�LQ�DQ�LQWHU�EDQN�LQWHUHVW�UDWH�LQ�OLQH�ZLWK�D�³QHXWUDO�UDWH´�� LQ�WHUPV�RI�LWV�HIIHFWRQ� VSHQGLQJ�� LQFRPH� DQG� LQIODWLRQ�� � %XW� DV� WLPH� SDVVHG�� WKHFRPPHUFLDO� EDQNV� IRXQG� ZD\V� WR� HFRQRPLVH� RQ� WKHLU� KROGLQJV� RIVXFK�EDODQFHV���%\�WKH�PLG��WR�ODWH�����V��LW�ZDV�IRXQG�WKDW�5HVHUYH%DQN�EDODQFHV�QHHGHG�WR�EH�UHGXFHG�WR�DERXW�]HUR��RU�HYHQ�SRVVLEO\WR�D�QHJDWLYH�OHYHO��WR�FUHDWH�D�VKRUWDJH�DQG�LPSDUW�XSZDUG�SUHVVXUHRQ�LQWHUHVW�UDWHV�
+RZ� LV� LW�� WKHQ�� WKDW� FRPPHUFLDO� EDQNV� FDQ� VHWWOH� WKHLU� LQWHU�EDQNREOLJDWLRQV� ZLWK� D� PLQLPXP� RI�� DQG� LQ� WKH� OLPLW� QR�� FHQWUDO� EDQNPRQH\� EHLQJ� XVHG� DV� WKH�PHDQV� RI� VHWWOHPHQW"� � 7KH�PDLQ�ZD\� E\ZKLFK�WKLV�FDQ�EH�DFKLHYHG�LV�E\�EDQNV�QHWWLQJ�LQWUD�GD\�VHWWOHPHQWV�*LYHQ�WKDW�IRU�HYHU\�SD\PHQW�LQYROYLQJ�EDQN�GHSRVLW�OLDELOLWLHV�WKHUHLV� D� SD\HU� DQG� SD\HH� EDQN�� E\� QHWWLQJ� WKH� WZR�ZD\� VWUHDP� RIVHWWOHPHQW�REOLJDWLRQV�EDQNV�FDQ�UHGXFH�WKHLU�QHHG�WR�KROG�VHWWOHPHQWEDODQFHV�ZLWK�WKH�FHQWUDO�EDQN�WR�QR�PRUH�WKDQ�UHTXLUHG�WR�HIIHFW�WKHHQG�RI�GD\�QHW�VHWWOHPHQW���
0RUHRYHU�� WR� WKH� H[WHQW� WKDW�� HYHQ�ZLWK� HIIHFWLYH� SD\PHQWV� QHWWLQJDUUDQJHPHQWV�LQ�SODFH��QHW�VHWWOHPHQWV�UHPDLQ�WR�EH�PDGH��WKRVH�QHWVHWWOHPHQWV�FDQ�EH�PDGH�E\�WKH�FRPPHUFLDO�EDQNV�DFFHSWLQJ�FODLPVDJDLQVW�HDFK�RWKHU�� ���7KDW� LV�� OLNH� WKH�SXEOLF��FRPPHUFLDO�EDQNV�DUHDEOH�WR�PDNH�SD\PHQWV�E\�XVLQJ�FRPPHUFLDO�EDQN�PRQH\�LQ�SODFH�RIFHQWUDO�EDQN�PRQH\����,QGHHG��WKDW�LV�KRZ�LQ�1HZ�=HDODQG�LQWHU�EDQNVHWWOHPHQWV� KDYH� JHQHUDOO\� EHHQ� PRVWO\� HIIHFWHG�� � 'XULQJ� HDFK
���������������������������������������
�� ,W�PLJKW�VHHP�WKDW�ZLWK� WKH�DGYHQW�RI� UHDO�WLPH�JURVV� VHWWOHPHQW� LQ�FHQWUDO�EDQNIXQGV�� WKLV� LV� QR� ORQJHU� WKH� FDVH�� &HUWDLQO\�� UHDO�WLPH�JURVV� VHWWOHPHQW� KDVLQWURGXFHG�DQ�DGGLWLRQDO� OD\HU� LQWR� WKH�SURFHVV�E\�ZKLFK� WUDQVDFWLRQV�DUH�VHWWOHGZLWKLQ� WKH� EDQNLQJ� V\VWHP�� DQG� WKLV� JHQHUDWHV� DQ� LQWUD�GD\� GHPDQG� IRU� FHQWUDOEDQN� OLDELOLWLHV�� � +RZHYHU�� LW� GRHV� QRWKLQJ� WR� EXWWUHVV� WKH� HIIHFWLYHQHVV� RIPRQHWDU\� SROLF\� EHFDXVH� WKRVH� LQWUD�GD\� OLDELOLWLHV� DUH� VXSSOLHG� RQ� D� SHUIHFWO\HODVWLF�EDVLV��OLNH�FXUUHQF\�LV�VXSSOLHG�RQ�D�SHUIHFWO\�HODVWLF�EDVLV��DQG��LQGHHG��DWD�]HUR� LQWHUHVW� UDWH�� �6HH�:KLWH� ������� IRU�D�GHVFULSWLRQ�RI�1HZ�=HDODQG¶V� UHDO�WLPH�JURVV�VHWWOHPHQW�DUUDQJHPHQWV��
�� 6HH�=RGJHNDU��������IRU�DQ�RXWOLQH�RI�UHFHQW�FKDQJHV�WR�WKH�ODZ�LQ�1HZ�=HDODQGWKDW�ZHUH�HQDFWHG�WR�IDFLOLWDWH��DQG�PRUH�FOHDUO\�HVWDEOLVK�WKH�OHJDO�HQIRUFHDELOLW\RI�� PXOWLODWHUDO� QHWWLQJ� FRQWUDFWV�� � 7KLV� OHJLVODWLRQ� ZDV� HQDFWHG� ZLWK� D� YLHZ�DPRQJVW� RWKHU� WKLQJV�� WR� IDFLOLWDWLQJ� WKH� PXOWLODWHUDO� QHWWLQJ� RI� LQWHU�EDQNVHWWOHPHQW�REOLJDWLRQV�

��
EDQNLQJ� GD\� WKH� FRPPHUFLDO� EDQNV� HQJDJH� LQ� TXLWH� ODUJH�VFDOHERUURZLQJ� DQG� OHQGLQJ� GLUHFWO\� DPRQJVW� WKHPVHOYHV�� OHDYLQJ� RQO\UHVLGXDO�HQG�RI�GD\�EDODQFHV� WR�EH� VHWWOHG�E\�ZD\�RI�D�QHW�GUDZLQJRQ�� RU� DGGLWLRQ� WR�� WKH� EDODQFH� LQ� WKHLU� UHVSHFWLYH� 5HVHUYH� %DQNDFFRXQWV��DQG�� LI�UHTXLUHG�WR�IXQG�D�VKRUWIDOO��E\�UDLVLQJ�IXQGV�IURPWKH�5HVHUYH�%DQN��
2I� FRXUVH�� IRU� FRPPHUFLDO� EDQNV� WR� DJUHH� WR� VHWWOH� E\� DFFHSWLQJFODLPV�RQ�HDFK�RWKHU��WKH\�QHHG�WR�EH�ZLOOLQJ�WR�DFFHSW�HDFK�RWKHUV¶OLDELOLWLHV�DV�FRQVWLWXWLQJ�JRRG�YDOXH�� � ,Q�RWKHU�ZRUGV�� WKH\�QHHG� WRKDYH� FRQILGHQFH� LQ� WKH� VROYHQF\� RI� WKH� EDQNV� RQ� ZKRP� WKH\� DUHZLOOLQJ� WR� DFFHSW� D� FODLP� DV� FRQVWLWXWLQJ� SD\PHQW�� MXVW� DV� DQ\LQGLYLGXDO� ZKR� DFFHSWV� D� FKHTXH� GUDZQ� RQ� D� FRPPHUFLDO� EDQNLPSOLFLWO\� DFFHSWV� WKH� OLDELOLWLHV� RI� WKDW� EDQN� DV� FRQVWLWXWLQJ� JRRGYDOXH��:KHQ� HFRQRPLF� DJHQWV� DUH� FRQILGHQW� WKDW� FRPPHUFLDO� EDQNOLDELOLWLHV� DUH� UHDGLO\� FRQYHUWLEOH� LQWR� FHQWUDO� EDQN� OLDELOLWLHV�FRPPHUFLDO�EDQN�OLDELOLWLHV�ZLOO�EH�UHJDUGHG�DV�FORVH�VXEVWLWXWHV�IRUFHQWUDO�EDQN�OLDELOLWLHV���$QG�ZKHQ�WKLV�LV�WKH�FDVH��ZH�VKRXOG�QRW�EHVXUSULVHG�WR�ILQG�WKDW�FRPPHUFLDO�EDQNV��LI�IDFHG�ZLWK�D�VKRUWDJH�RIFHQWUDO�EDQN�OLDELOLWLHV�UHODWLYH�WR�WKHLU�VHWWOHPHQW�UHTXLUHPHQWV��DQGSHQDOWLHV� RQ�ERUURZLQJ� IURP� WKH� FHQWUDO� EDQN��ZRXOG� WXUQ� WR� XVLQJVXEVWLWXWHV�� MXVW� DV� ZRXOG� WKH� SXEOLF� LI� IDFHG� ZLWK� D� VKRUWDJH� RIFHQWUDO�EDQN�LVVXHG�QRWHV�DQG�FRLQ�
+DYLQJ� VDLG� WKDW�� FRPPHUFLDO� EDQN� DQG� FHQWUDO� EDQN� OLDELOLWLHV� DUHQRW� SHUIHFW� VXEVWLWXWHV�� � &RPPHUFLDO� EDQNV� DUH� VXEMHFW� WR� VRPHLQVROYHQF\� ULVN�� ZKHUHDV� FHQWUDO� EDQNV� DUH� EDQNUXSWF\� SURRI���+HQFH��ZKLOVW�FRPPHUFLDO�EDQNV�PD\�JHQHUDOO\�EH�FRPIRUWDEOH�ZLWKDFFHSWLQJ�FODLPV�RQ�HDFK�RWKHU�WR�VHWWOH�WKHLU�LQWHU�EDQN�REOLJDWLRQV�WKHUH�DUH�VRPH�OLPLWV�WKDW�DSSO\�WR�WKLV���3UXGHQW�EDQNLQJ�SUDFWLFH�LVIRU�DOO� ULVNV�� HYHQ� ORZ� ULVNV�� WR�EH� VXEMHFW� WR� OLPLWV�� �+HQFH��ZKHUHLQWHU�EDQN�VHWWOHPHQW�REOLJDWLRQV�DUH�SDUWLFXODUO\�ODUJH��DV�PD\�DULVH�IRU� H[DPSOH�� ZKHQ� FXVWRPHUV� RI� RQH� EDQN� PDNH� HVSHFLDOO\� ODUJHSD\PHQWV� WR� FXVWRPHUV� RI� DQRWKHU�� WKH� GHJUHH� RI� VXEVWLWXWDELOLW\EHWZHHQ�FRPPHUFLDO�EDQN�DQG�FHQWUDO�EDQN�OLDELOLWLHV�DV�D�PHDQV�RI
���������������������������������������
�� $�FHQWUDO�EDQN�LV�EDQNUXSWF\�SURRI�LI��DV�LV�LQYDULDEO\�WKH�FDVH�� LWV� OLDELOLWLHV�DUHOHJDO�WHQGHU���7KLV�PHDQV�WKDW�D�FHQWUDO�EDQN�FDQ�GLVFKDUJH�LWV�OLDELOLWLHV�±�DW�OHDVWWKRVH� GHQRPLQDWHG� LQ� LWV� RZQ� FXUUHQF\� ±� E\� WHQGHULQJ� LWV� RZQ� OLDELOLWLHV�� �:HGLVFXVV� WKH�PHDQLQJ� DQG�VLJQLILFDQFH�RI� OHJDO� WHQGHU� LQ�PRUH�GHWDLO� ODWHU� LQ� WKLVDUWLFOH�



��
LQWHU�EDQN� VHWWOHPHQW� GLPLQLVKHV�� � 6R�� DUH� ZH� OHIW� ZLWK� VRPHLUUHGXFLEOH�OHYHO�RI�GHPDQG�IRU�FHQWUDO�EDQN�OLDELOLWLHV��DIWHU�DOO"
1RW� QHFHVVDULO\�� � ,W� LV� QRW� GLIILFXOW� WR� HQYLVDJH� ZD\V� LQ� ZKLFKFRPPHUFLDO�EDQNV�FDQ�PDQDJH�GRZQ�WKH�ULVNV�LQYROYHG�LQ�HIIHFWLQJLQWHU�EDQN� VHWWOHPHQWV� LQ� FRPPHUFLDO� EDQN� IXQGV�� 2QH� ZD\� LV� IRUFRPPHUFLDO� EDQNV� WR� ³FROODWHUDOLVH´� WKH� H[SRVXUHV� WKDW� DULVH� ZKHQWDNLQJ�FODLPV�RQ�HDFK�RWKHU�� � ,QGHHG�� WKLV�DOUHDG\�KDSSHQV� WR� VRPHH[WHQW�� LQ� WKDW� LQWHU�EDQN� ERUURZLQJ� DQG� OHQGLQJ� EH\RQG� FHUWDLQOLPLWV� WHQGV� WR� EH� VWUXFWXUHG� DV� UHSXUFKDVH� DJUHHPHQWV�� �$UHSXUFKDVH� DJUHHPHQW� LV� DQ� LQQRYDWLYH� DUUDQJHPHQW� E\� ZKLFK� DVHFXULWLHV� WUDQVDFWLRQ� LV� VWUXFWXUHG� LQ� D� ZD\� WR� UHVHPEOH� DFROODWHUDOLVHG�ORDQ����
,Q� WKH� OLJKW� RI� WKHVH� SRVVLELOLWLHV� IRU� GRLQJ� ZLWKRXW� FHQWUDO� EDQNOLDELOLWLHV�DV�D�PHDQV�RI�LQWHU�EDQN�VHWWOHPHQW��RQH�PLJKW�DVN�ZKHWKHUVWUXFWXUDO� RU� UHJXODWRU\� LQWHUYHQWLRQV� DUH� QHHGHG� WR� PDLQWDLQ� DGHPDQG�ZLWKLQ� WKH� EDQNLQJ� V\VWHP� IRU� D�PLQLPXP� OHYHO� RI� FHQWUDOEDQN� EDODQFHV�� WR� SURYLGH� WKH� XQGHUSLQQLQJ� UHTXLUHG� IRU� WKHRSHUDWLRQ�RI�PRQHWDU\�SROLF\�
2QH�YLHZ�LV�WKDW�WR�XQGHUZULWH�D�PLQLPXP�GHPDQG�IRU�FHQWUDO�EDQNGHSRVLW�EDODQFHV��WKH�FHQWUDO�EDQN�QHHGV�WR�KDYH�D�UHJXODU�RSHUDWLRQDOLQWHUIDFH� ZLWK� WKH� FRPPHUFLDO� EDQNLQJ� V\VWHP�� ,Q� WKLV� ZD\�� WKHFHQWUDO� EDQN� FDQ� JHQHUDWH� DQG� FRQWURO� WKH� WHUPV� DSSO\LQJ� WR� WKHVHWWOHPHQW�RI��WUDQVDFWLRQV�EHWZHHQ�LWVHOI�DQG�WKH�FRPPHUFLDO�EDQNV�2QH�RI�WKRVH�FRQGLWLRQV�FDQ�EH�WKDW�WKH�VHWWOHPHQWV�PXVW�EH�HIIHFWHGLQ�WKH�FHQWUDO�EDQN¶V�RZQ�OLDELOLWLHV��VR�DV�WR�JHQHUDWH�D�GHPDQG�IRUWKRVH�OLDELOLWLHV���
3HUKDSV�WKH�PRVW�REYLRXV�DQG�QDWXUDO�UROHV�WKDW�D�FHQWUDO�EDQN�PLJKWVHHN�DV�D�PHDQV�RI�JHQHUDWLQJ�WKDW�GHPDQG�IRU�LWV�RZQ�OLDELOLWLHV��DQG

���������������������������������������
�� 6HH�/XPSNLQ��������IRU�D�JRRG�GHVFULSWLRQ�RI�UHSXUFKDVH�DJUHHPHQWV�
�� 7KH�FHQWUDO� EDQN¶V� DELOLW\� WR� LQVLVW� RQ� LQWHU�EDQN� VHWWOHPHQWV�GXH� WR� LWVHOI� EHLQJSDLG�LQ�LWV�RZQ�OLDELOLWLHV�FDQ�EH�WKRXJKW�RI�DV�EHLQJ�IRXQGHG�RQ�WKH�FHQWUDO�EDQN�OLNH� DQ\� RWKHU� SD\HH�� KDYLQJ� WKH� ULJKW� WR� LQVLVW� RQ� EHLQJ� SDLG� LQ� OHJDO� WHQGHU��0RUH�RQ�OHJDO�WHQGHU�ODWHU��

��
WKRVH� WKDW� KDYH� IHDWXUHG� LQ� 1HZ� =HDODQG� WKLQNLQJ���� DUH� IRU� WKHFHQWUDO�EDQN�WR�
�� $FW�DV�EDQNHU�WR�WKH�JRYHUQPHQW���:KHUH�WKH�FHQWUDO�EDQN�DFWV�DVEDQNHU� WR� WKH� JRYHUQPHQW�� LQWHU�EDQN� VHWWOHPHQWV� DULVH� IURPSD\PHQW� WUDQVDFWLRQV� EHWZHHQ� WKH� JRYHUQPHQW� DQG� WKH� SXEOLF�)RU� H[DPSOH�� ZKHQ� PHPEHUV� RI� WKH� SXEOLF� �ZKR� EDQN� ZLWKFRPPHUFLDO�EDQNV��PDNH�WD[�SD\PHQWV�WR�WKH�JRYHUQPHQW��ZKLFKEDQNV�ZLWK�WKH�FHQWUDO�EDQN���DQ�LQWHU�EDQN�VHWWOHPHQW�REOLJDWLRQDULVHV�EHWZHHQ�WKH�FRPPHUFLDO�EDQN�DQG� WKH�FHQWUDO�EDQN�� � �7KHFHQWUDO�EDQN¶V�DELOLW\�WR�LQVLVW�WKDW�WKHVH�LQWHU�EDQN�VHWWOHPHQWV�EHPDGH�LQ�FHQWUDO�EDQN�IXQGV�PHDQV�WKDW�WKH�FHQWUDO�EDQN�FDQ�FUHDWHD�GHPDQG�IURP�FRPPHUFLDO�EDQNV�IRU�LWV�GHSRVLW�OLDELOLWLHV���
�� $FW�DV� WKH�PRQRSRO\�VXSSOLHU�RI�QRWHV�DQG�FRLQ�� �7KH� UHDVRQLQJKHUH� LV� WKDW� FRPPHUFLDO� EDQNV�� LQ� WKH� DEVHQFH� RI� EHLQJ� DEOH� WRLVVXH� WKHLU� RZQ� QRWHV� DQG� FRLQ�� KDYH� WR� VRXUFH� IURP� WKH� FHQWUDOEDQN� WKH� SK\VLFDO� FXUUHQF\� WKH\� QHHG� WR� PHHW� FXVWRPHUUHTXLUHPHQWV�� 7KLV�� WRR�� VHWV� XS� LQWHU�EDQN� VHWWOHPHQW� SD\PHQWVEHWZHHQ� WKH�FRPPHUFLDO�EDQNV�DQG� WKH�FHQWUDO�EDQN��RQ�DFFRXQWRI�WKH�FRPPHUFLDO�EDQNV�KDYLQJ�WR�SD\�IRU�WKH�FXUUHQF\�WKH\�EX\IURP�WKH�FHQWUDO�EDQN���,W�DJDLQ�HQDEOHV�WKH�FHQWUDO�EDQN�WR�LQVLVWRQ� WUDQVDFWLRQV�EHLQJ�VHWWOHG�E\�ZD\�RI�D� WUDQVIHU�RI�YDOXH� LQ� LWVRZQ�IXQGV��DQG�RQ�LWV�RZQ�WHUPV�
$Q�DOWHUQDWLYH�VFKRRO�RI�WKRXJKW��ZKLFK�DGYRFDWHV�³IUHH�EDQNLQJ´��LVWKDW�VWUXFWXUDO�ULJLGLWLHV�RU�LQWHUYHQWLRQV�VXFK�DV�WKHVH�KDYH�QR�SODFHLQ� DQ� RWKHUZLVH� GHUHJXODWHG� ILQDQFLDO� V\VWHP�� � 3URSRQHQWV� RI� WKLVYLHZ�VHH�QR�UHDVRQ�ZK\�FRPPHUFLDO�EDQNV�VKRXOG�EH�SUHYHQWHG�IURP
���������������������������������������
�� 6HH�+X[IRUG�DQG�5HGGHOO��������DQG�$UFKHU��%URRNHV�DQG�5HGGHOO��������
�� $OWHUQDWLYHO\��ZKHUH�WKH�FRPPHUFLDO�EDQNV�GR�QRW�DOUHDG\�KROG�WKH�FHQWUDO�EDQNIXQGV�UHTXLUHG�IRU�PDNLQJ� WKH�VHWWOHPHQW�� WKH�FHQWUDO�EDQN�FDQ�GLFWDWH� WKH� WHUPV�LQWHUHVW�UDWH��RQ�ZKLFK�WKH\�DUH�ERUURZHG�IURP�WKH�FHQWUDO�EDQN���7KH�WH[W�ERRNPRGHO�RI�KRZ�PRQHWDU\�SROLF\�ZRUNV�XVXDOO\�LV�FRQVWUXFWHG�LQ�WHUPV�RI� LW�EHLQJWKH� OLDELOLW\� VLGH� RI� WKH� FHQWUDO� EDQN� EDODQFH� VKHHW� WKDW�PDWWHUV�� EXW� WKHUH� LV� QRFRQFHSWXDO�UHDVRQ�ZK\�WKH�DQDO\VLV�FDQQRW�HTXDOO\�YDOLGO\�EH�FRQVWUXFWHG�LQ�WHUPVRI�WKH�FRXQWHUSDUW�DPRXQW�RI�FHQWUDO�EDQN�FUHGLW�H[WHQGHG��DQG�WKH�WHUPV�RQ�ZKLFKLW� LV� H[WHQGHG�� � :KDW� PDWWHUV� IRU� WKH� FHQWUDO� EDQN� WR� EH� DEOH� WR� LPSOHPHQWPRQHWDU\�SROLF\� LV� WKDW� LW� FDQ� UHTXLUH� WKH� FRPPHUFLDO� EDQNV� WR� WUDQVDFW�ZLWK� LW�DQG�RQ�VXFK�WHUPV�DQG�FRQGLWLRQV�DV�WKH�FHQWUDO�EDQN�GLFWDWHV��5HGGHOO�������



��
LVVXLQJ� WUDQVIHUDEOH� OLDELOLWLHV� WKDW� WDNH� WKH� IRUP� RI� QRWHV� DQG� FRLQZKHQ��DIWHU�DOO��FRPPHUFLDO�EDQNV�DOUHDG\�LVVXH�YHU\�ODUJH�DPRXQWVRI�WUDQVIHUDEOH�GHSRVLW�OLDELOLWLHV��DOEHLW�LQ�DQ�HOHFWURQLF�IRUP���7KH\DVN� ZK\� WKH� LVVXDQFH� RI� WUDQVIHUDEOH� OLDELOLWLHV� LQ� D� SK\VLFDO� IRUPVKRXOG�EH�WKH�SUHVHUYH�RI�WKH�FHQWUDO�EDQN�DORQH"���7KH\�PLJKW�DOVRDVN�� ZK\� VKRXOG� WKH� JRYHUQPHQW� EH� IRUFHG� WR� REWDLQ� ILQDQFLDOVHUYLFHV� IURP�WKH�FHQWUDO�EDQN��ZKHQ� WKHUH�DUH�QR� VXFK�VWLSXODWLRQVRQ� IURP�ZKHUH� WKH� JRYHUQPHQW� EX\V� RWKHU� VHUYLFHV"��� � ,PSOLFLW� LQWKHVH� TXHVWLRQV� LV� D� YLHZ� WKDW� LI� VWUXFWXUDO� LQWHUYHQWLRQV� DUH� UHDOO\QHFHVVDU\� IRU� D� FHQWUDO� EDQN�DGPLQLVWHUHG� PRQHWDU\� SROLF\� WR� EHHIIHFWLYH�� WKHQ� D� FHQWUDOLVHG� PRQHWDU\� SROLF\� LV� SUREDEO\� DQXQZDUUDQWHG�DQG�XQQHFHVVDU\�LQWHUYHQWLRQ�LQ�WKH�HFRQRP\�
$� GLIIHUHQW� SRVVLELOLW\�� KRZHYHU�� LV� WKDW� WKH� H[LVWHQFH� RI� D� VWDEOHGHPDQG�IRU�D�VWRFN�RI�FHQWUDO�EDQN�OLDELOLWLHV��DQG�WKXV�WKH�QHHG�IRUVWUXFWXUDO� ULJLGLWLHV�GHVLJQHG� WR�JHQHUDWH� WUDQVDFWLRQV� LQ�� DQG� WKXV� DGHPDQG�IRU��WKRVH�OLDELOLWLHV��LV�QRW�WKH�FULWLFDO�SLOODU�WKDW�LV�UHTXLUHGLQ� RUGHU� IRU� D� FHQWUDOLVHG� PRQHWDU\� SROLF\� WR� ZRUN�� � 7KHUH� LV� DJURZLQJ� OLWHUDWXUH� WKDW� VXJJHVWV� WKDW� VXFK� ULJLGLWLHV�� DQG� WKHLQHIILFLHQFLHV� WKH\� SRWHQWLDOO\� FUHDWH�� FRXOG� EH� GLVSHQVHG� ZLWKZLWKRXW�XQGHUPLQLQJ�WKH�DELOLW\�RI�WKH�FHQWUDO�EDQN�WR�JLYH�HIIHFW�WRLWV� PRQHWDU\� SROLF\�� :RRGIRUG� �������� IRU� H[DPSOH�� FRQVLGHUVZKHWKHU� ³XQFKHFNHG� ILQDQFLDO� LQQRYDWLRQ� DQG� GHUHJXODWLRQ� DUH«OLNHO\�WR�UHVXOW�LQ�PDFURHFRQRPLF�LQVWDELOLW\��RU�D�ORVV�RI�FRQWURO�>E\WKH�FHQWUDO�EDQN@�RYHU�DJJUHJDWH�VSHQGLQJ��DQG�KHQFH�LQIODWLRQ´���+HFRQFOXGHV�WKDW�³WKHUH�ZRXOG�VHHP�WR�EH�QR�UHDVRQ�WR�LPSHGH�SURJUHVVWRZDUG�WKH�VWDWH�RI�JUHDWHU�HIILFLHQF\�LQ�ILQDQFLDO� LQWHUPHGLDWLRQ�IRUWKH�VDNH�RI�PDFURHFRQRPLF�VWDELOLW\´��SDJHV������
���������������������������������������
�� 6HH�'RZG��������DQG�6HOJLQ��������IRU�D�PRUH�FRPSUHKHQVLYH�GLVFXVVLRQ�RI�WKHFDVH�IRU�³IUHH�EDQNLQJ�´
�� ,Q� 1HZ� =HDODQG�� WKH� UHVWULFWLRQ� RQ� IURP� ZKHUH� WKH� *RYHUQPHQW� EX\V� EDQNLQJVHUYLFHV� LV� DOUHDG\� D�QDUURZ�RQH�� �7KH�SURFHVVLQJ�RI� WKH� JRYHUQPHQW¶V� EDQNLQJWUDQVDFWLRQV�KDV�EHHQ�FRQWUDFWHG� WR�D�FRPPHUFLDO�EDQN��DQG� WKH�5HVHUYH�%DQN¶VRSHUDWLRQDO�UROH�DV�EDQNHU�WR�WKH�*RYHUQPHQW�LV�PLQLPDO���,W�DPRXQWV�WR�QR�PRUHWKDQ� WKH� JRYHUQPHQW� PDLQWDLQLQJ� DQ� DFFRXQW� ZLWK� WKH� 5HVHUYH� %DQN� WKDW� WKH7UHDVXU\� XVHV� WR� IXQG�UHFHLYH� HDFK� GD\¶V� QHW� SD\PHQWV�UHFHLSWV� WKDW� KDYH� EHHQSURFHVVHG� E\� LWV� FRPPHUFLDO� EDQN� SURYLGHU� RI� WUDQVDFWLRQ� SURFHVVLQJ� VHUYLFHV�7KH� PDLQ� UHDVRQ� IRU� UHWDLQLQJ� D� UHVLGXDO� UROH� IRU� WKH� 5HVHUYH� %DQN� LQ� WKHJRYHUQPHQW¶V� EDQNLQJ� KDV� EHHQ� WR� JHQHUDWH� D� GDLO\� VHWWOHPHQW� EHWZHHQ� WKH5HVHUYH�%DQN�DQG�WKH�FRPPHUFLDO�EDQNV�

��

,Q� WKH�QH[W�VHFWLRQ�ZH�GHYHORS�VRPH�RI� WKH� LGHDV� WKDW�HPHUJH� IURPWKLV�QHZ�OLWHUDWXUH���

� $Q�DOWHUQDWLYH�SDUDGLJP
7KH� FKDOOHQJH�ZH� VHW� RXUVHOYHV� LQ� WKLV� VHFWLRQ� LV� WR� H[SODLQ� KRZ� DFHQWUDO� EDQN� FDQ� WUDQVPLW� LWV� PRQHWDU\� SROLF\� WR� WKH� ILQDQFLDOPDUNHWV�ZLWKRXW�UHFRXUVH�WR�D�IUDPHZRUN�EXLOW�DURXQG�PDQDJLQJ�WKHVXSSO\� RI� D� VWRFN� RI� FHQWUDO� EDQN� PRQH\� UHODWLYH� WR� DQ� LQWHUHVWLQHODVWLF�GHPDQG�IRU�WKDW�PRQH\���2QH�ZD\�ZH�FDQ�SRVH�WKH�TXHVWLRQLV��GRHV�PRQHWDU\�SROLF\�VWLOO�ZRUN�ZKHUH�WKHUH�DUH�FORVH�VXEVWLWXWHVIRU�FHQWUDO�EDQN�PRQH\"
$Q� REYLRXV� VWDUWLQJ� SRLQW� LV� WR� FRQVLGHU� KRZ� WKH� 5HVHUYH� %DQNQRZDGD\V� DFWXDOO\� LPSOHPHQWV� PRQHWDU\� SROLF\�� � ,W� GRHV� WKLV� E\VHWWLQJ� WKH� LQWHUHVW� UDWH�DW�ZKLFK� LW� OHQGV��� DQG�ERUURZV�� WKDW� LV�� WKHLQWHUHVW�UDWH�DW�ZKLFK�LW�LVVXHV�DQG�DW�ZKLFK�LW�UHPXQHUDWHV�KROGHUV�RILWV�RZQ�OLDELOLWLHV���7KLV�LV�WKH�2IILFLDO�&DVK�5DWH�UHJLPH��ZKLFK�ZDVLQWURGXFHG� LQ� 0DUFK� ����� �IRU� GHWDLOV�� VHH� 5HVHUYH� %DQN� RI� 1HZ=HDODQG����������1RWH�WKDW�XQGHU�WKLV�UHJLPH�WKH�LPSOHPHQWDWLRQ�RIPRQHWDU\�SROLF\� LQYROYHV�QR�RSHUDWLRQV� WR� LQFUHDVH�RU�GHFUHDVH� WKHVXSSO\�RI� WKH�5HVHUYH�%DQN¶V� OLDELOLWLHV�� WKH�%DQN�SDVVLYHO\� VWDQGVUHDG\� WR� LVVXH� LWV� OLDELOLWLHV� LQ� ZKDWHYHU� DPRXQWV� WKH� FRPPHUFLDOEDQNV�FKRRVH��KRZHYHU�ODUJH�RU�VPDOO��LQFOXGLQJ�SRVVLEO\�QRW�DW�DOO���
���������������������������������������
��� 6HH� DOVR� 'DO]LHO� ������� IRU� D� PRUH� JHQHUDO� UHYLHZ� RI� WKH� OLWHUDWXUH� RQ� WKHHYROXWLRQ� RI�PRQH\� DQG� WKH� LPSOLFDWLRQV� RI� WKDW� HYROXWLRQ� IRU�PRQHWDU\� SROLF\SUDFWLFH�� � +H� VXJJHVWV� WKDW� WKHRUHWLFDO� GHYHORSPHQWV� DUH� PRYLQJ� DZD\� IURP� DTXDQWLW\�WKHRU\�RI�PRQH\�EDVHG�RQ�WKH�UROH�RI�PRQH\�DV�D�PHDQV�RI�H[FKDQJH�
�� ,Q�SUDFWLFH�� WKH�%DQN¶V� OHQGLQJ�WDNHV� WKH�IRUP�RI�UHSXUFKDVH�DJUHHPHQWV� LQ�KLJKTXDOLW\�ILQDQFLDO�VHFXULWLHV�
�� $OWKRXJK� WKH�5HVHUYH�%DQN�VWLOO�XQGHUWDNHV�GDLO\�RSHQ�PDUNHW�RSHUDWLRQV�� WKHVHDUH�FDOLEUDWHG�PHUHO\�WR�QHXWUDOLVH� WKH�HIIHFW�RI� WKH�GDLO\�VHWWOHPHQW�EHWZHHQ�WKHFRPPHUFLDO�EDQNV�DQG�WKH�5HVHUYH�%DQN�WKDW�DULVHV�IURP�WKH�JRYHUQPHQW�EDQNLQJZLWK� WKH�5HVHUYH�%DQN� DQG� EDQNV¶� QHW� SXUFKDVHV� RI� FXUUHQF\� IURP� WKH�5HVHUYH%DQN���,I�WKH�JRYHUQPHQW�GLG�QRW�EDQN�ZLWK�WKH�FHQWUDO�EDQN��DQG�LI�FRPPHUFLDOEDQNV�LVVXHG�WKHLU�RZQ�FXUUHQF\��WKHQ��IURP�D�PRQHWDU\�SROLF\�VWDQGSRLQW�� WKHUHZRXOG�EH�QR�QHHG� IRU� WKHVH�RSHUDWLRQV�� � �7KLV� LV�QRW� WR�VD\� WKDW� WKH�JRYHUQPHQWVKRXOG�QRW�EDQN�ZLWK� WKH� FHQWUDO� EDQN�� EXW� UDWKHU� WKDW� LW� QHHG� QRW� IRU�PRQHWDU\



��

6R� KRZ�� WKHQ�� LV� WKH� FHQWUDO� EDQN¶V� LQWHUHVW� UDWH� WUDQVPLWWHG� WR� WKHILQDQFLDO�PDUNHWV"��7R�UHYHUW�WR�RXU�RSHQLQJ�TXHVWLRQ��ZK\�LV�LW�WKDWLI� WKH�FHQWUDO�EDQN�VD\V�WKH�FDVK�UDWH�ZLOO�EH�[�� LW� LV�[��ZKHUHDV� LI�DFRPPHUFLDO�EDQN�ZHUH�WR�VD\�LW�ZLOO�EH�\��LW�ZRXOG�UHPDLQ�["��:KDWLV� LW� WKDW� LV� VSHFLDO� DERXW� D� FHQWUDO� EDQN� RYHU� D� FRPPHUFLDO� EDQN�VXFK�WKDW�LW�LV�WKH�FHQWUDO�EDQN�WKDW�DQFKRUV�WKH�PDUNHW"
$W�WKLV�SRLQW�LW�KHOSV�LI�ZH�JHW�D�OLWWOH�ELW�SUDFWLFDO�
&RQVLGHU� WKH� IROORZLQJ� VW\OLVHG� VLWXDWLRQ�� � :H� KDYH� WZR� EDQNV�ZKLFK� ZH� ZLOO� ODEHO� $%&� EDQN� DQG� ;<=� EDQN�� �:H� DVVXPH� WKDW$%&�EDQN� LV�FRPPLWWHG� WR�PDLQWDLQLQJ�D� IL[HG�SDULW\� IRU�� DQG� IUHHFRQYHUWLELOLW\�RI��LWV�OLDELOLWLHV�UHODWLYH�WR�WKRVH�RI�;<=�EDQN�
1RZ�VXSSRVH� WKDW� LI�$%&�EDQN� ORZHUV� WKH� LQWHUHVW� UDWH� DW�ZKLFK� LWWDNHV�GHSRVLWV�DQG�OHQGV�� �7KH�FXVWRPHUV�RI�ERWK�EDQNV�ZRXOG� WKHQKDYH� DQ� LQFHQWLYH� WR� ERUURZ� IURP�$%&� EDQN� �DW� LWV� ORZHU� LQWHUHVWUDWH��DQG�WR�GHSRVLW�ZLWK�;<=�EDQN��DW�LWV�KLJKHU�LQWHUHVW�UDWH��
1H[W��DVVXPH�WKDW�;<=�EDQN�FDQ�LQVLVW�RQ�WKH�VHWWOHPHQW�REOLJDWLRQRI�$%&�EDQN� WKDW� DULVHV� EHLQJ�SDLG� LQ�;<=�EDQN¶V� RZQ� OLDELOLWLHV�ZKLFK�� DV� ZH� ZLOO� VHH�� LV� WDQWDPRXQW� WR� VD\LQJ� WKDW� ;<=� EDQN¶VOLDELOLWLHV� DUH� ³OHJDO� WHQGHU´� DQG� WKXV� WKDW�;<=�EDQN� LV� WKH� FHQWUDOEDQN��� � ,Q� WKLV� VLWXDWLRQ�� LI�$%&�EDQN� LV� FRPPLWWHG� WR�PDLQWDLQLQJFRQYHUWLELOLW\� RI� LWV� OLDELOLWLHV� IRU� WKRVH� RI� ;<=� EDQN� DW� D� IL[HGSDULW\�� LW� ZRXOG� QHHG� WR� HLWKHU� GUDZ� IURP� UHVHUYHV� RI� ;<=� EDQNOLDELOLWLHV�LW�DOUHDG\�KROGV��RU�REWDLQ�WKHP�E\�ERUURZLQJ�LQ�WKDW�RWKHUEDQN¶V�³FXUUHQF\´�� �%XW� WKLV�ZRXOG� UHVXOW� LQ�$%&�EDQN� LQFXUULQJ�DORVV��LW�ZRXOG�EH�ERUURZLQJ�DW�;<=�EDQN¶V�KLJKHU�UDWH�DQG�OHQGLQJ�DWLWV�RZQ��ORZHU�UDWH���$%&�EDQN�PD\�EH�ZLOOLQJ�DQG�DEOH�WR�EHDU�WKDWORVV�IRU�D�SHULRG��EXW�QRW�LQGHILQLWHO\���$W�VRPH�SRLQW�LW�ZRXOG�IDFH�DFKRLFH�EHWZHHQ�DEDQGRQLQJ�PDLQWHQDQFH�RI�FRQYHUWLELOLW\�DW�D�IL[HGSDULW\��RU�UDLVLQJ�LWV�LQWHUHVW�UDWH�WR�PDWFK�WKDW�RI�;<=�EDQN�

����������������������������������������������������������������������������������������������������������������
SROLF\�UHDVRQV���,W�LV�WKH�YLHZ�RI�WKH�DXWKRU�WKDW�WKH�JRYHUQPHQW¶V�SULQFLSDO�EDQNDFFRXQW�VKRXOG�EH�KHOG�ZLWK�WKH�FHQWUDO�EDQN�EXW�IRU�WKH�GLIIHUHQW�UHDVRQ�WKDW�LW�LVGHVLUDEOH� WKDW� WKH� JRYHUQPHQW� VKRXOG� DYRLG� WKH� FRQIOLFW� RI� LQWHUHVW� WKDW� ZRXOGDULVH�LI�LW�EDQNHG�ZLWK�D�SULYDWH�EDQN�WKDW�ZHUH�WR�IDLO�

��
:KDW�ZLOO�EH�HYLGHQW�IURP�WKLV�VW\OLVHG�VFHQDULR�LV�WKDW�LW�LV�WKH�EDQNZKRVH� OLDELOLWLHV� UHSUHVHQW� WKH� VWDQGDUG� RI� YDOXH� WKDW� RWKHU� EDQNVFRPPLW�WR�PDLQWDLQ�SDULW\�ZLWK��DQG�WKDW�DUH�WKH�DFFHSWHG�PHDQV�RISD\PHQW�� WKDW� GLFWDWHV� WKH� UDWH� RI� LQWHUHVW� IRU� WKH� ZKROH� EDQNLQJV\VWHP�
��� &HQWUDO�EDQNV�DQG�FRPPHUFLDO�EDQNV��D�FDVH�RI�DIL[HG�H[FKDQJH�UDWH
0DQ\�UHDGHUV�ZLOO�EH�IDPLOLDU�ZLWK�WKLV�DFFRXQW�RI�KRZ�WKH� LQWHUHVWUDWH� RI� RQH� ³FXUUHQF\´� LV� WUDQVPLWWHG� WR� RWKHU� ³FXUUHQFLHV´�� LQ� WKHFRQWH[W� RI� H[FKDQJH� UDWH� WKHRU\�� � ,Q� WKDW� FRQWH[W�� LW� LV� ZHOOHVWDEOLVKHG� WKDW� LI� D� FHQWUDO� EDQN� PDLQWDLQV� D� IL[HG� H[FKDQJH� UDWHZLWK� WKH� FXUUHQF\� LVVXHG� E\� DQRWKHU�� DQG� WKHUH� LV� DQ� RSHQ� FDSLWDODFFRXQW��LH�IUHH�FRQYHUWLELOLW\���WKDW�FHQWUDO�EDQN�FDQQRW�DOVR�VXVWDLQDQ� LQGHSHQGHQW� PRQHWDU\� SROLF\�� 5DWKHU�� WKH� LQWHUHVW� UDWH� IRU� WKHOLDELOLWLHV�� RU� ³FXUUHQF\´�� LW� LVVXHV� LV� QHFHVVDULO\� WLHG� WR� WKH� LQWHUHVWUDWH�RI�WKH�FHQWUDO�EDQN�WKDW�LVVXHV�WKH�FXUUHQF\�WR�ZKLFK�LW�SHJV�
,Q� WKH� DFFRXQW� MXVW� JLYHQ�� ZH� FRXOG� UHSODFH� $%&� EDQN� DQG� ;<=EDQN�ZLWK��IRU�H[DPSOH��WKH�+RQJ�.RQJ�0RQHWDU\�$XWKRULW\�DQG�WKH86�)HGHUDO�5HVHUYH��DQG�ZH�ZRXOG�KDYH�DQ�DFFRXQW�RI�KRZ�DQG�ZK\LW� LV� ±� JLYHQ�+RQJ�.RQJ¶V� VWURQJ� �FXUUHQF\� ERDUG�� FRPPLWPHQW� WRPDLQWDLQLQJ�D�IL[HG�H[FKDQJH�UDWH�IRU�WKH�+RQJ�.RQJ�GROODU�UHODWLYHWR�WKH�86�GROODU��±�WKDW� WKH�LQWHUHVW�UDWH�RQ�+RQJ�.RQJ�GROODUV��WKHOLDELOLWLHV� LVVXHG�E\� WKH�+RQJ�.RQJ�0RQHWDU\�$XWKRULW\�� LV� WLHG� WRWKDW� IRU� WKH� 86� GROODU� �WKH� OLDELOLWLHV� LVVXHG� E\� WKH� 86� )HGHUDO5HVHUYH����� � ,Q� H[DFWO\� WKH� VDPH� ZD\�� LI� D� ORFDO� FRPPHUFLDO� EDQNPDLQWDLQV�D�IL[HG�H[FKDQJH�UDWH�IRU� LWV� OLDELOLWLHV�UHODWLYH� WR�DQRWKHUORFDO�EDQN��ZKLFK�ZH�ZLOO�FDOO�WKH�FHQWUDO�EDQN��WKHQ�WKH�FRPPHUFLDOEDQN�ZLOO�³LPSRUW´�WKH�FHQWUDO�EDQN¶V�LQWHUHVW�UDWH�

���������������������������������������
�� 7KLV� LV�QRW� WR�VD\� WKDW� WKH� LQWHUHVW� UDWHV� IRU� WZR�GLIIHUHQW�FXUUHQFLHV� OLQNHG�E\� DIL[HG�H[FKDQJH�UDWH�ZLOO�DOZD\V�EH�LGHQWLFDO���$W�WLPHV�ZKHQ�LW�LV�WKRXJKW�WKDW�WKHUDWH�PLJKW�GHSUHFLDWH��WKHUH�ZLOO�EH�D�SUHPLXP�LQ�WKH�LQWHUHVW�UDWH�IRU�WKH�SHJJHGFXUUHQF\���7KLV�SUHPLXP�FDQ�EH�WKRXJKW�RI�DV�EHLQJ�HTXLYDOHQW�WR�WKH�FUHGLW�ULVNSUHPLXP�LQ�FRPPHUFLDO�EDQN� LQWHUHVW� UDWHV� UHODWLYH� WR� WKH� FHQWUDO�EDQN� ULVN�IUHHUDWH�� � 7KDW� SUHPLXP�� WRR�� UHIOHFWV� WKH� ULVN� WKDW� FRQYHUWLELOLW\� DW� SDU�ZLOO� QRW� EHPDLQWDLQHG�



��
,W�ZLOO�DOVR�EH�HYLGHQW�WKDW��LQ�RXU�+.0$�)HGHUDO�5HVHUYH�H[DPSOH�LW�LV�WKH�LQWHUHVW�UDWH�RI�WKH�)HGHUDO�5HVHUYH��DV�WKH�LVVXHU�RI�ZKDW�ZHPLJKW�FDOO�WKH�³EDVH´�PRQH\��WKDW�SUHYDLOV���7KLV�UHIOHFWV�WKH�IDFW�WKDWLW�LV�WKH�+RQJ�.RQJ�0RQHWDU\�$XWKRULW\�WKDW�FRPPLWV�WR�PDLQWDLQLQJSDULW\� IRU� WKH�+RQJ�.RQJ� GROODU�ZLWK� WKH�86� GROODU�� QRW� WKH� RWKHUZD\�DURXQG�
,I� LW� ZDV� WKH� RWKHU� ZD\� DURXQG�� DQG� WKH� 86� )HGHUDO� 5HVHUYHPDLQWDLQHG�D�IL[HG�H[FKDQJH�UDWH�IRU�LWV� OLDELOLWLHV�DJDLQVW� WKH�+RQJ.RQJ�GROODU��WKHQ�LW�ZRXOG�EH�WKH�)HGHUDO�5HVHUYH�WKDW�ZRXOG�QHHG�WRVWDQG� UHDG\� WR� H[FKDQJH� 86� GROODUV� IRU� +RQJ� .RQJ� GROODUV�� DQGDEVRUE� WKH� DUELWUDJH� WKDW� ZRXOG� UHVXOW� IURP� DQ\� LQWHUHVW� UDWHGLIIHUHQWLDO� EHWZHHQ� WKH� WZR� FXUUHQFLHV���� � $QG� VLPLODUO\�� QRW� HYHQWKH�)HGHUDO�5HVHUYH�FRXOG�VXVWDLQ�DQ� LQWHUHVW� UDWH�GLIIHUHQWLDO�DQG�DIL[HG�H[FKDQJH�UDWH�LQGHILQLWHO\��6RRQHU�RU�ODWHU�LW�ZRXOG�ILQG�WKDW�LWFRXOG� QRW� PDLQWDLQ� DQ� LQWHUHVW� UDWH� GLIIHUHQW� IURP� WKDW� IRU� WKHFXUUHQF\�WR�ZKLFK�LW�KDG�SHJJHG�LWV�OLDELOLWLHV�
1RWH� WKDW� WKLV� DFFRXQW� RI� KRZ� D� FHQWUDO� EDQN� WUDQVPLWV� LWV� LQWHUHVWUDWH� WR� WKH� ILQDQFLDO� PDUNHWV� GRHV� QRW� GHSHQG�� DV� LV� VRPHWLPHVDUJXHG�� RQ� WKH� FHQWUDO� EDQN� KDYLQJ� D� FDSDFLW\� WR� DEVRUE� ORVVHV�*RRGKDUW� �������� IRU� H[DPSOH� VWDWHV� WKDW� ³XQOLNH� FRPPHUFLDOHQWLWLHV«�� WKH� FHQWUDO� EDQN� ±� WKH� JRYHUQPHQW¶V� EDQN� ±� FDQ� IDFH� DORVV�ZLWK�HTXDQLPLW\��«DQG�WKDW�LW�LV�WKLV� WKDW�JLYHV�LW� WKH�SRZHU�LQWKH� ODVW� UHVRUW� WR� IL[� >LQWHUHVW@� UDWHV´� �SDJH� ������ � %XW� LW� LV� QRW� DVWKRXJK� WKH� )HGHUDO� 5HVHUYH� LV� H[SRVHG� WR� ORVV� DV� WKH� UHVXOW� RI� WKH+.0$�IL[LQJ�WKH�YDOXH�RI�WKH�+.'�WR�WKH�86'��+HQFH�WKH�)HG�GRHVQRW�QHHG�D�FDSDFLW\� WR�DEVRUE� ORVVHV�� �2Q� WKH� FRQWUDU\�� DV�ZH�KDYHLOOXVWUDWHG�DERYH�� LW�ZRXOG�EH� WKH�+.0$�WKDW�ZRXOG�EH�H[SRVHG�WRORVV�� DW� OHDVW� LI� LW� ZHUH� WR� DWWHPSW� VLPXOWDQHRXVO\� WR� PDLQWDLQFRQYHUWLELOLW\� DW� SDU� DQG� DGRSW� DQ� LQGHSHQGHQW� PRQHWDU\� SROLF\�6LPLODUO\�� LQ� WKH� FHQWUDO� EDQN�FRPPHUFLDO� EDQN� FRQWH[W�� LW� LV� WKHFRPPHUFLDO�EDQN� WKDW�ZRXOG�EH�H[SRVHG� WR��DQG�QHHG�D�FDSDFLW\� WRVXVWDLQ��ORVVHV�LI�LW�ZHUH�WR�HQGHDYRXU��VLPXOWDQHRXVO\��WR�PDLQWDLQ�DIL[HG� SDULW\� ZLWK� WKH� FHQWUDO� EDQN¶V� OLDELOLWLHV� DQG� DGRSW� DQLQGHSHQGHQW�PRQHWDU\�SROLF\�� LH�� LQGHSHQGHQWO\� VHW� LWV� RZQ� LQWHUHVWUDWH�

���������������������������������������
�� 7KDW�LV��WR�LQWHUYHQH�LQ�WKH�IRUHLJQ�H[FKDQJH�PDUNHW�

��
7KH�DFFRXQW�ZH�KDYH�JLYHQ�LQ�WKLV�VHFWLRQ�RI�KRZ�PRQHWDU\�SROLF\�LVWUDQVPLWWHG� IURP� WKH� FHQWUDO� EDQN� WR� WKH� ILQDQFLDO� PDUNHWV� LVREYLRXVO\�TXLWH�GLIIHUHQW�IURP�WKDW�RXWOLQHG�LQ�VHFWLRQ�����,QVWHDG�RIUHO\LQJ�RQ�WKH�DEVHQFH�RI�FORVH�VXEVWLWXWHV�IRU�FHQWUDO�EDQN�PRQH\��LWLV� WKH�YHU\� VXEVWLWXWDELOLW\�� DQG�KHQFH� WKH� SRWHQWLDO� IRU� LQWHUHVW� UDWHDUELWUDJH��EHWZHHQ�FHQWUDO�EDQN�DQG�FRPPHUFLDO�EDQN�OLDELOLWLHV�WKDWHVWDEOLVKHV� WKH� FKDQQHO� RI� WUDQVPLVVLRQ�� � � $FFRUGLQJO\�� WKHUH� LV� QRQHHG� IRU� D�GHPDQG� IURP� WKH�SXEOLF� RU� FRPPHUFLDO� EDQNV� WR�KROG� DVWRFN�RI�FHQWUDO�EDQN�OLDELOLWLHV�� OHW�DORQH� WKDW� WKH�GHPDQG�IRU� WKRVHOLDELOLWLHV� VKRXOG� EH� LQWHUHVW� LQHODVWLF�� � ,W� WKHUHIRUH� DOVR� GLVSHQVHVZLWK�WKH�QHHG�IRU�PHFKDQLVPV�RU�VWUXFWXUDO�LQWHUYHQWLRQV�WR�JHQHUDWHD� GHPDQG� IRU� FHQWUDO� EDQN� OLDELOLWLHV�� VXFK� DV� UHVHUYH� UHTXLUHPHQWVRU�� LQ� WKH� DEVHQFH� RI� UHVHUYH� UHTXLUHPHQWV�� D� UHTXLUHPHQW� WKDW� WKHJRYHUQPHQW�EDQN�DW�WKH�FHQWUDO�EDQN��RU�IRU�WKH�FHQWUDO�EDQN�WR�EH�DPRQRSRO\� VXSSOLHU� RI� SK\VLFDO� FXUUHQF\��$QG� LW� GLVSHQVHV�ZLWK� WKHQHHG�IRU�PHFKDQLVPV��VXFK�DV�RSHQ�PDUNHW�RSHUDWLRQV��WR�HQDEOH�WKHFHQWUDO�EDQN�WR�PDQDJH�WKH�TXDQWLW\�RI�LWV�OLDELOLWLHV�RQ�LVVXH�LQ�RUGHUWR�DIIHFW�WKH�SULFH�RI�WKRVH�OLDELOLWLHV�
:KDW�WKLV�VHFWLRQ�VXJJHVWV�LV�UHTXLUHG�IRU�D�FHQWUDO�EDQN�WR�EH�DEOH�WRWUDQVPLW� LWV�PRQHWDU\�SROLF\� WR� WKH� FRPPHUFLDO� EDQNV� DQG�� WKURXJKWKHP�� WR� WKH�ILQDQFLDO�PDUNHWV�DQG�HFRQRP\�PRUH�JHQHUDOO\�� LV� WKDW�D�� WKH�FHQWUDO�EDQN�VHW� WKH� LQWHUHVW� UDWH�DW�ZKLFK� LW� VWDQGV� UHDG\� WRLVVXH��DQG�UHPXQHUDWH�KROGHUV�RI�� LWV�RZQ�OLDELOLWLHV�DQG��E�� WKDW� WKHFRPPHUFLDO� EDQNV� PDLQWDLQ� WKH� FRQYHUWLELOLW\� RI� WKHLU� GHSRVLWOLDELOLWLHV�IRU�WKH�FHQWUDO�EDQN¶V�OLDELOLWLHV�DW�D�IL[HG�SDULW\�����,QWHUHVWUDWH� DUELWUDJH� WKHQ� HQVXUHV� WKDW� WKH� FHQWUDO� EDQN¶V� LQWHUHVW� UDWH� LVWUDQVPLWWHG�WR�WKH�FRPPHUFLDO�EDQNV�
��� 7KH�FXUUHQW�5HVHUYH�%DQN�RSHUDWLQJ�UHJLPH
$W� WKH� 5HVHUYH� %DQN� RI� 1HZ� =HDODQG�� WKHUH� KDV� EHHQ� D� WUDQVLWLRQIURP� D� �PRQH\� VXSSO\�� TXDQWLW\� DSSURDFK� WR� DQ� LQWHUHVW� UDWHDSSURDFK� WR� LPSOHPHQWLQJ�PRQHWDU\�SROLF\�� �0RUH� VSHFLILFDOO\�� WKH5HVHUYH�%DQN�KDV�PRYHG�IURP�FRQWUROOLQJ�WKH�VXSSO\�RI�LWV�OLDELOLWLHVWR� GLUHFWO\� VHWWLQJ� WKH� LQWHUHVW� UDWH� IRU� WKRVH� OLDELOLWLHV�� � )LJXUH� �
���������������������������������������
�� :RRGIRUG� ������� PDNHV� WKLV� SRLQW� LQ� WKH� PRUH� IXQGDPHQWDO� VHQVH� WKDW� LW� LVLQKHUHQW�LQ�WKH�WHUPV�RI�WKH�FRPPHUFLDO�EDQN�GHSRVLW�FRQWUDFW�WKDW�WKH�GHSRVLW�LVSD\DEOH�LQ�FHQWUDO�EDQN�OLDELOLWLHV��SDJH������



��
LOOXVWUDWHV� WKH� IUDPHZRUN� ZLWKLQ� ZKLFK� PRQHWDU\� SROLF\� LV� QRZLPSOHPHQWHG�LQ�1HZ�=HDODQG��DQG�LQ�WKRVH�RWKHU�FRXQWULHV�ZKHUH�WKHFHQWUDO�EDQN�VHWV�DQ� LQWHUHVW� UDWH� UDWKHU� WKDQ�PDQDJHV� WKH�VXSSO\�RILWV�OLDELOLWLHV�
)LJXUH��7KH�FXUUHQW�LPSOHPHQWDWLRQ�UHJLPH

,Q�ILJXUH���WKH�FHQWUDO�EDQN�VHWV�WKH�LQWHUHVW�UDWH�DW�ZKLFK�FRPPHUFLDOEDQNV�PD\�±�QRW�PXVW�±� WUDQVDFW�ZLWK� WKH�FHQWUDO�EDQN��,Q�SUDFWLFH�LQWHU�EDQN�VHWWOHPHQWV�DUH�VWLOO�PRVWO\�HIIHFWHG�E\�FRPPHUFLDO�EDQNVWUDQVDFWLQJ� DPRQJVW� WKHPVHOYHV�� QRW�ZLWK� WKH� 5HVHUYH� %DQN�� � 7KLVVWHPV�IURP�WKH�IDFW�WKDW�WKH�5HVHUYH�%DQN¶V�DSSOLHV�D�VPDOO�VSUHDG�WRLWV� OHQGLQJ� UDWH� RYHU� LWV� GHSRVLW� �ERUURZLQJ�� UDWH���� � 7KH� VSUHDGEHWZHHQ� WKH� 5HVHUYH� %DQN¶V� ERUURZLQJ� DQG� OHQGLQJ� UDWH� PDNHV� LWPRUH� FRVW� HIIHFWLYH� IRU� FRPPHUFLDO� EDQNV� WR� WUDQVDFW� GLUHFWO\�ZLWKHDFK� RWKHU�� UDWKHU� WKDQ� WR� XVH� WKH� FHQWUDO� EDQN� DV� DQ� LQWHUPHGLDU\�7KH�UDWLRQDOH�IRU�WKLV�VSUHDG�LV�QRW�WR�IRUFH�WUDQVDFWLRQV�EHWZHHQ�WKHFHQWUDO�EDQN�DQG�WKH�FRPPHUFLDO�EDQNV�±�LQGHHG�� LW�KDV�HQWLUHO\� WKHRSSRVLWH� HIIHFW� ±� EXW� WR� IRVWHU� DQ� LQWHU�EDQN� ERUURZLQJ�OHQGLQJPDUNHW� DQG� WR�PLQLPLVH� WKH� FHQWUDO� EDQN¶V� OHQGLQJ� H[SRVXUH� WR� WKHFRPPHUFLDO�EDQNV���
���������������������������������������
�� 7KLV�PHDQV� WKDW� WKH� ERUURZLQJ�OHQGLQJ� WUDQVDFWLRQV� WKDW� DUH� HQWHUHG� LQWR� E\� WKHFHQWUDO� EDQN� ZLWK� WKH� FRPPHUFLDO� EDQNV�� WKRXJK� JHQHUDOO\� VPDOO� E\� YDOXH�� DUHDOZD\V�SURILWDEOH�IRU�WKH�FHQWUDO�EDQN�
�� 7KH� PDUJLQ� RQ� HLWKHU� VLGH� RI� WKH� 5HVHUYH� %DQN¶V� FHQWUDO� UDWH�� NQRZQ� LQ� 1HZ=HDODQG�DV�WKH�³2IILFLDO�&DVK�5DWH´��DW�ZKLFK�WKH�%DQN�ERUURZV�DQG�OHQGV�FRXOGEH� VKRZQ� LQ� ILJXUH� �� DV� D� FKDQQHO� FHQWUHG� RQ� WKH� 2IILFLDO� &DVK� 5DWH�� � 7KHGHWHUPLQDQWV� RI�ZKHUH� WKH� LQWHU�EDQN� ERUURZLQJ�OHQGLQJ� UDWH� VHWWOHV�ZLWKLQ� WKDW
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:LWK�WKH�FHQWUDO�EDQN�GHWHUPLQLQJ�WKH�LQWHUHVW�UDWH��DQG�ZLWK�WKDW�UDWHEHLQJ� WUDQVPLWWHG� WR� WKH� FRPPHUFLDO� EDQNLQJ� V\VWHP� E\� DUELWUDJH�UDWKHU� WKDQ� E\� ZD\� RI� WKH� FHQWUDO� EDQN� HQWHULQJ� LQWR� DFWXDOWUDQVDFWLRQV�ZLWK� WKH� FRPPHUFLDO� EDQNV�� WKH� SRVLWLRQ� DQG� VKDSH� RIWKH�GHPDQG�IRU��FHQWUDO�EDQN��PRQH\�FXUYH��DQG�LWV�FRXQWHUSDUW�/0FXUYH��DUH�RI� OLWWOH� FRQVHTXHQFH�� � ,UUHVSHFWLYH�RI�ZKHUH� WKH�GHPDQGIRU� PRQH\� FXUYH� PLJKW� OLH�� KRZ� VWHHS� RU� IODW� �LQWHUHVW� LQHODVWLF� RUHODVWLF��LW�PLJKW�EH��DQG�KRZ�VWDEOH�RU�XQVWDEOH�LW� LV�� WKHUH�LV�RQO\�DVLQJOH�HTXLOLEULXP�LQWHUHVW�UDWH��WKDW�EHLQJ�WKH�UDWH�VHW�E\�WKH�FHQWUDOEDQN���,W�LV�IRU�WKLV�UHDVRQ�WKDW�D�GHPDQG�IRU�PRQH\�FXUYH�KDV�EHHQRPLWWHG�IURP�ILJXUH����
7R�EH�VXUH��VRPH�WUDQVDFWLRQV�GR�WDNH�SODFH�EHWZHHQ�WKH�FHQWUDO�EDQNDQG�WKH�FRPPHUFLDO�EDQNV���6RPH�RI�WKHVH�DULVH�IURP�WKH�IDFW�WKDW�LQ1HZ�=HDODQG� WKH�JRYHUQPHQW�EDQNV�ZLWK� WKH� FHQWUDO� EDQN�DQG� WKDWWKH� FRPPHUFLDO� EDQNV� QHHG� WR� VRXUFH� QRWHV� DQG� FRLQ� IURP� WKH5HVHUYH�%DQN���2WKHUV�DULVH�DV�D�PDWWHU�RI�RSHUDWLRQDO�FRQYHQLHQFH�$W�WKH�HQG�RI�LQWHU�EDQN�WUDGLQJ�HDFK�GD\�WKHUH�JHQHUDOO\�ZLOO�UHPDLQVRPH� UHVLGXDO� LQWHU�EDQN� SRVLWLRQV� WR� EH� VHWWOHG�� � :KHQ�� DV� LVJHQHUDOO\�WKH�FDVH�� WKHVH�SRVLWLRQV�DUH�VPDOO��DQG� WKH�FHQWUDO�EDQN¶VVSUHDG� LV� QDUURZ� �FXUUHQWO\� ��� EDVLV� SRLQWV��� WKH� FRQYHQLHQFH� RIEHLQJ�DEOH�WR�VHWWOH�ZLWK�WKH�FHQWUDO�EDQN�XVLQJ�LWV�VWDQGLQJ�IDFLOLWLHVRXWZHLJKV�WKH�VPDOO�FRVW�LQYROYHG�
7KDW�LV�KRZ�WKLQJV�FXUUHQWO\�ZRUN���$OWKRXJK�LW�UHPDLQV�WKH�FDVH�WKDWWKHUH�DUH�WUDQVDFWLRQV�EHWZHHQ�WKH�5HVHUYH�%DQN�DQG�WKH�FRPPHUFLDOEDQNV��DQG�LQ�WKDW�VHQVH�WKHUH�H[LVWV�D�GHPDQG�E\�FRPPHUFLDO�EDQNVIRU�WKH�5HVHUYH�%DQN¶V�GHSRVLW�OLDELOLWLHV��WKH�SUHFHGLQJ�DQDO\VLV�KDVVXJJHVWHG�WKDW�VXFK�WUDQVDFWLRQV�QHHG�QRW�QHFHVVDULO\�EH�XQGHUWDNHQIRU� WKH�5HVHUYH�%DQN� WR�EH�DEOH� WR� WUDQVPLW�PRQHWDU\�SROLF\� WR� WKHFRPPHUFLDO�EDQNV���,QGHHG��LW�VHHPV�GRXEWIXO�WKDW�D�GHPDQG�IRU�WKH5HVHUYH�%DQN¶V�OLDELOLWLHV�WKH�GHULYHV�IURP�WKH�YDJDULHV�RI�GDLO\�QHWSD\PHQWV� WR� DQG� E\� WKH� JRYHUQPHQW�� IURP� FRPPHUFLDO� EDQNV¶SD\PHQWV�IRU�QRWH�DQG�FRLQ�SXUFKDVHV��RU�IURP�WKH�HQG�RI�GD\�LQWHU�EDQN� ³ZDVK�XS´�� ZLOO� SURYLGH� DQ� HIIHFWLYH� IXOFUXP� IRU� WKH� %DQN¶VPRQHWDU\� SROLF\� RSHUDWLRQV�� � 7KLV�ZDV� IRXQG� WR� EH� WKH� FDVH� LQ� WKH
����������������������������������������������������������������������������������������������������������������

FKDQQHO� DUH� EH\RQG� WKH� VFRSH� RI� WKLV� SDSHU�� EXW� DUH� GLVFXVVHG� E\� *XWKULH� DQG:ULJKW��������DQG�DOVR�E\�:RRGIRUG��������



��
SHULRG�OHDGLQJ�XS�WR�WKH�UHJLPH�FKDQJH�LQ�0DUFK��������2QH�RI�WKHSULQFLSDO�UHDVRQV�IRU�PDNLQJ�WKDW�FKDQJH��IURP�D�TXDQWLW\�IUDPHZRUNIRU�LPSOHPHQWLQJ�PRQHWDU\�SROLF\�WR�VHWWLQJ�DQ�LQWHUHVW�UDWH�GLUHFWO\�ZDV�WKDW�LW�ZDV�SURYLQJ�LPSRVVLEOH�WR�FDOLEUDWH�WKH�%DQN¶V�RSHUDWLRQVVR�DV�WR�DFKLHYH�WKH�GHVLUHG�LQWHUHVW�UDWH�RXWFRPH�ZLWK�DQ\�GHJUHH�RISUHFLVLRQ�
7R� VXP� XS�� WKH� 5HVHUYH� %DQN¶V� PRQHWDU\� SROLF\� LPSOHPHQWDWLRQUHJLPH�QRZ�SODFHV�QR�UHOLDQFH�RQ��QRU�PDNHV�DQ\�DWWHPSW�WR�H[SORLW�D�GD\�WR�GD\�GHPDQG�IRU�LWV�RZQ�OLDELOLWLHV���5DWKHU�LW�VHWV�WKH�LQWHUHVWUDWH� DW� ZKLFK� LW� VWDQGV� LQ� WKH� PDUNHW�� DQG� UHOLHV� RQ� LQWHUHVW� UDWHDUELWUDJH� WR� WUDQVPLW� WKDW� LQWHUHVW� UDWH� WR� WKH� FRPPHUFLDO� EDQNLQJV\VWHP�� � $V� DOUHDG\� H[SODLQHG�� RQH� FDQ� WKLQN� RI� WKHUH� EHLQJ� DGHPDQG�IRU�FHQWUDO�EDQN�PRQH\�IRU�HYHU\GD\�XVDJH��EXW�LW�GRHV�QRWIHDWXUH�LQ�WKH�WUDQVPLVVLRQ�RI�PRQHWDU\�SROLF\�LQ�DQ\�PDWHULDO�ZD\�WKH�5HVHUYH�%DQN�QRZ�VXSSOLHV�LWV�OLDELOLWLHV�DW�DQ�LQWHUHVW�UDWH�LW�KDVVHW�GLUHFWO\�±� DQG� LQ�ZKDWHYHU� TXDQWLW\� LV� GHPDQGHG�� �7KH�GHPDQGIRU�FHQWUDO�EDQN�PRQH\�WKDW�PDWWHUV�LV�QRW�WKDW�HYLGHQFHG�E\�D�VWRFNRI�RXWVWDQGLQJ�FHQWUDO�EDQN�OLDELOLWLHV��RU�DFWXDO�WUDQVDFWLRQV�EHWZHHQWKH� FHQWUDO� EDQN� DQG� WKH� FRPPHUFLDO� EDQNV�� EXW� WKH� ODWHQW� GHPDQGWKDW�GULYHV�LQWHUHVW�UDWH�DUELWUDJH�
��� :KDW�DERXW�FXUUHQF\�VXEVWLWXWLRQ"
7KHUH�LV�RQH�IXUWKHU�PDWWHU�ZH�QHHG�WR�FRQVLGHU���:H�WHQG�WR�WDNH�LWIRU� JUDQWHG� WKDW� ILQDQFLDO� FRQWUDFWV� EHWZHHQ� ORFDO� UHVLGHQWV� DUHGHQRPLQDWHG� LQ� WKH� FXUUHQF\� RI� WKH� ORFDO� FHQWUDO� EDQN�� � ,Q� 1HZ=HDODQG��DV�LQ�PRVW�FRXQWULHV��WKDW�RYHUZKHOPLQJO\�LV�WKH�FDVH���%XWLW�EHDUV�WKLQNLQJ�DERXW�ZK\�WKDW�LV�VR���$UH�WKHUH�LQVWLWXWLRQDO�RU�OHJDOUHDVRQV�ZK\�LW�LV�WKH�OLDELOLWLHV�RI�WKH�ORFDO�FHQWUDO�EDQN��UDWKHU�WKDQ�VD\�� WKRVH� RI� DQRWKHU� FHQWUDO� EDQN�� RU� RI� D� ODUJH� FRPPHUFLDO� EDQN�WKDW�DUH�DGRSWHG�DV�WKH�³EDVH´�FXUUHQF\"� � ,Q�RWKHU�ZRUGV�� LV� WKHUH�DULVN�WKDW�HYHQ�LI� WKH�FHQWUDO�EDQN�FDQ�GHWHUPLQH� WKH� LQWHUHVW� UDWH�IRULWV�OLDELOLWLHV��LW�FRXOG�EHFRPH�GH�FRXSOHG�IURP�WKH�ILQDQFLDO�PDUNHWV�DQG� WKH� HFRQRP\�PRUH� JHQHUDOO\�� DV� WKH� UHVXOW� RI� SHRSOH� FKRRVLQJVLPSO\�QRW� WR�XVH� WKH�FHQWUDO�EDQN¶V�FXUUHQF\�DV� WKH� ³EDVH´�XQLW� RIDFFRXQW"��
���������������������������������������
�� )ULHGPDQ� ������� GLVFXVVHV� WKH� SRVVLELOLW\� RI� WKH� FHQWUDO� EDQN� EHFRPLQJ� ³GH�FRXSOHG´���+H�LQGLFDWHV�D�UDQJH�RI�ZD\V�E\�ZKLFK�WKLV�FRXOG�RFFXU��LQFOXGLQJ�WKH

��

,Q�1HZ�=HDODQG�WKHUH� LV�QRWKLQJ� LQ� ODZ�WKDW�PDNHV� LW�PDQGDWRU\� WRGHQRPLQDWH� FRQWUDFWV� LQ� 5HVHUYH� %DQN� RI� 1HZ� =HDODQG� GROODUV�7KLV� PLJKW� VHHP� VXUSULVLQJ�� LQ� WKDW� LW� LV� FRPPRQO\� WKRXJKW� WKDW�ZLWKLQ� 1HZ� =HDODQG�� 5HVHUYH� %DQN� RI� 1HZ� =HDODQG� GROODUVFRQVWLWXWH� OHJDO� WHQGHU�� � 7KDW�� RI� FRXUVH�� LV� WUXH�� � %XW� LW� GRHV� QRWIROORZ� WKDW� LW� LV� LOOHJDO� WR� XVH� DOWHUQDWLYH� FXUUHQFLHV� DV� D� XQLW� RIDFFRXQW� LQ� FRQWUDFWV�� RU� DV� WKH�PHDQV� RI� SD\PHQW� LQ� VHWWOLQJ� WKRVHFRQWUDFWV�
7KH� VLJQLILFDQFH� RI� OHJDO� WHQGHU� LV� WKDW� LW� FRQVWLWXWHV� WKH�PHDQV� RISD\PHQW�WKDW�DQ�REOLJHH�LQ�D�FRQWUDFW�GHQRPLQDWHG�LQ�1HZ�=HDODQGGROODUV��LQ�WKH�DEVHQFH�RI�FRQWUDFWXDO�WHUPV�WR�WKH�FRQWUDU\��LV�HQWLWOHGWR� LQVLVW� RQ� UHFHLYLQJ� LQ�SD\PHQW���� �7KDW� LV�� VRPHRQH�RZHG�D� GHEWWKDW� LV� GHQRPLQDWHG� LQ�1HZ�=HDODQG�GROODUV� LV� HQWLWOHG� WR� LQVLVW� RQUHFHLYLQJ� WKH�JHQXLQH��³EUDQGHG´��YHUVLRQ�RI�PRQH\� UDWKHU� WKDQ� WKH³JHQHULF´��FRPPHUFLDO�EDQN�LVVXHG��YHUVLRQ���6LPLODUO\��DQ�REOLJRU�LVDEOH�WR�GLVFKDUJH�D�1HZ�=HDODQG�GROODU�REOLJDWLRQ�E\�VXSSO\LQJ�OHJDOWHQGHU�� � %XW� WKHUH� LV� QRWKLQJ� WR� SUHYHQW� FRQWUDFWLQJ� SDUWLHV� IURPDJUHHLQJ�� LPSOLFLWO\� RU� H[SOLFLWO\�� WR� SD\PHQW� EHLQJ� PDGH� LQ� DQDOWHUQDWLYH� IRUP�� � ,QGHHG�� DV� ZH� KDYH� DOUHDG\� QRWHG�� LQ� WKHRYHUZKHOPLQJ�PDMRULW\�RI�1HZ�=HDODQG�GROODU�FRQWUDFWV��DW�OHDVW�E\YDOXH��� SD\PHQW� LV� PDGH� XVLQJ� WKH� OLDELOLWLHV� RI� WKH� FRPPHUFLDOEDQNV��QRW�WKRVH�RI�WKH�FHQWUDO�EDQN�
'RHV� WKH� SUHYDOHQFH� RI� FRPPHUFLDO� EDQN� OLDELOLWLHV� DV� D� PHDQV� RISD\PHQW� SRVH� D� ULVN� WKDW� D� FRPPHUFLDO� EDQN�� VD\� WKH� ODUJHVW� RUSHUFHLYHG� WR� EH� VWURQJHVW� FRPPHUFLDO� EDQN�� FRXOG� GH�FRXSOH� LWVHOI
����������������������������������������������������������������������������������������������������������������

SRVVLELOLW\�WKDW�³WKH�LQWHUHVW�UDWH�WKDW�WKH�FHQWUDO�EDQN�FDQ�VHW��RQ�WKH�H[FKDQJH�RILWV�RZQ�OLDELOLWLHV�IRU�RWKHU�FODLPV��EHFRPHV�OHVV�FORVHO\�±�LQ�WKH�OLPLW��QRW�DW�DOO�±FRQQHFWHG� WR� WKH� LQWHUHVW� UDWH� DQG� RWKHU� DVVHW� SULFHV� IRU� RUGLQDU\� HFRQRPLFWUDQVDFWLRQV´��SDJH������
�� /HJDO� WHQGHU�� DV� GHILQHG� LQ� WKH� 5HVHUYH� %DQN� RI� 1HZ� =HDODQG� $FW� �����FRPSULVHV�EDQN�QRWHV�LVVXHG�E\�WKH�5HVHUYH�%DQN�RI�1HZ�=HDODQG�DQG�DOVR�FRLQLVVXHG�E\�WKH�5HVHUYH�%DQN��EXW�LQ�WKH�FDVH�RI�FRLQ��VXEMHFW�WR�PD[LPXP�DPRXQWVGHSHQGLQJ� RQ� WKH� GHQRPLQDWLRQ� RI� WKH� FRLQ�� � ,W� ZRXOG� DSSHDU� WKDW� GHSRVLWOLDELOLWLHV� LVVXHG� E\� WKH� 5HVHUYH� %DQN�� VWULFWO\� VSHDNLQJ�� DUH� QRW� OHJDO� WHQGHU�+RZHYHU��JLYHQ�WKDW� WKH\�DUH�DV�PXFK�D�5HVHUYH�%DQN�OLDELOLW\�DV�DUH�QRWHV�DQGFRLQ��DQG�FDQ�EH�FRQYHUWHG�LQWR�QRWHV�DQG�FRLQ�RQ�GHPDQG��LW�VHHPV�UHDVRQDEOH�WRUHJDUG�WKHP�DV� LI� WKH\�ZHUH�OHJDO� WHQGHU�� �2WKHU�DXWKRUV�� IRU�H[DPSOH��*RRGKDUW�������DQG�*ULPHV��������DOVR�WDNH�WKLV�YLHZ�



��
IURP� WKH� FHQWUDO� EDQN� DQG�� LQ� HIIHFW�� EHFRPH� D� FRPSHWLQJ� FHQWUDOEDQN"��$QG�LI�LW�FRXOG�GH�FRXSOH�LWVHOI��PLJKW�VXFK�D�EDQN�DFWXDOO\�EHDEOH� WR� VXSSODQW� WKH� RIILFLDO� FHQWUDO� EDQN�� DQG� EHFRPH� D� QHZPRQHWDU\�DXWKRULW\�IRU�WKH�FRXQWU\"
1HLWKHU�RI�WKHVH�SRVVLELOLWLHV�FDQ�EH�UXOHG�RXW�WRWDOO\���+RZHYHU��ZHQHHG� WR� UHFRJQLVH� WKDW� LQ�RUGHU� IRU� WKHVH� WKLQJV� DFWXDOO\� WR�KDSSHQ�WKH� ³FRPSHWLQJ´� FHQWUDO� EDQN�ZRXOG� KDYH� WR� FHDVH� UHSUHVHQWLQJ� LWVOLDELOLWLHV�DV�EHLQJ�FRQYHUWLEOH�DW�D�IL[HG�SDULW\�LQWR�WKH�OLDELOLWLHV�RIWKH�³RIILFLDO´�FHQWUDO�EDQN���,Q�SUDFWLFDO�WHUPV��LW�ZRXOG�KDYH�WR�PDNHFOHDU� WKDW� LW� ZDV� QR� ORQJHU� WDNLQJ� 5HVHUYH� %DQN� RI� 1HZ� =HDODQGGROODU� GHSRVLWV�� EXW� LQVWHDG� ZDV� WDNLQJ�� VD\�� $%&� EDQN� GROODUGHSRVLWV�� � :KHWKHU� WKDW� FRXOG� HYHU� EH� D� YLDEOH� VWUDWHJ\� IRU� DQ\FRPPHUFLDO� EDQN� LV� D�PRRW�SRLQW�� �2QH� WKLQJ�ZH� FDQ� VD\� LV� WKDW� LWZRXOG� EH� D� YLDEOH� VWUDWHJ\� RQO\� LI� WKH� GHSRVLW� OLDELOLWLHV� LVVXHG� E\$%&�EDQN� FDPH� JHQHUDOO\� WR� EH� DFFHSWHG� DV� DQ� DOWHUQDWLYH� XQLW� RIDFFRXQW��RU�VWDQGDUG�RI�YDOXH��LQ�WKHLU�RZQ�ULJKW�
,Q� HIIHFW�� WKH� OLDELOLWLHV� RI� $%&� EDQN� ZRXOG� QHHG� WR� EHFRPH� DVHSDUDWH�EXW�SDUDOOHO�FXUUHQF\��ZLWK�LWV�RZQ�H[FKDQJH�UDWH�UHODWLYH�WRWKH�FXUUHQF\�LVVXHG�E\�WKH�RIILFLDO�FHQWUDO�EDQN���2QO\�LI�WKDW�ZHUH�WRKDSSHQ� ZRXOG� WKH� SURSULHWRUV� RI� $%&� EDQN� EH� DEOH� WR� RSHUDWH� DQLQGHSHQGHQW� PRQHWDU\� SROLF\�� $QG� LI� $%&� EDQN¶V� FXUUHQF\� ZHUHDFWXDOO\� WR� VXSSODQW�� UDWKHU� WKDQ� MXVW� FLUFXODWH� LQ� SDUDOOHO�ZLWK�� WKDWLVVXHG� E\� WKH� RIILFLDO� FHQWUDO� EDQN�� LWV� OLDELOLWLHV� ZRXOG� QHHG� WREHFRPH� WKH� GRPLQDQW� XQLW� RI� DFFRXQW� DQG� PHDQV� RI� SD\PHQW�:KHWKHU� WKDW� FRXOG� KDSSHQ�ZLWKRXW� WKH� FXUUHQF\� LQ� TXHVWLRQ� EHLQJRIILFLDOO\�UHFRJQLVHG�DV�OHJDO�WHQGHU�LV�DQRWKHU�PRRW�SRLQW�
6R� KRZ� UHDO�PLJKW� WKHVH� SRVVLELOLWLHV� IRU� FXUUHQF\� VXEVWLWXWLRQ� EH",Q�RWKHU�ZRUGV��KRZ�IUDJLOH�RU�UREXVW�LV�WKH�FXUUHQW�UROH�RI��RIILFLDO�FHQWUDO�EDQN�OLDELOLWLHV�DV�WKH�JHQHUDOO\�DFFHSWHG�XQLW�RI�DFFRXQW"
2QH�JXLGH� WR� WKH�YXOQHUDELOLW\�RI�D� ORFDO�FHQWUDO�EDQN¶V�FXUUHQF\� WRFRPSHWLQJ� FXUUHQFLHV� LV� WKH� H[WHQW� WR� ZKLFK� IRUHLJQ� FHQWUDO� EDQN�LVVXHG�FXUUHQFLHV�DUH�DOUHDG\�XVHG� LQ� WKH� ORFDO�HFRQRP\�� �$IWHU�DOO�WKRVH� IRUHLJQ� DOWHUQDWLYHV� DUH� DOUHDG\� LQFXPEHQWV�� LQ� WKH� VHQVH� WKDWWKH\�DOUHDG\�HQMR\�FRPPRQ�DFFHSWDQFH��DOEHLW�LQ�D�GLIIHUHQW�PDUNHW�7KH� H[SHULHQFH� LQ� WKLV� UHJDUG� KDV� EHHQ� WKDW� LQ� PRVW� FRXQWULHV� WKHORFDO� FHQWUDO� EDQN�LVVXHG� FXUUHQF\� LV� YHU\� UHVLOLHQW� LQ� WKH� IDFH� RI
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³FRPSHWLWLRQ´� IURP� IRUHLJQ� FHQWUDO� EDQN� DOWHUQDWLYHV�� � 7KH� IHZH[FHSWLRQV� UHODWH� WR� FDVHV� ZKHUH� WKH� ORFDO� FXUUHQF\� KDV� EHHQVHULRXVO\� PLV�PDQDJHG�� JHQHUDOO\� LQ� D� ZD\� WKDW� KDV� UHVXOWHG� LQK\SHULQIODWLRQ�
,W�LV�HDV\�WR�XQGHUVWDQG�ZK\�LQFXPEHQW�FHQWUDO�EDQN�FXUUHQFLHV�WHQGWR�HQMR\�VXFK�D�VROLG�PDUNHW�SRVLWLRQ���7KH�UDLVRQ�GpWUH�IRU�ZHLJKWVDQG�PHDVXUHV�±�DQG�WKDW�LV�ZKDW�PRQH\�LV��D�PHDVXUH�RI�YDOXH�±�LV�WRIDFLOLWDWH� FR�RUGLQDWLRQ��ZKHWKHU� LW� EH� WKH� FR�RUGLQDWLRQ� UHTXLUHG� WRIDFLOLWDWH�HFRQRPLF�H[FKDQJH��RU�LQ�WKH�FDVH�RI�SK\VLFDO�ZHLJKWV�DQGPHDVXUHV��WKH�FR�RUGLQDWLRQ�WKDW�HQDEOHV��IRU�H[DPSOH��D�FRQVWUXFWLRQWHDP�WR�ZRUN� WRJHWKHU�� �7KLV�EHLQJ� WKH�FDVH��ZHLJKWV�DQG�PHDVXUHVDUH�XVHIXO�RQO\� LI� WKH\�HQMR\�ZLGH�DQG�FRQVLVWHQW�XVDJH�� �$QG�RQFHHVWDEOLVKHG� LQ� ZLGH� XVDJH�� WKHUH� WHQGV� WR� EH� VWURQJ� UHVLVWDQFH� WRDGRSWLQJ�DOWHUQDWLYHV�±�VLQFH�WR�GR�VR�ZRXOG�HURGH�WKH�FR�RUGLQDWLRQ�RU� ³QHWZRUN´�� EHQHILWV� WKDW� DFFUXH� IURP� KDYLQJ� VWDQGDUGLVHGPHDVXUHV�
7KXV��H[FHSW�ZKHQ�D�FXUUHQF\�FHDVHV� WR�EH�DQ�HIIHFWLYH�VWDQGDUG�RIYDOXH��DV�LQ�WKH�FDVH�RI�K\SHU�LQIODWLRQ��WUDQVLWLRQ�IURP�RQH�FXUUHQF\WR� DQRWKHU� WHQGV� WR� RFFXU� RQO\�ZKHQ� FKDQJH� LV� FHQWUDOO\�PDQGDWHGDQG�WKXV�WKH�WUDQVLWLRQ�LV�LWVHOI�FR�RUGLQDWHG�DQG�XVXDOO\�TXLWH�UDSLG�7KLV�LV�QHFHVVDU\�VR�WKDW�DQ\�ORVV�RI�FR�RUGLQDWLRQ�EHQHILWV�GXULQJ�WKHWUDQVLWLRQ� LV�PLQLPLVHG��DV�ZLWK� WKH�FRQYHUVLRQ� WR�GHFLPDO�FXUUHQF\LQ�1HZ�=HDODQG�LQ�������WKH�FRQYHUVLRQ�WR�WKH�HXUR�PRUH�UHFHQWO\�LQ(XURSH��RU�WKH�6ZHGLVK�FRQYHUVLRQ�WR�GULYLQJ�RQ�WKH�ULJKW�KDQG�VLGHRI� WKH� URDG���� � +LVWRU\� VXJJHVWV� WKDW�� RXWVLGH� RI� WKHVH� NLQGV� RIVLWXDWLRQ�� DQ� LQFXPEHQW� FXUUHQF\� WHQGV� WR� EH� YHU\� GLIILFXOW� WRVXSSODQW��RZLQJ�WR�WKH�GLIILFXOW\�DQ\�ULYDO�KDV�LQ�EXLOGLQJ�DFFHSWDQFH
���������������������������������������
�� $OWKRXJK�QRWH�WKDW�WKH�FRQYHUVLRQ�WR�WKH�HXUR�KDV�EHHQ�LPSOHPHQWHG�LQ�D�SKDVHGPDQQHU�� �2Q���-DQXDU\�������H[FKDQJH�UDWHV�DPRQJVW� WKH�QDWLRQDO�FXUUHQFLHV�RIWKH� LQLWLDO����HXUR�DUHD�PHPEHU�FRXQWULHV�ZHUH� LUUHYRFDEO\� IL[HG�� DPRQJVW�HDFKRWKHU�� DQG� WR� WKH� GHSRVLW� OLDELOLWLHV� LVVXHG� E\� WKH� QHZ� (XURSHDQ� &HQWUDO� %DQN�)URP� WKDW� SRLQW�� HDFK� RI� WKH� QDWLRQDO� FHQWUDO� EDQNV� IRUZHQW� WKH� DELOLW\� WRLPSOHPHQW�D�QDWLRQDO�PRQHWDU\�SROLF\���+RZHYHU��WKHLU�LQGLYLGXDO�FXUUHQFLHV��IRUWKH�PHDQWLPH��UHPDLQHG�D�XQLW�RI�DFFRXQW��DQG�LQ�FLUFXODWLRQ�LQ�WKH�IRUP�RI�QRWHVDQG� FRLQ��� � %XW� JLYHQ� WKH� SHUPDQHQWO\� IL[HG� H[FKDQJH� UDWHV�� WKRVH� QDWLRQDOFXUUHQF\�XQLWV�EHFDPH��LQ�HIIHFW��³QRQ�GHFLPDO�GHQRPLQDWLRQV´�RI�WKH�HXUR���)URP�� -DQXDU\� ������ WKH� (XURSHDQ�&HQWUDO�%DQN�ZLOO� FRPPHQFH� LVVXLQJ� HXUR� QRWHVDQG�FRLQ�LQ�³GHFLPDO�GHQRPLQDWLRQV´�DQG�WKH�LQGLYLGXDO�QDWLRQDO�FXUUHQFLHV�ZLOOEH�ZLWKGUDZQ�IURP�FLUFXODWLRQ�



��
DQG� XVDJH� OHYHOV� WR� WKH� SRLQW� ZKHUH� LW� LV� RI� XWLOLW\� DV� D� PHDQV� RIDFKLHYLQJ�FR�RUGLQDWLRQ�
6R�ZKDW�GR�ZH�H[SHFW�WR�KDSSHQ�LQ�WKH�IXWXUH"��6RPH�VXJJHVW�WKDW�LQD�ZRUOG�RI�UDSLGO\�GHYHORSLQJ�LQIRUPDWLRQ�WHFKQRORJ\��ZH�VKRXOG�QRWEH� TXLWH� VR� VDQJXLQH� DERXW� WKH� GXUDELOLW\� RI� FHQWUDO� EDQNLQJ��:KDWDERXW�WKH�SRVVLELOLW\�RI�D�GH�FRXSOLQJ�WKDW�FRPHV�DERXW�DV�WKH�UHVXOWRI�WKH�FHQWUDO�EDQN¶V�RZQ�OLDELOLWLHV�FHDVLQJ�DFWLYHO\�WR�EH�XVHG�DV�DPHDQV� RI� SD\PHQW� IRU� DQ� H[WHQGHG� SHULRG"� )RU� H[DPSOH�� FRQVLGHUZKDW� ZRXOG� KDSSHQ� LI�� WKURXJK� GLVXVH�� WKH� HOHFWURQLF� V\VWHPV� IRUPDLQWDLQLQJ� WKH� FRQQHFWLRQ� EHWZHHQ� WKH� FHQWUDO� DQG� FRPPHUFLDOEDQNV�ZHUH�QRW�PDLQWDLQHG��DQG�LI�WKH�³SULQWLQJ�SODWHV´�IRU�FXUUHQF\ZHUH�WKURZQ�DZD\���,Q�WKLV�FDVH��WKH�DELOLW\�WR�DUELWUDJH�EHWZHHQ�WKHOLDELOLWLHV� LVVXHG� E\� FRPPHUFLDO� EDQNV� DQG� WKRVH� LVVXHG� E\� WKHFHQWUDO�EDQN�ZRXOG�EH�JRQH�� DQG� WKH�FHQWUDO�EDQN�ZRXOG�QR� ORQJHUKDYH�DQ\�FDSDFLW\�WR�JLYH�HIIHFW�WR�LWV�PRQHWDU\�SROLF\���,Q�HIIHFW��WKHRIILFLDO� FHQWUDO� EDQN�ZRXOG� EH� VLGHOLQHG�� � ,Q� WKLV� VLWXDWLRQ�� SHUKDSVXQZLWWLQJO\��WKH�FRPPXQLW\�ZRXOG�KDYH�PRYHG�RYHU�WR�D�QHZ�XQLW�RIDFFRXQW��SRVVLEO\� WR� WKH� OLDELOLWLHV�RI� WKH�FRPPHUFLDO�EDQN� WKDW�KDGDVVXPHG�WKH�UROH�RI�EDQNHU�WR�WKH�EDQNV�RU�EDQNHU�WR�WKH�JRYHUQPHQW�
&OHDUO\� WKLV� LV� D� FRQFHLYDEOH� VFHQDULR�� EXW� LW� GRHV� QRW� VHHP� DUHPRWHO\�OLNHO\�RQH��DW�OHDVW�QRW�IRU�WKH�IRUHVHHDEOH�IXWXUH���7KHUH�DUHQR� LQGLFDWLRQV�\HW�RI�FRPPHUFLDO�EDQNV�EHLQJ�ZLOOLQJ� WR� IRUHJR� WKHULJKW� WR� LQVLVW� RQ� SD\PHQW� LQ� FHQWUDO� EDQN� UDWKHU� WKDQ� FRPPHUFLDOEDQN� OLDELOLWLHV�� HYHQ� LI�� DV� D� PDWWHU� RI� SUDFWLFH�� WKH� JUHDW� EXON� RIGDLO\� LQWHU�EDQN� VHWWOHPHQWV� DUH� HIIHFWHG� LQ� FRPPHUFLDO� EDQNOLDELOLWLHV�� � ,QGHHG�� ZH� FDQ� VDIHO\� VD\� WKDW� EDQNV� DUH� FRPIRUWDEOHDERXW�GDLO\�LQWHU�EDQN�VHWWOHPHQWV�WDNLQJ�SODFH�PRVWO\�LQ�FRPPHUFLDOEDQN� OLDELOLWLHV� RQO\� EHFDXVH� WKH\� DUH� FRQILGHQW� DERXW� WKHFRQYHUWLELOLW\�RI�WKRVH�OLDELOLWLHV�LQWR�WKH�FHQWUDO�EDQN¶V�OLDELOLWLHV�DW�DIL[HG�SDULW\���,I�WKH�FDSDFLW\�WR�HIIHFW�WKDW�FRQYHUWLELOLW\�ZDV�WKRXJKWWR� EH� GLVDSSHDULQJ�� D� UHVSRQVH� ZRXOG� DOPRVW� FHUWDLQO\� EHIRUWKFRPLQJ�����,W�LV�LPSODXVLEOH�WR�WKLQN�WKDW�FRPPHUFLDO�EDQNV�DQGFHQWUDO�EDQNV�ZRXOG�VWDQG�EOLWKHO\�E\�
���������������������������������������
�� 0RUHRYHU�� LI� DQ\WKLQJ�� UHFHQW� GHYHORSPHQWV� KDYH� EHHQ� JRLQJ� LQ� WKH� RSSRVLWHGLUHFWLRQ�� � )RU� H[DPSOH�� WR� IDFLOLWDWH� UHDO�WLPH�JURVV� VHWWOHPHQW� IRU� KLJK� YDOXHSD\PHQWV��QHZ�UHDO�WLPH�HOHFWURQLF� OLQNV�EHWZHHQ�FRPPHUFLDO�EDQNV�DQG�FHQWUDOEDQNV�KDYH�EHHQ�EXLOW�
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$QRWKHU� SRVVLELOLW\�� DQG� RQH� UDLVHG� E\� 0HUY\Q� .LQJ�� 'HSXW\*RYHUQRU� RI� WKH� %DQN� RI� (QJODQG� �.LQJ� ��������� LV� WKDW� DW� VRPHIXWXUH� WLPH�� SHRSOH�PLJKW� KDYH� SDOP�KHOG� FRPSXWHUV�ZKLFK� HQDEOHSULFHV�WR�EH�GHQRPLQDWHG��DQG�WUDQVDFWLRQV�VHWWOHG��LQ�D�ZLGH�UDQJH�RIILQDQFLDO� LQVWUXPHQWV� IRU�ZKLFK� WKHUH�DUH�PDUNHW�SULFHV� �DQG� WKXV� DZKROH� DUUD\� RI� UHDGLO\� NQRZDEOH� ³H[FKDQJH� UDWHV´��� � 7KDW� ZRUOGZRXOG�EH�RQH�LQ�ZKLFK�PDQ\�³FXUUHQFLHV´�±�DOO�WKRVH�WKLQJV�XVHG�LQVHWWOLQJ� H[FKDQJH� ±� ZRXOG� FLUFXODWH� ZLWKLQ� WKH� ORFDO� HFRQRP\�� LQSDUDOOHO�� � ,W�ZRXOG� UHSUHVHQW� D� VWHS� WRZDUG� D�ZRUOG�ZLWKRXW�PRQH\�WKDW�LV��D�ZRUOG�ZLWKLQ�ZKLFK�PDQ\�WKLQJV�±�LQ�WKH�OLPLW��HYHU\WKLQJ�±FRXOG�VHUYH�DV�PRQH\�� � ,Q�HIIHFW�� LQIRUPDWLRQ� WHFKQRORJ\�ZRXOG�EHUROOLQJ�EDFN�WKH�LQIRUPDWLRQ�DQG�FRLQFLGHQFH�RI�ZDQWV�SUREOHPV�WKDWFXUUHQWO\�PDNH�EDUWHU�WUDGH�LQHIILFLHQW��DQG�ZKLFK�OLH�EHKLQG�RXU�XVHRI�PRQH\�WRGD\��%XW��DV�RWKHU�DXWKRUV�KDYH�QRWHG� WKDW� WRR�GRHV�QRWVHHP�D�QHDU�WHUP�SURVSHFW��IRU�H[DPSOH��:RRGIRUG���������



��
� &RQFOXGLQJ�REVHUYDWLRQV�DQG�IXUWKHU�LVVXHV
6HFWLRQ� �� RI� WKLV� SDSHU� VNHWFKHG� WKH� WUDGLWLRQDO� WH[WERRN�PRGHO� RIKRZ� PRQHWDU\� SROLF\� LV� WUDQVPLWWHG� IURP� WKH� FHQWUDO� EDQN� WR� WKHILQDQFLDO�V\VWHP�DQG�ZLGHU�HFRQRP\���7KDW�PRGHO�LV�IRXQGHG�RQ�WKHQRWLRQ� WKDW� WKH� FHQWUDO� EDQN� JLYHV� HIIHFW� WR� PRQHWDU\� SROLF\� E\DGMXVWLQJ�WKH�VXSSO\�RI�LWV�OLDELOLWLHV�UHODWLYH�WR�WKH�GHPDQG�IRU�WKHP�+RZHYHU�� IRU�PRQHWDU\� SROLF\� WR� EH� HIIHFWLYH� LQ� WKDW�PRGHO�� WKHUHQHHGV� WR� H[LVW� D� VWDEOH� GHPDQG� IRU� DQ� RXWVWDQGLQJ� VWRFN� RI� WKRVHOLDELOLWLHV�� �:H� KDYH� VXJJHVWHG� WKDW� LQ� WRGD\¶V� ZRUOG�� ZKHUH� WKHUHH[LVW�FORVH�VXEVWLWXWHV�IRU�WKH�FHQWUDO�EDQN¶V�OLDELOLWLHV��WKDW�FRQGLWLRQSUREDEO\�LV�QRW�ZHOO�VDWLVILHG�
6R�ZKHUH�WR�IURP�WKHUH"��2QH�GLUHFWLRQ�RI�WKLQNLQJ�LV�WKDW�WKHUH�LV�DQHHG� IRU� WKH� PRQHWDU\� V\VWHP� WR� EH� VWUXFWXUHG� LQ� D� ZD\� VR� DV� WRJHQHUDWH� DQ� LUUHGXFLEOH� GHPDQG� IRU� D� VWRFN� RI� WKH� FHQWUDO� EDQN¶VOLDELOLWLHV� WR� KROG�� � 7UDGLWLRQDOO\�� UHVHUYH� UHTXLUHPHQWV� KDYH� EHHQVHHQ� DV� SOD\LQJ� WKLV� UROH�� � %XW� ZLWK� UHVHUYH� UHTXLUHPHQWV� EHLQJSKDVHG�RXW�LQ�PDQ\�FRXQWULHV��WKH�IRFXV�LQ�UHFHQW�\HDUV�KDV�VKLIWHG�WRWKH�UROHV�FHQWUDO�EDQNV�SOD\�LQ�WKH�SD\PHQWV�V\VWHP��DV�EDQNHU�WR�WKHJRYHUQPHQW�� DQG� DV� WKH� LVVXHU� RI� SK\VLFDO� FXUUHQF\�� DV� VRXUFHV� RIGHPDQG� IRU� WKH� FHQWUDO� EDQN¶V� OLDELOLWLHV�� 7KHVH� FHQWUDO� EDQN� UROHVKDYH�FRPH�WR�EH�VHHQ�DV�LPSRUWDQW�HOHPHQWV�RI�WKH�XQGHUSLQQLQJ�IRUPRQHWDU\� SROLF\�� DQG� WKUHDWV� WR� WKHP� KDYH� EHHQ� VHHQ� E\� VRPH� DVWKUHDWV�WR�FHQWUDO�EDQNV¶�FDSDFLW\�WR�LPSOHPHQW�PRQHWDU\�SROLF\�
7KHUH� LV�� KRZHYHU�� DQ� DOWHUQDWLYH� YLHZ�� ZKLFK� ZH� GHYHORSHG� LQVHFWLRQ� ��� � :H� REVHUYHG� WKDW� VRPH� FHQWUDO� EDQNV� QR� ORQJHULPSOHPHQW�PRQHWDU\�SROLF\�E\�FRQWUROOLQJ� WKH�DPRXQW�RI� WKHLU�RZQOLDELOLWLHV�RQ�LVVXH��EXW�LQVWHDG�VWDQG�LQ�WKH�PDUNHW�DW�DQ�LQWHUHVW�UDWHDW�ZKLFK�WKH\�LVVXH�DQG�UHPXQHUDWH�WKRVH�OLDELOLWLHV���7UDQVPLVVLRQ�RISROLF\� WR� WKH� ILQDQFLDO� V\VWHP� WKHQ� RFFXUV� WKURXJK� LQWHUHVW� UDWHDUELWUDJH��8QGHU�VXFK�D�UHJLPH��WKH�PRQH\�VXSSO\�LV�HQGRJHQRXV�
:H� KDYH� DOVR� VHHQ� KRZ� RQH¶V� FKRLFH� RI� PRGHO� ±� DV� EHWZHHQ� WKHWUDGLWLRQDO�WH[WERRN�PRQH\�VXSSO\�PRQH\�GHPDQG�PRGHO��DQG�ZKDW�,ZLOO� FDOO� WKH� LQWHUHVW� UDWH� DUELWUDJH� PRGHO� ±� KLQJHV� LPSRUWDQWO\� RQRQH¶V�DVVXPSWLRQ�FRQFHUQLQJ�WKH�VXEVWLWXWDELOLW\�RI�FRPPHUFLDO�EDQNOLDELOLWLHV�IRU�WKH�FHQWUDO�EDQN¶V�OLDELOLWLHV���7KH�WH[WERRN�PRGHO�UHOLHVRQ�WKHUH�EHLQJ�QR�FORVH�VXEVWLWXWHV�IRU� WKH�FHQWUDO�EDQN¶V� OLDELOLWLHV�
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ZKHUHDV�WKH�DUELWUDJH�PRGHO�RI�WUDQVPLVVLRQ�LV�EDVHG�RQ�WKHUH�EHLQJD� KLJK� GHJUHH� RI� VXEVWLWXWDELOLW\� EHWZHHQ� WKH� FHQWUDO� EDQN¶V� DQGFRPPHUFLDO�EDQNV¶�OLDELOLWLHV�
:H� KDYH� DOVR� DUJXHG�� KRZHYHU�� WKDW�ZKLOH� XQGHU� FXUUHQW� RSHUDWLQJSURFHGXUHV� WKH� WUDQVPLVVLRQ� RI� PRQHWDU\� SROLF\� UHOLHV� RQ� FHQWUDOEDQN�DQG�FRPPHUFLDO�EDQN�OLDELOLWLHV�EHLQJ�FORVH�VXEVWLWXWHV��WKHUH�LVOLWWOH� SURVSHFW� RI� FHQWUDO� EDQNV¶� OLDELOLWLHV� EHLQJ� VXEVWLWXWHG� LQWRH[WLQFWLRQ�� 7R� EH� VXUH�� RQJRLQJ� GHYHORSPHQWV� LQ� LQIRUPDWLRQWHFKQRORJ\�PD\�UHVXOW� LQ�FHQWUDO�EDQN� OLDELOLWLHV� IHDWXULQJ�HYHQ� OHVVDV�DQ�DFWLYHO\�XVHG�PHDQV�RI�SD\PHQW��EXW�LW�LV�GLIILFXOW�WR�VHH�KRZ�RUZK\� WKH\�VKRXOG�FHDVH� WR�FRQVWLWXWH� WKH�VWDQGDUG�RI�YDOXH� LQ�ZKLFKFRQWUDFWV�DUH�GHQRPLQDWHG�� DQG� WKXV� LQ�ZKLFK�SULFHV� DUH� H[SUHVVHG�)RU� WKDW� WR� FKDQJH� VRPH� RWKHU� VWDQGDUG� RI� YDOXH�� IRU� H[DPSOH� WKHOLDELOLWLHV�RI�WKH�ODUJHVW�RU�PRVW�VRXQG�FRPPHUFLDO�EDQN��ZRXOG�KDYHWR�FRPH�WR�EH�JHQHUDOO\�DFFHSWHG�DV�WKH�VWDQGDUG�RI�YDOXH�
%XW� WKDW� VHHPV� QR� PRUH� WKDQ� D� YHU\� UHPRWH� SRVVLELOLW\�� � )RU� RQHWKLQJ��DQ\�FRPSHWLWRU�ZLWK�D�FHQWUDO�EDQN�ZLOO� VWDUW� IURP�D�SRVLWLRQZKHUH�LWV�VRXQGQHVV�LV�HYDOXDWHG�LQ�WHUPV�RI�LWV�DELOLW\�WR�FRQYHUW�LWVOLDELOLWLHV�DW�D�IL[HG�SDULW\�LQWR�WKH�FHQWUDO�EDQN¶V�OLDELOLWLHV���$V�ORQJDV�WKDW�LV�WKH�FDVH��LW�LV�GLIILFXOW�WR�VHH�KRZ�D�FRPPHUFLDO�EDQN�FRXOGEH�SHUFHLYHG�DV�EHLQJ�PRUH�VRXQG�WKDQ�WKH�FHQWUDO�EDQN���7KLV�DORQHWHQGV� WR� VHFXUH� WKH� FHQWUDO� EDQN¶V� SRVLWLRQ� DV� LQFXPEHQW�� � %H\RQGWKDW��WKH�FR�RUGLQDWLRQ�SUREOHPV�LQ�JUDYLWDWLQJ�IURP�RQH�FXUUHQF\�WRDQRWKHU� DUH� FRQVLGHUDEOH�� � 7KH\� DUH� VLPLODU� LQ� QDWXUH� WR� WKRVHHQFRXQWHUHG� LQ� FKDQJLQJ� IURP� RQH� VHW� RI� SK\VLFDO� ZHLJKWV� DQGPHDVXUHV�WR�DQRWKHU��RU�IURP�FKDQJLQJ�IURP�GULYLQJ�RQ� WKH�ULJKW� WRGULYLQJ�RQ�WKH�OHIW�
��� 6RPH�IXUWKHU�LVVXHV
7KH�DQDO\VLV�SUHVHQWHG�LQ�WKLV�SDSHU��EHVLGHV�SURYLGLQJ�D�IUDPHZRUNIRU�XQGHUVWDQGLQJ�KRZ�FHQWUDO�EDQNV�WUDQVPLW�WKHLU�PRQHWDU\�SROLFLHVLQWR� WKHLU� UHVSHFWLYH� ILQDQFLDO� PDUNHWV�� SURYLGHV� D� SODWIRUP� IRUH[SORULQJ�D�QXPEHU�RI�RWKHU�FRQWHPSRUDU\�LVVXHV�LQ�FHQWUDO�EDQNLQJ�
)RU�LQVWDQFH��WKHUH�LV�WKH�TXHVWLRQ�±�ZKLFK�ZH�KDYH�QRW�H[SORUHG�±�RIZKDW� LW� LV� WKDW� XQGHUSLQV� WKH� FRQYHUWLELOLW\� RI� FRPPHUFLDO� EDQNV¶OLDELOLWLHV� IRU� WKH� FHQWUDO� EDQN¶V� OLDELOLWLHV�� DQG� KHQFH� WKH



��
VXEVWLWXWDELOLW\�RI�RQH�IRU�WKH�RWKHU���7KDW�XQGHUSLQQLQJ��RI�FRXUVH��LVSUXGHQWLDO� GLVFLSOLQH�� � 7R� VHH� WKDW� FRQQHFWLRQ�� UHFDOO� WKDW� WKHGHILQLWLRQ� RI� VROYHQF\� FRQFHUQV� RQH¶V� DELOLW\� WR� SD\� RQH¶V� GHEWVZKHQ�WKH\�IDOO�GXH��ZLWK�LW�EHLQJ�LPSOLFLW�WKDW�³DELOLW\�WR�SD\´�LV�WKHDELOLW\�WR�SD\�LQ�FHQWUDO�EDQN�PRQH\�RU�LWV�HTXLYDOHQW���
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