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7KH�0H[LFDQ�FULVLV�RI�ODWH������LPPHGLDWHO\�KDOWHG�WKH�SURJUHVV�PDGH�RQ�ORZHULQJ�WKH�LQWHUHVW�UDWHV�DQG�LQIODWLRQ��+DG�WKH�DXWKRULWLHV�DOORZHG�WKH�IXOO�ZRUNLQJ�RI�WKH�DQQRXQFHG�H[FKDQJH�UDWH�UHJLPH��WKH�UHDO�FRXOG�KDYH�GHSUHFLDWHG�VXEVWDQWLDOO\�LQ�'HFHPEHU�IROORZLQJ�WKH�ORVV�RI�86������ELOOLRQ�LQ LQWHUQDWLRQDO�UHVHUYHV��,QVWHDG��LW�EHFDPH�DSSDUHQW�WKDW�WKH�&HQWUDO�%DQN�ZDV�WDUJHWLQJ�DQ�LQIRUPDO�H[FKDQJH�UDWH�EDQG�RI�5������������SHU�GROODU��DQG�KDG�QR�SODQV�IRU�DQ\�PDMRU�DGMXVWPHQW�RI�WKLV�YDULDEOH��7KLV�ZDV�PDLQO\�GXH�WR�IHDUV�RI�LQIODWLRQDU\�FRQVHTXHQFHV�DQG�SROLWLFDO�ORVVHV��DV�WKH�JRYHUQPHQW�UHDOL]HG�WKH�ELJ�HOHFWRUDO�GLYLGHQGV�VWHPPLQJ�IURP�WKH�QHZO\�DFTXLUHG�PRQHWDU\�VWDELOLW\��1HYHUWKHOHVV��VWHUQ�PHDVXUHV�ZHUH�LQHYLWDEOH���7KH�RXWIORZ�RI�FDSLWDO�UHJDLQHG�PRPHQWXP�LQ�WKH�ILUVW�TXDUWHU�RI������GXH�WR�D�QHZ�URXQG�RI�0H[LFDQ�SHVR�GHSUHFLDWLRQ��ILQDQFLDO�SUREOHPV�LQ�$UJHQWLQD�DQG�WKH�LQFUHDVH�RI�WKH�IHGHUDO�IXQGV�UDWH�LQ�WKH�8�6���,Q�0DUFK�������WKH�%UD]LOLDQ�JRYHUQPHQW�DQQRXQFHG�D�QHZ�SDFNDJH�RI�ILVFDO�DQG�PRQHWDU\�UHVWULFWLRQV�DQG�D�QHZ�H[FKDQJH�UDWH�SROLF\�XQGHU�ZKLFK�WKH�&HQWUDO�%DQN�ZRXOG�RSHUDWH�E\�PHDQV�RI�D�SUH�DQQRXQFHG�H[FKDQJH�UDWH�EDQG��³ODUJHU�EDQG´��WKDW�ZDV�LQLWLDOO\�VHW�DW�5������������SHU�GROODU��LPSO\LQJ�D�GHYDOXDWLRQ�RI���SHUFHQW�DJDLQVW�SUH�FULVLV�OHYHO��8QGHU�WKLV�V\VWHP��WKH�PRQHWDU\�DXWKRULWLHV�ZRXOG�EH�DOORZHG�WR�LQWHUYHQH�LQ�WKH�LQWHULRU�RI�WKH�EDQG�LI�MXGJHG�QHFHVVDU\���7KH�QHZ�SROLF\�DOVR�DXJPHQWHG�WKH�RYHUQLJKW�LQWHUHVW�UDWH��6(/,&��IURP�����SHUFHQW�WR�����SHUFHQW�SHU�PRQWK��UHGXFHG�WKH�WUDQVDFWLRQV�WD[�RQ�H[WHUQDO�ERUURZLQJV�WR���SHUFHQW��DQG�ORZHUHG�WKH�PLQLPXP�PDWXULW\�RI�H[WHUQDO�ERQG�LVVXHV�DQG�VKRUW�WHUP�EDQN�FUHGLW�IURP�H[WHUQDO�VRXUFHV�WR���\HDUV����)LQDOO\��LW�GHFODUHG�WKDW�WKH�IHGHUDO�JRYHUQPHQW�ZRXOG�GHOD\�ZDJH�SD\PHQWV�DQG�UHQHJRWLDWH�DOO�FRQWUDFWV�LQ�WKH�SXEOLF�VHFWRU��DVN�&RQJUHVV�WR�VSHHG�XS�VSHFLILF�OHJLVODWLRQ�WR�KHOS�LWV�FRQWURO�RI�H[SHQGLWXUHV��DQG�DOVR�VWDUW�WKH�SULYDWL]DWLRQ�RI�PDMRU�VWDWH�HQWHUSULVHV��LQFOXGLQJ�9DOH�GR�5LR�'RFH�6RRQ�DIWHUZDUGV��WKH�QHZ�H[FKDQJH�UDWH�UHJLPH�EHFDPH�D�VLPSOH�FUDZOLQJ�SHJ�V\VWHP�ZLWK�UDWHV�VHW�GDLO\�E\�WKH�&HQWUDO�%DQN��$V�FDQ�EH�VHHQ�LQ�*UDSK����IURP�-XO\������WR�'HFHPEHU�������WKH�JRYHUQPHQW�IRUJRW�WKH�³ODUJHU�EDQG´�DQG�FRPSHOOHG�WKH�PDUNHW�WR�RSHUDWH�ZLWKLQ�D�PLQL�EDQG�WR�WKH�IRXUWK�GHFLPDO��7KHUHDIWHU��WKH�H[FKDQJH�UDWH�GHSUHFLDWHG�E\�DURXQG�����SHUFHQW�SHU�PRQWK��DFFXPXODWLQJ�����SHUFHQW�SHU�\HDU��%\�GRLQJ�VR��LW�IUR]H�WKH�UHDO�HIIHFWLYH�H[FKDQJH�UDWH�DW�WKH�OHYHOV�RI�0DUFK�������RU�DJJUDYDWHG�WKH�SURFHVV�RI�UHDO�DSSUHFLDWLRQ�VWDUWHG�LQ�������*UDSK�����
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*UDSK����0DUNHW�([FKDQJH�5DWH�DQG�%DQG����������/LPLWV��5��SHU�86�� *UDSK����(IIHFWLYH�([FKDQJH�5DWH�DQG�5DWH�RI�1RQ�7UDGHG�WR�7UDGHG�*RRGV�3ULFHV����
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$IWHU�WXUQLQJ�WR�VXFK�D�ULJLG�VFKHPH��WKH�PRQHWDU\�DXWKRULWLHV�WKHQ�KDG�WKH�HDV\��DOEHLW�XQSOHDVDQW��WDVN�RI�VHWWLQJ�WKH�LQWHUHVW�UDWHV���:KHQHYHU�WKH�FRXQWU\�H[SHULHQFHG�D�GDQJHURXV�ORVV�RI�LQWHUQDWLRQDO�UHVHUYHV��WKH\�ZRXOG�SXVK�XS�LQWHUHVW�UDWHV�XQWLO�LW�EHFDPH�DWWUDFWLYH�DJDLQ�WR�ILQDQFLDO�LQYHVWRUV��7KDW�PHDQW�SD\LQJ�WKHP�D�ULVN�SUHPLXP�LQ�H[FHVV�RI�ULVN�IUHH�LQWHUHVW�UDWHV��86�7UHDVXU\�%RQGV�RU�%LOOV��SOXV�WKH�����SHUFHQW�H[SHFWHG�GHSUHFLDWLRQ��DQG�YLFH�YHUVD�LQ�WKH�FDVH�RI�PRQHWDU\�HDVLQJ��*UDSK�����7KH�UXOH�ZDV�VLPSOH��EXW�PRVW�RI�WKH�WLPH�ELWWHU�IRU�WKH�HFRQRP\��7KH�DXWKRULWLHV�HVVHQWLDOO\�HVWDEOLVKHG�D�IORRU�WR�WKH�QRPLQDOLQWHUHVW�UDWH�DURXQG����SHUFHQW�SHU�\HDU�E\�FRPSRXQGLQJ�����SHUFHQW�RI�H[SHFWHG�GHSUHFLDWLRQ�ZLWK��LQ�³QRUPDO´�FRQGLWLRQV����SHUFHQW�RI�IHG�IXQGV�UDWH����SHUFHQW�WUDQVDFWLRQV�FRVWV�DQG�WD[HV��2EYLRXVO\��WKH�VPDOOHU�WKH�LQIODWLRQ�UDWH��WKH�KLJKHU�WKH�UHDO UDWH�RI�LQWHUHVW��,Q������DQG�������QRPLQDO�DQG�UHDO�VKRUW�WHUP�LQWHUHVW�UDWHV�ZHUH�H[WUHPHO\�KLJK��UHIOHFWLQJ�WKH�EDWWOH�IRU�H[WHUQDO�FUHGLELOLW\�IRXJKW�E\�WKH�JRYHUQPHQW��%XW��IURP�PLG������DQG�������WKH�%UD]LOLDQ�HFRQRP\�HQMR\HG�EHWWHU�FRQGLWLRQV��1HYHUWKHOHVV��WKH\�LPSOLHG�DQ�DEQRUPDOO\�KLJK�UHDO�LQWHUHVW�UDWH�RI������SHUFHQW�SHU�\HDU�LQ�WKH�PRQH\�PDUNHW�DV�H[SHFWHG�LQIODWLRQ�IHOO�WR�����SHUFHQW��%HFDXVH�RI�KLJK�UHVHUYH�UHTXLUHPHQWV�RQ�EDQN�OLDELOLWLHV��UHDO�LQWHUHVW�UDWHV�RQ�EDQN�ORDQV�ZHUH�IDU�JUHDWHU��DWWDLQLQJ�PRUH�WKDQ�����SHUFHQW�SHU�\HDU��&RQVLGHULQJ�VXFK�KLJK�UDWHV��LW�LV�QR�ZRQGHU�WKDW�UHDO�*'3�VKRZHG�D�UHFHVVLRQ�LQ�WKH�WXUQ�RI������DQG�JUHZ�DW�RQO\�����SHUFHQW�LQ������DQG�����LQ�������7DEOH�����7KH�XQHPSOR\PHQW�UDWH��ZKLFK�KDG�ORQJ�DJR�VWDELOL]HG�LQ�WKH�UDQJH�RI�����SHUFHQW�RI�WKH�ZRUNIRUFH��UHDFKHG�����SHUFHQW�LQ�������*UDSK�����
7DEOH����5HDO�3ODQ�3KDVH�,,��6HOHFWHG�0DFURHFRQRPLF�9DULDEOHV,QIODWLRQ $QQXDO�5HDO� $QQXDO�5HDO� 8QHPSOR\PHQW�,13&� ,QWHUHVW�5DWH *'3�JURZWK 5DWH���SHU�PRQWK� ��� ���� ����������,, ��� ���� ����� �����������, ��� ���� ����� ���,, ��� ���� ��� �����������, ��� ���� ��� ���,, ��� ���� ��� �����������, ��� ���� ��� ���,, ����� ���� ����� ���6RXUFH��)*9���&HQWUDO�%DQN�6(/,&�UDWH��GHIODWRU�,13&��DYHUDJHV�SHU�SHULRG�
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&RQFHUQLQJ�ILVFDO�SROLF\��WKH�H[SDQVLRQ�WKDW�WRRN�SODFH�LQ������DQG������REYLRXVO\�XQGHUPLQHG�WKH�HFRQRPLF�VFHQH��7KH�UHDVRQV�WKDW�H[SODLQ�VXFK�GLVDVWURXV�SHUIRUPDQFH�DUH�ZHOO�NQRZQ��ILUVW��JLYHQ�WKDW�UHDO�LQWHUHVW�UDWHV�KDG�VN\URFNHWHG��SD\PHQWV�RI�LQWHUHVW�RQ�WKH�SXEOLF�GHEW�PRXQWHG�IURP�����SHUFHQW�RI�WKH�*'3�LQ������WR�����SHUFHQW�LQ������DQG�����SHUFHQW�LQ�������6HFRQGO\��PDQ\�EHQHILFLDO�UXOHV�DOORZ�DXWRPDWLF�H[SHQGLWXUH�LQFUHDVHV�LQ�WKH�SXEOLF�VHFWRU��'XULQJ�K\SHULQIODWLRQ��WKH�JRYHUQPHQW�XVHG�WR�FRQWURO�WKHP�E\�VLPSO\�GHOD\LQJ�PRQHWDU\�DGMXVWPHQWV�LQWHQGHG�WR�SUHVHUYH�WKHLU�UHDO�YDOXHV�� $IWHU�SULFH�VWDELOL]DWLRQ��VXFK�H[SHQGLWXUHV�URVH�LUUHYRFDEO\��7KLUG��WKH�IHGHUDO�JRYHUQPHQW�PDGH�D�FRQWULEXWLRQ�RI�LWV�RZQ�LQ������E\�DXJPHQWLQJ�PLQLPXP�ZDJHV��DORQJ�ZLWK�RWKHU�ZDJHV�RI�FHUWDLQ�FDWHJRULHV�DQG�SHQVLRQV�E\����SHUFHQW��)RXUWK��WKH������EXGJHW�RYHUHVWLPDWHG�WKH�UDWH�RI�LQIODWLRQ��DOORZLQJ�WKH�JRYHUQPHQW�WR�H[SDQG�RXWOD\V�DKHDG�RI�WD[�UHFHLSWV��7KLV�PL[�RI�SROLWLFDO�OD[LW\��IRUHFDVWLQJ�HUURUV�DQG�LQVWLWXWLRQDO�ZHDNQHVVHV�VTXDQGHUHG�WKH�SULPDU\�VXUSOXV�RI�WKH�FRQVROLGDWHG�SXEOLF�VHFWRU�IURP�����SHUFHQW�RI�WKH�*'3�LQ������WR�D�GHILFLW�RI�����SHUFHQW�LQ�������7KH�RSHUDWLRQDO�ILVFDO�GHILFLW��ZKLFK�LQFOXGHV�WKH�UHDO�LQWHUHVW�ELOO��PRXQWHG�IURP������SHUFHQW��VXUSOXV��RI�WKH�*'3�WR�����SHUFHQW��UHVSHFWLYHO\��7KH�G\QDPLFV�RI�WKH�QHW�SXEOLF�GHEW�ZRUVHQHG��DV�LW�DOVR�KDG�WR�DFFRPPRGDWH�&HQWUDO�%DQN�LQWHUYHQWLRQV�WR�VWHULOL]H�WKH�LQIORZ�RI�IRUHLJQ�FDSLWDO�EURXJKW�E\�KLJK�LQWHUHVW�UDWHV��,Q�VSLWH�RI�LQFUHDVLQJ�SULYDWL]DWLRQ�UHFHLSWV��LW�JUHZ�IURP������SHUFHQW�RI�WKH�*'3�LQ������WR������SHUFHQW�LQ�������7DEOH�����
7DEOH����,QGLFDWRUV�RI�)LVFDO�3HUIRUPDQFH���RI�*'3�3HULRG 36%5 5HDO�,QWHUHVW 1HW�3XEOLF�2SHUDWLRQDO 3ULPDU\ 3D\PHQWV 'HEW���� ����� ����� ��� �������� ����� ����� ��� �������� ��� ����� ��� �������� ��� ��� ��� �������� ��� ��� ��� �������� ��� ��� ��� �������� ��� ����� ��� ��������I ��� ����� ��� ����6RXUFH��%&%�1RWH���LQ����PRQWKV��3XEOLF�6HFWRU�%RUURZLQJ�5HTXLUHPHQWV�
� 6HH�&DUGRVR �������IRU�D�FRPSUHKHQVLYH�DFFRXQW�RI�VXFK�PHFKDQLVP�RI�H[SHQGLWXUHV�FRQWURO�LQ�%UD]LO�GXULQJ�PRVW�RI�WKH�K\SHULQIODWLRQ�SHULRG��6HH�DOVR�*LDPELDJL�DQG�$OpP��������RQ�PRVW�LPSRUWDQW�DQG�UHFHQW�ILVFDO�LVVXHV�
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,Q�WKHRU\��ILVFDO�SROLF\�FRXOG�KDYH�ZRUNHG�WR�QHXWUDOL]H�WKH�QHJDWLYH�HIIHFWV�RQ�HFRQRPLF�DFWLYLW\�FDXVHG�E\�WKH�LQWHUHVW�UDWH�KLNH�DQG�H[FKDQJH�UDWH�DSSUHFLDWLRQ��7LJKW�PRQHWDU\�SROLF\�FRXOG�KDYH�EHHQ�JHDUHG�WR�H[WHUQDO�HTXLOLEULXP�ZKLOH�ILVFDO�H[SDQVLRQ�SUHVHUYHG�WKH�REMHFWLYH�RI�IXOO�HPSOR\PHQW��%XW�WKH�PRYH�ZDV�IUDLO��UHDO�LQWHUHVW�UDWHV�LPSRVHG�E\�WKH�PRQHWDU\�H[FKDQJH�UDWH�SROLF\�PL[�ZHUH�LQFRQVLVWHQW�RYHU�WLPH�ZLWK�SXEOLF�GHEW�VWDELOLW\��$QG�UHDO�H[FKDQJH�UDWH�ZDV�LQFRQVLVWHQW�ZLWK�IXOO�HPSOR\PHQW��JLYHQ�WKH�JRDO�RI�VXVWDLQHG�H[WHUQDO�OLDELOLW\��7KXV��DV�FDQ�EH�REVHUYHG��WKH�FXUUHQW�DFFRXQW�GHILFLW�UHDFKHG�86�����ELOOLRQ�LQ�������RU�����SHUFHQW�RI�*'3��DQG�WKH�UDWLR�RI�QHW�H[WHUQDO�OLDELOLW\�WR�H[SRUWV�UHDFKHG������SXWWLQJ�WKH�FRXQWU\¶V�H[WHUQDO�SRVLWLRQ�LQ�D�FOHDUO\�VWUDLQHG�VLWXDWLRQ��7DEOHV���DQG�����
7DEOH����,QGLFDWRUV�RI�([WHUQDO�6HFWRU�3HUIRUPDQFH��86��ELOOLRQ�
3HULRG ([SRUWV ,PSRUWV &DSLWDO�,QFRPH &XUUHQW�$FFRXQW ��RI�*'3

'HILFLW���� ���� ���� ��� ��� ������� ���� ���� ���� ���� ������� ���� ���� ���� ���� ������� ���� ���� ���� ���� ������� ���� ���� ���� ���� ������� ���� ���� ���� ���� ������� ���� ���� ���� ���� ���*URZWK����� ��� ��� ���� ���� ����6RXUFH��)*9
7DEOH�����,QGLFDWRUV�RI�([WHUQDO�6HFWRU�5LVN
3HULRG 1HW�([WHUQDO���/LDELOLWLHV &DSLWDO�,QFRPH�6HQW�$EURDG 6KRUW�7HUP�([WHUQDO�'HEW�UDWLR�WR�H[SRUWV� ��RI�H[SRUWV ��RI�1(/� ���RI��5HVHUYHV������ ��� ���� ��� ��������� ��� ���� ��� ��������� ��� ���� ��� ��������� ��� ���� ��� ��������� ��� ���� ��� ��������� ��� ���� ��� ��������I� ��� ���� ��� ����$YJ�� ��� ���� ��� ����6RXUFH��%&%�1RWH���1HW�([WHUQDO�/LDELOLWLHV��1(/�� �DYHUDJH�RI��W��DQG��W����
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$V�PDUNHWV�EHFDPH�DZDUH�RI�WKHVH�LQFRQVLVWHQFLHV��WKH�URRP�IRU�ILVFDO�H[SDQVLRQ�EHFDPH�QXOO��%\�UHMHFWLQJ�GHYDOXDWLRQ��IXOO�HPSOR\PHQW�DQG�FXUUHQW�DFFRXQW�EDODQFH�KDG�WR�EH�SRVWSRQHG�XQWLO�LQFUHDVHV�LQ�SURGXFWLYLW\�DQG�VDYLQJV�OLIWHG�WKH�LQWHUQDO�DQG�H[WHUQDO�VFHQDULR��$�PLOG�FULVLV�ODWHU�SURPSWHG�RWKHU�PLVFHOODQHRXV�FRXQWHUPHDVXUHV�E\�WKH�&HQWUDO�%DQN�VXFK�DV�VDOHV�RI�GROODU�GHQRPLQDWHG�ERQGV��WKH�HDVLQJ�RI�FDSLWDO�LQIORZ�UHVWULFWLRQV��WKH�DVVXPSWLRQ�RI�ORQJ�SRVLWLRQV�LQ�IXWXUHV�PDUNHWV��HWF��$QG�ZKLOH�WKH�$VLDQ�FULVLV�DQG�5XVVLDQ�GHIDXOW�ODWHU�UHTXLUHG�HYHQ�VWURQJHU�WRROV��LW�ZDV��LURQLFDOO\��D�GRPHVWLF��0LQDV�*HUDLV�VWDWH��PRUDWRULXP�WKDW�EURXJKW�WKH�ILQDO�EORZ�WR�WKH�PDFURHFRQRPLF�SROLF\�PL[��
,9��$�0DFURHFRQRPLF�0RGHO
7KH�WUDS�VXJJHVWHG�DERYH�FDQ�EH�EHWWHU�XQGHUVWRRG�ZLWK�WKH�DLG�RI�D�VLPSOH�,6�/0�PRGHO�LQ�WKH�0XQGHOO�)OHPLQJ�WUDGLWLRQ��,I�WKH�IROORZLQJ�HTXDWLRQV�GHVFULEH�LQWHUQDO�HTXLOLEULXP�LQ�WKH�JRRGV�DQG�PRQH\�PDUNHWV�DQG�H[WHUQDO��EDODQFH�RI�SD\PHQWV��HTXLOLEULXP��WKHQ�WKH�,6�FXUYH�LV�JLYHQ�E\� \� �\��J��U��H��S��S� ���ZKHUH�\�UHSUHVHQWV�UHDO�*'3��J�LV�D�SDUDPHWHU�RI�DXWRQRPRXV�H[SHQGLWXUHV��SULYDWH�DQG�SXEOLF���U�LV�WKH�UHDO�LQWHUHVW�UDWH�DQG�H�LV�WKH�UHDO�H[FKDQJH�UDWH��GHILQHG�DV�WKH�UDWLR�RI�GRPHVWLF�WR�IRUHLJQ�SULFHV��3DUWLDO�GHULYDWLYHV�RI�\�DUH�SRVLWLYHV�UHJDUGLQJ�J�DQG�QHJDWLYH�ZLWK�UHVSHFW�WR�U�DQG�H��:H�WDNH�WKH�SULFH�OHYHO�S�DQG�H[SHFWHG�LQIODWLRQ�S DV�JLYHQ�0RQH\�PDUNHW�HTXLOLEULXP�UHTXLUHV�WKDW�UHDO�LQFRPH�\�LV�SRVLWLYHO\�UHODWHG�WR�WKH�UHDO�PRQH\�VWRFN�DQG�WR�WKH�QRPLQDO�LQWHUHVW�UDWH�VR�WKDW�ZH�FDQ�ZULWH�WKH /0�VFKHGXOH�DV�P� �O��\��U��������������������������� ���%DODQFH�RI�SD\PHQWV�HTXLOLEULXP�UHTXLUHV�WKDW�FXUUHQW�DFFRXQW�GHILFLWV�EH�PDWFKHG�E\�FDSLWDO�DFFRXQW�VXUSOXVHV�RI�HTXDO�DPRXQWV�WKXV�LPSO\LQJ�SRVLWLYH�UHODWLRQVKLSV�EHWZHHQ�UHDO�LQFRPH�DQG�UHDO�LQWHUHVW�UDWH�DQG�EHWZHHQ�WKH�ODWWHU�DQG�WKH�UHDO�H[FKDQJH�UDWH��:H�DVVXPH�OHVV�WKDQ�SHUIHFW�FDSLWDO�PRELOLW\�ZKLFK�PHDQV�WKDW�D�FRXQWU\�FDQ�DWWUDFW�ODUJHU�DPRXQWV�RI�IRUHLJQ�FDSLWDO�E\�UDLVLQJ�WKH�GRPHVWLF�LQWHUHVW�UDWH�DERYH�WKH�H[WHUQDO��ULVN�IUHH��LQWHUHVW�UDWH�SOXV�WKH�FRXQWU\¶V�ULVN�SUHPLXP�DQG�WKH�H[SHFWHG�H[FKDQJH�UDWH�GHSUHFLDWLRQ��UHVSHFWLYHO\��L��U DQG�H EHORZ���7RJHWKHU�WKH\�PDNH�XS�IRU�WKH�RSSRUWXQLW\�
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FRVW�RI�LQYHVWLQJ�DEURDG��'RLQJ�VR��LW�FDQ�ILQDQFH�DQ�LQFUHDVH�LQ�WKH�FXUUHQW�DFFRXQW�GHILFLW�E\�PDWFKLQJ�D�FRUUHVSRQGHQW�LQFUHDVH�LQ�WKH�FDSLWDO�DFFRXQW�VXUSOXV��7KXV��WKH�%3�FXUYH�LV�ZULWWHQ�DV� %��\��H��U��L��U��H�� �������������������������� ���7KH�PRGHO�KDV�WKUHH�HTXDWLRQV��WKUHH�XQNQRZQV��\��U�DQG�H��DQG�VHYHQ�SDUDPHWHUV��J��P��S��S���L��U DQG�H���3URYLGHG�WKDW�LQWHUHVW�UDWH�HODVWLFLW\�RI�LQFRPH�IRU�WKH�SXUSRVH�RI�H[WHUQDO�EDODQFH�LV�JUHDWHU�WKDQ�LWV�FRXQWHUSDUW�IRU�PRQH\�PDUNHW�HTXLOLEULXP�DQG�WKDW�H[FKDQJH�UDWH�HODVWLFLW\�RI�LQFRPH�IRU�WKH�IRUPHU�LV�VPDOOHU�WKDQ�WKH�VDPH�YDULDEOH�IRU�JRRGV�PDUNHW�HTXLOLEULXP��WKH�V\VWHP�FRQYH\V�FRQYHQWLRQDO�UHVXOWV�� 7KDW�LV�WR�VD\�WKDW�LW�GHPRQVWUDWHV�WKDW�H[SDQVLRQDU\�PRQHWDU\�SROLF\�LQFUHDVHV�RXWSXW�DQG�GHFUHDVHV��GHYDOXHV��WKH�UHDO�H[FKDQJH�UDWH�DQG�WKH��UHDO��LQWHUHVW�UDWH��([SDQVLRQDU\�ILVFDO�SROLF\�UDLVHV�WKH�UHDO�LQWHUHVW�UDWH��RXWSXW�DQG�UHDO�H[FKDQJH�UDWH��7KH�KLJKHU�WKH�GHJUHH�RI�FDSLWDO�PRELOLW\�XQGHU�IOH[LEOH�H[FKDQJH�UDWH�UHJLPHV��WKH�ZHDNHU�WKH�HIIHFWV�RI�ILVFDO�SROLF\�RQ�RXWSXW�DQG�LQWHUHVW�UDWHV�DQG�WKH�VWURQJHU�WKH�HIIHFW�RI�PRQHWDU\�SROLF\��DQG�YLFH�YHUVD�LQ�WKH�FDVH�RI�IL[HG�H[FKDQJH�UDWHV��)LJXUH���LOOXVWUDWHV�WKH�ILUVW�SKDVH�RI�WKH�5HDO�3ODQ�ZLWK�KLJK�FDSLWDO�PRELOLW\�DQG�IOH[LEOH�H[FKDQJH�UDWHV�EHORZ�WKH�OLPLW�RI�RQH�UHDO�SHU�GROODU��
)LJXUH����)LUVW�3KDVH�RI�WKH�5HDO�3ODQ��&DSLWDO�0RELOLW\�DQG�D�)OH[LEOH�([FKDQJH�5DWH

� :LWK�WKH�DVVXPSWLRQV�WKDW���L��PRQH\�PDUNHW�DGMXVWV�LQVWDQWDQHRXVO\���LL��RXWSXW�LQFUHDVHV�ZLWK�H[FHVV�GHPDQG�IRU�JRRGV�DQG�WKH�EDODQFH�RI�SD\PHQWV�LV�DOZD\V�LQ�HTXLOLEULXP�ZLWK�IOH[LEOH�UDWHV��DQG��LLL��WKH�V\VWHP�LV�ORFDOO\�VWDEOH��
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3RLQW�$�LV�WKH�LQLWLDO�HTXLOLEULXP�DQG�SRLQW�%�LV�WR�EH�DYRLGHG�EHFDXVH�LW�UHSUHVHQWV�WKH�IRUHFDVWHG�VLWXDWLRQ�RI�RYHUKHDWLQJ�FDXVHG�E\�WKH�VXUJH�LQ SULYDWH�GHPDQG�GXH�WR�SULFH�VWDELOL]DWLRQ��,6� VKLIWLQJ�WR�,6D���7LJKW�PRQHWDU\�SROLF\��/0� PRYLQJ�XSZDUG�WR�/0���HYHQWXDOO\�VHW�WKH�HFRQRP\�DW�SRLQW�&��ZKHUH�LW�HQMR\HG�IXOO�HPSOR\PHQW��\I��DW�D�FRVW�RI�KLJKHU�UHDO�LQWHUHVW�DQG�UHDO�H[FKDQJH�UDWH��%3�FXUYH�VKLIWV�XSZDUG�DV�FXUUHQF\�DSSUHFLDWHV���,Q�0DUFK�������WKUHH�PRQWKV�DIWHU�WKH�0H[LFDQ�FULVLV��DV�WKH�FRXQWU\¶V�ULVN�SUHPLXP�VRDUHG��WKH�JRYHUQPHQW�ZDV�ILQDOO\�FRPSHOOHG�WR�UDLVH�LQWHUHVW�UDWHV��,W�DOVR�GHFLGHG�WR�HVWDEOLVK�D�QHZ�H[FKDQJH�UDWH�UHJLPH��ZKLFK��DV�ZH�KDYH�VHHQ��ZDV�RI�D�FUDZOLQJ�SHJ�W\SH��YLUWXDOO\�IL[LQJ�WKH�UHDO�H[FKDQJH�UDWH�DW�SDVW�OHYHOV��7KH�%UD]LOLDQ�HFRQRP\�PRYHG�DFFRUGLQJO\�WR�D�SRLQW�OLNH�'�LQ�)LJXUH����ZKHUH�H[WUHPHO\�KLJK�UHDO�LQWHUHVW�UDWHV�VXFFHVVIXOO\�SUHYHQWHG�WKH�ORVV�RI�FHQWUDO�EDQN�UHVHUYHV�DQG�PDMRU�FXUUHQF\�GHYDOXDWLRQ��+RZHYHU��WKLV�FDPH�DW�D�FRVW�RI�UHFHVVLRQ�DQG�RI�PRXQWLQJ�ILVFDO�LPEDODQFHV��ZH�RPLW�LQ�WKLV�ILJXUH�WKH�/0�FXUYH�EHFDXVH�LWV�LV�HQGRJHQRXVO\�GHWHUPLQHG�LQ�WKH�FDVH�RI�IL[HG�H[FKDQJH�UDWHV���7KH�JRYHUQPHQW WULHG�WR�RIIVHW�WKH�GHIODWLRQDU\�HIIHFWV�RI�WKH�LQWHUHVW�UDWH�KLNH�RQ�HFRQRPLF�DFWLYLW\�E\�ODXQFKLQJ��RU�VLPSO\�E\�DOORZLQJ�LQVWLWXWLRQDO�WUHQGV�WRZDUG��DQ�H[SDQVLRQDU\�ILVFDO�SROLF\�WKDW�FRXOG�PRYH�WKH�HFRQRP\�WR�(��%XW�WKH�LQLWLDWLYH�ZDV�ERXQG�WR�IDLO��WKH�VWUHQJWK�RI�WKH�PRQHWDU\�H[FKDQJH�UDWH�PL[�UDSLGO\�ERRVWHG�SXEOLF�DQG�H[WHUQDO�LQGHEWHGQHVV��WKXV�VSUHDGLQJ�IHDUV�RI�LPSHQGLQJ�PDFURHFRQRPLF�LQVWDELOLW\��$V�LQYHVWRUV�XUJHG�WKH�JRYHUQPHQW�WR�UHJDLQ�FRQWURO�RYHU�WKH�EXGJHW�DQG�PDUNHW�SUHVVXUHV�HDVHG��WKH�HFRQRP\�HYHQWXDOO\�VHWWOHG�DW�SRLQW�)�ZLWK�OHVV�WKDQ�IXOO�HPSOR\PHQW��)LVFDO�H[SDQVLRQ�VKRXOG�KDYH�EHHQ�JUHDWHU�WKDQ�LW�ZDV�WR�DYRLG�VXFK�VORZ�JURZWK��TXDVL��HTXLOLEULXP��1HYHUWKHOHVV��LI�LW�KDG�EHHQ��ILQDQFLDO�PDUNHWV�ZRXOGQ¶W�KDYH�DFFHSWHG�LW�DW��QRUPDO��OHYHOV�RI�ULVN�DQG�H[SHFWHG�GHSUHFLDWLRQ��%3�VFKHGXOH�ZRXOG�KDYH�VKLIWHG�XSZDUGV�DQG�WKH�VLWXDWLRQ�UHJDUGLQJ�RXWSXW�UHPDLQHG�URXJKO\�WKH�VDPH�DV�DW�SRLQW�)��,QWHUHVW�UDWHV��KRZHYHU��ZRXOG�KDYH�EHHQ�HYHQ�KLJKHU�WKDQ�DW�(�
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)LJXUH����6HFRQG�3KDVH�RI�WKH�5HDO�3ODQ��+LJK�,QWHUHVW�5DWHV�DQG�D�&UDZOLQJ�3HJ

,Q�WKHRU\��WKH�ZD\�RXW�RI�WKH�WUDS�ZDV�VWUDLJKWIRUZDUG��,W�UHTXLUHG�D�FRPSOHWH�UHYHUVDO�RI�WKH�SROLF\�PL[��&XUUHQF\�GHYDOXDWLRQ�ZRXOG�KDYH�LPSURYHG�WKH�EDODQFH�RI�SD\PHQWV�HLWKHU�E\�VWLPXODWLQJ�QHW�H[SRUWV�RU�DWWUDFWLQJ�IRUHLJQ�LQYHVWPHQW��)LVFDO�WLJKWHQLQJ�ZDV�QHFHVVDU\�LQ�RUGHU�WR�VZLWFK�GRPHVWLF�H[SHQGLWXUHV�DZD\�IURP�WKH�H[WHUQDO�VHFWRU��VWDELOL]H�WKH�UDWLR�RI�SXEOLF�GHEW�WR�*'3�DQG�UHJDLQ�LQYHVWRUV¶�FRQILGHQFH��)LVFDO�WLJKWHQLQJ�FRXOG�DOVR�KDYH�KHOSHG�UHJDLQ�FRQILGHQFH�E\�UHGXFLQJ�WKH�UHDO�YDOXHV�RI�SXEOLF�H[SHQGLWXUHV�DQG�SXEOLF�GHEW�GHQRPLQDWHG�LQ�UHDO�ZKLOH�LQFUHDVLQJ�WKH�SULFH�OHYHO��%RWK�ZRXOG�KDYH�DOORZHG�D�VKDUS�GHFOLQH�LQ�UHDO�LQWHUHVW�UDWHV��,Q�WHUPV�RI�)LJXUH����WKH�,6� FXUYH��DJJUHJDWH�GHPDQG��ZRXOG�KDYH�VKLIWHG�WR�WKH�ULJKW��EHFDXVH�QHW�H[SRUWV�VWLPXOXV�RQ�GHPDQG�FRXOG�KDYH�PRUH�WKDQ�RIIVHW�WKH�GHIODWLRQDU\�LPSDFW�RI�ILVFDO�WLJKWHQLQJ��$FFRUGLQJO\��%3� FXUYH�ZRXOG�KDYH�VKLIWHG�GRZQZDUG�IROORZLQJ�WKH�GHYDOXDWLRQ�DQG�IXOO�HPSOR\PHQW�HTXLOLEULXP�ZRXOG�KDYH�EHHQ�UHJDLQHG�ZLWK�ORZHU�UHDO�LQWHUHVW�UDWHV��1HYHUWKHOHVV��WZR�GLOHPPDV�UHPDLQHG��KRZ�FRXOG�%UD]LO�DFFRPSOLVK�D�PDMRU�GHYDOXDWLRQ�ZLWKRXW�IXHOOLQJ�LQIODWLRQ�DQG�ILQDQFLDO�GLVWUHVV"�$QG�ZKDW�ZDV�WKH�EHVW�H[FKDQJH�UDWH�UHJLPH�XQGHU�WKRVH�FLUFXPVWDQFHV"�&ULWLFV�ZHUH�NHHQ�WR�SRLQW�RXW�WKH�WURXEOHV�FDXVHG�E\�WKH�PDFURHFRQRPLF�SROLF\�PL[�RI����������EXW�ZHUH�LQ�GLVDJUHHPHQW�RQ�WKH�DPRXQW�RI�RYHUYDOXDWLRQ�DQG�ZKDW�G\QDPLFV�ZRXOG�EH�EURXJKW�E\�DQ\�GHSDUWXUH�IURP�WKH�H[LVWLQJ�
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DUUDQJHPHQWV��$OO�WKH\�FRXOG�VD\�ZDV�WKDW��\HV��D�PD[L�GHYDOXDWLRQ�ZRXOG�EH�KDUG�WR�PDQDJH��EXW�WURXEOHV�FRXOG�EH�PLQLPL]HG�LI�FHUWDLQ�FRQGLWLRQV�ZHUH�PHW�OLNH�D�FDOP�LQWHUQDWLRQDO�VFHQDULR��WLJKW�ILVFDO�VWDQFH��ODUJH�RXWSXW�JDS��ORZ�GHJUHH�RI�ZDJH�LQGH[DWLRQ��VRXQG�EDQNLQJ�V\VWHP�DQG�JUHDW�DYDLODELOLW\�RI�LQWHUQDWLRQDO�ILQDQFLDO�VXSSRUW��)LVFDO�SROLF\�DSDUW��VRPH�RI�WKHVH�FRQGLWLRQV�ZHUH�DSSDUHQWO\�LQ�SODFH�EHWZHHQ�PLG������DQG�PLG�������7DEOH���DQG�*UDSK�����EXW�LW�ZDV�WDNHQ�IRU�JUDQWHG�&ULWLFV�ZHUH�DOVR�GLYLGHG�RYHU�WKH�LVVXH�RI�WKH�QHZ�H[FKDQJH�UDWH�UHJLPH��7KHUH�ZHUH�WKUHH�PDLQ�JURXSV���WKH�ILUVW�VXSSRUWHG�PLOG�FKDQJHV�LQ�WKH�FUDZOLQJ�SHJ�UHJLPH�WKHQ�DW�ZRUN��7KH\�ZDQWHG�D�JUDGXDO�LQFUHDVH�LQ�WKH�ZLGWK�RI�WKH�³PLQL�EDQG´�VR�WKDW�DIWHU�D�SHULRG�RI���RU�� \HDUV��WKH�IRUHLJQ�H[FKDQJH�PDUNHW�ZRXOG�RSHUDWH�IUHHO\�ZLWKLQ�WKH�³ODUJHU�EDQG´�ZLWK�DQ�DYHUDJH�PDUJLQ�RI�������SHUFHQW��7KLV�SURSRVDO�HIIHFWLYHO\�VDZ�QR�PDMRU�FXUUHQF\�RYHUYDOXDWLRQ�DQG�SODFHG�JUHDWHU�ZHLJKW�RQ�LQIODWLRQ�FRQFHUQV�DIWHU�DQ\�UHDOLJQPHQW��7KH�VHFRQG�JURXS�VXSSRUWHG�D�PLGGOH�RI�WKH�URDG�SURSRVDO�WKDW�VLPSO\�FDOOHG�IRU�DQ�LQFUHDVH�LQ�WKH�UDWH�RI�FUDZO�IRU�D�SHULRG�RI�DURXQG�RQH�\HDU�XQWLO�D�UHDO�GHSUHFLDWLRQ�RI�VRPH����SHUFHQW�ZDV�DFFRPSOLVKHG�DIWHU�ZKLFK�WKH�FXUUHQF\�FRXOG�EH�IL[HG�DJDLQVW�WKH�GROODU��6XFK�DQ�DOWHUQDWLYH�KDG�WKH�REYLRXV�SUREOHPV�RI�SXVKLQJ�XS�LQWHUHVW�UDWHV�DQG�H[SHFWHG�GHSUHFLDWLRQ��WKHUHIRUH�ULVNLQJ�WKH�ORVV�RI�UHVHUYHV�DQG�UHFHVVLRQ��7R�DYRLG�WKHVH�VKRUWFRPLQJV��WKLV�JURXS�LQVLVWHG�XSRQ�D�FOHDU�WLJKWHQLQJ�RI�WKH�ILVFDO�SROLF\��7KH�WKLUG�JURXS�RI�FULWLFV�VDZ�QR�RSWLRQ�RWKHU�WKDQ�IORDWLQJ�WKH�FXUUHQF\��HLWKHU�ZLWKLQ�D�ODUJH�EDQG�RU�IUHHO\��ZLWK�WKH�RSWLRQ�RI�WUDQVLWRU\�LQWHUYHQWLRQV�IURP�WKH�&HQWUDO�%DQN��7KH\�WKRXJKW�LQWHUPHGLDU\�H[FKDQJH�UDWH�VFKHPHV��OLNH�WKH�%UD]LOLDQ�VRIW�SHJ��ZHUH�LOO�VXLWHG�WR�SURPRWH�LQWHUQDO�DQG�H[WHUQDO�EDODQFHV�LQ�WKH�QHZ�LQWHUQDWLRQDO�ILQDQFLDO�HQYLURQPHQW�FKDUDFWHUL]HG�E\�KXJH�DQG�YRODWLOH�FDSLWDO�IORZV�DQG�OLEHUDOL]HG�FDSLWDO�DFFRXQWV��
9��$QVZHUV�DQG�+RSHV1DWXUDOO\��JRYHUQPHQW�RIILFLDOV�DQG DOOLHG�HFRQRPLVWV�H[SORLWHG�WKHVH�GLVDJUHHPHQWV�LQ�IDYRU�RI�WKHLU�SROLFLHV��7KH\�DUJXHG�WKDW��DV�ILVFDO�WLJKWHQLQJ�ZDV�FRPLQJ��WKHUH�ZRXOG�EH�QR�QHHG�IRU�H[FKDQJH�UDWH�UHDOLJQPHQW��7KH\�DOVR�FRQVWDQWO\�EURXJKW�XS�WKH�LQIODWLRQ��UHFHVVLRQ�DQG�ILQDQFLDO�GLVWUHVV�VXIIHUHG�LQ�0H[LFR�DV�D�UHVXOW�RI�WKH�FRXQWU\¶V�DWWHPSWV�WR�PDQDJH�D�FRQWUROOHG�GHYDOXDWLRQ��+HQFH��IRU�WKUHH�\HDUV��DOWKRXJK�HYHU\ERG\�LQ�%UD]LO�DJUHHG�WKDW�WKH�
� &XUUHQF\�ERDUG�GHIHQGHUV�ZHUH�IHZ�DW�WKDW�WLPH��JLYHQ�WKH�HYLGHQFHV�RI�ODUJH�FXUUHQF\�RYHUYDOXDWLRQ��



(&(6:3����/��GH�)DULD���0DUFK�����

��

EXGJHW�GHILFLW�PXVW�EH�FXW��IHZHU�SHRSOH�DFFHSWHG�WKH�QHHG�IRU�PRQHWDU\�HDVLQJ�DQG�RQO\�D�IHZ�VXSSRUWHG�D�PDMRU�FXUUHQF\�UHDOLJQPHQW��7KH�PDLQ�FRXQWHU�DUJXPHQWV�SXW�IRUZDUG�E\�WKH�ILQDQFLDO�DXWKRULWLHV�DQG�DOOLHG�HFRQRPLVWV�FDQ�EH�VXPPDUL]HG�LQWR�IRXU�PDLQ�DUJXPHQWV��ZKLFK�DUH�RXWOLQHG�DQG�FRPPHQWHG�RQ�EHORZ�
���7KH�1HXWUDOLW\�$UJXPHQW��³&XUUHQF\�GHYDOXDWLRQ�KDV�QR�ODVWLQJ�HIIHFW�RQ�RXWSXW�RU�WUDGH�DQG�WKHUHIRUH�MXVW�IXHOV�LQIODWLRQ´7KH�PDLQ�DUJXPHQW�LQ�WKLV�FDVH�ZDV�WKDW�QRPLQDO�FKDQJHV�ZRXOG�DIIHFW�UHDO�YDULDEOHV�RQO\�LQ�WKH�VKRUW�UXQ��,Q�WKH�ORQJ�UXQ��DV�WKH�ODWWHU�DUH�GHWHUPLQHG�E\�WKH�VHW�RI�:DOUDV¶�JHQHUDO�HTXLOLEULXP�HTXDWLRQV�WKDW�KDYH�MXVW�UHODWLYH�SULFHV�DV�DUJXPHQWV��QRPLQDO�FKDQJHV�DIIHFW�RQO\�PRQHWDU\�SULFHV��7KHUHIRUH��WKH�UHDO�H[FKDQJH�UDWH�LV�LQ�HTXLOLEULXP�RU�PRYLQJ�WRZDUGV�HTXLOLEULXP��LQ�GHILFLW�VLWXDWLRQV��E\�QRPLQDO�GHSUHFLDWLRQ�DQG�RU�D�IDOO�LQ�SULFHV���2I�FRXUVH��WKLV�DUJXPHQW�ZDV�EDVHG�RQ�D�PHFKDQLVWLF�PRGHO�RI�UHDOLW\��QRW�UHDOLW\�LWVHOI��,W¶V�KDUG�WR�EHOLHYH�WKDW�DIWHU�SURPSWLQJ�UHDO�HFRQRPLF�HIIHFWV�LQ�WKH�VKRUW�UXQ��QRPLQDO�FKDQJHV�ZRXOG�EHFRPH�LPSRWHQW�LQ�WKH�ORQJ UXQ��0RUHRYHU��DV�QRERG\�NQRZV�IRU�VXUH�KRZ�ORQJ WKH�ORQJ�UXQ�LV��RQH�KDV�WR�FRQVLGHU�WKDW�SURSHU�SROLF\�DFWLRQ�FRXOG�VSHHG�XS�DQ�DGMXVWPHQW�DOUHDG\�VHW�LQ�PRWLRQ�E\�PDUNHWV�WKHPVHOYHV��)LQDOO\��HPSLULFDO�HYLGHQFH�VKRZV�WKDW�ZKHQ�FRXSOHG�ZLWK�DGHTXDWH�ILVFDO�DQG�PRQHWDU\�SROLFLHV��FXUUHQF\�GHYDOXDWLRQ�GRHV�ZRUN��L�H���WKDW�LW�KDV�OLWWOH�HIIHFW�RQ�SULFHV�DQG�ORQJ�WHUP�SRVLWLYH�LPSDFWV�RQ�RXWSXW��FXUUHQW�DFFRXQW�DQG�HPSOR\PHQW��2QH�QHHGV�RQO\�UHPHPEHU�WKH�FDVHV�RI�(QJODQG�DQG�,WDO\������������8QLWHG�6WDWHV������������&DQDGD�����������DQG�%UD]LO�LWVHOI�����������ZKHUH�FRUH�LQIODWLRQ�KDG�FRQVLVWHQWO\�UXQ�EHORZ�WKH�FXUUHQF\¶V�UDWH�RI�FUDZO��
���7KH�'HQLDO�$UJXPHQW���7KHUH�ZDV�QR�FXUUHQF\�RYHUYDOXDWLRQ�DW�DOO��7KHUHIRUH��WKHUH�ZDVQ¶W�DQ\�QHHG�WR�SURPRWH�D�PDMRU�H[FKDQJH�UDWH�PRYHPHQW´�
$XWKRULWLHV�ZHUH�ULJKW�LQ�GHEDWLQJ�WKH�DFFXUDF\�RI�VHYHUDO�HVWLPDWHV�RI�WKH�UHDO�H[FKDQJH�UDWH�RYHUYDOXDWLRQ��1DWXUDOO\��EDVH�SHULRGV�DUH�D�PDWWHU�RI�MXGJPHQW��DV�ZHOO�DV�WKH�SULFH�LQGLFHV��DQG�WKH�ZHLJKWV�RI�GLIIHUHQW�IRUHLJQ�FXUUHQFLHV�GHWHUPLQHG�IRU�WKH�VDNH�RI�HIIHFWLYH�H[FKDQJH�UDWH�FDOFXODWLRQV��%XW�WKH�TXHVWLRQ�ZDV�PRUH�RI�UHDVRQDEOH�HVWLPDWH�DQG�DQDO\VLV�WKDQ�RI�SUHFLVH�VFLHQFH��$W�WKH�HQG�RI�������ZKHQ�PHDVXUHG�E\�ZKROHVDOH�SULFH�LQGLFHV��WKH�UHDO�HIIHFWLYH�H[FKDQJH�UDWH�VKRZHG�DQ�DSSUHFLDWLRQ�RI������SHUFHQW�ZLWK�UHVSHFW�WR�-XO\�������+RZHYHU��ZKHQ�PHDVXUHG�E\�WKH�UDWLR�RI�QRQ�WUDGHG�WR�WUDGHG�JRRGV�SULFHV��WKH�DSSUHFLDWLRQ�
� )RU�GHHSHU�LQVLJKWV�RQ�RI�VRPH�RI�WKHVH�LVVXHV��VHH�'RUQEXVFK�DQG�:HUQHU��������DQG�'HOILP�1HWWR���������
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ZDV�PXFK�KLJKHU��*UDSK�����,Q�DGGLWLRQ��IURP�D�VLWXDWLRQ�RI�HTXLOLEULXP�LQ����������FXUUHQW�DFFRXQW�GHILFLWV�LQFUHDVHG�WR�PRUH�WKDQ���SHUFHQW�RI�*'3��HYHQ�GXULQJ�SHULRGV�RI�VORZ�HFRQRPLF�JURZWK�DQG�XQHPSOR\PHQW��7R�DYRLG�DQ�H[WHUQDO�VHFWRU�GLVDVWHU��WKH�JRYHUQPHQW�KDG�QRW�RQO\�QHHGHG�WR�LPSRVH�SURKLELWLYH�UHDO�LQWHUHVW�UDWHV��EXW�DOVR�WR�FDOO�EDFN�D�QXPEHU�RI�LPSRUW�UHVWULFWLRQV��2I�FRXUVH��WKHVH�IDFWRUV�GLGQ¶W�SURYH�VFLHQWLILFDOO\�WKH�RYHUYDOXDWLRQ�K\SRWKHVLV�EXW�WKH\�UDLVHG�D�VWURQJ�VXVSLFLRQ�LQ�LWV�GLUHFWLRQ�
���7KH�3URGXFWLYLW\�$UJXPHQW��³&XUUHQF\�DSSUHFLDWLRQ�ZDV�WKH�QDWXUDO�FRXQWHUSDUW�RI�D�µZHDOWK�HIIHFW¶�SURSHOOHG�E\�SULFH�VWDELOLW\�DQG�E\�SURGXFWLYLW\�JDLQV�GXH�WR�VWUXFWXUDO�UHIRUPV´�$JDLQ��WKH�DXWKRULWLHV�ZHUH�ULJKW�WR�SRLQW�RXW�WKDW�WKH�SURFHVVHV�RI�PRQHWDU\�VWDELOL]DWLRQ�IROORZLQJ�K\SHULQIODWLRQ�WHQG�WR�DSSUHFLDWH�WKH�FXUUHQF\��%XW�WKLV�LV�QRW IRU�JRRG���,Q�PRVW�FDVHV��WKH�DIWHUPDWK�ZDV�WURXEOHVRPH�DQG�KHQFH�GLG�QRW�MXVWLI\�DFFRPPRGDWLRQ��$V�IRU�SURGXFWLYLW\��LQGXVWULDO�RXWSXW�SHU�ZRUNHU�LQFUHDVHG�VKDUSO\�WKURXJKRXW�WKH�����V�DV�FRPSDQLHV�VWUXJJOHG�WR�VXUYLYH�LQ�DQ�HQYLURQPHQW�PDUNHG�E\�KLJK�UHDO�LQWHUHVW�UDWHV��VORZ�HFRQRPLF�JURZWK��WUDGH�OLEHUDOL]DWLRQ�DQG�H[FKDQJH�UDWH�DSSUHFLDWLRQ��,QGXVWULDO�SURGXFWLRQ�ZDV�HYHQWXDOO\�UHYLYHG��EXW�DW�WKH�FRVW�RI�ULVLQJ�XQHPSOR\PHQW��UHVWUXFWXULQJ��GRZQVL]LQJ�DQG�WUDQVIHU�RI�RZQHUVKLS��*UDSK�����7KHUHIRUH��EHFDXVH�LW�ZDV�QRW�NQRZQ�KRZ�WKLV�H[WUD�LQFRPH�ZDV�UHGLVWULEXWHG�DQG�KRZ�SULFHV�ZHUH�DIIHFWHG��LQGXVWULDO�ODERU�SURGXFWLYLW\�ZDV�D�PLVOHDGLQJ�JXLGH�WR�MXVWLI\�WKH�³ZHDOWK�HIIHFW´�FODLPV�DQG�WKH�SURFHVV�RI�H[FKDQJH�UDWH�DSSUHFLDWLRQ��,Q�IDFW��WRWDO�IDFWRU�SURGXFWLYLW\�ZDV�WKH�PDLQ�YDULDEOH�IRU�WKH�SXUSRVH�RI�DVVHVVLQJ�WKH�UROH�RI�VWUXFWXUDO�UHIRUPV�DQG�WKH�DEVRUSWLRQ�RI�WHFKQLFDO�SURJUHVV�LQ�HFRQRPLF�JURZWK��(VWLPDWHV�RI�WKH�FRQWULEXWLRQ�RI�WRWDO�IDFWRU�SURGXFWLYLW\�WR�WKH�JURZWK�RI�SHU�FDSLWD�LQFRPH�LQ�%UD]LO�GXULQJ�WKH�����V�GLYHUJH�VKDUSO\�LQ�VL]H�DQG�LPSRUWDQFH� �1HYHUWKHOHVV��HOVHZKHUH�LQ�WKH�HFRQRP\��WKHUH�ZHUH�VLJQDOV�RI�D�GLIIHUHQW�RXWORRN��7KH�JURZWK�RI�UHDO�*'3�GXULQJ���������ZDV�VOLJKWO\�DERYH�WKDW�RI�WKH�����V������SHUFHQW�DQG�����SHUFHQW��UHVSHFWLYHO\���%UD]LO¶V�VKDUH�LQ�ZRUOG�HFRQRP\�H[SRUWV�IHOO�IURP������SHUFHQW�LQ���������WR�����SHUFHQW�LQ����������0DQXIDFWXUHG�H[SRUWV�KDG�D�ZRUVH�SHUIRUPDQFH��LQFUHDVLQJ�RQO\�����SHUFHQW�SHU�\HDU�IURP����������LQ�FRPSDULVRQ�WR�����SHUFHQW�IURP������

� 7RWDO� IDFWRU� SURGXFWLYLW\� FDOFXODWLRQV� SRVH� PDQ\� WHFKQLFDO� SUREOHPV� LQ� %UD]LO�� )RU� IXUWKHU� LQIRUPDWLRQ�� VHH�%RQHOOL��������
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���� 7KHUHIRUH��WKH�VORZ�SDFH�RI�WKH�HFRQRP\�DQG�RI�H[SRUWV��SDUWLFXODUO\�RI�PDQXIDFWXUHG�JRRGV��UDQ�FRXQWHU�WR�WKH�DOOHJHG�OLQNV�EHWZHHQ�SURGXFWLYLW\��ZHDOWK�DQG�WKH�H[FKDQJH�UDWH�
���7KH�%23�(TXLOLEULXP�$UJXPHQW��³:KDW�PDWWHUV�IRU�H[FKDQJH�UDWH�PDQDJHPHQW�LV�EDODQFH�RI�SD\PHQWV�HTXLOLEULXP��ZLWK�%UD]LO�HQMR\V��&XUUHQW�DFFRXQW�GHILFLWV�ZHUH�FDXVHG�E\�WKH�ODFN�RI�GRPHVWLF�VDYLQJV´&RQYHQWLRQDO�UDWLRV�IRU�WKH�DVVHVVPHQW�RI�H[WHUQDO�VHFWRU�ULVN�ZHUH�PRXQWLQJ��&XUUHQW�DFFRXQW�GHILFLW�UHDFKHG�����SHUFHQW�RI�*'3�LQ������ FRPLQJ�IURP�D�VLWXDWLRQ�RI�HTXLOLEULXP�LQ�������7KH�UDWLR�RI�QHW�H[WHUQDO�OLDELOLW\�WR�H[SRUWV�LQFUHDVHG�IURP�����LQ������WR�����SHUFHQW�LQ�������7KH�UDWLR�RI�QHW�FDSLWDO�LQFRPH�VHQW�DEURDG�WR�H[SRUWV�JUHZ�IURP������SHUFHQW�WR������SHUFHQW�LQ�WKH�VDPH�SHULRG��)XUWKHUPRUH��WKH�UDWH�RI�UHWXUQ�RQ�IRUHLJQ�FDSLWDO��\HDUO\�DYHUDJH��H[FHHGHG�WKH�UDWH�RI�JURZWK�RI�H[SRUWV�E\�D�PDUJLQ�RI���SHUFHQW�SHU�\HDU��LPSO\LQJ�WKDW�H[WHUQDO�OLDELOLWLHV�ZHUH�EHLQJ�DFFXPXODWHG�DW�D�GDQJHURXV�UDWH��,W�LV�QR�ZRQGHU�WKDW�IRU�PRVW RI�WKH�SHULRG�RI����������EDODQFH�RI�SD\PHQWV�HTXLOLEULXP�ZDV�EDVHG�RQ�VORZ�RXWSXW�JURZWK�DQG�FDSLWDO�LQIORZV�WKDW�ZHUH�GHSHQGHQW�XSRQ�YHU\�KLJK�UHDO�LQWHUHVW�UDWHV��7R�FDOO�WKLV�VLWXDWLRQ�³QRUPDO´�ZDV�REYLRXVO\�QRQVHQVH��0RUHRYHU��WKH�FRVWV�DQG�EHQHILWV�RI�LQWHUQDWLRQDO�FDSLWDO�IORZV�DQG�WKH�GLIILFXOWLHV�WKH\�SRVH�IRU�VRXQG�PDFURHFRQRPLF�PDQDJHPHQW�ZHUH�ORQJ�UHFRJQL]HG�E\�LQGHSHQGHQW�HFRQRPLVWV�� ,Q�SDUWLFXODU��JLYHQ�WKHLU�YRODWLOLW\�DQG�PDVVLYH�DPRXQWV��WKH�URRP�IRU�SHJJHG�H[FKDQJH�UDWH�UHJLPHV�EHFDPH�VPDOOHU�WKDQ�LQ�SDVW�GHFDGHV��,Q�GHYHORSLQJ�FRXQWULHV�LW�FDPH�WR�EH�YLUWXDOO\�QXOO��$V�IRU�GRPHVWLF�VDYLQJV��LW�ZDV�GLYLGHG�EHWZHHQ�SULYDWH�DQG�JRYHUQPHQWDO�VDYLQJV��7KH�IRUPHU�GHSHQGHG�RQ�SROLWLFDO�ZLOO��EXW�ZDV�EHLQJ�EDGO\�KXUW�E\�WKH�LPSDFW�RI�KLJK�UHDO�LQWHUHVW�UDWH�RQ�WKH�SXEOLF�GHEW��7KH�ODWWHU�KDG�VLPLODU�SUREOHPV�LQ�DQ�HQYLURQPHQW�RI�VOXJJLVK�RXWSXW�JURZWK�DQG�RYHUYDOXHG�FXUUHQF\��6DYLQJV�VHHP�WR�IROORZ�WKH�JURZWK�RI�LQFRPH�UDWKHU�WKDQ�SUHFHGH�LW�� &XUUHQF\�RYHUYDOXDWLRQ��E\�UHGXFLQJ�RXWSXW�JURZWK�DQG�QHW�H[SRUWV��WHQGV�WR�GHSUHVV�WKHP�

� 6RPHWLPHV�� WKH� SURGXFWLYLW\� DUJXPHQW� KDG� D� OLJKWHU� YHUVLRQ�� 7KH� H[FKDQJH� UDWH� SUREOHP� ZRXOG� EH� VROYHG�JUDGXDOO\�DV�SURGXFWLYLW\�JURZWK�ZRXOG�EULQJ�GRZQ�FRVWV�WKXV�SURPRWLQJ�H[SRUWV�DQG�VXEVWLWXWLQJ�LPSRUWV��� (IIHFWLYH�FDSLWDO�FRQWUROV�FDQ�EH�D�KDUG�WDVN��6HH�&DUGRVR�DQG�*ROGIDMQ��������� 6HH�<RNRWD�HW�DO���������IRU�*UDQJHU�FDXVDOLW\�WHVWV�EHWZHHQ�VDYLQJV�DQG�LQFRPH�JURZWK�LQ�%UD]LO�
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9,��,QWHUQDWLRQDO�&ULVLV�DQG�WKH�)LQDO�%ORZ�%\�PLG�������LQ�VSLWH�RI�WKH�ZHOO�NQRZQ�SUREOHPV�ZLWK�WKH�ILVFDO�DQG�H[WHUQDO�PDUNHWV��WKH�SUREDELOLW\�RI�D�VSHFXODWLYH�DWWDFN�DJDLQVW�WKH�UHDO�VHHPHG�VPDOO��7KH�FXUUHQF\�GHSUHFLDWHG�VOLJKWO\�LQ�UHDO�WHUPV�DV�LQIODWLRQ�GURSSHG�EHORZ�WKH�UDWH�RI�FUDZO��7KH�VXSSO\�RI�PHGLXP�DQG�ORQJ�WHUP�H[WHUQDO�FDSLWDO�ZDV�FRQVLVWHQW�ZLWK�WKH�GRZQIDOO�RI�UHDO�LQWHUHVW�UDWHV��ZKLFK�KHOSHG�WR�UHGXFH�WKH�RSHUDWLRQDO�ILVFDO�GHILFLW�WR�����SHUFHQW�RI�WKH�*'3��,QGXVWULDO�RXWSXW�KDG�UHFRYHUHG�DQG�ZDV�JURZLQJ�DW�����SHUFHQW��,Q�VKRUW��JUDGXDOLVP�VHHPHG�WR�SD\�7KLV�FDOPHU�VFHQDULR�UHFHLYHG�D�EODVW�DW�WKH�HQG�RI�WKH�\HDU�ZKHQ�$VLDQ�FXUUHQFLHV�DQG�ERXUVHV�FROODSVHG�DQG�FDSLWDO�IOLJKW�VSUHDG�WKURXJKRXW�WKH�7KLUG�:RUOG��,Q�WZR�PRQWKV��2FWREHU�DQG�1RYHPEHU���LQWHUQDWLRQDO�UHVHUYH�ORVVHV�DPRXQWHG�WR�86������ELOOLRQ�����SHUFHQW�RI�WKH�WRWDO�VWRFN��DQG�WKH�%UD]LOLDQ�JRYHUQPHQW�KDG�QR�RWKHU�RSWLRQ�EXW�WR�UDLVH�LQWHUHVW�UDWHV�DJDLQ��2YHUQLJKW�LQWHUHVW�UDWHV�FRQWUROOHG�E\�WKH�&HQWUDO�%DQN�ZHUH�UDLVHG�WR���SHUFHQW�SHU�PRQWK�������SHUFHQW�SHU�\HDU��LQ�1RYHPEHU��LPSRVLQJ�D�SURKLELWLYH�UHDO�LQWHUHVW�UDWH�RI�PRUH�WKDQ����SHUFHQW��7KH�&HQWUDO�%DQN�DOVR�DQQRXQFHG�D�UHVWULFWLYH�ILVFDO�SDFNDJH�FRPSULVHG�RI�VRPH����PHDVXUHV��WKH�PRVW�LPSRUWDQW�RI�ZKLFK�EHLQJ�WKH�IUHH]H�RI�SXEOLF�VHUYDQW�ZDJHV�DQG�FXW�RI�VRPH�RI�WKHLU�EHQHILWV��WKH�GLVPLVVDO�RI��������QRQ�VWDEOH�SHUVRQQHO��GHHS�UHGXFWLRQV�LQ�FXUUHQW�H[SHQGLWXUHV�DQG�LQYHVWPHQWV��D����SHUFHQW�LQFUHDVH�LQ�WKH�LQFRPH�WD[�UDWH��D����SHUFHQW�FXW�LQ�DOO�UHJLRQDO�DQG�LQGXVWULDO�VXEVLGLHV�DQG�IRUFHG�UHVWUXFWXULQJ�RI�VWDWH�DQG�PXQLFLSDO�GHEWV�ZLWK�WKH�8QLRQ��,Q�WRWDO��WKH�³3DFNDJH���´�ZDV�GXH�WR�SURGXFH�D�ILVFDO�DGMXVWPHQW�RI�5�����ELOOLRQ�RU�DURXQG�����SHUFHQW�RI�*'3�WR�ILQDQFH WKH�SURMHFWHG�LQFUHDVH�LQ�WKH�LQWHUHVW�ELOO��([SHFWDWLRQV�RI�DQRWKHU�\HDU�RI�UHDVRQDEOH�HFRQRPLF�JURZWK��������YDQLVKHG�$W�WKDW�WLPH��PDFURHFRQRPLF�LQFRQVLVWHQFLHV�FRXOGQ¶W�EH�KLGGHQ�DQ\PRUH�DQG�FULWLFLVP�EHJDQ�WR�FOLPE��0RUH�SHRSOH�EHJDQ�WR�UHDOL]H�WKDW DOWKRXJK�KLJK�UHDO�LQWHUHVW�UDWHV�FRXOG�LPSURYH�WKH�EDODQFH�RI�SD\PHQWV�DQG�WKDW�WKH�H[FKDQJH�UDWH�DQFKRU�HOLPLQDWHG�WKH�FKDQFH�RI�LQIODWLRQ��WKH\�MHRSDUGL]HG�ILVFDO�FRQVROLGDWLRQ�HIIRUWV��HPSOR\PHQW�DQG�HFRQRPLF�JURZWK��1HYHUWKHOHVV��WKH�JRYHUQPHQW�GHFLGHG�WR�ZDLW�IRU�DQ�LPSURYHPHQW�LQ�WKH�H[WHUQDO�VHFWRU�DQG��LQ�WKH�PHDQ�WLPH��FDPSDLJQ�WR�ZLQ�WKH�XSFRPLQJ�SUHVLGHQWLDO�HOHFWLRQ�WR�EH�KHOG�LQ�2FWREHU�RI�������7R�DFKLHYH�WKLV�JRDO��LQIODWLRQ�FRQWURO�DQG�H[FKDQJH�UDWH�VWDELOLW\�ZHUH�RI�SDUDPRXQW�LPSRUWDQFH��
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$V�H[SHFWHG��3DFNDJH����ZDV�D�IDLOXUH��6HYHUDO�PHDVXUHV�ZHUH�SRVWSRQHG��IRUJRWWHQ�RU�UHIXVHG�± QRWDEO\��WKH�SRPSRXV�DQQRXQFHPHQW�RI��������GLVPLVVDOV�LQ�WKH�([HFXWLYH�EUDQFK��5HIOHFWLQJ�HOHFWRUDO�SUHVVXUHV��WKH�DQQXDO�UDWLR�RI�SXEOLF�ZDJHV�DQG�SHQVLRQV�WR *'3�JUHZ�E\�����SHUFHQW�IURP�WKH������ILJXUHV��ZKLOH�RWKHU�FXUUHQW�IHGHUDO�H[SHQGLWXUHV�DQG�LQYHVWPHQWV�LQFUHDVHG�E\�����SHUFHQW��DQG�WRWDO�IHGHUDO�H[SHQGLWXUHV��H[FHSW�LQWHUHVW�SD\PHQWV��JUHZ�E\�����SHUFHQW�LQ�UHODWLRQ�WR�������7KHVH�LQFUHDVHV�LQ�H[SHQGLWXUHV�DOPRVW�RIIVHW�WKH�VKDUS�LQFUHDVH�LQ�IHGHUDO�WD[�UHFHLSWV�DQG�FRQWULEXWLRQV��ZKRVH�UDWLR�WR�*'3�JUHZ�E\������SHUFHQW��6LQFH�WKH�VWDWHV�DQG�PXQLFLSDOLWLHV�EHKDYHG�QR�EHWWHU��WKH�SULPDU\�GHILFLW�RI�WKH�FRQVROLGDWHG�SXEOLF�VHFWRU�GHFUHDVHG�E\�OHVV�WKDQ�� SHUFHQW�RI�*'3�LQ�������2Q�WKH�RWKHU�KDQG��WKH�UHDO�LQWHUHVW�ELOO�PRUH�WKDQ�GRXEOHG��MXPSLQJ�IURP�����SHUFHQW�RI�*'3�LQ������WR�����SHUFHQW�LQ�������OHDGLQJ�WR�DQ�LQFUHDVH�LQ�WKH�VDPH�YDOXH�WR�WKH�RSHUDWLRQDO�ILVFDO�GHILFLW��7DEOH������,Q�WXUQ��WKLV�UHIOHFWHG�WKH�H[WUHPHO\�WLJKW�PRQHWDU\�FRQGLWLRQV�WKDW�SUHYDLOHG�WKURXJKRXW�WKH�\HDU�8QH[SHFWHGO\��WKH�ILQDQFLDO�DXWKRULWLHV�UHJDLQHG�VRPH�FRQWURO�RI�WKH�VLWXDWLRQ�LQ�WKH�ILUVW�KDOI�RI�������0DUNHWV�VHHPHG�DSSHDVHG�E\�WKH�JRYHUQPHQW¶V�UDSLG�DQG�RUWKRGR[�UHVSRQVH�WR�WKH�$VLDQ�FULVLV��0RUHRYHU��LQ�VSLWH�RI�WKH�ULVH�LQ�XQHPSOR\PHQW��RSLQLRQ�SROOV�VKRZHG�JRRG�SHUVSHFWLYHV�IRU�3UHVLGHQW�)HUQDQGR�+HQULTXH�&DUGRVR¶V�UH�HOHFWLRQ��DQG�KHQFH�IRU�WKH�PDLQWHQDQFH�RI�H[LVWLQJ�ILQDQFLDO�DQG�VWUXFWXUDO�SROLFLHV��2Q�WKH�H[WHUQDO�IURQW��WKH�LQWHUQDWLRQDO�ILQDQFLDO�FRPPXQLW\�VXFFHHGHG�LQ�OLPLWLQJ�WKH�GDPDJH�RI�WKH�$VLDQ�FULVLV�VR�WKDW�GRPLQDQW�HFRQRPLHV�OLNH�WKRVH�RI�WKH�8QLWHG�6WDWHV��(XURSHDQ�8QLRQ�DQG�&KLQD�VWD\HG�ZHOO�GHVSLWH�WKH�WXUPRLO��$V�D�UHVXOW��PRQH\�RQFH�DJDLQ�EHJDQ�WR�SRXU�LQ��LQFUHDVLQJ�LQWHUQDWLRQDO�UHVHUYHV�IURP�86�����ELOOLRQ�LQ�'HFHPEHU������WR�86�����ELOOLRQ�LQ�$SULO�������*UDSK�����7KH�FRQWDLQPHQW�RI�WKH�$VLDQ�FULVLV�DOVR�OHG�WKH�&HQWUDO�%DQN�WR�UHGXFH�LWV�RYHUQLJKW�UDWH�IURP���SHUFHQW�SHU�PRQWK�LQ�1RYHPEHU������WR�����SHUFHQW�������SHUFHQW�\HDUO\��LQ�$SULO�������8QIRUWXQDWHO\��WKH�FDOP�ZDV�LOOXVRU\��DQG�EURNH�VXGGHQO\�LQ�6HSWHPEHU������ZKHQ�WKH�5XVVLDQ�PRUDWRULXP�VKRZHG�HYHU\ERG\�WKH�REYLRXV�IDFW�WKDW�KLJKO\�LQGHEWHG�JRYHUQPHQWV�FDQ�EH�WHPSWHG�WR�GHIDXOW��%UD]LO�ZDVQ¶W�5XVVLD��EXW�SXEOLF�ILQDQFHV�ZHUH�LQ�GLVDUUD\��UHDO�LQWHUHVW�UDWHV�EHDW�ZRUOG�UHFRUGV��WKH�UDWLR�RI�QHW�SXEOLF�GHEW�WR�*'3�UHDFKHG����SHUFHQW�LQ�PLG�������VKRZLQJ�DQ�DYHUDJH�LQFUHDVH�RI������SHUFHQW�SHU�\HDU�IURP����������LWV�WHUP�VWUXFWXUH�ZDV�VKRUW�UXQ�DQG�D�VLJQLILFDQW�SDUW�������SHUFHQW��ZDV�GHQRPLQDWHG�LQ�GROODUV��7KH�JRYHUQPHQW�SHUIRUPDQFH�LQ�LPSOHPHQWLQJ�WKH�ILVFDO�SDFNDJH�ZDV�DOVR�SRRU��,Q�DGGLWLRQ��WKH�
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&HQWUDO�%DQN�FRQWULEXWHG�WR�WKH�FULVLV�E\�UHFNOHVVO\�ORZHULQJ�LWV�RYHUQLJKW�UDWH�WR������SHUFHQW�SHU�\HDU�LQ�-XO\�DQG�$XJXVW��D�OHYHO�EHORZ�WKH�WKUHVKROG�LPSOLHG�E\�WKH�H[FKDQJH�UDWH�FRQVLVWHQF\�UXOH�DQG�UXQQLQJ�FRXQWHU�WR�PDUNHW�H[SHFWDWLRQV��7KH�IDOO�LQ�WKH�SULFH�RI�%UD]LOLDQ�VRYHUHLJQ�ERQGV�IORDWHG�DEURDG�LPSOLHG�D�FRXQWU\�ULVN��JLYHQ�E\�WKH�PDUJLQ�EHWZHHQ�WKH�\LHOGV�RI�WKHVH�ERQGV�DQG�WKRVH�RI�WKH�86�JRYHUQPHQW�ERQGV��RU�QHDUO\���SHUFHQW��ZKLFK��LI�DGGHG�WR�WKH�H[SHFWHG�GHSUHFLDWLRQ�RI�WKH�UHDO��DV�ZHOO�DW�WR�WD[HV�RQ�IRUHLJQ�LQYHVWRUV�DQG�WKH�8�6��IHGHUDO�IXQGV�UDWH�RI�����SHUFHQW��WKH�³ULVN�IUHH´�UDWH���SRLQWHG�WR�D�WKUHVKROG�RI����SHUFHQW�SHU�\HDU�IRU�WKH�GRPHVWLF�LQWHUHVW�UDWH��$Q\�UDWH�EHORZ�WKLV�OHYHO�ZRXOG�EH�GDQJHURXV��DV�LW�ZRXOG�GLVFRXUDJH�LQIORZV�RI�H[WHUQDO�LQYHVWPHQW�DQG�SURSHO�RXWIORZV�RI�GRPHVWLF�FDSLWDO��+RZHYHU��JRYHUQPHQW RIILFLDOV�VHHPHG�WR�EHOLHYH�WKDW�WKH�FULVLV�FRXOG�EH�FXVKLRQHG�ZLWKRXW�UDLVLQJ�LQWHUHVW�UDWHV�DJDLQ�E\�VHOOLQJ�LQGH[HG�ERQGV�DQG�FUHDWLQJ�LQFHQWLYHV�IRU�VKRUW�WHUP�FDSLWDO�LQIORZV�� %XW�WKH\�GLGQ¶W�ZRUN��DQG�WKH�UHVXOW�ZDV�PDVVLYH�FDSLWDO�IOLJKW��,Q�OHVV WKDQ�WZR�PRQWKV��LQWHUQDWLRQDO�UHVHUYHV�IHOO�UDSLGO\�IURP�86�����ELOOLRQ��-XO\��WR�86�����ELOOLRQ��6HSWHPEHU���2Q�6HSWHPEHU��WK��WKH�&HQWUDO�%DQN�UDLVHG�LWV�RYHUQLJKW�LQWHUHVW�UDWH�DJDLQ�WR����SHUFHQW�SHU�\HDU��DQG�LQ�ODWH�6HSWHPEHU�± LQ�D�ODVW�DWWHPSW�WR DYRLG�D�FXUUHQF\�FROODSVH�DQG�D�GHEW�PRUDWRULXP�± WKH�JRYHUQPHQW�VRXJKW�KHOS�IURP�WKH�,0)��$V�XVXDO��WKH�,0)�DJUHHG�WR�EDLORXW�%UD]LO��EXW�UHTXLUHG�WKH�DGRSWLRQ�RI�D�UHVWULFWLYH�ILVFDO�SROLF\��,W�FRRUGLQDWHG�D�ILQDQFLDO�SDFNDJH�DPRXQWLQJ�WR�86�������ELOOLRQ��WKH�EXON�RI�ZKLFK�FDPH�IURP�PXOWLODWHUDO�VRXUFHV�OLNH�WKH�,0)�LWVHOI��WKH�:RUOG�%DQN�DQG�WKH�,QWHU�$PHULFDQ�'HYHORSPHQW�%DQN��7KH�SDFNDJH�FDOOHG�WKH�³&RQWLQJHQW�&UHGLW�/LQHV´�ZDV�RULJLQDOO\�GHVLJQHG�E\�WKH�,0)�LQ�$SULO������WR�LQVXODWH�FRXQWULHV�ZLWK�JRRG�UHFRUGV�LQ�PDUNHW�UHIRUPV�IURP�QHJDWLYH�VKRFNV�RULJLQDWHG�DEURDG��,W�DLPHG�WR�FXVKLRQ�WKH�ORVV�RI�UHVHUYHV�XQWLO�D�UHYHUVDO�RI�FRQILGHQFH�DOORZHG�PRQH\�WR�SRXU�LQ�DJDLQ��7KH�JRYHUQPHQW�DFFHSWHG�WKH�GHDO�DQG�LQ�1RYHPEHU�DQQRXQFHG�D�)LVFDO�3URJUDP�IRU�6WDELOL]DWLRQ��ZKRVH�REMHFWLYH�ZDV�WR�VWDELOL]H�WKH�UDWLR�RI�QHW�SXEOLF�GHEW�WR�*'3�DW����SHUFHQW��7R�GR�VR��LW�DJUHHG�WR�LPSOHPHQW�D�VHW�RI�PHDVXUHV�WR�\LHOG�D�SULPDU\�ILVFDO�VXUSOXV�IRU�WKH�FRQVROLGDWHG�SXEOLF�VHFWRU�RI�����SHUFHQW�RI�*'3�LQ�������DQG���� SHUFHQW�LQ������DQG�������7KH�PRVW�LPSRUWDQW�PHDVXUHV�ZHUH�LQFUHDVHV�LQ�WKH�ILQDQFLDO�WUDQVDFWLRQV�WD[��LQFUHDVHV�LQ�PDQGDWRU\�VRFLDO�VHFXULW\�FRQWULEXWLRQV�IURP�ILUPV��UHWLUHG�DQG�DFWLYH�JRYHUQPHQW�HPSOR\HHV��VKDUS�FXWV�LQ�FXUUHQW�
� 2I�FRXUVH��DW�WKLV�WLPH��SROLWLFDO�FRQFHUQ�ZDV�DW�LWV�]HQLWK��DV�WKH�HOHFWLRQ�ZDV�QHDULQJ�
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H[SHQGLWXUHV��RWKHU�WKDQ�ZDJHV�DQG�SHQVLRQV��DW�WKH�IHGHUDO�OHYHO��FXWV�LQ�LQYHVWPHQWV�E\�JRYHUQPHQW�RZQHG�HQWHUSULVHV��DQG�WKH�LQFUHDVH�RI�IHGHUDO�UHFHLSWV�QRW�OHJDOO\�WLHG�WR�VSHFLILF�H[SHQGLWXUHV�IURP����SHUFHQW�WR����SHUFHQW��)LVFDO�HIIRUW�DPRXQWHG�WR�5�����ELOOLRQ�LQ�������$V�IRU�WKH�H[FKDQJH�UDWH��DPD]LQJO\��JRYHUQPHQW�RIILFLDOV�VXFFHHGHG�WR�FRQYLQFH�WKH�,0)�RI�WKH�IHDVLELOLW\�RI�H[LVWLQJ�DUUDQJHPHQWV�GHVSLWH�VRPH�SUHVVXUHV�WR�VSHHG�XS�WKH�UDWH�RI�FUDZO���'XULQJ�1RYHPEHU��WKH�PDUNHWV�VHHPHG�OHVV�QHUYRXV�DV�3UHVLGHQW�&DUGRVR ZDV�UH�HOHFWHG�DQG�SXEOLFO\�DVVXPHG�UHVSRQVLELOLW\�IRU�WKH�VWDELOL]DWLRQ�SURJUDP��5HVHUYH�ORVVHV�ZHUH�UHGXFHG�DQG�WKH�&HQWUDO�%DQN�GURSSHG�WKH�RYHUQLJKW�LQWHUHVW�UDWH�WR����SHUFHQW�SHU�\HDU��%XW�RQFH�DJDLQ��LQVWDELOLW\�WRRN�KROG��1RW�RQO\�GLG�&RQJUHVV�UHVLVW�DSSURYLQJ�PRVW�PHDVXUHV�RI�WKH�ILVFDO�SURJUDP��EXW�WKH�UHOHDVH�RI�ILVFDO�ILJXUHV�VKRZLQJ�DQ�DQQXDOL]HG�RSHUDWLRQDO�ILVFDO�GHILFLW�RI�PRUH�WKDQ���SHUFHQW�RI�WKH�*'3�LQ�2FWREHU�PDGH�WKH�IDFWV�FOHDU��,QGXVWULDO�SURGXFWLRQ�FROODSVHG�LQ�2FWREHU��IDOOLQJ���SHUFHQW�LQ�UHODWLRQ�WR�WKH�VDPH�PRQWK�RI������DQG�XQHPSOR\PHQW�FOLPEHG�WR���SHUFHQW�RI�WKH�ZRUNIRUFH���&HQWUDO�%DQN�UHVHUYHV�ZHQW�GRZQ�DJDLQ��UHDFKLQJ�86������ELOOLRQ�LQ�'HFHPEHU��H[FOXGLQJ�GUDZLQJV�IURP�WKH�,0)�DQG�%,6��DQG�WKH�PRQHWDU\�DXWKRULWLHV�GHFLGHG WR�KDOW�WKH�SURFHVV�RI�LQWHUHVW�UDWH�GHFOLQH�7KH�ILQDO�EORZ�WR�WKH�H[FKDQJH�UDWH�SHJ�FDPH�LQ�HDUO\�-DQXDU\������ZKHQ�,WDPDU�)UDQFR��JRYHUQRU�RI�DQ�LPSRUWDQW�%UD]LOLDQ�VWDWH��0LQDV�*HUDLV��DQG�IRUPHU�3UHVLGHQW�RI�WKH�5HSXEOLF��GHFODUHG�D�PRUDWRULXP�RQ�KLV VWDWH¶V�REOLJDWLRQ�WR�WKH�IHGHUDO�JRYHUQPHQW��6RRQ�RWKHU�VWDWH�JRYHUQRUV�WKUHDWHQHG�WR�GR�WKH�VDPH�DQG��GHVSLWH�PLQLPDO�HIIHFWV�VXFK�DFWLRQV�ZRXOG�KDYH�KDG�RQ�IHGHUDO�JRYHUQPHQW�ILQDQFHV��WKH�PHUH�SURQXQFLDWLRQ�RI�WKH�ZRUG�ZDV�DQDWKHPD��:LWKLQ�D�IHZ�GD\V� DV�WKH�ORVV�RI�LQWHUQDWLRQDO�UHVHUYHV�FOLPEHG�WR�86����ELOOLRQ��WKH�3UHVLGHQW�GLVPLVVHG�WKH�&HQWUDO�%DQN�JRYHUQRU��2Q�-DQXDU\���WK��WKH�QHZO\�DSSRLQWHG�JRYHUQRU�WULHG�WR�PDQDJH�D�FRQWUROOHG�GHYDOXDWLRQ�RI���SHUFHQW�DQG�WR�LQFUHDVH�WKH�ZLGWK�RI�WKH�EDQG��� EXW�PDUNHWV�FRQWLQXHG�WR�VKRUW�VHOO�WKH�UHDO�DQG�EX\�IRUHLJQ�H[FKDQJH�LQ�PDVVLYH�DPRXQWV��7KLV�DUUDQJHPHQW�FRXOG�ODVW�EXW�D�IHZ�GD\V�EHIRUH�ULVNLQJ�D�FRPSOHWH�GUDLQ�RI�UHVHUYHV��,QGHHG��RQ�-DQXDU\���WK��WKH�JRYHUQPHQW�GHFLGHG�WR�IUHHO\�IORDW�WKH�UHDO��

�� 6HH�)UDQFR���������S������� 7KH�QHZ�V\VWHP�ZDV�FDOOHG�³HQGRJHQRXV�GLDJRQDO�EDQG´��PHDQLQJ�LW�ZRXOG�EH�DGMXVWHG�HDFK�WKUHH�GD\V�
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9,,��7KH�$IWHUPDWK%HFDXVH�WKH\�RFFXUUHG�DPLG�D�GHHS�FRQILGHQFH�FULVLV��WKH�PD[L�GHYDOXDWLRQ�DQG�WKH�FXUUHQF\�IUHH�IORDW�QHHGHG�DQRWKHU�VHW�RI�PDFURHFRQRPLF�WRROV�IRU�WKHLU�ZHOO�IXQFWLRQLQJ�6WURQJHU�ILVFDO�WLJKWHQLQJ�ZDV�RI�PDMRU�LPSRUWDQFH��DV�QR�H[FKDQJH UDWH�UHJLPH�LV�VWDEOH�ZLWKRXW�VXVWDLQDEOH�EXGJHWDU\�SROLFLHV��EXW�LQWHUQDWLRQDO�DVVLVWDQFH�ZDV�XUJHQWO\�QHHGHG���&DSLWDO�FRQWLQXHG�WR�IO\�RXW�RI�WKH�FRXQWU\�DQG�WKH�SXEOLF�GHEW�HVFDODWHG����SHUFHQWDJH�SRLQWV�WR�RYHU����SHUFHQW�RI�WKH�*'3��EHFDXVH�RI�GROODU�LQGH[HG�ERQGV���WULJJHULQJ�IHDUV�RI�D�%UD]LOLDQ�VRYHUHLJQ�PRUDWRULXP��0RUH�WKDQ�DQ\WKLQJ��WKH�VLWXDWLRQ�UHTXLUHG�FKDQJHV�LQ�WKH�RULJLQDO�,0)�SDFNDJH��/DUJHU�VXPV�RI�PRQH\�VKRXOG�KDYH�EHHQ�LPPHGLDWHO\�PDGH�DYDLODEOH�DQG�ILVFDO�WDUJHWV�VKRXOG�KDYH�EHHQ�PRUH�UHVWULFWLYH�WKDQ�EHIRUH��2Q�WKH�RWKHU�KDQG��PRQHWDU\�SROLF\�KDG�WZR�PDLQ�WDVNV��)LUVW��ZDV�WKH�XUJHQW�QHHG�WR�UDLVH�LQWHUHVW�UDWHV�LQ�RUGHU�WR�ILJKW�D�GDQJHURXV�RYHUVKRRWLQJ�RI�WKH�H[FKDQJH�UDWH��7KH�VWUHVV�FDXVHG�E\�WKH�ZKROH�FKDLQ�RI�HYHQWV�± VWDUWLQJ�IURP�WKH�XQVXFFHVVIXO�DWWHPSW�WR�H[LW�WKH�FUDZOLQJ�SHJ�UHJLPH�XS�XQWLO�WKH�ILQDO�GHFLVLRQ�WR�IORDW�WKH�FXUUHQF\�± OHG�WKH�GROODU�WR�FOLPE�WR�5������LQ�)HEUXDU\��������SHUFHQW�RYHU�'HFHPEHU���D�YDOXH�WKDW�VHHPHG�WR�PDQ\�SHRSOH�FOHDUO\�EH\RQG�DQ\�UHDVRQDEOH�OHYHO�JLYHQ�E\�WKH�IXQGDPHQWDOV��'HVSLWH�WKLV�RYHUVKRRWLQJ��WKH�FRXQWU\�NHSW�ORVLQJ�UHVHUYHV��ZKLFK�GURSSHG�IURP�86�������ELOOLRQ�LQ�-DQXDU\�WR�86�������ELOOLRQ�LQ�0DUFK��7KLV�SURFHVV�ZDV�IXUWKHU�IXHOOHG�E\�VSHFXODWLRQV�RI�KXJH�ILQDQFLDO�GLVWXUEDQFHV�DQG WKH�SROLWLFDO�YDFXXP�FUHDWHG�E\�WKH�IDOO�RI�WKH�&HQWUDO�%DQN�JRYHUQRU�LQ�)HEUXDU\��7KH�QHZO\�DSSRLQWHG�JRYHUQRU��'U��$UPLQLR�)UDJD��WRRN�RIILFH�LQ�0DUFK�DQG�LPPHGLDWHO\�FDOOHG�XSRQ�WKH�&RPPLWWHH�RQ�0RQHWDU\�3ROLF\��&2320��WR�DJUHH�WR�DEDQGRQ�WKH�V\VWHP�RI LQWHUHVW�UDWH�EDQG��7%&�DQG�7%$1���UDLVH�WKH�6(/,&�RYHUQLJKW�UDWH�IURP����SHUFHQW�WR����SHUFHQW�LQ�RUGHU�WR�DGMXVW�WKH�&HQWUDO�%DQN�WR�PDUNHW�H[SHFWDWLRQV�DQG�KHQFH�WR�VWDELOL]H�WKH�FXUUHQF\��XVH�D�VFKHPH�RI�ELDV��VLPLODU�WR�WKH�)HG¶V��RQ�LQWHUHVW�UDWHV�DQG�LPPHGLDWHO\�HVWDEOLVK�D�GRZQZDUG�ELDV�ZKLFK�JUDQWV�WKH�&HQWUDO�%DQN�WKH�SRZHU�WR�ORZHU�LQWHUHVW�UDWHV�DQ\WLPH�EHIRUH�WKH�IROORZLQJ�&2320�PHHWLQJ��DQG�WR�VHW�SULFH�VWDELOLW\�DV�WKH�SULPDU\�JRDO�RI�WKH�&HQWUDO�%DQN��+H�DOVR�HPEDUNHG�RQ�D�³URDG�VKRZ´�DEURDG�WR�FDOP�GRZQ�LQYHVWRUV��JRYHUQPHQWV�DQG�PXOWLODWHUDO�RUJDQL]DWLRQV�WKDW�ZHUH�ZRUULHG�DERXW�WKH�VWHUQ�SROLFLHV�WR�EH�IROORZHG�E\�%UD]LOLDQ�ILQDQFLDO�DXWKRULWLHV�7KH�RWKHU�WDVN�ZDV�WKH�UHYHUVDO�RI�PRQHWDU\�SROLF\�JRDOV��:LWKLQ�WKH�FUDZOLQJ�SHJ�V\VWHP��PRQHWDU\�SROLF\�ZDV�JHDUHG�WR�H[WHUQDO�HTXLOLEULXP�ZLWK�WKH�H[FKDQJH�UDWH�SURYLGLQJ�WKH�QRPLQDO�DQFKRU�IRU�WKH�HFRQRP\��8QGHU�WKH�QHZ�V\VWHP��PRQHWDU\�SROLF\�ZRXOG�QHHG�WR�EH�
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JHDUHG�WR�SULFH�VWDELOLW\�ZLWK�WKH�H[FKDQJH�UDWH�IRFXVHG�RQ�DFKLHYLQJ�EDODQFH�RI�SD\PHQWV�HTXLOLEULXP��7KXV��PRQHWDU\�SROLF\�ZRXOG�SURYLGH�WKH�QHZ�QRPLQDO�DQFKRU�IRU�WKH�HFRQRP\��D�WDVN�XQVXLWDEOH�WR�WKH�H[FKDQJH�UDWH��DV�IOXFWXDWLRQV�FRXOG�EH�ODUJH�XQGHU�WKH�IOH[LEOH�FXUUHQF\�UHJLPH��2I�WZR�URXWHG�DYDLODEOH�WR�UHDFK�WKLV�JRDO�± PRQHWDU\�DQG�LQIODWLRQ�WDUJHWLQJ�± WKH�JRYHUQPHQW�FKRVH�WKH�ODWWHU�DQG�DQQRXQFHG�WKDW�D�FRPSOHWH�IUDPHZRUN�ZRXOG�EH�GHOLYHUHG�LQ�-XO\�������7KLV�ZDV�WKH�ULJKW�FKRLFH��DV�PRQH\�GHPDQG�WXUQHG�RXW�WR�EH�FRPSOHWHO\�XQVWDEOH�GXH�WR�WKH�PXOWLSOLFLW\�RI�VKRFNV�WKDW�KLW�WKH�HFRQRP\�DQG�WKXV�XQUHOLDEOH�DV�DQ�LQVWUXPHQW�RI�LQIODWLRQ�IRUHFDVWLQJ��,QGHHG��WKH�QHZ�,0)�GHDO�DQG�WKH�DQQRXQFHPHQW�RI�WKH�LQIODWLRQ�WDUJHWLQJ�IUDPHZRUN�ZHUH�DEOH�WR�FDOP�GRZQ�WKH�PDUNHWV�DQG�UHJDLQ�VRPH�VWDELOLW\�RYHU�WKH�QRPLQDO�H[FKDQJH�UDWH��ZKLFK�IHOO�WR�5������SHU�GROODU�LQ�0D\��DOORZLQJ�D�FRUUHVSRQGLQJ�GHFUHDVH�LQ�WKH�6(/,&�UDWH�WR����SHUFHQW�DW�WKH�VDPH�PRQWK��0RUHRYHU��%UD]LOLDQ�FRUSRUDWH�ERUURZHUV�UHJDLQHG�DFFHVV�WR�IRUHLJQ�FDSLWDO�PDUNHWV�ZLWK�VPDOO�LVVXHV�RI�QRWHV�DQG�FRPPHUFLDO�SDSHU�DV�FRQILGHQFH�UHEXLOW��7KH�,0)�SDFNDJH�SUHVFULEHG�OLPLWHG�DPRXQWV�RI�VWHULOL]HG�LQWHUYHQWLRQ�WR�DFKLHYH�EDODQFH�RI�SD\PHQWV�JRDOV��&RQYHUVHO\��QRQ�VWHULOL]HG�LQWHUYHQWLRQV�ZHUH�RQO\�RFFDVLRQDOO\�DFFHSWHG�WR�DYRLG�WKH�RFFXUUHQFH�RI�GLVRUGHUO\�PDUNHW�FRQGLWLRQV��7KH�SDFNDJH�DOVR�IRUEDGH�WKH�&HQWUDO�%DQN�WR�RSHUDWH�LQ�WKH�IRUHLJQ�H[FKDQJH�IXWXUHV�PDUNHW�DQG�OLPLWHG�WKH�VKDUH�RI�WKH�VKRUW�WHUP�GHEW�LQ�WKH�SXEOLF�H[WHUQDO�GHEW�0HDQZKLOH��WKH�JRYHUQPHQW�VXFFHHGHG�LQ�LPSOHPHQWLQJ�WKH�ILVFDO�SDFNDJH�WKDW�ZDV�DW�WKH�FRUH RI�WKH�,0)�SURJUDP��3ULRU�WR�WKH�DSSURYDO�RI�WKH�VWDQG�E\�DUUDQJHPHQW��LW�KDG�HQDFWHG�WKH�FRQVWLWXWLRQDO�DPHQGPHQW�RQ�VRFLDO�VHFXULW\�UHIRUP�DQG�DQ�LQFUHDVH�LQ�WKH�&2),16�± DQ�HDUPDUNHG�FRQWULEXWLRQ�EDVHG�RQ�HQWHUSULVH�WXUQRYHU��&RQJUHVV�DSSURYHG�WKH�UDLVH�LQ�VRFLDO�VHFXULW\�FRQWULEXWLRQ�RQ�DFWLYH�DQG�UHWLUHG�FLYLO�VHUYDQWV�LQ�-DQXDU\��WRJHWKHU�ZLWK�LQFUHDVHV�LQ�WKH�VRFLDO�FRQWULEXWLRQ�RQ�SURILWV��&6//��DQG�WKH�DSSURYDO�RI�WKH�ILQDQFLDO�WUDQVDFWLRQV�WD[��&30)��E\�HQG�0DUFK��&RXSOHG�ZLWK�WLJKW�FDVK�PDQDJHPHQW�WR�NHHS�FXUUHQW�H[SHQGLWXUHV�DQG�ZDJHV�EHORZ�WKH�UHDO�OHYHOV�RI�������WKHVH�PHDVXUHV�ZHUH�LQWHQGHG�WR�DFFRPSOLVK�SULPDU\�ILVFDO�VXUSOXVHV�IRU�WKH�FRQVROLGDWHG�SXEOLF�VHFWRU�RI�����SHUFHQW�RI�*'3�LQ������������SHUFHQW�RI�*'3�LQ�������DQG������SHUFHQW�RI�*'3�LQ�������7KH�LQWHQWLRQ�ZDV�WR�VWHDGLO\�UHGXFH�WKH�UDWLR�RI�SXEOLF�GHEW�WR�*'3�WR�DURXQG����SHUFHQW�E\�WKH�HQG�RI�������DQG�WR����SHUFHQW�E\�WKH�HQG�RI������7KH�SXUVXLW�RI�WKLV�REMHFWLYH�ZRXOG�DOVR�EH�DVVLVWHG�E\�WKH�GHFOLQH�RI�UHDO�LQWHUHVW�UDWHV�H[SHFWHG�WR�UHVXOW�IURP�WKH�VWUHQJWKHQHG�ILVFDO�DGMXVWPHQW�DQG�WKH�PRYH�WR�WKH�IORDWLQJ�H[FKDQJH�
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UDWH�UHJLPH��7R�KHOS�WKH�IHGHUDO�JRYHUQPHQW�LPSURYH�WKH�SULPDU\�EDODQFH��WKH�LQYHVWPHQW�SURJUDP�RI�IHGHUDO�HQWHUSULVHV�ZDV�VHW�DW�DERXW�����SHUFHQW�RI�*'3�ZKLOH�WKH FRQVROLGDWHG�SULPDU\�VXUSOXV�RI�WKH�VWDWHV�DQG�PXQLFLSDOLWLHV�ZDV�VHW�DW�����SHUFHQW�RI�*'3��$OVR�DW�WKLV�WLPH��D�GUDIW�RI�WKH�SURSRVHG�)LVFDO�5HVSRQVLELOLW\�/DZ�ZDV�VHQW�WR�&RQJUHVV�HVWDEOLVKLQJ�UHVSRQVLELOLWLHV�DQG�SHQDOWLHV�IRU�JRYHUQPHQW�RIILFLDOV�DQG SXEOLF�VHFWRU�PDQDJHUV�WKDW�GR�QRW�FRPSO\�ZLWK�WKH�ODZ�)LVFDO�WDUJHWV�ZHUH�PHW�ERWK�LQ������DQG�������IDFLOLWDWHG�E\�WKH��UHERXQG�LQ�HFRQRPLF�DFWLYLW\�WKDW�EHJDQ�LQ�PLG�������7KH�SULPDU\�ILVFDO�VXUSOXV�UHDFKHG�����SHUFHQW�RI�*'3�LQ������DQG��SURMHFWHG������SHUFHQW�LQ�������)XUWKHUPRUH��DOWKRXJK�WKH�QRPLQDO�EDODQFH�ZDV�����SHUFHQW�RI�*'3�LQ�������LW�ZDV�H[SHFWHG�WR�EH�UHGXFHG�WR���SHUFHQW�RI�*'3�LQ�������*UDSK����$V�IRU�PRQHWDU\�SROLF\��WKH�&HQWUDO�%DQN�HVWDEOLVKHG�D�IRUPDO�LQIODWLRQ�WDUJHWLQJ�IUDPHZRUN��$�5HVHDUFK�'HSDUWPHQW�ZDV�FUHDWHG�WR�GHYHORS�WKH�PDFURHFRQRPLF�PRGHOV�QHHGHG�WR�IRUHFDVW�LQIODWLRQ�RQ�WKH�EDVLV�RI�LWV�UHODWLRQVKLS�WR�NH\�YDULDEOHV�VXFK�DV�LQWHUHVW�UDWHV��H[FKDQJH�UDWHV�DQG�WKH�RXWSXW�JDS��� 7KH�WDUJHWV�ZHUH�VHW�LQ�WHUPV�RI�WKH�DQQXDO�JURZWK�UDWHV�RI�,3&$��$PSOLILHG�&RQVXPHU�3ULFH�,QGH[��DQG�FDOFXODWHG�E\�,%*(��D�JRYHUQPHQW�DJHQF\���)RU������������DQG�������WKH�1DWLRQDO�0RQHWDU\�&RXQFLO�VHW�WKH�QXPEHUV�DW���SHUFHQW����SHUFHQW�DQG���SHUFHQW��UHVSHFWLYHO\��ZLWK�WROHUDQFH�LQWHUYDOV�RI������SHUFHQW�SHU�D�SURSRVDO�LVVXHG�E\�WKH�0LQLVWHU�RI�)LQDQFH��$QRWKHU�VLJQLILFDQW�FKDQJH�ZDV�WKDW�WKH�&HQWUDO�%DQN�ZDV�JLYHQ�RSHUDWLRQDO�LQGHSHQGHQFH�WR�DFKLHYH�WKHVH�WDUJHWV��8QGHU�WKH�QHZ�V\VWHP��LI�WKH�WDUJHW�ZDV�QRW�PHW��WKH�&HQWUDO�%DQN�JRYHUQRU�ZDV�UHTXLUHG�WR�LVVXH�DQ�RSHQ�OHWWHU�WR�WKH�)LQDQFH�0LQLVWHU�H[SODLQLQJ�WKH�FDXVHV�RI�WKH�EUHDFK��WKH�FRXQWHUPHDVXUHV�WR�EH�DGRSWHG�WR�FXUE�LW�DQG�WKH�SHULRG�RI�WLPH�WKDW�ZLOO�EH�QHFHVVDU\�WR�DFKLHYH�VXFK�HIIHFW��7KH�V\VWHP�DOVR�UHTXLUHG�WKH�&HQWUDO�%DQN�WR�LVVXH�D�TXDUWHUO\�LQIODWLRQ�UHSRUW�WKDW�H[SODLQHG�PRQHWDU\�SROLF\�GHYHORSPHQWV�DQG�UHVXOWV�DQG�WKH�H[SHFWDWLRQV�IRU�LQIODWLRQ��'D\�WR�GD\�PDQDJHPHQW�RI�LQWHUHVW�UDWHV�DQG�WKH�SXEOLF�GHEW�ZHUH�DOVR�LPSRUWDQW��:KHQ�WKH�H[FKDQJH�UDWH�ZDV�RYHUVKRW�VKRUWO\�DIWHU�WKH�H[LW�IURP�WKH�SHJJHG�UHJLPH��QRERG\�FRXOG�H[SHFW�DW�ZKDW�OHYHO�SULFHV�ZRXOG�VWDELOL]H��,W�ZDV�UHSRUWHG��IRU�LQVWDQFH��WKDW�GXULQJ�WKH�&HQWUDO�%DQN�ELOOV�DXFWLRQ�RI�0DUFK��UG��������LQWHUHVW�UDWH�ELGV�YDULHG�IURP����SHUFHQW�WR�����SHUFHQW�SHU�\HDU��,Q�RUGHU�WR�FRSH�ZLWK�WKLV�H[WUHPH�XQFHUWDLQW\��WKH�%DQN�GHYLVHG�WKH�VXFFHVVIXO�VWUDWHJ\�RI�VHOOLQJ�ERQGV�DQG�ELOOV�RI�GLIIHUHQW�PDWXULWLHV�DQG�UHWXUQ�FODXVHV�LQ�RUGHU�WR�VXLW�LQYHVWRUV�ZLWK�
�� 6HH�WKH�$SSHQGL[�IRU�DQ�RYHUYLHZ�RI�VXFK�PRGHOV�DQG�SDUDOOHO�ZRUNV�GRQH�E\�PRGHO�EXLOGHUV�
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GLYHUJHQW�YLHZV��DFKLHYH�DQ�DGHTXDWH�SULFLQJ�IRU�LQWHUHVW�UDWHV�DQG�FDOP�GRZQ�WKH�PDUNHWV�GXULQJ�PDMRU�WXUEXOHQFHV��)RU�H[DPSOH��LQ�WKH�ILUVW�WKUHH�PRQWKV�RI�������WKH�VDOHV�RI�ELOOV�LQGH[HG�WR�WKH�RYHUQLJKW�LQWHUHVW�UDWHV�ZHUH�LPSRUWDQW�WR�NHHS�LQYHVWRUV�LQWHUHVWHG�LQ�WKH�GRPHVWLF�ILQDQFLDO�PDUNHWV��DYRLG�D�PDVVLYH�FDSLWDO�IOLJKW�DQG�KHQFH�UHGXFH�WKH�SUHVVXUH�RQ�WKH�H[FKDQJH�UDWH��$FFRUGLQJO\��WKH�VKDUH�RI�WKHVH�ELOOV�LQ�WKH�GRPHVWLF�IHGHUDO�GHEW�URVH�IURP������SHUFHQW�LQ�)HEUXDU\������WR������SHUFHQW�LQ�$SULO�������)URP�WKLV�PRQWK�RQ��LW�KDV�GHFOLQHG�VWHDGLO\�DQG�QRZDGD\V��2FWREHU��������LV����SHUFHQW��$V�XQFHUWDLQW\�UHJDUGLQJ�WKH�LQIODWLRQ�DQG�H[FKDQJH�UDWH�UHFHGHG��WKH�PRQHWDU\�DXWKRULW\�LQFUHDVHG�WKH�VKDUH�RI�QRQ�LQGH[HG��SUH�GHWHUPLQHG�UHWXUQ��ERQGV�DQG�ELOOV�LQ�WKH�ZKROH�SRUWIROLR�IURP�MXVW�����SHUFHQW�RI�WKH�WRWDO�SXEOLF�GHEW�LQ�0DUFK������WR����SHUFHQW�LQ�2FWREHU�������)LQDOO\��QRQ�VWHULOL]HG�IRUHLJQ�H[FKDQJH�LQWHUYHQWLRQV�H[HFXWHG�E\�VHOOLQJ�GROODU�LQGH[HG�ERQGV�ZHUH�DOVR�LPSRUWDQW��DV�WKH\�SURYLGHG�KHGJH�SRVLWLRQV�WR�PDUNHW�SDUWLFLSDQWV�GXULQJ�WKH�SHULRGV�RI�PDMRU�SHUFHLYHG�ULVNV�DIIHFWLQJ�ERWK�WKH�LQIODWLRQ�DQG�WKH�H[WHUQDO�VHFWRU�VFHQDULRV��6XFK�SHULRGV�RI�SHUFHLYHG�ULVN�WRRN�SODFH�SDUWLFXODUO\�LQ�WKH�WKLUG�TXDUWHU�RI�������ZKHQ�WKH�&HQWUDO�%DQN�LQFUHDVHG�WKH�VKDUH�RI�GROODU� LQGH[HG�ERQGV�LQ�WKH�KDQGV�RI�WKH�SXEOLF�IURP����SHUFHQW�RI�WKH�WRWDO�IHGHUDO�GHEW�WR������SHUFHQW��DPRXQWLQJ�WR�86������ELOOLRQ���DQG�LQ�WKH�VHFRQG�TXDUWHU�RI�������ZKHQ�WKH�VKDUHV�LQFUHDVHG�IURP������SHUFHQW�WR������SHUFHQW��86������ELOOLRQ���'HVSLWH�FRQVLGHUDEOH�XQFHUWDLQW\��WKH�QHZ�IORDWLQJ�H[FKDQJH�UDWH�VKRZHG�D�ORZ�SDVV�WKURXJK�WR�LQIODWLRQ��%\�0DUFK�RI�������WKH�RYHUVKRRWLQJ�RI�WKH�H[FKDQJH�UDWH�ZDV�WDPHG���,Q�IDFW��WKH�QRPLQDO�H[FKDQJH�UDWH�KDV�IOXFWXDWHG�ZLWKLQ�WKH�UDQJH�RI�5������WR�5������HYHU�VLQFH��,Q�'HFHPEHU�������IRU�LQVWDQFH��WKH�SULFH�RI�WKH�GROODU�ZDV�UDLVHG�E\����SHUFHQW�DV�FRPSDUHG�WR�WKH�VDPH�PRQWK�RI�������+RZHYHU��LQ�WKH�VDPH�SHULRG��LQIODWLRQ�UHDFKHG�RQO\�����SHUFHQW��WKXV�HQGLQJ�WKH�\HDU�ZLWKLQ�WKH�WDUJHWHG�LQWHUYDO�RI������SHUFHQW��7DEOH�����,Q�������LQIODWLRQ�IRUHFDVWV�ZHUH�LQ�WKH�UDQJH�RI�����SHUFHQW�LQ�VSLWH�RI�LQFUHDVLQJ�RLO�SULFHV�DQG�DJULFXOWXUDO�FURS�VHWEDFNV��0RQHWDU\�SROLF\�UHIRUPV�± DORQJ�ZLWK�WKH�LQIODWLRQ�WDUJHWLQJ�IUDPHZRUN�SXW�LQ�SODFH��VXFFHVVIXO�GD\�WR�GD\�PDQDJHPHQW�RI�LQWHUHVW�UDWHV��DQG�VWUHQJWKHQHG�ILVFDO DGMXVWPHQW�± ZHUH�LQVWUXPHQWDO�LQ�SUHYHQWLQJ�WKH�UHFXUUHQFH�RI�DQ�LQIODWLRQDU\�VSLUDO�DQG�HQVXULQJ�D�UDSLG�GHFHOHUDWLRQ�RI�WKH�UDWH�RI�LQIODWLRQ��IROORZLQJ�WKH�LQLWLDO�LPSDFW�RQ�WKH�SULFHV�RI�WUDGDEOH�JRRGV��2WKHU�XQH[SHFWHG�FRQWULEXWRUV�WR�GLVLQIODWLRQ�ZHUH�WKH�ZHDN�GRPHVWLF�GHPDQG��WKH�DEVHQFH�RI�DXWRPDWLF�LQGH[DWLRQ�UXOHV��WKH�SRVLWLYH�VXSSO\�VKRFN�VWHPPLQJ�IURP�DJULFXOWXUDO�SULFHV�DQG�WKH�UHODWLYHO\�ORZ�GHJUHH�RI�H[WHUQDO�RSHQQHVV�RI�WKH�%UD]LOLDQ�HFRQRP\��H[SRUWV�SOXV�LPSRUWV�DPRXQWHG�WR�
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RQO\����SHUFHQW�RI�WKH�*'3���� )LQDOO\��WKH�UHODWLYHO\�FDOP�H[WHUQDO�VFHQDULR��ZLWK�KLJK�HFRQRPLF�JURZWK�LQ�LQGXVWULDO�FRXQWULHV�DQG�FOHDU�UHFRYHU\�LQ�GHYHORSLQJ�RQHV��ZDV�DOVR�RI�QRWLFHG�LPSRUWDQFH�(FRQRPLF�DFWLYLW\�ZHDNHQHG�GXULQJ�WKH�VHFRQG�KDOI�RI������DQG�VKRZHG�D IXUWKHU�GHFUHDVH�LQ�WKH�ILUVW�KDOI�RI������DV�GRPHVWLF�GHPDQG�IHOO��RQO\�SDUWO\�RIIVHW�E\�D�UHFRYHU\�RI�QHW�H[SRUWV���6LQFH�WKH�VHFRQG�TXDUWHU�RI�������KRZHYHU��LW�EHFDPH�DSSDUHQW�WKDW�WKH�VWURQJ�UHFHVVLRQ�IRUHFDVWHG�E\�PDQ\�HFRQRPLVWV�ZRXOGQ¶W�PDWHULDOL]H��)XUWKHUPRUH��ZLWK�IHZ�VZLQJV��LQIODWLRQDU\�H[SHFWDWLRQV�DQG�UHDO�LQWHUHVW�UDWHV�GHFOLQHG�VWHDGLO\�DV�FRQILGHQFH�UHERXQGHG�DQG�H[WHUQDO�ILQDQFLQJ�ZDV�HDVHG��WKXV�IXOILOOLQJ�WKH�KRSHV�RI�GHYDOXDWLRQ�VXSSRUWHUV��$V�FDQ�EH�VHHQ�LQ�*UDSK����WKH�&HQWUDO�%DQN�UDWH��6(/,&��DYHUDJHG������SHUFHQW�LQ�UHDO�WHUPV�EHWZHHQ�0DUFK�DQG�'HFHPEHU������DQG�IHOO�WR������SHUFHQW�LQ�������DJDLQVW�PRUH�WKDQ����SHUFHQW�LQ�WKH�SUHYLRXV�WKUHH�\HDUV��$FFRUGLQJO\��WKH�HFRQRPLF�SDWK�UHYHUVHG�ZLWK�D�JUDGXDO�UHFRYHU\�EHJLQQLQJ�LQ�WKH�VHFRQG�KDOI�RI������DQG�JDWKHULQJ�PRPHQWXP�LQ�������8QH[SHFWHGO\��LQVWHDG�RI�D�UHFHVVLRQ��UHDO�*'3�LQFUHDVHG�E\�����SHUFHQW�LQ������DQG�ZDV�H[SHFWHG�WR�ULVH�DQRWKHU���SHUFHQW�LQ�������7KH�XQHPSOR\PHQW�UDWH�VWDELOL]HG�DW�����SHUFHQW�RI�WKH�ZRUNIRUFH�LQ������DQG�������EXW�WKLV�UHVXOW�ZDV�GXH�WR�DQ�LQFUHDVH�LQ�WKH�VXSSO\�RI�ODERU�UDWKHU�WKDQ�WR�D�GHFUHDVH�LQ�WKH�UDWH�RI�HPSOR\PHQW��,Q�LQGXVWU\��WKLV�UDWH�KDV�EHHQ�ULVLQJ�E\�����SHUFHQW��-XO\�������DIWHU����\HDUV�RI�FRQWLQXRXV�GHFOLQH�
7DEOH����([FKDQJH�5DWH�'HSUHFLDWLRQ��,QIODWLRQ�DQG�2XWSXW([FKDQJH�5DWH ,QIODWLRQ� 5HDO ,QGXVWULDO%5��SHU�86� �,3&$� *'3 2XWSXW���SHU�TXDUWHU� ���SHU�TXDUWHU� ��� ����������,9 ��� ��� ����� ��������������, ���� ��� ��� �����,, ����� ��� ����� �����,,, ��� ��� ��� �����,9 ����� ��� ��� ������������, ����� ��� ��� ���,, ��� ��� ��� ���,,, ��� ��� QD� QD�DFFXPXO� ���� ���� � �6RXUFHV��)*9�DQG�,%*(�1RWH��QD� �QRQ�DYDLODEOH�
�� &DUQHLUR��������GLVFXVVHV�VRPH�RI�WKH�GLIILFXOWLHV�RI�LQIODWLRQ�IRUHFDVWLQJ�DQG�WKH�ULVNV�DKHDG�
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LPSRUWVH[SRUWVEDODQFH

6RXUFH��%&%�1RWH��TXDUWHUO\�DQDO\VHG�
$OWKRXJK�WKH�GHSUHFLDWLRQ�RI�WKH�UHDO�SURYLGHG�D�ERRVW�LQ�%UD]LO
V�FRPSHWLWLYHQHVV��*UDSK�����WKH�WUDGH�EDODQFH�LPSURYHG�OHVV�WKDQ�H[SHFWHG�GXH�WR�WKH�GHWHULRUDWLRQ�LQ�WKH�WHUPV�RI�WUDGH�WKDW�VWDUWHG�VRPH�PRQWKV�EHIRUH��2LO�SULFHV�URVH�DQG�H[SRUW�SULFHV��HVSHFLDOO\�DJULFXOWXUDO�FRPPRGLWLHV��ZHDNHQHG��([SRUW�YROXPHV�VWUHQJWKHQHG�SURJUHVVLYHO\�RYHU�WKH�\HDU��ULVLQJ�E\�����SHUFHQW�GXULQJ������DQG�E\������SHUFHQW�LQ�������WR�6HSWHPEHU���,PSRUW�YROXPHV�IHOO�E\������SHUFHQW�LQ�������GHVSLWH�D�SRVLWLYH�JURZWK�RI�RXWSXW�DQG�RI�WKH�RLO�VKRFN��,Q�������LPSRUW�YDOXHV�URVH������SHUFHQW��EXW�ZHUH�RIIVHW�E\�H[SRUWV�WKDW�LQFUHDVHG�E\������SHUFHQW��2Q�WKH�ZKROH��WKH�WUDGH�GHILFLW�GHFOLQHG�IURP�86�����ELOOLRQ�LQ������WR�86�����ELOOLRQ�LQ������DQG�LV�H[SHFWHG�WR�EH�DURXQG�86������ELOOLRQ�LQ�������*UDSK�����7KH�LPSURYHPHQW�LQ�WKH�H[WHUQDO�WUDGH�DFFRXQW�LQ������ZDV�DFFRPSDQLHG�E\�D�GHFOLQLQJ�GHILFLW�LQ�WKH�VHUYLFHV�DFFRXQW��VR�WKDW�WKH�FXUUHQW�DFFRXQW�QDUURZHG�IURP�86������ELOOLRQ�LQ������WR�86������ELOOLRQ������SHUFHQW�RI�*'3��LQ������DQG�D�SURMHFWHG�86�����ELOOLRQ�LQ�������7KHVH�GHILFLWV�ZHUH�PRUH�WKDQ�IXOO\�ILQDQFHG�E\�QHW�IRUHLJQ�GLUHFW�LQYHVWPHQW��)',���ZKLFK�URVH�WR�UHFRUG�OHYHOV�RI�86����ELOOLRQ������SHUFHQW�RI�*'3��LQ������DQG�D�SURMHFWHG�86�����ELOOLRQ�LQ�������DV�%UD]LOLDQ�FDSLWDO�DVVHWV�EHFDPH�FKHDSHU�DIWHU�WKH�GHYDOXDWLRQ��*UDSK�����)ROORZLQJ�D�VL]HDEOH��RYHU�86����ELOOLRQ��GHILFLW�LQ�WKH�ILUVW�TXDUWHU�RI�������WKH�EDODQFH�RI�SD\PHQWV�UHPDLQHG LQ�DSSUR[LPDWH�HTXLOLEULXP�GXULQJ�WKH�UHVW�RI������DQG�������

WUDGH�
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6RXUFH��%&%�1RWH��$FFXPXODWHG�RYHU����PRQWKV�
9,,,��/RRNLQJ�)RUZDUG
,Q�VXP��H[FKDQJH�UDWH�GHSUHFLDWLRQ�ZRUNHG�ZHOO�GHVSLWH�WKH�H[WUHPHO\�SRRU�PDQDJHPHQW�VKRUWO\�DIWHU�WKH�H[LW�IURP�WKH�FUDZOLQJ�SHJ�V\VWHP��,QIODWLRQ�ZDV�OLWWOH�DIIHFWHG��LQWHUHVW�UDWHV�DQG�WKH�H[FKDQJH�UDWH�GHFOLQHG�VKDUSO\�DIWHU�WKH�LQLWLDO�RYHUVKRRWLQJ��RXWSXW�UHFRYHUHG�DIWHU�D�IHZ�PRQWKV�DQG�WKH�EDODQFH�RI�SD\PHQWV�LPSURYHG�DV�ZHOO��1HYHUWKHOHVV��IRXU�LVVXHV�DUH�FUXFLDO�IRU�WKH�IXWXUH�RI�WKH�IOH[LEOH�H[FKDQJH�UDWH�UHJLPH�LQ�%UD]LO�)LUVW��&HQWUDO�%DQN�UHIRUP�VKRXOG�EH�D�SULRULW\��)LVFDO�DGMXVWPHQW�KDV�JRQH�ZHOO�LQ�%UD]LO��EXW�JLYHQ�WKH�UHPDLQLQJ�DUHDV�RI�SRWHQWLDO�EXGJHWDU\�LPEDODQFHV��VRFLDO�VHFXULW\�H[SHQGLWXUHV��KLGGHQ�HQWLWOHPHQWV�RQ�SXEOLF�IXQGV��HWF���LQWHU�WHPSRUDO�FRQVLVWHQF\�UHTXLUHV�D�PRUH�LQGHSHQGHQW�&HQWUDO�%DQN��ZKLFK�LV�QRW�WKH�FDVH�\HW��7KH�SUHVHQW�VFKHPH��FRPELQLQJ�D�IOH[LEOH H[FKDQJH�UDWH�ZLWK�LQIODWLRQ�WDUJHWLQJ��LV�D�FOHDU�LPSURYHPHQW�RYHU�WKH�SDVW��EXW�LW�LV�QRW�HQRXJK��)RU�WKH�&HQWUDO�%DQN�WR�ZDWFK�RYHU�SULFH�VWDELOLW\��UHJDUGOHVV�RI�SROLWLFDO�IRUFHV�LQ�SRZHU��LWV�GHJUHH�RI�LQGHSHQGHQFH�PXVW�EH�HQKDQFHG��,QGHHG��&HQWUDO�%DQN�UHIRUP�PXVW�SURYLGH�IL[HG�PDQGDWHV�IRU�WKH�%RDUG�RI�*RYHUQRUV��QRZ�WKH\�FDQ�EH�GLVPLVVHG�DG�QXWXP�E\�WKH�3UHVLGHQW�RI�WKH�5HSXEOLF���,W�VKRXOG�DOVR�UHYLVH�WKH�UROH�RI�WKH�1DWLRQDO�0RQHWDU\�&RXQFLO��&01��LQ�WKH�SURFHVV�RI�LQIODWLRQ�WDUJHWLQJ��SDUWLFXODUO\�LQ�WHUPV�RI�WKH�GRPLQDQFH�RI�WKH�)LQDQFH�0LQLVWHU�ZLWKLQ�WKH�&01���GHHSHQ�WKH�GHWDLOV�RI�FRUUHVSRQGHQW�
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UXOHV�DQG�UHJXODWLRQV��DQG�SURYLGH�D�SURSHU�VWUXFWXUH�RI�LQFHQWLYHV�DQG�SHQDOWLHV�IRU�WKH�DFKLHYHPHQW�RI�WKHVH�WDUJHWV�6HFRQG��WKH�DXWKRULWLHV�PXVW�DOVR�LPSURYH�WKH�OLTXLGLW\�DQG�FRPSHWLWLYH�FRQGLWLRQV�RI�WKH�IRUHLJQ�H[FKDQJH�PDUNHW�DQG�UHGXFH�WKH�VWRFN�RI�GROODU�LQGH[HG�ERQGV�LQ�RUGHU�WR�DOORZ�D�KLJKHU�GHJUHH�RI�H[FKDQJH�UDWH�IOH[LELOLW\��7KH�SUHVHQW�UHJLPH��E\�LWV�RZQ�QDWXUH��LV�PRUH�YRODWLOH�WKDQ�WKH�IRUPHU��ZKLFK�FDQ�EH�KDUPIXO�WR�WUDGH�DQG�WR�WKH�JHQHUDWLRQ�RI�LQFRPH��,Q�RWKHU�FRXQWULHV��WKLV�IDFW�KDV�OHG�FHQWUDO�EDQNV�WR�LQWHUYHQH�RFFDVLRQDOO\�LQ�IRUHLJQ�H[FKDQJH�PDUNHWV�E\�WUDGLQJ�IRUHLJQ�FXUUHQFLHV�DQG�ERQGV�LQ�RUGHU�WR�SUHYHQW�WKH�RFFXUUHQFH�RIXQH[SHFWHG�IOXFWXDWLRQV��+RZHYHU��LQ�%UD]LO��VXFK�LQWHUYHQWLRQV�KDYH�KDSSHQHG�IUHTXHQWO\��2QH�UHDVRQ�LV�IRUHLJQ�H[FKDQJH�PDUNHW�LPSHUIHFWLRQV��SDUWLFXODUO\��WKH�PDUNHW¶V�UHVWUDLQHG�OLTXLGLW\�LQ�VWUHVV�VLWXDWLRQV��7KH�RWKHU�LV�WKH�LPSDFW�RQ�WKH�EXGJHW�VWHPPLQJ�IURP�WKH�ODUJH�VWRFN�RI�JRYHUQPHQW�GHEW�LQGH[HG�WR�WKH�GROODU��FXUUHQWO\�DURXQG�86������ELOOLRQ��QHW�RI�LQWHUQDWLRQDO�UHVHUYHV��2I�FRXUVH��E\�GRLQJ�VR��DXWKRULWLHV�ORZHU�WKH�HIIHFWLYHQHVV�RI�WKH�H[FKDQJH�UDWH�DV�D�PHDQV�RI�DFFRPSOLVKLQJ�DQ�DGHTXDWH�EDODQFH�EHWZHHQ�GHPDQG�DQG�VXSSO\�RI�IRUHLJQ�H[FKDQJH��0RUH�LPSRUWDQWO\��E\�XVLQJ�LQWHUHVW�UDWHV�WR�LQIOXHQFH�WKH�H[WHUQDO�YDOXH�RI�WKH�FXUUHQF\��WKH\�ULVN�FUHDWLQJ�D�FRQFHDOHG�WDUJHW�]RQH�FUDZOLQJ�EDQGV�V\VWHP��ZKLFK�LQ�SUHVHQW�FLUFXPVWDQFHV�LV�WKH�ZRUVW�RSWLRQ�IRU�D�FRXQWU\�OLNH�%UD]LO��8QWLO�QRZ��WKH�SUHVHQW�³GLUWLQHVV´�RI�WKH�H[FKDQJH�UDWH�UHJLPH�KDV�EHHQ�VXFFHVVIXO�LQ�WKH�VHQVH�WKDW�LW�KDV�ZRUNHG�LQ�IDYRU�RI�WKH�VWDELOLW\�RI�SULFHV�DQG�RI�HFRQRPLF�JURZWK��+RZHYHU��IRU�WKH�IXWXUH��LW�LV�DGYLVDEOH�WR�SXUVXH�SROLFLHV�VXFK�WKDW�WKH�IRUHLJQ�H[FKDQJH�PDUNHW�FDQ�JUDGXDOO\�UXQ�RQ�LWV�RZQ�IHHW�������7KLUG��LQFUHDVLQJ�WKH�IRFXV�RI�WKH�&HQWUDO�%DQN�RQ�LQIODWLRQ�WDUJHWV�UHTXLUHV�DSSURSULDWH�IOH[LELOLW\�LQ�WKH�PDQDJHPHQW�RI�LQWHUHVW�UDWHV��7R�WKLV�HQG��VRPH�VWHSV�KDYH�DOUHDG\�EHHQ�WDNHQ��VXFK�DV�WKH�HOLPLQDWLRQ�RI�WKH�H[LVWLQJ�EDQG�IRU�UHGLVFRXQW�UDWHV��7%&�DQG�7%$1���WKH�OLQNLQJ�RI�WKH�ODWWHU�WR�WKH�6(/,&�RYHUQLJKW�PDUNHW�UDWH��WKH�LQFUHDVH�LQ�EDQN�OLTXLGLW\�E\�HOLPLQDWLQJ�WKH�FRPSXOVRU\�UHVHUYH�UHTXLUHPHQWV�RQ�WLPH�GHSRVLWV�DQG�ORZHULQJ�WKRVH�RQ�VLJKW�GHSRVLWV�WR����SHUFHQW��WKH�GURS�LQ�WKH�VWRFN�RI�&HQWUDO�%DQN�VHFXULWLHV�LQ�WKH�PDUNHW��WKH\�UHSUHVHQWHG�MXVW������SHUFHQW�RI�WRWDO�IHGHUDO�GHEW�RXWVWDQGLQJ�LQ�ODWH�6HSWHPEHU��DQG�WKH�RIIHULQJ�RI�IL[HG�UDWH�VHFXULWLHV�ZLWK�PHGLXP�DQG�ORQJ�WHUP�PDWXULWLHV��%XW�WKH�DYHUDJH�GXUDWLRQ�RI�WKH�SXEOLF�GHEW�LQ�ERQGV�DQG�ELOOV�KDV�FRQWLQXHG�WR�EH�VPDOO������LQ�ODWH�6HSWHPEHU��ZKLOH�WKH�VKDUH�RI�GROODU�LQGH[HG�ERQGV�KDV�UHPDLQHG�ODUJH�LQ�WKH�ZKROH�
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SRUWIROLR�����SHUFHQW���7KHVH�ZHDNQHVVHV�DUH�FRPSRXQGHG�E\�WKH�WUDQVLWRU\�GLIILFXOW\�RI�TXDQWLI\LQJ�WKH�SURVSHFWLYH�LPSDFWV�RI�LQWHUHVW�UDWHV��H[FKDQJH�UDWHV��WD[HV�DQG�DXWRQRPRXV�SULFH�VKRFNV�RQ�PRQH\�GHPDQG�DQG��KHQFH��RQ�WKH�LQIODWLRQ�RXWORRN��)RXUWK��H[WHUQDO�VHFWRU�YXOQHUDELOLWLHV��DOEHLW�GLPLQLVKHG��KDYH�FRQWLQXHG��7KH�WUDGH�GHILFLW�LV�ORZHU�WKDQ�EHIRUH��EXW�WKH�VL]HDEOH�VXUSOXVHV�IRUHFDVWHG�E\�PDQ\�SHRSOH�KDYH�VWD\HG�EH\RQG�UHDFK��1HW�FDSLWDO�LQFRPH�VHQW�DEURDG�KDV�UHDFKHG����SHUFHQW�RI�H[SRUWV��FXUUHQW�DFFRXQW�GHILFLW�LV�DW�����SHUFHQW�RI�*'3�DQG�WKH�UDWLR�RI�QHW�H[WHUQDO�OLDELOLWLHV�WR�H[SRUWV�KDV�UHDFKHG�����DQG�����WR�*'3��,Q�VKRUW��GHSHQGHQF\�RI�WKH�%UD]LOLDQ�HFRQRP\�RQ�H[WHUQDO�FDSLWDO�LQIORZV�UHPDLQV�ODUJH�DQG�PD\�FUHDWH�H[FHVV�YRODWLOLW\�RQ�WKH�H[FKDQJH�UDWH�LQ�FHUWDLQ�VLWXDWLRQV��+RZHYHU��WKHUH�DUH�VRPH�UHDVRQV�IRU�RSWLPLVP��FRQVLGHULQJ�WKH�LPSURYHPHQW�RI�WKH�ILVFDO�VWDQFH��WKH�ZRUNLQJ�RI�WKH�IOH[LEOH�H[FKDQJH�UDWH�UHJLPH�LWVHOI�DQG�WKH�KXJH�LQIORZ�RI�IRUHLJQ�GLUHFW�LQYHVWPHQWV�WKDW�KDYH�ILQDQFHG�WKH�ZKROH�RI�WKH�FXUUHQW�DFFRXQW�GHILFLW��<HW��LW�VKRXOG�EH�QRWHG�WKDW�DOWKRXJK�WKH\�GR�SHUIRUP�QHFHVVDU\�FRQGLWLRQV�IRU�H[FKDQJH�UDWH�VWDELOLW\��QHLWKHU�RI�WKHP�KDYH�SUHYHQWHG�PDMRU�FXUUHQF\�DQG�ILQDQFLDO�FULVHV�HOVHZKHUH��DV�ZH�VDZ�LQ�0H[LFR��6RXWKHDVW�$VLD�DQG�$UJHQWLQD��7KHUHIRUH� LW¶V�QRW�HQRXJK�WKDW�PRQHWDU\�DQG�ILVFDO�SROLFLHV�DUH�JHDUHG�WR�SULFH�VWDELOLW\�DQG�WKH�H[FKDQJH�UDWH��WR�RYHUDOO�EDODQFH�RI�SD\PHQWV�HTXLOLEULXP��6XVWDLQDELOLW\�RI�WKH�FXUUHQW�DFFRXQW�SRVLWLRQ�LV�DOVR�LPSRUWDQW�DQG�UHTXLUHV�DGGLWLRQDO�SROLFLHV�VXFK�DV�WD[�UHIRUP�IRU�HQKDQFLQJ�FRPSHWLWLYHQHVV�DQG�D�VWUDWHJLF�WUDGH�SROLF\�IRU�H[SRUW�SURPRWLRQ�DQG�LPSRUW�VXEVWLWXWLRQ��
,;��&RQFOXGLQJ�5HPDUNV7KH�UHFHQW�%UD]LOLDQ�H[SHULHQFH�ZLWK�H[FKDQJH�UDWH�SROLF\�VKRZV�ZLWK�FODULW\�VRPH�ZHOO�NQRZQ�VW\OL]HG�IDFWV��)LUVW��DQ�H[FKDQJH�UDWH�V\VWHP�LV�VXVWDLQDEOH�LQ�WKH�PHGLXP�DQG�ORQJ�UXQ�RQO\�LI�LW�VHWV�UHDVRQDEOH�OHYHOV�RI�UHDO�LQWHUHVW�UDWHV��UHDO�H[FKDQJH�UDWHV�DQG�HFRQRPLF�JURZWK�SHUVSHFWLYHV��,Q�RWKHU�ZRUGV��LI�LW�SURYLGHV�LQWHUQDO�DQG�H[WHUQDO�HTXLOLEULXP��%UD]LO
V�FUDZOLQJ�SHJ�UHJLPH�HVWDEOLVKHG�LQ�0DUFK������GLGQ¶W�SURYLGH�WKHP��:KHQ�LQWHUHVW�UDWHV�KLW�ZRUOG�UHFRUG�OHYHOV��WKH�ILQDQFLDO�SRVLWLRQ�RI�WKH�SXEOLF�VHFWRU�ZDV�LPSDLUHG��FXUUHQF\�RYHUYDOXDWLRQ�EURXJKW�LQ�FXUUHQW�DFFRXQW�GHILFLWV�DQG�GHHSHQHG�WKH�DFFXPXODWLRQ�RI�H[WHUQDO�OLDELOLWLHV��XQHPSOR\PHQW�URVH�DQG�RXWSXW�JURZWK�VORZHG��$IWHU�WKH�$VLDQ�DQG�5XVVLDQ�FULVHV�LW�EHFDPH�DQ�HDV\�WDUJHW�IRU�H[FKDQJH�UDWH�VSHFXODWRUV�RQ�WKH�GRZQZDUG�VLGH��
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6HFRQGO\��WKH�%UD]LOLDQ�H[SHULHQFH�VXSSRUWHG�WKH�DUJXPHQW�WKDW��QRZDGD\V��EHFDXVH�RI�KXJH�DQG�YRODWLOH�FDSLWDO�IORZV��PLGGOH�RI�WKH�URDG�H[FKDQJH�UDWH�VFKHPHV�DUH�OHVV�VXVWDLQDEOH�WKDQ�EHOLHYHG�EHIRUH��,QGHHG��LW¶V�GLIILFXOW�WR�IL[�WKH�H[WHUQDO�YDOXH�RI�QDWLRQDO�PRQLHV�LQ�DQ�HQYLURQPHQW�ZKHUH�DQ�LQFUHDVLQJ�QXPEHU�RI�FRXQWULHV�DUH�HLWKHU�IUHHO\�IORDWLQJ�WKHLU�FXUUHQFLHV��DGKHULQJ�WR�PRQHWDU\�XQLRQV��RU�XQGHUJRLQJ�FXUUHQF\�ERDUG�VFKHPHV�EDVHG�RQ�VWURQJHU�FXUUHQFLHV��1HYHUWKHOHVV��RQH�KDV�WR�ZHLJK�FDUHIXOO\�WKH�SURV�DQG�FRQV�RI�DQ\�SDUWLFXODU�UHJLPH��)RU�LQVWDQFH��QHLWKHU�WKH�UHFHQW (FXDGRULDQ�GROODUL]DWLRQ�VFKHPH�QRU�WKH�$UJHQWLQHDQ�FRQYHUWLELOLW\�VFKHPH�ZRXOG�VHUYH�WKH�%UD]LOLDQ�HFRQRP\�ZHOO��%UD]LO�KDV�QHYHU�KDG�WKH�W\SH�RI�LQIODWLRQ�SUREOHP��RU�ILQDQFLDO�DQG�WUDGH�VWUXFWXUHV�WKDW�FRXOG�MXVWLI\�VXFK�RSWLRQV��)RUWXQDWHO\��LQ�VSLWH�RI�VRPH�LQLWLDO�VNHSWLFLVP��WKH�SUHVHQW�IOH[LEOH�UDWH�UHJLPH�FXP�LQIODWLRQ�WDUJHW�LV�ZRUNLQJ�ZHOO��7KH�FKDOOHQJHV�DKHDG�DUH�JUHDW��EXW�WKH�UHFHQW�VXFFHVVHV�EHVWRZ�VRPH�RSWLPLVP�RQ�WKH�ZHOO�IXQFWLRQLQJ�RI�WKH�IOH[LEOH�H[FKDQJH�UDWH�UHJLPH��7KLUG��G\QDPLFV�LV�LPSRUWDQW��&XUUHQF\�EXEEOHV�DUH�VORZ�WR�GHYHORS�EXW�UDSLG�WR�EXUVW��+DYLQJ�HQYLVDJHG�SUREOHPV�LQ�WKH�H[FKDQJH�UDWH�UHJLPH��WKH�VRRQHU�WKH�FRUUHFWLRQ�WKH�EHWWHU�WKH�UHVXOWV��%UD]LO�HQMR\HG�UHDVRQDEOH�FRQGLWLRQV�WR�H[LW�WKH�SHJJHG�V\VWHP�RQ�EHKDOI�RI�PRUHIOH[LEOH�H[FKDQJH�UDWHV�EHWZHHQ�PLG������DQG�PLG������ZKHQ�FDSLWDO�LQIORZV�UHJDLQHG�PRPHQWXP��LQIODWLRQ�ZDV�XQGHU�FRQWURO��EXGJHW�GHILFLW�VWDUWHG�WR�GHFOLQH�DQG�WKH�HFRQRP\�ZDV�UHFRYHULQJ�IURP�UHFHVVLRQ��� 8QIRUWXQDWHO\��WKH�JRYHUQPHQW�VWXFN�WR�LWV�SUHYDLOLQJ�SROLF\��SRVWSRQHG�ORQJ�QHHGHG�DGMXVWPHQWV�DQG�WKH�RSSRUWXQLW\�ZDV�ORVW��7KH�H[LW�RFFXUUHG�DPLG�D�KXJH�EDODQFH�RI�SD\PHQWV�FULVLV�DQG�GHYDOXDWLRQ�ZDV�IROORZHG�E\�D�GDQJHURXV�RYHUVKRRWLQJ�WKDW�UHTXLUHG�VWURQJHU�HIIRUWV�RQ�PDFURHFRQRPLFV�IXQGDPHQWDOV�WR�SUHYHQW�D�FRPSOHWH�GLVDVWHU��7KH�OHVVRQ�VHHPV�FOHDU��WKH�HQWUDQFH�LQ�D�ULJLG�H[FKDQJH�UDWH�VFKHPH�LV�HDVLHU�WKDQ�LWV�H[LW��)RXUWK��LQ�WKH�%UD]LOLDQ�FDVH��WKH�PRYH�WR�IORDWLQJ�H[FKDQJH�UDWHV�UHTXLUHG�VXVWDLQDEOH�ILVFDO�SROLFLHV��ZLWKRXW�ZKLFK�QR�H[FKDQJH�UDWH�SROLF\�UHJLPH�FDQ�EH�VXFFHVVIXO��DQG�D�QHZ�QRPLQDO�DQFKRU�DFKLHYDEOH�HLWKHU�WKURXJK�LQIODWLRQ�RU�PRQHWDU\�WDUJHWLQJ��%UD]LO�FKRVH�WKH�IRUPHU��*LYHQ�WKH�FRPSOH[LW\�RI�VHWWLQJ�VXFK�WDUJHWV�DQG�FRPPXQLFDWLQJ�WKHP�WR�VRFLHW\��WKH\�QHHG�QHZ�LQVWLWXWLRQDO�DUUDQJHPHQWV�DQG�SURFHGXUHV�DV�IDU�DV�PRQHWDU\�SROLF\�LV�FRQFHUQHG��,Q�PDQ\�FRXQWULHV��DQG�%UD]LO�ZDV�QR�GLIIHUHQW��WKLV�QHZ�IUDPHZRUN�RIWHQ�VLPSO\�GRHV�QRW�H[LVW�DW�WKH�PRPHQW�RI�WXUQDURXQG�EHFDXVH�LW�KDSSHQV�GXULQJ�HPHUJHQFLHV�GLFWDWHG�
�� 5HJDUGLQJ�WKH�H[LW��%UD]LO�GLG�WKH�RSSRVLWH�DV�SURSRVHG�E\�(LFKHQJUHHQ��0DVVRQ�DQG�RWKHUV��������
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	The trap suggested above can be better understood with the aid of a simple IS-LM model in the Mundell-Fleming tradition. If the following equations describe internal equilibrium in the goods and money markets and external (balance of payments) equilibrium, then the IS curve is given by:
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	where y represents real GDP, g is a parameter of autonomous expenditures (private and public), r is the real interest rate and e is the real exchange rate, defined as the ratio of domestic to foreign prices. Partial derivatives of y are positives regarding g and negative with respect to r and e. We take the price level p and expected inflation ( as given.
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	In March 1995, three months after the Mexican crisis, as the country’s risk premium soared, the government was finally compelled to raise interest rates. It also decided to establish a new exchange rate regime, which, as we have seen, was of a crawling peg type, virtually fixing the real exchange rate at past levels. The Brazilian economy moved accordingly to a point like D in Figure 2, where extremely high real interest rates successfully prevented the loss of central bank reserves and major currency devaluation. However, this came at a cost of recession and of mounting fiscal imbalances (we omit in this figure the LM curve because its is endogenously determined in the case of fixed exchange rates). The government tried to offset the deflationary effects of the interest rate hike on economic activity by launching (or simply by allowing institutional trends toward) an expansionary fiscal policy that could move the economy to E. But the initiative was bound to fail: the strength of the monetary-exchange rate mix rapidly boosted public and external indebtedness, thus spreading fears of impending macroeconomic instability. As investors urged the government to regain control over the budget and market pressures eased, the economy eventually settled at point F with less than full employment. Fiscal expansion should have been greater than it was to avoid such slow growth (quasi) equilibrium. Nevertheless, if it had been, financial markets wouldn’t have accepted it at "normal" levels of risk and expected depreciation. BP schedule would have shifted upwards and the situation regarding output remained roughly the same as at point F. Interest rates, however, would have been even higher than at E.
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	The recent Brazilian experience with exchange rate policy shows with clarity some well-known stylized facts. First, an exchange rate system is sustainable in the medium and long run only if it sets reasonable levels of real interest rates, real exchange rates and economic growth perspectives. In other words, if it provides internal and external equilibrium. Brazil's crawling peg regime established in March 1995 didn’t provide them. When interest rates hit world record levels, the financial position of the public sector was impaired, currency overvaluation brought in current account deficits and deepened the accumulation of external liabilities, unemployment rose and output growth slowed. After the Asian and Russian crises it became an easy target for exchange rate speculators on the downward side.
	Secondly, the Brazilian experience supported the argument that, nowadays, because of huge and volatile capital flows, middle of the road exchange rate schemes are less sustainable than believed before. Indeed, it’s difficult to fix the external value of national monies in an environment where an increasing number of countries are either freely floating their currencies, adhering to monetary unions, or undergoing currency board schemes based on stronger currencies. Nevertheless, one has to weigh carefully the pros and cons of any particular regime. For instance, neither the recent Ecuadorian dollarization scheme nor the Argentinean convertibility scheme would serve the Brazilian economy well. Brazil has never had the type of inflation problem, or financial and trade structures that could justify such options. Fortunately, in spite of some initial skepticism, the present flexible rate regime cum inflation target is working well. The challenges ahead are great, but the recent successes bestow some optimism on the well functioning of the flexible exchange rate regime.
	Third, dynamics is important. Currency bubbles are slow to develop but rapid to burst. Having envisaged problems in the exchange rate regime, the sooner the correction the better the results. Brazil enjoyed reasonable conditions to exit the pegged system on behalf of more flexible exchange rates between mid 1996 and mid 1997 when capital inflows regained momentum, inflation was under control, budget deficit started to decline and the economy was recovering from recession. Unfortunately, the government stuck to its prevailing policy, postponed long needed adjustments and the opportunity was lost. The exit occurred amid a huge balance of payments crisis and devaluation was followed by a dangerous overshooting that required stronger efforts on macroeconomics fundamentals to prevent a complete disaster. The lesson seems clear: the entrance in a rigid exchange rate scheme is easier than its exit.
	Fourth, in the Brazilian case, the move to floating exchange rates required sustainable fiscal policies (without which no exchange rate policy regime can be successful) and a new nominal anchor achievable either through inflation or monetary targeting. Brazil chose the former. Given the complexity of setting such targets and communicating them to society, they need new institutional arrangements and procedures as far as monetary policy is concerned. In many countries, and Brazil was no different, this new framework often simply does not exist at the moment of turnaround because it happens during emergencies dictated by financial or balance of payments crisis. However, once changes have been made, the task of building these new institutions is of utmost importance to the sustainability of the new currency regime.
	Fifth, the Brazilian case suggests that a successful transition from one foreign exchange system to another, particularly in a crisis circumstance, is not a one variable work – for either fiscal or monetary variables. In reality, it depends on a whole set of consistent events and coordinated policies, all of them directed to the objectives of re-achieving price stability with as little exchange rate and output volatility as possible.
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