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I. Introduction 
GRRG�GHFLVLRQV�EHJLQ�ZLWK�JRRG�LQIRUPDWLRQ�� $�EDQN¶V�ERDUG�
RI�GLUHFWRUV�QHHGV�FRQFLVH��DFFXUDWH��DQG�WLPHO\�UHSRUWV�WR�KHOS�
LW�SHUIRUP�LWV�¿GXFLDU\�UHVSRQVLELOLWLHV�� 7KLV�ERRNOHW�GHVFULEHV�
LQIRUPDWLRQ�JHQHUDOO\�IRXQG�LQ�ERDUG�UHSRUWV��DQG�LW�KLJKOLJKWV�
³UHG�ÀDJV´²UDWLRV�RU�WUHQGV�WKDW�PD\�VLJQDO�H[LVWLQJ�RU�SRWHQWLDO�
SUREOHPV�� $Q�HIIHFWLYH�ERDUG�LV�DOHUW�IRU�WKH�DSSHDUDQFH�RI�UHG�
ÀDJV�WKDW�JLYH�ULVH�WR�IXUWKHU�LQTXLU\���%\�PDNLQJ�IXUWKHU�LQTXLU\��
WKH�GLUHFWRUV�FDQ�GHWHUPLQH�LI�D�VXEVWDQWLDO�SUREOHP�H[LVWV�RU�PD\�
EH�IRUPLQJ��

7KLV�ERRNOHW�VXSSOHPHQWV�RWKHU�2&&�SXEOLFDWLRQV�LQFOXGLQJ�
WKH�'LUHFWRU¶V�%RRN��7KH�5ROH�RI�D�1DWLRQDO�%DQN�'LUHFWRU�DQG�
WRSLFDO�ERRNOHWV�LQ�WKH�&RPSWUROOHU¶V�+DQGERRN�VHULHV�� :KLOH�
LW�GHVFULEHV�LQIRUPDWLRQ�JHQHUDOO\�IRXQG�LQ�ERDUG�UHSRUWV��WKH�
JXLGDQFH�LQ�WKLV�ERRNOHW�GRHV�QRW�FRQVWLWXWH�D�OHJDO�RSLQLRQ�WKDW�
FRQGXFW�FRQVLVWHQW�ZLWK�LW�SURWHFWV�D�GLUHFWRU�IURP�OLDELOLW\��

$V�GLVFXVVHG�LQ�WKH�'LUHFWRU¶V�%RRN��WKH�ERDUG�RI�GLUHFWRUV�PXVW�
RYHUVHH�WKH�EDQN¶V�RSHUDWLRQV�WR�HQVXUH�WKDW�WKH�EDQN�RSHUDWHV�
LQ�D�VDIH�DQG�VRXQG�PDQQHU�DQG�WKDW�ULVNV�WR�WKH�LQVWLWXWLRQ�DUH�
SURSHUO\�FRQWUROOHG�� 7KH�ERDUG¶V�UHVSRQVLELOLWLHV�LQFOXGH�NHHSLQJ�
LQIRUPHG�RI�WKH�EDQN¶V�RSHUDWLQJ�HQYLURQPHQW��KLULQJ�DQG�
UHWDLQLQJ�FRPSHWHQW�PDQDJHPHQW��PDLQWDLQLQJ�DQ�DSSURSULDWH�
ERDUG�VWUXFWXUH��HVWDEOLVKLQJ�VWUDWHJLF�SODQV��PRQLWRULQJ�
RSHUDWLRQV��RYHUVHHLQJ�EXVLQHVV�SHUIRUPDQFH��UHYLHZLQJ�DQG�
DSSURYLQJ�PDMRU�FRUSRUDWH�DFWLRQV��DQG�HQVXULQJ�WKDW�WKH�EDQN�
VHUYHV�LWV�FRPPXQLW\¶V�FUHGLW�QHHGV���7KH�ERDUG�RI�GLUHFWRUV�
DOVR�HVWDEOLVKHV�SROLFLHV�LQ�PDMRU�DUHDV��KROGV�PDQDJHPHQW�
DFFRXQWDEOH�IRU�LPSOHPHQWLQJ�WKRVH�SROLFLHV��DQG�HQVXUHV�WKDW�
ULVNV�WR�WKH�LQVWLWXWLRQ�DUH�SURSHUO\�PDQDJHG��

7KH�¿QDQFLDO�VHUYLFHV�LQGXVWU\�LV�FKDQJLQJ�UDSLGO\��DQG�WKH�
QDWXUH�RI�ULVN�WDNLQJ�LV�LQFUHDVLQJ�LQ�FRPSOH[LW\�DQG�PDJQLWXGH��
%HFDXVH�RI�WRGD\¶V�PRUH�FRPSOH[�EXVLQHVV�HQYLURQPHQW��
GLUHFWRUV�PXVW�XQGHUVWDQG�DQG�DVVHVV�WKH�H[LVWLQJ��SRWHQWLDO��DQG�
SURVSHFWLYH�LPSDFW�RI�ULVN�SRVLWLRQV�RQ�IXWXUH�EDQN�SHUIRUPDQFH��
0DQDJLQJ�ULVN�SURVSHFWLYHO\�PHDQV�LGHQWLI\LQJ�LW��PHDVXULQJ�
LW�DFFXUDWHO\��XQGHUVWDQGLQJ�LWV�LPSOLFDWLRQV��DQG�HQVXULQJ�WKDW�
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DSSURSULDWH�ULVN�PDQDJHPHQW��FRQWURO��DQG�UHSRUWLQJ�V\VWHPV�DUH�
LQ�SODFH�EHIRUH�WKH�ULVNV�OHDG�WR�SUREOHPV�IRU�WKH�EDQN��

)URP�D�UHJXODWRU\�SHUVSHFWLYH��ULVN�LV�WKH�SRWHQWLDO�WKDW�HYHQWV��
H[SHFWHG�RU�XQDQWLFLSDWHG��PD\�KDYH�DQ�DGYHUVH�LPSDFW�RQ�
WKH�EDQN¶V�FDSLWDO�RU�HDUQLQJV���7R�FRQWURO�ULVN�DQG�PLWLJDWH�LWV�
LPSDFW�RQ�WKH�EDQN¶V�¿QDQFLDO�SHUIRUPDQFH��DOO�EDQNV�PXVW�KDYH�
ULVN�PDQDJHPHQW�V\VWHPV�WKDW�LGHQWLI\��PHDVXUH��FRQWURO��DQG�
PRQLWRU�ULVNV�� 6WURQJ�ULVN�PDQDJHPHQW�V\VWHPV�DUH�SDUWLFXODUO\�
LPSRUWDQW�ZKHQ�LQWURGXFLQJ�QHZ�SURGXFWV�RU�VHUYLFHV��ZKHQ�WKH�
EDQN�H[SHULHQFHV�VWURQJ�JURZWK��RU�GXULQJ�GLI¿FXOW�HFRQRPLF�
WLPHV�ZKHQ�ORDQ�RI¿FHUV�PD\�EH�LQFOLQHG�WR�WDNH�DGGLWLRQDO�ULVNV��

7KH�2&&�KDV�GH¿QHG�QLQH�FDWHJRULHV�RI�ULVN�IRU�EDQN�
VXSHUYLVLRQ�SXUSRVHV�� 7KHVH�QLQH�ULVNV�DUH�FUHGLW��OLTXLGLW\��
LQWHUHVW�UDWH��SULFH��IRUHLJQ�FXUUHQF\�WUDQVODWLRQ��FRPSOLDQFH��
VWUDWHJLF��UHSXWDWLRQ��DQG�WUDQVDFWLRQ�� 7KHVH�ULVNV�DUH�QRW�
PXWXDOO\�H[FOXVLYH��DQ\�SURGXFW�RU�VHUYLFH�PD\�H[SRVH�WKH�EDQN�
WR�PXOWLSOH�ULVNV���

%HFDXVH�PDUNHW�FRQGLWLRQV�DQG�RUJDQL]DWLRQDO�VWUXFWXUHV�YDU\��
WKHUH�LV�QR�VLQJOH�ULVN�PDQDJHPHQW�V\VWHP�WKDW�ZRUNV�LQ�DOO�
EDQNV�� 7KH�ERDUG�RI�GLUHFWRUV�PXVW�WDNH�VWHSV�WR�HQVXUH�WKDW�
LWV�ULVN�PDQDJHPHQW�V\VWHP�LV�WDLORUHG�WR�LWV�VSHFL¿F�QHHGV�DQG�
FLUFXPVWDQFHV�� (IIHFWLYH�ULVN�PDQDJHPHQW�UHTXLUHV�DQ�LQIRUPHG�
ERDUG��FDSDEOH�PDQDJHPHQW��DQG�DSSURSULDWH�VWDI¿QJ�� 7KH�ERDUG�
XVHV�PDQDJHPHQW�UHSRUWV�DQG�RWKHU�LQIRUPDWLRQ�V\VWHPV�WR�VWD\�
ZHOO�LQIRUPHG�DQG�WR�DVVHVV�ULVN�ZLWKLQ�DQ�LQVWLWXWLRQ�� %RDUG�
GHFLVLRQV�EDVHG�XSRQ�LQHIIHFWLYH��LQDFFXUDWH��RU�LQFRPSOHWH�
UHSRUWLQJ�PD\�LQFUHDVH�ULVN�ZLWKLQ�WKH�EDQN��

6XEVFULEHUV�WR�2&&�%DQN1HW��KDYH�DFFHVV�WR�DQDO\WLFDO�WRROV�
WKDW�DOORZ�GLUHFWRUV�WR�FRPSDUH�D�EDQN¶V�SHUIRUPDQFH�WR�D�
FXVWRP�SHHU�JURXS�DQG�HVWDEOLVKHG�EHQFKPDUNV�� &XVWRP�
SHHU�JURXS�LQIRUPDWLRQ�LV�DYDLODEOH�WR�QDWLRQDO�EDQNV�WKURXJK�

��)RU�D�PRUH�FRPSOHWH�GLVFXVVLRQ�RI�WKHVH�ULVNV��UHIHU�WR�WKH�³%DQN�6XSHU�
YLVLRQ�3URFHVV´�ERRNOHW�RI�WKH�&RPSWUROOHU¶V�+DQGERRN��DYDLODEOH�DW�
ZZZ�RFF�JRY�VWDWLF�SXEOLFDWLRQV�KDQGERRN�EDQNVXS�SGI��
��2&&�%DQN1HW�LV�DYDLODEOH�H[FOXVLYHO\�WR�QDWLRQDO�EDQNV�DQG�LV�ORFDWHG�DW�
KWWS���ZZZ�QDWLRQDOEDQNQHW�JRY��
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WKH�&RPSDUDWLYH�$QDO\VLV�5HSRUWLQJ�V\VWHP��&$5����DQG�WKH�
&DQDU\��V\VWHP�VKRZV�WKH�¿QDQFLDO�SHUIRUPDQFH�RI�D�EDQN�
DJDLQVW�HVWDEOLVKHG�EHQFKPDUNV�� 6XEVFULEHUV�WR�%DQN1HW�XVH�WKH�
&$5�V\VWHP�WR�DQDO\]H�WKHLU�EDQN¶V�¿QDQFLDO�SHUIRUPDQFH�DQG�
FRPSDUH�LW�WR�WKH�SHUIRUPDQFH�RI�WKH�SHHU�JURXS�VHOHFWHG�� 7KH�
&DQDU\�EHQFKPDUNV�KLJKOLJKW�OHDGLQJ�LQGLFDWRUV�RI�LQFUHDVHG�
ULVN�� 2&&�HVWDEOLVKHG�EHQFKPDUNV�IRU�VSHFL¿F�¿QDQFLDO�UDWLRV�
DW�OHYHOV�³W\SLFDO´�IRU�WKH�DYHUDJH�FRPPXQLW\�EDQN�� 7R�WKH�
H[WHQW�D�EDQN�H[FHHGV�D�QXPEHU�RI�WKHVH�EHQFKPDUNV��LW�PD\�EH�
H[SHULHQFLQJ�OHYHOV�RI�ULVN�DERYH�³W\SLFDO´�OHYHOV�� 7KH�&DQDU\�
EHQFKPDUNV�KHOS�GLUHFWRUV�WR�XQGHUVWDQG�WKHLU�EDQN¶V�ULVN�SUR¿OH�
DQG�DQWLFLSDWH�DUHDV�WKDW�FRXOG�UHTXLUH�VWURQJHU�ULVN�FRQWUROV��

$OWKRXJK�WKH�ERDUG�PD\�GHSHQG�RQ�PDQDJHPHQW¶V�H[SHUWLVH�WR�
UXQ�GDLO\�RSHUDWLRQV��WKH�ERDUG�UHPDLQV�XOWLPDWHO\�UHVSRQVLEOH�IRU�
PRQLWRULQJ�WKH�EDQN¶V�RSHUDWLRQV�DQG�OHYHOV�RI�ULVN���7KH�ERDUG�
FDQ�PRQLWRU�WKH�RSHUDWLRQV�RI�WKH�EDQN�WKURXJK�PDQDJHPHQW�
UHSRUWV��EXW�LW�PXVW�GR�PRUH�WKDQ�PHUHO\�DFFHSW�DQG�UHYLHZ�WKHVH�
UHSRUWV��LW�PXVW�EH�FRQ¿GHQW�RI�WKHLU�DFFXUDF\�DQG�UHOLDELOLW\���
'LUHFWRUV�VKRXOG�HQVXUH�WKDW�PDQDJHPHQW�SURYLGHV�DGHTXDWH�DQG�
WLPHO\�¿QDQFLDO�DQG�SHUIRUPDQFH�LQIRUPDWLRQ�WKDW�FDQ�DQVZHU�
TXHVWLRQV��VXFK�DV��

�  ,V�WKH�EDQN¶V�VWUDWHJLF�SODQ�UHDOLVWLF�IRU�WKH�EDQN¶V�
FLUFXPVWDQFHV"�

�  ,V�PDQDJHPHQW�PHHWLQJ�WKH�JRDOV�HVWDEOLVKHG�LQ�WKH�SODQQLQJ�
SURFHVV"� ,I�QR��ZK\"�

�  ,V�WKH�OHYHO�RI�HDUQLQJV�FRQVLVWHQW�RU�HUUDWLF"�
�  'R�HDUQLQJV�UHVXOW�IURP�WKH�LPSOHPHQWDWLRQ�RI�SODQQHG�EDQN�
VWUDWHJLHV��RU�IURP�WUDQVDFWLRQV�WKDW��ZKLOH�LQFUHDVLQJ�VKRUW�
WHUP�HDUQLQJV��UDLVH�ORQJHU�WHUP�ULVN"�

�  'R�DXGLW�SURJUDPV�WHVW�LQWHUQDO�FRQWUROV�WR�LGHQWLI\�LQDFFXUDWH��
LQFRPSOHWH��RU�XQDXWKRUL]HG�WUDQVDFWLRQV��GH¿FLHQFLHV�LQ�WKH�
VDIHJXDUGLQJ�RI�DVVHWV��XQUHOLDEOH�¿QDQFLDO�DQG�UHJXODWRU\�

��&RPSDUDWLYH�$QDO\VLV�5HSRUWLQJ��&$5��SURYLGHV�DFFHVV�WR�VHOHFWHG�¿QDQFLDO�
GDWD�IRU�PRUH�WKDQ�������LQVWLWXWLRQV��LQFOXGLQJ�FRPPHUFLDO�EDQNV�DQG�)',&�
LQVXUHG�VDYLQJV�EDQNV��
��&DQDU\�LV�DQ�HDUO\�ZDUQLQJ�V\VWHP�WKDW�LGHQWL¿HV�EDQNV�WKDW�KDYH�WKH�KLJKHVW�
¿QDQFLDO�ULVN�SRVLWLRQV�� 6XEVFULEHUV�WR�%DQN1HW�PD\�DFFHVV�WKH�&DQDU\�UHSRUWV�
RI�WKHLU�RZQ�EDQNV��
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UHSRUWLQJ��YLRODWLRQV�RI�ODZ�DQG�UHJXODWLRQV��DQG�GHYLDWLRQV�
IURP�WKH�LQVWLWXWLRQ¶V�SROLFLHV�DQG�SURFHGXUHV"�

�  $UH�SROLFLHV�DQG�SURFHGXUHV�LQ�SODFH�WKDW�VDIHJXDUG�
DJDLQVW�FRQÀLFWV�RI�LQWHUHVW��LQVLGHU�IUDXG�DQG�DEXVHV��
DQG�DI¿OLDWH�DEXVH"�

�  ,V�WKH�EDQN�JLYLQJ�GXH�FRQVLGHUDWLRQ�WR�FKDQJHV�LQ�
H[WHUQDO�FRQGLWLRQV"�

�  ,V�WKH�EDQN�EHLQJ�FRPSHQVDWHG�DGHTXDWHO\�IRU�WKH�ULVNV�LW�
LV�WDNLQJ�LQ�LWV�YDULRXV�SURGXFW�OLQHV�DQG�DFWLYLWLHV"�

�  'RHV�WKH�EDQN�KDYH�VXI¿FLHQW�FDSLWDO�WR�VXSSRUW�LWV�ULVN�
SUR¿OH�DQG�EXVLQHVV�VWUDWHJLHV"�

�  $UH�¿QDQFLDO�UHSRUWV�DQG�VWDWHPHQWV�DFFXUDWH��RU�GR�WKH\�
UHÀHFW�DQ�LQFRPSOHWH�HYDOXDWLRQ�RI�WKH�EDQN¶V�¿QDQFLDO�
FRQGLWLRQ"�

�  $UH�WKH�EDQN¶V�JRDOV�DQG�SODQV�FRQVLVWHQW�ZLWK�WKH�GLUHFWRUV¶�
WROHUDQFH�IRU�ULVN"�

7R�DVVLVW�ERDUGV�RI�GLUHFWRUV�LQ�DVVHVVLQJ�ULVN�SURVSHFWLYHO\��WKLV�
ERRNOHW�LGHQWL¿HV�YDULRXV�OHDGLQJ�LQGLFDWRUV�RI�LQFUHDVLQJ�FUHGLW�
ULVN��OLTXLGLW\�ULVN��DQG�LQWHUHVW�UDWH�ULVN�WKDW�VKRXOG�EH�D�SDUW�RI�
RQJRLQJ�ERDUG�UHSRUWV�� 2WKHU�UHSRUWV�DQG�SHUIRUPDQFH�PHDVXUHV�
RXWOLQHG�LQ�WKLV�ERRNOHW�DUH�XVHIXO�WR�GLUHFWRUV�LQ�DVVHVVLQJ�WKH�
EDQN¶V�FXUUHQW�FRQGLWLRQ���7KLV�ERRNOHW�LV�VWUXFWXUHG�DFFRUGLQJ�WR�
WKH�W\SHV�RI�LQIRUPDWLRQ�GLUHFWRUV�VKRXOG�UHFHLYH�� 7KH\�VKRXOG�
UHJXODUO\�UHFHLYH�UHSRUWV�RQ��
�  )LQDQFLDO�SHUIRUPDQFH��
�  &UHGLW�ULVN�PDQDJHPHQW��
�  /LTXLGLW\�ULVN�PDQDJHPHQW��
�  ,QWHUHVW�UDWH�ULVN�PDQDJHPHQW��
�  ,QYHVWPHQW�SRUWIROLR�PDQDJHPHQW��
�  )LQDQFLDO�GHULYDWLYHV�DQG�RII�EDODQFH�VKHHW�DFWLYLWLHV��
�  $XGLWV�DQG�LQWHUQDO�FRQWURO��
�  &RQVXPHU�FRPSOLDQFH��
�  $VVHW�PDQDJHPHQW��
�  0DQDJHPHQW�LQIRUPDWLRQ�V\VWHPV��
�  ,QWHUQHW�EDQNLQJ��
�  2&&¶V�RYHUDOO�DVVHVVPHQW��
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II. Reports Directors Should 
Receive Regularly 

A. Financial Performance 
5HSRUWV�RI�¿QDQFLDO�SHUIRUPDQFH�VKRXOG�KHOS�GLUHFWRUV�DVVHVV�WKH�
EDQN¶V�FRQGLWLRQ��GHWHUPLQH�ZKHWKHU�WKH�OHYHO�RI�ULVN�WDNHQ�E\�
WKH�EDQN�FRQIRUPV�WR�WKH�ERDUG¶V�SROLFLHV��DQG�LGHQWLI\�UHG�ÀDJV��
7R�XVH�¿QDQFLDO�LQIRUPDWLRQ�HIIHFWLYHO\��GLUHFWRUV�VKRXOG�ORRN�DW�
WKH�WUHQG�DQG�OHYHO�RI�LQGLYLGXDO�PHDVXUHV�DQG�WKH�LQWHUUHODWLRQ�
VKLSV�DPRQJ�FDSLWDO��DVVHW�TXDOLW\��HDUQLQJV��OLTXLGLW\��PDUNHW�
ULVN��DQG�EDODQFH�VKHHW�JURZWK�� )LQDQFLDO�UHSRUWV�VKRXOG�IRFXV�
RQ�FRPSDUDWLYH�¿QDQFLDO�VWDWHPHQWV�DQG�NH\�¿QDQFLDO�SHUIRU�
PDQFH�UDWLRV�DQG�KLJKOLJKW�DUHDV�RI�NH\�ULVNV��
&RPSDUDWLYH�¿QDQFLDO�VWDWHPHQWV�LQFOXGH��
�  ,QFRPH�VWDWHPHQWV�IRU�WKH�PRQWK�DQG�\HDU�WR�GDWH��ZKLFK�DUH�
FRPSDUHG�ZLWK�WKH�EXGJHW��ZLWK�UHVXOWV�IURP�SULRU�\HDUV��DQG�
ZLWK�SURMHFWLRQV��LI�DSSURSULDWH��

�  %DODQFH�VKHHWV��ZKLFK�FRPSDUH�EDODQFHV�LQ�LQGLYLGXDO�DVVHW�
DQG�OLDELOLW\�FDWHJRULHV�ZLWK�EDODQFHV�DW�WKH�VDPH�GDWH�LQ�WKH�
SUHYLRXV�PRQWK��WKH�SUHYLRXV�\HDU��DQG�ZLWK�SURMHFWLRQV��LI�
DSSURSULDWH��

,Q�UHYLHZLQJ�WKHVH�LWHPV��GLUHFWRUV�VKRXOG�LGHQWLI\�DQ\�LWHP�WKDW�
KDV�FKDQJHG�VLJQL¿FDQWO\�RU�WKDW�YDULHV�VLJQL¿FDQWO\�IURP�WKH�
EXGJHW��JHQHUDOO\����SHUFHQW�RU�PRUH��DQG�VKRXOG�DVN�PDQDJH�
PHQW�WR�H[SODLQ�WKH�GHYLDWLRQ��
'LUHFWRUV�VKRXOG�UHJXODUO\�UHFHLYH�DQG�UHYLHZ�UHSRUWV�IURP�PDQ�
DJHPHQW�WKDW�FRQWDLQ�NH\�¿QDQFLDO�SHUIRUPDQFH�UDWLRV�DQG�WUHQGV�
WKDW�IDFLOLWDWH�HIIHFWLYH�PRQLWRULQJ�RI�ULVN�DQG�¿QDQFLDO�SHUIRU�
PDQFH�� 0DQ\�VXFK�UDWLRV��LQFOXGLQJ�WKRVH�UHIHUUHG�WR�LQ�WKH�IRO�
ORZLQJ�SDUDJUDSKV��PD\�EH�IRXQG�LQ�WKH�TXDUWHUO\�8QLIRUP�%DQN�
3HUIRUPDQFH�5HSRUW��8%35���DQG�RWKHUV�FDQ�EH�FRPSXWHG�IURP�
LQWHUQDO�EDQN�UHFRUGV�� 7KH�8%35��ZKLFK�LV�FRPSXWHU�JHQHUDWHG�
IURP�EDQN�FDOO�UHSRUW�GDWD�DQG�LV�DYDLODEOH�DW�WKH�)),(&�:HE�VLWH�
�KWWS���ZZZ�I¿HF�JRY����FRQWDLQV�ERWK�KLVWRULFDO�DQG�SHHU�JURXS�
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LQIRUPDWLRQ�� �$�EDQN¶V�SHHU�JURXS�LQFOXGHV�EDQNV�RI�VLPLODU�
VL]H��W\SH��DQG�ORFDWLRQ��� 7KH�8%35�FDQ�KHOS�GLUHFWRUV�HYDOXDWH�
D�EDQN¶V�FXUUHQW�FRQGLWLRQ��WUHQGV�LQ�¿QDQFLDO�SHUIRUPDQFH��DQG�
FRPSDULVRQV�ZLWK�LWV�SHHU�JURXS����'LUHFWRUV�VKRXOG�GHWHUPLQH�
WKH�UHDVRQ�IRU�VLJQL¿FDQW�YDULDQFHV�LQ�WKH�EDQN¶V�SHUIRUPDQFH�
ZKHQ�FRPSDUHG�ZLWK�WKH�SHHU�JURXS��

1. Capital 

&DSLWDO�LV�WKH�FXVKLRQ�WKDW�SURWHFWV�EDQNV�DQG�WKHLU�FXVWRPHUV�DQG�
VKDUHKROGHUV�DJDLQVW�ORVV�UHVXOWLQJ�IURP�WKH�DVVXPSWLRQ�RI�ULVN��
$V�D�UHVXOW��WKH�DGHTXDF\�RI�FDSLWDO�LV�YHU\�FORVHO\�UHODWHG�WR�WKH�
LQGLYLGXDO�ULVN�SUR¿OH�RI�HDFK�EDQN�� 2YHUDOO�FDSLWDO�DGHTXDF\�
RI�D�EDQN�LV�PHDVXUHG�ERWK�TXDQWLWDWLYHO\�DQG�TXDOLWDWLYHO\���7KH�
TXDQWLWDWLYH�DQDO\VLV�IRFXVHV�RQ�ULVN�EDVHG�DQG�OHYHUDJH�UDWLRV��
7KH�TXDOLWDWLYH�DVVHVVPHQW�FRQVLGHUV�WKH�TXDOLW\�DQG�OHYHO�RI�
HDUQLQJV��WKH�TXDOLW\�RI�DVVHWV��WKH�EDQN¶V�EXVLQHVV�VWUDWHJ\��WKH�
HIIHFWLYHQHVV�RI�ULVN�PDQDJHPHQW��DQG�PDQDJHPHQW¶V�RYHUDOO�
DELOLW\�WR�LGHQWLI\��PHDVXUH��PRQLWRU��DQG�FRQWURO�ULVN��

7KH�ERDUG�DQG�PDQDJHPHQW�PXVW�GHWHUPLQH�KRZ�PXFK�FDSLWDO�
WKH�EDQN�VKRXOG�KROG�� 7KLV�GHWHUPLQDWLRQ�PD\�FKDQJH�RYHU�
WLPH�EDVHG�RQ�WKH�ULVN�LQKHUHQW�LQ�WKH�EDQN¶V�EXVLQHVV�SUR¿OH��
GLYLGHQG�H[SHFWDWLRQV�RI�WKH�EDQN¶V�VKDUHKROGHUV��HFRQRPLF�
YDULDEOHV�WKDW�DIIHFW�WKH�EDQN¶V�PDUNHW�RU�FXVWRPHU�EDVH��DQG�
RWKHU�IDFWRUV�� $OWKRXJK�EDQNV�PXVW�PDLQWDLQ�PLQLPXP�FDSLWDO�
UDWLRV�HVWDEOLVKHG�LQ�ULVN�EDVHG�FDSLWDO�JXLGHOLQHV�����&)5�����
PRVW�EDQNV�DUH�H[SHFWHG�WR�PDLQWDLQ�FDSLWDO�UDWLRV�KLJKHU�WKDQ�
WKH�UHTXLUHG�PLQLPXPV��

$GHTXDWH�FDSLWDO�VXSSRUWV�IXWXUH�JURZWK��IRVWHUV�SXEOLF�
FRQ¿GHQFH�LQ�WKH�EDQN¶V�FRQGLWLRQ��SURYLGHV�WKH�FDSDFLW\�XQGHU�
WKH�EDQN¶V�OHJDO�OHQGLQJ�OLPLW�WR�VHUYH�FXVWRPHUV¶�QHHGV��DQG�
SURWHFWV�WKH�EDQN�IURP�XQH[SHFWHG�ORVVHV�� 'LUHFWRUV�VKRXOG�
PRQLWRU�WKH�IROORZLQJ�UDWLRV�WR�KHOS�HQVXUH�FRPSOLDQFH�ZLWK�

��&XVWRP�SHHU�JURXS�LQIRUPDWLRQ�LV�DYDLODEOH�WR�QDWLRQDO�EDQNV�WKURXJK�WKH�
&RPSDUDWLYH�$QDO\VLV�5HSRUWLQJ�V\VWHP��&$5��RQ�2&&¶V�1DWLRQDO�%DQN1HW��

Financial Performance—Capital 6 
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UHJXODWRU\�PLQLPXP�UHTXLUHPHQWV�� 7KHVH�UDWLRV�DUH�ZLGHO\�XVHG�
DQG�FDQ�DOVR�EH�IRXQG�RQ�WKH�8%35��&$5��RU�&DQDU\��

�  7LHU���FDSLWDO�DGMXVWHG�DYHUDJH�DVVHWV²WKH�DPRXQW�RI�FDSLWDO�
VXSSRUWLQJ�WKH�EDQN¶V�ORDQV�DQG�RWKHU�DVVHWV���7LHU���FDSLWDO�
LQFOXGHV�WKH�SXUHVW�DQG�PRVW�VWDEOH�IRUPV�RI�FDSLWDO�� 7KLV�
UDWLR�LV�FRPPRQO\�FDOOHG�WKH�OHYHUDJH�UDWLR��

�  7LHU���FDSLWDO�ULVN�ZHLJKWHG�DVVHWV��WLHU���ULVN�EDVHG�UDWLR��DQG�
WRWDO�FDSLWDO�ULVN�ZHLJKWHG�DVVHWV��WRWDO�ULVN�EDVHG�UDWLR�²WKH�
DPRXQW�RI�FDSLWDO�LQ�UHODWLRQ�WR�WKH�DPRXQW�RI�FUHGLW�ULVN�
DVVRFLDWHG�ZLWK�DVVHWV�RQ�DQG�RII�WKH�EDODQFH�VKHHW���7RWDO�
FDSLWDO�DGGV�OLPLWHG�DPRXQWV�RI�RWKHU�FDSLWDO�WR�WKH�WLHU���OHYHO��

7KH�UDWLRV�EHORZ�PD\�EH�XVHIXO�LQ�HYDOXDWLQJ�WKH�EDQN¶V�RQJRLQJ�
DELOLW\�WR�PDLQWDLQ�VXI¿FLHQW�FDSLWDO�OHYHOV��

�  &DVK�GLYLGHQGV�QHW�LQFRPH²WKH�SHUFHQWDJH�RI�QHW�LQFRPH�
SDLG�RXW�WR�VKDUHKROGHUV�LQ�GLYLGHQGV��

�  (TXLW\�JURZWK�UDWH�YHUVXV�DVVHW�JURZWK�UDWH²PHDVXUHV�WKH�
H[WHQW�WR�ZKLFK�FDSLWDO�JURZWK�LV�NHHSLQJ�SDFH�ZLWK�DVVHW�
JURZWK��

$OO�LQVXUHG�GHSRVLWRU\�LQVWLWXWLRQV�DUH�VXEMHFW�WR�WKH�SURPSW�
FRUUHFWLYH�DFWLRQ��3&$��IUDPHZRUN�RXWOLQHG�LQ����&)5������
$OWKRXJK�PLQLPXP�UHJXODWRU\�FDSLWDO�VWDQGDUGV�FDQ�JHQHUDOO\�EH�
VDWLV¿HG�DW�WKH�³DGHTXDWHO\�FDSLWDOL]HG´�OHYHO��PRVW�EDQNV�VWULYH�
WR�PDLQWDLQ�D�³ZHOO�FDSLWDOL]HG´�VWDWXV�XQGHU�WKH�3&$�IUDPHZRUN��
$�EDQN�LV�³ZHOO�FDSLWDOL]HG´�LI��

�  ,WV�OHYHUDJH�UDWLR�LV�DW�OHDVW���SHUFHQW��

�  ,WV�WLHU���ULVN�EDVHG�UDWLR�LV�DW�OHDVW���SHUFHQW��

�  ,WV�WRWDO�ULVN�EDVHG�UDWLR�LV�DW�OHDVW����SHUFHQW��

�  ,W�LV�QRW�VXEMHFW�WR�DQ\�ZULWWHQ�DJUHHPHQW��RUGHU��FDSLWDO�
GLUHFWLYH��RU�SURPSW�FRUUHFWLYH�DFWLRQ�GLUHFWLYH�WR�PDLQWDLQ�D�
VSHFL¿F�FDSLWDO�OHYHO�IRU�DQ\�FDSLWDO�PHDVXUH��

$�EDQN�LV�VXEMHFW�WR�FHUWDLQ�UHVWULFWLRQV�WKDW�LQFUHDVH�LQ�VHYHULW\�
DV�WKH�3&$�FDSLWDO�FDWHJRU\�RI�WKH�EDQN�GHWHULRUDWHV���7KHVH�
UHVWULFWLRQV�EHJLQ�WR�DSSO\�ZKHQ�D�EDQN�IDOOV�EHORZ�³ZHOO�
FDSLWDOL]HG�´� )RU�H[DPSOH��DQ�DGHTXDWHO\�FDSLWDOL]HG�EDQN�

Financial Performance—Capital 7 
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PXVW�DSSO\�IRU�DQG�UHFHLYH�D�ZDLYHU�IURP�WKH�)HGHUDO�'HSRVLW�
,QVXUDQFH�&RUSRUDWLRQ��)',&��EHIRUH�LW�FDQ�DFFHSW��UHQHZ��
RU�UROO�RYHU�EURNHUHG�GHSRVLWV�� %DQNV�LQ�DQ\�RI�WKH�WKUHH�
³XQGHUFDSLWDOL]HG´�FDWHJRULHV�RI�3&$�DUH�QRW�LQ�FRPSOLDQFH�
ZLWK�WKH�PLQLPXP�UHJXODWRU\�UHTXLUHPHQWV�DQG�DUH�VXEMHFW�WR�D�
UDQJH�RI�DGGLWLRQDO�VXSHUYLVRU\�UHVWULFWLRQV�DQG�UHTXLUHPHQWV���
&RPSOHWH�LQIRUPDWLRQ�RQ�WKH�3&$�FDSLWDO�FDWHJRULHV�LV�SXEOLVKHG�
DW����&)5������

Financial Performance—Capital Red Flags: 

•  Ratios below “well capitalized” or those required 
by order or agreement. 

•  Capital growth rate is less than total asset 
growth rate. 

•  Ratios significantly different from peer ratios. 

•  Declining capital levels or ratios. 

•  Dividend payout ratio is significantly higher 
than peer ratios. 

•  Concentration in nontraditional activities. 

•  Significant growth in off-balance-sheet activities. 

��7KH�WKUHH�³XQGHUFDSLWDOL]HG´�FDWHJRULHV�RI�3&$�DUH�XQGHUFDSLWDOL]HG��VLJQL¿�
FDQWO\�XQGHUFDSLWDOL]HG��DQG�FULWLFDOO\�XQGHUFDSLWDOL]HG��

Financial Performance—Capital 8 



�

�

�

2. Asset Quality 

$VVHW�TXDOLW\�LV�D�IXQFWLRQ�RI�WKH�TXDQWLW\�RI�H[LVWLQJ�DQG�
SRWHQWLDO�FUHGLW�ULVN�DVVRFLDWHG�ZLWK�WKH�ORDQ�DQG�LQYHVWPHQW�
SRUWIROLRV��RWKHU�UHDO�HVWDWH�RZQHG��RWKHU�DVVHWV��DQG�RII�EDODQFH�
VKHHW�WUDQVDFWLRQV�� 0DQDJHPHQW�PDLQWDLQV�DVVHW�TXDOLW\�E\�
LGHQWLI\LQJ��PHDVXULQJ��PRQLWRULQJ��DQG�FRQWUROOLQJ�FUHGLW�ULVN��
'LUHFWRUV�VKRXOG�HQVXUH�WKH�H[LVWHQFH�RI�DGHTXDWH�XQGHUZULWLQJ�
DQG�ULVN�VHOHFWLRQ�VWDQGDUGV��VRXQG�FUHGLW�DGPLQLVWUDWLRQ�
SUDFWLFHV��DQG�DSSURSULDWH�ULVN�LGHQWL¿FDWLRQ�SUDFWLFHV��

:KHQ�HYDOXDWLQJ�DVVHW�TXDOLW\��GLUHFWRUV�VKRXOG�FRQVLGHU�WKH�
DGHTXDF\�RI�WKH�DOORZDQFH�IRU�ORDQ�DQG�OHDVH�ORVVHV��$///���
WKH�OHYHO��GLVWULEXWLRQ��VHYHULW\��DQG�WUHQG�RI�SUREOHP��FODVVL¿HG��
QRQDFFUXDO��UHVWUXFWXUHG��GHOLQTXHQW��DQG�QRQSHUIRUPLQJ�DVVHWV��
WKH�H[LVWHQFH�RI�FRQFHQWUDWLRQV�RI�FUHGLW��FUHGLW�ULVN�DULVLQJ�IURP�
RII�EDODQFH�VKHHW�WUDQVDFWLRQV��ORDQ�JURZWK��DQG�WKH�YROXPH�DQG�
QDWXUH�RI�FUHGLW�SROLF\�DQG�GRFXPHQWDWLRQ�H[FHSWLRQV��

,Q�DGGLWLRQ�WR�UHYLHZLQJ�UHSRUWV�SUHSDUHG�E\�PDQDJHPHQW��
GLUHFWRUV�VKRXOG�UHJXODUO\�UHYLHZ�WKH�IROORZLQJ�FUHGLW�ULVN�DQG�
DVVHW�TXDOLW\�OHDGLQJ�LQGLFDWRUV�IRU�VLJQV�RI�LQFUHDVLQJ�FUHGLW�
ULVN�� 7KHVH�LQGLFDWRUV�DUH�ZLGHO\�XVHG�DQG�FDQ�DOVR�EH�IRXQG�RQ�
8%35��&$5��RU�&DQDU\��

�  /RDQ�JURZWK²PHDVXUHV�WKH�UDWH�RI�JURZWK�LQ�WRWDO�ORDQV�DQG�
OHDVHV�� 5DSLG�JURZWK��SDUWLFXODUO\�DV�PHDVXUHG�DJDLQVW�ORFDO��
UHJLRQDO��DQG�QDWLRQDO�HFRQRPLF�LQGLFDWRUV��KDV�ORQJ�EHHQ�
DVVRFLDWHG�ZLWK�VXEVHTXHQW�FUHGLW�TXDOLW\�SUREOHPV��

�  /RDQV�WR�HTXLW\²PHDVXUHV�WKH�PXOWLSOH�RI�EDQN�HTXLW\�FDSLWDO�
LQYHVWHG�LQ�ORDQV�� $OO�RWKHU�IDFWRUV�KHOG�HTXDO��DV�WKLV�UDWLR�
LQFUHDVHV��VR�GRHV�ULVN�WR�EDQN�FDSLWDO�IURP�FUHGLW�ULVN�� :KHQ�
WKLV�UDWLR�LV�KLJK��EDQN�FDSLWDO�PD\�EH�GLVSURSRUWLRQDWHO\�
DIIHFWHG�E\�HYHQWV�WKDW�KDYH�DQ�DGYHUVH�LPSDFW�RQ�FUHGLW�
TXDOLW\��

�  &KDQJH�LQ�SRUWIROLR�PL[²PHDVXUHV�WKH�FKDQJH�LQ�WKH�
FRPSRVLWLRQ�RI�WKH�SRUWIROLR�RYHU�D�JLYHQ�WLPH�IUDPH��
&KDQJHV�LQ�SRUWIROLR�PL[�PD\�LQGLFDWH�LQFUHDVLQJ�ULVN��RU�
GHFUHDVLQJ�ULVN��7KH�ODUJHU�WKH�FKDQJH�WKH�JUHDWHU�WKH�UHDVRQV�
WR�LQYHVWLJDWH�LWV�HIIHFW�RQ�WKH�FUHGLW�ULVN�SUR¿OH��

Financial Performance—Asset Quality 9 
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�  /RDQV�WR�DVVHWV²PHDVXUHV�WKH�SHUFHQWDJH�RI�WKH�EDQN¶V�WRWDO�
DVVHWV�WKDW�DUH�LQYHVWHG�LQ�ORDQV�� $V�WKLV�SHUFHQWDJH�LQFUHDVHV��
FUHGLW�ULVN�PD\�DOVR�LQFUHDVH��

�  /RDQ�\LHOG²PHDVXUHV�WKH�\LHOG�RQ�WKH�ORDQ�SRUWIROLR�� 7KH�
\LHOG�RQ�WKH�ORDQ�SRUWIROLR�VKRXOG�UHÀHFW�WKH�ULVN�RI�GHIDXOW�
DQG�ORVV�LQ�WKH�XQGHUO\LQJ�ORDQV�DV�ZHOO�DV�ULVNV�LQ�WKH�
SRUWIROLR�� +LJK�\LHOGV�PD\�LQGLFDWH�KLJKHU�FUHGLW�ULVN��

�  1RQFXUUHQW�ORDQV�DQG�OHDVHV�WRWDO�ORDQV�DQG�OHDVHV²WKH�
SHUFHQWDJH�RI�WKH�ORDQ�SRUWIROLR�QRW�SHUIRUPLQJ�DV�DJUHHG�
�L�H���ORDQV�DQG�OHDVHV����GD\V�RU�PRUH�SDVW�GXH�SOXV�ORDQV�DQG�
OHDVHV�QRW�DFFUXLQJ�LQWHUHVW��� 7KLV�PHDVXUH�LV�DOVR�UHIHUUHG�WR�
DV�QRQSHUIRUPLQJ�ORDQV��

�  1RQFXUUHQW�ORDQV�DQG�OHDVHV�HTXLW\�FDSLWDO²WKH�SHUFHQWDJH�
RI�WKH�EDQN¶V�SHUPDQHQW�FDSLWDO�EDVH�WKUHDWHQHG�E\�QRQFXUUHQW�
ORDQV�� 7KH�FDOFXODWLRQ�IRU�WKLV�UDWLR�PD\�LQFOXGH�WKH�$///�LQ�
WKH�GHQRPLQDWRU�EHFDXVH�WKH�$///�LV�DYDLODEOH�WR�DEVRUE�ORDQ�
ORVVHV�ZLWKRXW�UHGXFLQJ�FDSLWDO��

�  $///�WRWDO�ORDQV�DQG�OHDVHV²WKH�SHUFHQWDJH�RI�WRWDO�ORDQV�WKH�
EDQN�KDV�VHW�DVLGH��UHVHUYHG��WR�FRYHU�SRVVLEOH�ORVVHV�LQ�WKH�
ORDQ�SRUWIROLR��

�  $///�QHW�ORDQ�DQG�OHDVH�ORVVHV²WKH�QXPEHU�RI�WLPHV�WKH�
H[LVWLQJ�ORDQ�ORVV�UHVHUYH�ZRXOG�EH�DEOH�WR�FRYHU�WKH�EDQN¶V�
ORVVHV�GXULQJ�D�JLYHQ�SHULRG��

�  1RQFXUUHQW�ORDQV�DQG�OHDVHV�$///²WKH�SHUFHQWDJH�RI�
WKH�ORDQ�ORVV�UHVHUYH�WKDW�LV�DYDLODEOH�WR�DEVRUE�ORVVHV�RQ�
QRQFXUUHQW�ORDQV��

�  1HW�ORDQ�DQG�OHDVH�ORVVHV�DYHUDJH�ORDQV�DQG�OHDVHV²WKH�
SHUFHQWDJH�RI�WKH�ORDQ�SRUWIROLR�FKDUJHG�RII�GXULQJ�WKH�SHULRG��

10 Financial Performance—Asset Quality 



               

        

       

     

               
       

          
  

     

       

             
       

          
    

                  
     

     

     

                  
  

                  
 

       
   

       

                  
                        

 

          
      

Financial Performance—Asset Quality 
and Credit Risk Red Flags: 

• Significant increase in loans to total assets ratio. 

• Significant increase in loans to equity ratio. 

• Significant change in portfolio mix. 

• Significant upward or downward trend in the percent 
of the ALLL to total loans and leases. 

• High growth rates in total loans or within individual 
categories of loans. 

• Significant increase in loan yields. 

• Loan yields significantly higher than peer group. 

• Downward trends in risk ratings among pass credits 
and/or increases in special mention or classified assets. 

• Significant volume of retail loans that have been 
extended, deferred, renewed, or rewritten. 

• Increasing levels of past-due and nonperforming 
loans as a percent of loans. 

• Significant changes in the ALLL. 

• Significant increases in ALLL provisions. 

• Stable or declining ALLL at the same time net loan 
losses trend upward. 

• Annual net charge-offs that exceed the balance in 
the ALLL. 

• ALLL averages and percentages significantly different 
from the peer group’s. 

• Increasing levels of other real estate owned. 

• Loans identified by internal and external loan review 
that are not included in problem loan lists provided 
by management. 

• Any significant changes in the above relative to historical 
performance, planned performance, or peer performance. 

Financial Performance—Asset Quality and Credit Risk 11 
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3. Earnings 

7KH�GLUHFWRUV¶�UHYLHZ�RI�HDUQLQJV�VKRXOG�IRFXV�RQ�WKH�TXDQWLW\��
WUHQG��DQG�VXVWDLQDELOLW\�RU�TXDOLW\�RI�HDUQLQJV�� $�EDQN�ZLWK�
JRRG�HDUQLQJV�SHUIRUPDQFH�FDQ�H[SDQG��UHPDLQ�FRPSHWLWLYH��
DXJPHQW�LWV�FDSLWDO�IXQGV��DQG��DW�WKH�VDPH�WLPH��SURYLGH�D�UHWXUQ�
WR�VKDUHKROGHUV�WKURXJK�GLYLGHQGV�� :KHQ�D�EDQN¶V�TXDQWLW\�
RU�TXDOLW\�RI�HDUQLQJV�GLPLQLVKHV��WKH�FDXVH�LV�XVXDOO\�HLWKHU�
H[FHVVLYH�RU�LQDGHTXDWHO\�PDQDJHG�FUHGLW�ULVN�RU�KLJK�OHYHOV�
RI�LQWHUHVW�UDWH�ULVN�� +LJK�FUHGLW�ULVN��ZKLFK�RIWHQ�UHTXLUHV�WKH�
EDQN�WR�DGG�WR�LWV�$///��PD\�UHVXOW�LQ�DQ�HOHYDWHG�OHYHO�RI�ORDQ�
ORVVHV��ZKLOH�KLJK�LQWHUHVW�UDWH�ULVN�PD\�LQFUHDVH�WKH�YRODWLOLW\�
RI�DQ�LQVWLWXWLRQ¶V�HDUQLQJV�IURP�LQWHUHVW�UDWH�FKDQJHV���7KH�
TXDOLW\�RI�HDUQLQJV�PD\�DOVR�EH�GLPLQLVKHG�E\�XQGXH�UHOLDQFH�RQ�
H[WUDRUGLQDU\�JDLQV��QRQUHFXUULQJ�HYHQWV��RU�IDYRUDEOH�WD[�HIIHFWV��
)XWXUH�HDUQLQJV�PD\�EH�DIIHFWHG�DGYHUVHO\�E\�DQ�LQDELOLW\�WR�
IRUHFDVW�RU�FRQWURO�IXQGLQJ�DQG�RSHUDWLQJ�H[SHQVHV��LPSURSHUO\�
H[HFXWHG�RU�LOO�DGYLVHG�EXVLQHVV�VWUDWHJLHV��RU�SRRUO\�PDQDJHG�RU�
XQFRQWUROOHG�H[SRVXUH�WR�RWKHU�ULVNV��

7KH�OHYHO�DQG�WUHQG�RI�WKH�IROORZLQJ�PHDVXUHV��FRPSDUHG�ZLWK�
WKH�EDQN¶V�SUHYLRXV�SHUIRUPDQFH�DQG�WKH�FXUUHQW�SHUIRUPDQFH�
RI�SHHU�EDQNV��DUH�LPSRUWDQW�LQ�HYDOXDWLQJ�HDUQLQJV�� 7KHVH�
PHDVXUHV�DUH�ZLGHO\�XVHG�DQG�FDQ�DOVR�EH�IRXQG�RQ�WKH�8%35��
&$5��RU�&DQDU\��

�  1HW�LQFRPH�DYHUDJH�DVVHWV²KRZ�HI¿FLHQWO\�WKH�EDQN¶V�
DVVHWV�JHQHUDWH�HDUQLQJV�� 7KLV�UDWLR��FRPPRQO\�UHIHUUHG�WR�DV�
UHWXUQ�RQ�DYHUDJH�DVVHWV��52$$���LV�D�SULPDU\�LQGLFDWRU�RI�
SUR¿WDELOLW\��

�  1HW�LQFRPH�DYHUDJH�WRWDO�HTXLW\²WKH�UDWH�RI�UHWXUQ�RQ�WKH�
VKDUHKROGHUV¶�LQYHVWPHQW��7KLV�UDWLR�LV�FRPPRQO\�UHIHUUHG�WR�
DV�UHWXUQ�RQ�HTXLW\��52(���

�  1HW�LQWHUHVW�LQFRPH�DYHUDJH�HDUQLQJ�DVVHWV²WKH�GLIIHUHQFH�
EHWZHHQ�LQWHUHVW�HDUQHG��RQ�ORDQV��OHDVHV��IHGHUDO�IXQGV��
LQYHVWPHQWV��HWF���DQG�LQWHUHVW�SDLG��IRU�GHSRVLWV��IHGHUDO�
IXQGV��ERUURZLQJV��HWF���FRPSDUHG�ZLWK�DYHUDJH�HDUQLQJ�
DVVHWV�� 7KLV�UDWLR�LV�FRPPRQO\�UHIHUUHG�WR�DV�WKH�QHW�LQWHUHVW�
PDUJLQ��1,0����1HW�LQWHUHVW�LQFRPH�KLVWRULFDOO\�KDV�EHHQ�

12 Financial Performance—Earnings 
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PRVW�EDQNV¶�ODUJHVW�VRXUFH�RI�HDUQLQJV���'LUHFWRUV�DOVR�ORRN�
DW�WKH�FRPSRQHQWV�RI�LQWHUHVW�LQFRPH�DQG�H[SHQVH�WR�LGHQWLI\�
FKDQJHV�LQ�YROXPH�DQG�VSUHDGV��

�  1RQLQWHUHVW�LQFRPH�DYHUDJH�DVVHWV²EDQN�UHOLDQFH�RQ�LQFRPH�
GHULYHG�IURP�EDQN�VHUYLFHV�DQG�VRXUFHV�RWKHU�WKDQ�LQWHUHVW�
EHDULQJ�DVVHWV�� 'LUHFWRUV�VKRXOG�UHYLHZ�VRXUFHV�DQG�YRODWLOLW\�
RI�DQG�VLJQL¿FDQW�FKDQJHV�LQ�QRQLQWHUHVW�LQFRPH��

�  2YHUKHDG��QRQLQWHUHVW��H[SHQVH�DYHUDJH�DVVHWV²HI¿FLHQF\�RI�
WKH�EDQN¶V�RSHUDWLRQV��$OWKRXJK�FRQWUROOLQJ�RYHUKHDG�H[SHQVH�
LV�LPSRUWDQW��GLUHFWRUV�VKRXOG�EH�DOHUW�IRU�WRR�PXFK�FRVW�
FXWWLQJ��H�J���UHGXFLQJ�VWDII�EHORZ�SUXGHQW�OHYHOV�DQG�IRUJRLQJ�
LQIRUPDWLRQ�V\VWHPV�XSJUDGHV�� 6XFK�GHFLVLRQV�PD\�H[SRVH�
WKH�EDQN�WR�VLJQL¿FDQW�ULVNV�WKDW�FRXOG�LPSDLU�IXWXUH�HDUQLQJV��

�  3URYLVLRQ�H[SHQVH�DYHUDJH�DVVHWV²WKH�UHODWLYH�FRVW�RI�DGGLQJ�
WR�WKH�ORDQ�ORVV�UHVHUYH��/RDQ�ORVVHV�HURGH�FDSLWDO�DQG�UHGXFH�
HDUQLQJV�� 7KH�ORDQ�UHSRUW�WR�WKH�ERDUG�VKRXOG�GHVFULEH�KRZ�
YDULRXV�ORDQ�ORVV�VFHQDULRV�PLJKW�DIIHFW�HDUQLQJV���)RU�PRUH�
DERXW�WKH�ORDQ�UHSRUW��VHH�WKH�³&UHGLW�3RUWIROLR�0DQDJHPHQW´�
VHFWLRQ�RI�WKLV�ERRNOHW��

Financial Performance—Earnings Red Flags: 

•  Significant increases or decreases in  
noninterest income.  

•  Significantly higher or lower average  
personnel expenses than peer banks.  

•  Significant variances in the ROAA, ROE,  
or NIM from prior periods and as compared  
with peer group.  

•  Significant variances from budgeted amounts 
on income or expense items and balance 
sheet accounts. 

Financial Performance—Earnings 13 



                            
 

       
       

   

   

      
    

     

    

4.  Liquidity 

:KHQ�HYDOXDWLQJ�OLTXLGLW\��GLUHFWRUV�VKRXOG�FRPSDUH�WKH�EDQN¶V�
FXUUHQW�OHYHO�RI�OLTXLGLW\��SOXV�OLTXLGLW\�WKDW�ZRXOG�OLNHO\�EH�
DYDLODEOH�IURP�RWKHU�VRXUFHV��ZLWK�LWV�IXQGLQJ�QHHGV�WR�GHWHUPLQH�
ZKHWKHU�WKH�EDQN¶V�IXQGV�PDQDJHPHQW�SUDFWLFHV�DUH�DGHTXDWH���
%DQN�PDQDJHPHQW�VKRXOG�EH�DEOH�WR�PDQDJH�XQSODQQHG�FKDQJHV�
LQ�IXQGLQJ�VRXUFHV��DQG�UHDFW�WR�FKDQJHV�LQ�PDUNHW�FRQGLWLRQV�
WKDW�FRXOG�KLQGHU�WKH�EDQN¶V�DELOLW\�WR�OLTXLGDWH�DVVHWV�TXLFNO\�
ZLWK�PLQLPDO�ORVV�� )XQGV�PDQDJHPHQW�SUDFWLFHV�VKRXOG�HQVXUH�
WKDW�WKH�EDQN�GRHV�QRW�PDLQWDLQ�OLTXLGLW\�DW�WRR�KLJK�D�FRVW�RU�UHO\�
XQGXO\�RQ�ZKROHVDOH�RU�FUHGLW�VHQVLWLYH�IXQGLQJ�VRXUFHV�� 7KHVH�
IXQGLQJ�VRXUFHV�PD\�QRW�EH�DYDLODEOH�LQ�WLPHV�RI�¿QDQFLDO�VWUHVV�
RU�ZKHQ�PDUNHW�FRQGLWLRQV�DUH�DGYHUVH�� %DQNV�VKRXOG�PDLQWDLQ�
DQ�DGHTXDWH�OHYHO�RI�OLTXLG�DVVHWV�DQG�D�VWDEOH�EDVH�RI�GHSRVLWV�
DQG�RWKHU�IXQGLQJ�VRXUFHV��

5HIHU�WR�6HFWLRQ�&�RI�WKLV�ERRNOHW�IRU�OLTXLGLW\�OHDGLQJ�LQGLFDWRUV�
WKDW�GLUHFWRUV�VKRXOG�UHJXODUO\�UHYLHZ�IRU�VLJQV�RI�LQFUHDVLQJ�
OLTXLGLW\�ULVN��

Financial Performance—Liquidity Red Flags: 

•  Significant increases in reliance on 
wholesale funding. 

•  Significant increases in large certificates of deposit, 
brokered deposits, or deposits with interest rates 
higher than the market. 

•  Significant increases in borrowings. 

•  Significant increases in dependence on funding 
sources other than core deposits. 

•  Declines in levels of core deposits. 

•  Significant decreases in short-term investments. 

14 Financial Performance—Liquidity 



                    

         
     

                  
     

       
    

                    
    

5.  Sensitivity to Market Risk 

7R�DVVHVV�WKH�EDQN¶V�PDUNHW�ULVN��GLUHFWRUV�GHWHUPLQH�KRZ�
FKDQJHV�LQ�LQWHUHVW�UDWHV��IRUHLJQ�H[FKDQJH�UDWHV��FRPPRGLW\�
SULFHV��RU�HTXLW\�SULFHV�FRXOG�UHGXFH�WKH�EDQN¶V�HDUQLQJV�RU�
FDSLWDO�� 7KH�SULPDU\�VRXUFH�RI�PDUNHW�ULVN�IRU�PDQ\�EDQNV�
LV�LQWHUHVW�UDWH�ULVN��L�H���WKH�VHQVLWLYLW\�WR�FKDQJHV�LQ�LQWHUHVW�
UDWHV�� )RUHLJQ�RSHUDWLRQV�DQG�WUDGLQJ�DFWLYLWLHV�LQ�VRPH�ODUJHU�
LQVWLWXWLRQV�FDQ�EH�D�VLJQL¿FDQW�VRXUFH�RI�PDUNHW�ULVN��

5HIHU�WR�6HFWLRQ�'�IRU�UDWLRV�WKDW�FDQ�KHOS�GLUHFWRUV�HYDOXDWH�WKH�
EDQN¶V�VHQVLWLYLW\�WR�FKDQJHV�LQ�LQWHUHVW�UDWHV��

Financial Performance—Interest Rate  
Risk Red Flags:  

•  Capital falling below the level established by the 
board to support interest rate risk. 

•  Significant increases or decreases in the percent 
of long-term assets to total assets. 

•  Significant decrease in the percent of nonmaturity 
funding sources to long-term assets. 

•  High or increasing percent of asset depreciation 
to tier 1 capital. 

Financial Performance—Market Risk 15 



                     
  

         
         

 

         
      

         

                 
 

               
  

         
      

                  
 

6. Growth 

'LUHFWRUV�VKRXOG�DOVR�ORRN�DW�WKH�HIIHFW�RI�JURZWK�RQ�WKH�EDQN¶V�
H[SRVXUH�WR�ULVN�LQ�NH\�FDWHJRULHV��VXFK�DV�DVVHW�TXDOLW\��HDUQLQJV��
FDSLWDO��DQG�OLTXLGLW\���5DSLG�JURZWK�PD\�KDUP�WKH�EDQN��
0DQDJLQJ�DGGLWLRQDO�ULVN�RU�D�QHZ�ULVN�SUR¿OH�FDQ�EH�FRVWO\�DQG�
FDQ�VWUDLQ�UHVRXUFHV�� ,Q�D�JURZWK�HQYLURQPHQW��SHUVRQQHO�ZLWK�
WKH�UHTXLVLWH�H[SHUWLVH�VKRXOG�KDQGOH�WKH�QHZ�OLQHV�RI�EXVLQHVV�
RU�DVVXPH�DGGLWLRQDO�UHVSRQVLELOLW\���7KH�EDQN�PXVW�DOVR�KDYH�
FRQWURO�DQG�LQIRUPDWLRQ�V\VWHPV�WKDW�DGHTXDWHO\�KDQGOH�WKH�
EDQN¶V�LQFUHDVH�LQ�VL]H�DQG�LWV�JUHDWHU�H[SRVXUH�WR�ULVN��

'LUHFWRUV�VKRXOG�LGHQWLI\�JURZWK�SDWWHUQV�E\�FRPSDULQJ�
KLVWRULFDO�DQG�EXGJHWHG�JURZWK�UDWHV�IRU�DVVHWV��FDSLWDO��ORDQV��
YRODWLOH�OLDELOLWLHV��FRUH�GHSRVLWV��DQG�LQFRPH�DQG�H[SHQVHV��
&RPSDULQJ�WKH�EDQN¶V�JURZWK�UDWHV�ZLWK�WKRVH�RI�LWV�SHHUV�PD\�
DOVR�LQGLFDWH�ZKHWKHU�WKH�EDQN�LV�JURZLQJ�LQRUGLQDWHO\��

Financial Performance—Growth Red Flags: 

•  Growth that is inconsistent with the bank’s budget 
or strategic plan. 

•  Growth that is significantly greater than that of peer 
banks, even if projected in the bank’s budget or 
strategic plan. 

•  Growth that is unaccompanied by an increasing level 
of and sophistication in risk management controls. 

•  Growth that results in a higher risk profile than 
forecast. 

•  Declining capital levels or ratios that result from 
asset growth. 

•  Reliance on unstable or short-term funding sources 
to support growth. 

•  Introduction of new products or activities with little or 
no expertise or inadequate risk management controls. 

•  Growth that is generated largely by brokered or 
agent transactions. 

16 Financial Performance—Growth 
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B. Credit Portfolio Management 
%RDUGV�WKDW�HIIHFWLYHO\�RYHUVHH�WKH�ORDQ�SRUWIROLR�XQGHUVWDQG�
DQG�FRQWURO�WKH�EDQN¶V�ULVN�SUR¿OH�DQG�LWV�FUHGLW�FXOWXUH���
'LUHFWRUV�DFFRPSOLVK�WKLV�E\�KDYLQJ�D�WKRURXJK�NQRZOHGJH�RI�
WKH�SRUWIROLR¶V�FRPSRVLWLRQ�DQG�LWV�LQKHUHQW�ULVNV���7KH�GLUHFWRUV�
VKRXOG�XQGHUVWDQG�WKH�SRUWIROLR¶V�LQGXVWU\�DQG�JHRJUDSKLF�
FRQFHQWUDWLRQV��DYHUDJH�ULVN�UDWLQJV��DQG�RWKHU�FUHGLW�ULVN�
FKDUDFWHULVWLFV�� 7KH\�VKRXOG�DOVR�HQVXUH�WKDW�WKH�EDQN�KDV�
DSSURSULDWH�VWDI¿QJ�DQG�H[SHUWLVH�IRU�DOO�RI�LWV�OHQGLQJ�DFWLYLWLHV�
DQG�WKDW�PDQDJHPHQW�LV�FDSDEOH�RI�HIIHFWLYHO\�PDQDJLQJ�WKH�ULVNV�
EHLQJ�DVVXPHG���

'LUHFWRUV�VKRXOG�PRQLWRU�DGYHUVH�WUHQGV�LQ�WKH�ORDQ�SRUWIROLR�
DQG�VKRXOG�MXGJH�WKH�DGHTXDF\�RI�WKH�DOORZDQFH�IRU�ORDQ�
DQG�OHDVH�ORVVHV��$///��E\�UHYLHZLQJ�WKH�ORDQ�UHSRUWV�� 7KH�
ERDUG��RU�D�ORDQ�FRPPLWWHH�RI�GLUHFWRUV��VKRXOG�UHFHLYH�
LQIRUPDWLRQ�RQ�QHZ�DQG�UHQHZHG�ORDQV�WKDW�UHSUHVHQW�ODUJH�
VLQJOH�ERUURZHU�H[SRVXUHV��PDWHULDO�SDUWLFLSDWLRQV�SXUFKDVHG�
DQG�VROG��SDVW�GXH�DQG�QRQSHUIRUPLQJ�ORDQV��RWKHU�UHDO�HVWDWH�
RZQHG��25(2���SUREOHP�ORDQV�DQG�WUHQGV�LQ�ULVN�UDWLQJV�
LGHQWL¿HG�E\�PDQDJHPHQW�DQG�H[DPLQHUV��FKDUJH�RIIV�DQG�
UHFRYHULHV��PDQDJHPHQW¶V�DQDO\VHV�RI�WKH�DGHTXDF\�RI�WKH�
$///��FRPSRVLWLRQ�RI�WKH�ORDQ�SRUWIROLR��FRQFHQWUDWLRQV�RI�
FUHGLW��FUHGLW�DQG�FROODWHUDO�H[FHSWLRQV��DQG�FXVWRPHUV�ZLWK�ODUJH�
WRWDO�ERUURZLQJV�� &RPSDUDWLYH�DQG�WUHQG�GDWD�DUH�XVXDOO\�EHVW�
SUHVHQWHG�LQ�JUDSK�IRUP��

1. Credit Quality 

1RUPDOO\��WKH�PRVW�UHDGLO\�DYDLODEOH�LQIRUPDWLRQ�IRU�GLUHFWRUV�
DERXW�FUHGLW�TXDOLW\�FRPHV�IURP�PDQDJHPHQW¶V�LQWHUQDO�ULVN�
UDWLQJ�UHSRUWV��UHSRUWV�RQ�SDVW�GXH�DQG�QRQDFFUXDO�ORDQV��
UHQHJRWLDWHG�DQG�UHVWUXFWXUHG�ORDQ�UHSRUWV��DQG�SROLF\�H[FHSWLRQ�
UHSRUWV�� 5HYLHZLQJ�WKHVH�UHSRUWV�FDQ�KHOS�GLUHFWRUV�LGHQWLI\�
QHJDWLYH�WUHQGV�HDUO\��

��6HH�WKH�³/RDQ�3RUWIROLR�0DQDJHPHQW´�ERRNOHW�RI�WKH�&RPSWUROOHU¶V�����������
+DQGERRN�IRU�DGGLWLRQDO�LQIRUPDWLRQ�RQ�ORDQ�SRUWIROLR�PDQDJHPHQW��DYDLODEOH�
DW�ZZZ�RFF�JRY�VWDWLF�SXEOLFDWLRQV�KDQGERRN�OSP�SGI��

Credit Portfolio Management—Credit Quality 17 
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'LUHFWRUV�UHYLHZ�WKH�IROORZLQJ�UHSRUWV�WR�DVVHVV�ORDQ�TXDOLW\��

%� 5LVN�UDWLQJ�UHSRUWV²VXPPDUL]H�WKH�WRWDO�GROODU�DPRXQW�
RI�ORDQV�LQ�HDFK�ULVN�UDWLQJ�FDWHJRU\��RIWHQ�E\�GLYLVLRQ�RU�
SURGXFW�� 7KHVH�UHSRUWV�DUH�HVSHFLDOO\�XVHIXO�IRU�PRQLWRULQJ�
ULVN�UDWLQJ�WUHQGV�� ,Q�DGGLWLRQ�WR�WKH�SUREOHP�ORDQ�FDWHJRULHV��
WKH�2&&�VWURQJO\�HQFRXUDJHV�EDQNV�WR�GHYHORS�PXOWLSOH�SDVV�
�QRQ�SUREOHP��UDWLQJ�JUDGHV�VR�WKDW�QHJDWLYH�WUHQGV�LQ�RYHUDOO�
ORDQ�TXDOLW\�FDQ�EH�LGHQWL¿HG�PRUH�TXLFNO\��

�  3UREOHP�ORDQ�UHSRUWV²LGHQWLI\�SUREOHP�RU�ZDWFK�FUHGLWV�
DQG�TXDQWLI\�WKH�EDQN¶V�SRWHQWLDO�ORVV�RQ�HDFK�VLJQL¿FDQW�
SUREOHP�FUHGLW�� 7KH�EDQN¶V�LQWHUQDO�ORDQ�FODVVL¿FDWLRQV�
VKRXOG�EH�XSGDWHG�DQG�VXPPDUL]HG�SHULRGLFDOO\�DQG�VKRXOG�
EH�HDVLO\�WUDQVODWDEOH�WR�WKH�2&&�FODVVL¿FDWLRQ�V\VWHP��SDVV��
VSHFLDO�PHQWLRQ��VXEVWDQGDUG��GRXEWIXO��DQG�ORVV��� 'LUHFWRUV�
PXVW�XQGHUVWDQG�ZK\�D�ORDQ�LV�D�SUREOHP�DQG�ZKDW�DFWLRQ�
PDQDJHPHQW�LV�WDNLQJ�WR�FRUUHFW�WKH�VLWXDWLRQ��

�  5DWLQJ�PLJUDWLRQ�UHSRUWV²VKRZ�KRZ�ORDQ�UDWLQJV�KDYH�
FKDQJHG�RYHU�WLPH�� $W�D�EDVH�GDWH��HDFK�ORDQ�LV�FDWHJRUL]HG�
E\�ULVN�UDWLQJ��ZLWK�UDWLQJV�SHULRGLFDOO\�XSGDWHG��JHQHUDOO\�
TXDUWHUO\��� 7KLV�IRUPDW�HQDEOHV�GLUHFWRUV�WR�REVHUYH�FKDQJHV�
LQ�WKH�ULVN�UDWLQJV�DQG�SURYLGHV�D�YLHZ�RI�SRUWIROLR�TXDOLW\�
RYHU�WLPH�� 'LUHFWRUV�VKRXOG�XQGHUVWDQG�ZKHQ�ORDQ�TXDOLW\�
GHWHULRUDWHV�DQG�ZKDW�DFWLRQV�PDQDJHPHQW�LV�WDNLQJ�WR�
FRUUHFW�WKH�VLWXDWLRQ��

�  3DVW�GXH�DQG�QRQDFFUXDO�UHSRUWV²VKRZ�VHULRXVO\�GHOLQTXHQW�
ERUURZHUV�DQG�WHOO�WKH�SHUFHQW�RI�ORDQV�SDVW�GXH�E\�ORDQ�
FDWHJRU\��L�H���FRPPHUFLDO��LQVWDOOPHQW��UHDO�HVWDWH���
'LUHFWRUV�VKRXOG�XQGHUVWDQG�WKH�UHDVRQV�IRU�GHOLQTXHQFLHV��

�  5HQHJRWLDWHG�DQG�UHVWUXFWXUHG�ORDQ�UHSRUWV²LGHQWLI\�ORDQV�
ZKRVH�RULJLQDO�WHUPV�RU�VWUXFWXUH�KDYH�EHHQ�PRGL¿HG��
XVXDOO\�GXH�WR�¿QDQFLDO�VWUHVV�RI�WKH�ERUURZHU���+LJK�OHYHOV�
RI�SUREOHP�ORDQV�WKDW�ZHUH�EURXJKW�FXUUHQW�E\�UHQHJRWLDWLQJ�
RU�UHVWUXFWXULQJ�WKH�WHUPV��RU�UHSHDWHG�H[WHQVLRQV�LQ�WKH�FDVH�
RI�D�VLQJOH�FUHGLW��FDQ�VLJQDO�DQ�HIIRUW�WR�PDVN�WKH�WUXH�TXDOLW\�
RI�WKH�ORDQ�SRUWIROLR�� 'LUHFWRUV�VKRXOG�XQGHUVWDQG�ZK\�ORDQV�
ZHUH�UHVWUXFWXUHG�RU�UHQHJRWLDWHG��

18 Credit Portfolio Management—Credit Quality 
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�  25(2�UHSRUWV²GHWDLO�HIIRUWV�WR�GLVSRVH�RI�HDFK�SLHFH�RI�
RWKHU�UHDO�HVWDWH�RZQHG��JHQHUDOO\�IRUHFORVHG�SURSHUWLHV��DQG�
VKRZ�LI�DSSUDLVDOV�DUH�FXUUHQW�IRU�DOO�SDUFHOV��

�  ([FHSWLRQ�UHSRUWV²OLVW�H[FHSWLRQV�WR�ORDQ�SROLFLHV��
SURFHGXUHV��DQG�XQGHUZULWLQJ�VWDQGDUGV�� 7KH�UHSRUWV�
VKRXOG�LQFOXGH�WKH�WUHQG�LQ�QXPEHU�DQG�GROODU�DPRXQW�RI�
ORDQV�DSSURYHG�WKDW�DUH�H[FHSWLRQV�WR�SROLF\�DV�ZHOO�DV�WKH�
SHUFHQWDJH�RI�ORDQV�WKDW�DUH�H[FHSWLRQV�WR�SROLF\���'LUHFWRUV�
UHTXLUH�WKDW�PDQDJHPHQW�H[SODLQ�WKHVH�H[FHSWLRQV�DQG�
GHWHUPLQH�ZKHWKHU�WR�UH�HQIRUFH�RU�UHYLVH�ORDQ�SROLFLHV��

�  &RQFHQWUDWLRQ�UHSRUWV²VKRZ�OHQGLQJ�FRQFHQWUDWLRQV�E\�W\SH�
RI�ORDQ��UHJLRQV��HWF��

2.  Allowance for Loan and Lease Losses 

7KH�DOORZDQFH�IRU�ORDQ�DQG�OHDVH�ORVVHV�LV�D�YDOXDWLRQ�UHVHUYH�
FKDUJHG�DJDLQVW�WKH�EDQN¶V�RSHUDWLQJ�LQFRPH���'LUHFWRUV�VKRXOG�
HQVXUH�WKDW�SURYLVLRQV�DUH�UHDVRQDEOH�DQG�WKDW�WKH�DOORZDQFH�
FRYHUV�DOO�HVWLPDWHG�LQKHUHQW�ORDQ�DQG�OHDVH�ORVVHV���

'LUHFWRUV�VKRXOG�UHYLHZ�WKH�IROORZLQJ�LQIRUPDWLRQ�WR�GHWHUPLQH�
ZKHWKHU�WKH�$///�LV�DGHTXDWH��

%� 0DQDJHPHQW¶V�TXDUWHUO\�HYDOXDWLRQ�RI�WKH�DGHTXDF\�RI�WKH�
$///�SUHSDUHG�DV�RI�FDOO�UHSRUW�GDWHV��

%� 0DQDJHPHQW¶V�SUREOHP�ORDQ�OLVW��

%� &KDUJH�RII�DQG�UHFRYHU\�H[SHULHQFH��

%� $�UHFRQFLOHPHQW�RI�WKH�$///�IRU�WKH�FXUUHQW�SHULRG�DQG�
SUHYLRXV�\HDU�HQG��

%� $Q\�LQGHSHQGHQW�DQDO\VLV�RI�WKH�$///��H�J���H[WHUQDO�����������
ORDQ�UHYLHZ���

��6HH�WKH�³$OORZDQFH�IRU�/RDQ�DQG�/HDVH�/RVVHV´�ERRNOHW�RI�WKH�
&RPSWUROOHU¶V�+DQGERRN�IRU�DGGLWLRQDO�LQIRUPDWLRQ�RQ�WKH�YDOXDWLRQ�UHVHUYH��
DYDLODEOH�DW�ZZZ�RFF�JRY�VWDWLF�SXEOLFDWLRQV�KDQGERRN�DOOO�SGI��

Credit Portfolio Management—Loan and Lease Losses 19 
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3.  Credit Summary 

%RDUG�PHPEHUV�FDQ�¿QG�RXW�ZKDW�W\SHV�RI�ORDQV�WKH�EDQN�LV�
PDNLQJ�DQG�PDQDJHPHQW¶V�OHQGLQJ�SUDFWLFHV�E\�ORRNLQJ�DW�
OLVWV�RI�QHZ�FUHGLWV�DSSURYHG��ORDQV�UHQHZHG��FRQFHQWUDWLRQV�RI�
FUHGLW��DQG�SDUWLFLSDWLRQV�SXUFKDVHG�DQG�VROG�� 0DQDJHPHQW�DQG�
WKH�ERDUG�WRJHWKHU�VKRXOG�HVWDEOLVK�GROODU�OLPLWV�IRU�WKH�ORDQV�
GHWDLOHG�LQ�WKRVH�UHSRUWV��

Credit Portfolio Red Flags: 

•  Significant shifts in the bank’s risk rating profile or 
increase in the number or dollar amount of problem or 
watch loans as a percent of loans, in aggregate, or for 
loan types. 

•  Large or increasing volume of loans granted or 
renewed with policy exceptions. 

•  Large or increasing volume of credit/collateral 
exceptions. 

•  Rapid growth in total loan volume or particular types 
of lending. 

•  Loans remaining on the problem loan list for extended 
periods of time without resolution. 

•  Loan review personnel reporting to a person(s) 
other than the board, a board committee, or a unit 
independent of the lending function. 

•  Delinquent internal loan reviews or late identification 
of problem loans. 

•  Change in scope and frequency of internal loan 
reviews. 

•  Large concentrations of credit. 

20 Credit Portfolio Management—Credit Summary 



����������

     
      

      
    

  

  

       
 

       

                 
                 

   

                 
                       
 

      
                                 
 

    

•  Loans to directors, significant shareholders, 
management, other insiders, and third parties 
performing services for the bank, external 
accountants, auditors, and marketing firms. 

•  Loans to affiliates. 

•  Excessive out-of-territory lending. 

•  Excessive reliance on third-party loan brokers or 
service providers. 

•  Borrowers on the overdraft or uncollected funds 
reports. 

•  Growth in the ALLL that is significantly greater or 
less than the percentage growth in total loans over 
a given period. 

•  Nonperforming or problem loans as a percentage 
of total loans increasing at a rate greater than 
the ALLL. 

•  Loan officer compensation tied solely to 
growth or volume targets (i.e., without credit 
quality attributes). 

•  Insufficient controls when purchasing loans. 

Credit Portfolio Management—Credit Summary 21 
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C. Liquidity Risk Management 
7KH�ERDUG�DQG�VHQLRU�PDQDJHPHQW�DUH�UHVSRQVLEOH�IRU�
XQGHUVWDQGLQJ�WKH�QDWXUH�DQG�OHYHO�RI�OLTXLGLW\�ULVN�DVVXPHG�
E\�WKH�EDQN�DQG�WKH�WRROV�XVHG�WR�PDQDJH�WKDW�ULVN�� 7KH�ERDUG�
DQG�VHQLRU�PDQDJHPHQW�VKRXOG�DOVR�HQVXUH�WKDW�WKH�EDQN¶V�
IXQGLQJ�VWUDWHJ\�DQG�LWV�LPSOHPHQWDWLRQ�DUH�FRQVLVWHQW�ZLWK�WKHLU�
H[SUHVVHG�ULVN�WROHUDQFH���

7KH�ERDUG�RI�GLUHFWRUV¶�SULPDU\�GXWLHV�LQ�WKLV�DUHD�VKRXOG�LQFOXGH�
HVWDEOLVKLQJ�DQG�JXLGLQJ�WKH�EDQN¶V�VWUDWHJLF�GLUHFWLRQ�DQG�
WROHUDQFH�IRU�OLTXLGLW\�ULVN��VHOHFWLQJ�VHQLRU�PDQDJHUV�ZKR�ZLOO�
KDYH�WKH�DXWKRULW\�DQG�UHVSRQVLELOLW\�WR�PDQDJH�OLTXLGLW\�ULVN��
PRQLWRULQJ�WKH�EDQN¶V�SHUIRUPDQFH�DQG�RYHUDOO�OLTXLGLW\�ULVN�
SUR¿OH��DQG�HQVXULQJ�WKDW�OLTXLGLW\�ULVN�LV�LGHQWL¿HG��PHDVXUHG��
PRQLWRUHG��DQG�FRQWUROOHG��
:KLOH�WKHUH�LV�UDUHO\�D�VLQJOH�OLTXLGLW\�ULVN�PHDVXUHPHQW�WKDW�
IXOO\�TXDQWL¿HV�WKH�DPRXQW�RI�ULVN�DVVXPHG��GLUHFWRUV�VKRXOG�
UHYLHZ�UHJXODUO\�D�FRPSOHPHQW�RI�PHDVXUHPHQW�WRROV��LQFOXGLQJ�
IRUZDUG�ORRNLQJ�ULVN�PHDVXUHV�� )RUZDUG�ORRNLQJ�PHDVXUHPHQW�
WRROV�SURMHFW�IXWXUH�IXQGLQJ�QHHGV�IRU�WRPRUURZ��QH[W�PRQWK��
DQG�VL[�PRQWKV�IURP�QRZ��DQG�VR�RQ���7UDGLWLRQDO�VWDWLF�
OLTXLGLW\�PHDVXUHPHQWV�SURYLGH�RQO\�OLPLWHG�LQVLJKW�LQWR�WKH�
PDQDJHPHQW�RI�GD\�WR�GD\�OLTXLGLW\���%DQN�PDQDJHUV�PXVW�KDYH�
D�FRPSUHKHQVLYH�XQGHUVWDQGLQJ�RI�WKH�FDVK�ÀRZ�FKDUDFWHULVWLFV�
RI�WKHLU�LQVWLWXWLRQ¶V�RQ��DQG�RII�EDODQFH�VKHHW�DFWLYLWLHV�WR�
PDQDJH�OLTXLGLW\�OHYHOV�SUXGHQWO\�RYHU�WLPH�� :KHQ�UHDVRQDEOH�
DVVXPSWLRQV�DUH�XVHG��WKLV�SURYLGHV�D�VRXQG�EDVLV�IRU�OLTXLGLW\�
SODQQLQJ��
7KH�IROORZLQJ�UHSRUWV�VKRXOG�DVVLVW�GLUHFWRUV�LQ�DVVHVVLQJ�WKH�
EDQN¶V�OLTXLGLW\�ULVN��
�  /LTXLGLW\�ULVN�UHSRUW²VKRZV�WKH�OHYHO�DQG�WUHQG�RI�WKH�

EDQN�RU�EDQNLQJ�FRPSDQ\¶V�OLTXLGLW\�ULVN�E\�D�YDULHW\�RI�
DSSURSULDWH�PHDVXUHV�� 7KH�UHSRUW�VKRXOG�LQGLFDWH�KRZ�PXFK�
OLTXLGLW\�ULVN�WKH�EDQN�LV�DVVXPLQJ��ZKHWKHU�PDQDJHPHQW�
LV�FRPSO\LQJ�ZLWK�ULVN�OLPLWV��DQG�ZKHWKHU�PDQDJHPHQW¶V�

��6HH�WKH�³/LTXLGLW\´�ERRNOHW�RI�WKH�&RPSWUROOHU¶V�+DQGERRN�IRU�
DGGLWLRQDO�LQIRUPDWLRQ�RQ�OLTXLGLW\�ULVN�PDQDJHPHQW��DYDLODEOH�DW�
ZZZ�RFF�JRY�VWDWLF�SXEOLFDWLRQV�KDQGERRN�OLTXLGLW\�SGI��
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VWUDWHJLHV�DUH�FRQVLVWHQW�ZLWK�WKH�ERDUG¶V�H[SUHVVHG�ULVN�
WROHUDQFH��

�  )XQGV�SURYLGHU�UHSRUW²OLVWV�ODUJH�IXQGV�SURYLGHUV�DQG�
LGHQWL¿HV�IXQGLQJ�FRQFHQWUDWLRQV�� 7KHVH�UHSRUWV�VKRXOG�
LQFOXGH�FRQVROLGDWHG�LQIRUPDWLRQ�IURP�DOO�FRPPRQO\�RZQHG�
EDQNV��

�  3URMHFWHG�QHHGV�DQG�VRXUFHV²SURMHFWV�IXWXUH�OLTXLGLW\�QHHGV�
IRU�D�SUHVFULEHG�WLPHIUDPH�DQG�FRPSDUHV�WKHVH�SURMHFWLRQV�WR�
WKH�VRXUFHV�RI�IXQGV�DYDLODEOH��

�  )XQGV�DYDLODELOLW\�UHSRUW²VWDWHV�WKH�DPRXQW�RI�ERUURZLQJ�
FDSDFLW\�UHPDLQLQJ�XQGHU�HVWDEOLVKHG�OLQHV�RI�FUHGLW�� 7KLV�
UHSRUW�LQGLFDWHV�WKH�DPRXQW�RI�IXQGLQJ�WKH�EDQN�FDQ�UHDOL]H�
JLYHQ�LWV�¿QDQFLDO�FRQGLWLRQ�DQG�TXDOLI\LQJ�FROODWHUDO��

�  &DVK�ÀRZ�RU�IXQGLQJ�JDS�UHSRUW²�UHÀHFWV�WKH�TXDQWLW\�
RI�FDVK�DYDLODEOH�ZLWKLQ�HDFK�RI�D�VHULHV�RI�VHOHFWHG�WLPH�
SHULRGV�FRPSDUHG�WR�WKH�TXDQWLW\�RI�FDVK�UHTXLUHG�ZLWKLQ�
WKH�VDPH�WLPH�SHULRG�� 7KH�GLIIHUHQFH�EHWZHHQ�WKH�DYDLODEOH�
DQG�UHTXLUHG�DPRXQWV�LV�WKH�FDVK�ÀRZ�RU�IXQGLQJ�³JDS�´� ,I�
WKH�EDQN�SODQV�IRU�DQ�LQFUHDVHG�YROXPH�RI�EXVLQHVV�RU�KDV�
RSWLRQDOLW\�LQ�LWV�DVVHWV��OLDELOLWLHV�RU�ERWK��D�G\QDPLF�FDVK�
ÀRZ�RU�IXQGLQJ�JDS�UHSRUW�LV�WKH�EHWWHU�SUDFWLFH�� $�G\QDPLF�
UHSRUW�LQFRUSRUDWHV�JURZWK�SURMHFWLRQV�DQG�WKH�LPSDFW�RI�UDWH�
FKDQJHV�RQ�FDVK�ÀRZV�GHULYHG�IURP�DVVHWV�DQG�OLDELOLWLHV�ZLWK�
H[SOLFLW�DQG�HPEHGGHG�FDOO�IHDWXUHV��

�  )XQGLQJ�FRQFHQWUDWLRQ�UHSRUW�UHÀHFWV�VLJQL¿FDQW�IXQGLQJ�IURP�
D�VLQJOH�VRXUFH��)+/%��MXPER�&'V��HWF���RU�IURP�PXOWLSOH�
VRXUFHV�SRVVHVVLQJ�FRPPRQ�FUHGLW�RU�UDWH�VHQVLWLYLW\����$�
IXQGLQJ�FRQFHQWUDWLRQ�H[LVWV�ZKHQ�D�VLQJOH�GHFLVLRQ�RU�IDFWRU�
FRXOG�FDXVH�D�VLJQL¿FDQW�DQG�VXGGHQ�ZLWKGUDZDO�RI�IXQGV��
7KH�GROODU�DPRXQW�RI�D�IXQGLQJ�FRQFHQWUDWLRQ�LV�DQ�DPRXQW�
WKDW��LI�ZLWKGUDZQ��DORQH�RU�DW�WKH�VDPH�WLPH�DV�D�IHZ�RWKHU�
ODUJH�DFFRXQWV��ZRXOG�FDXVH�WKH�EDQN�WR�FKDQJH�LWV�GD\�WR�GD\�
IXQGLQJ�VWUDWHJ\�VLJQL¿FDQWO\���

�  &RQWLQJHQF\�)XQGLQJ�3ODQ��&)3�²PD\�LQFRUSRUDWH�WKH�
IXQGLQJ�JDS�UHSRUW�RU�EH�FRQVLGHUHG�DQ�RXWJURZWK�RI�LW��
7KH�&)3�IRUHFDVWV�IXQGLQJ�QHHGV�DQG�IXQGLQJ�VRXUFHV��DQG�
WKHUHIRUH�JDS��XQGHU�YDU\LQJ�PDUNHW�VFHQDULRV�UHVXOWLQJ�LQ�
UDSLG�OLDELOLW\�HURVLRQ��XVXDOO\�EHFDXVH�RI�LQFUHDVLQJ�FXVWRPHU�
FRQFHUQV�DERXW�WKH�DVVHW�TXDOLW\�RI�WKH�EDQN���RU�H[FHVVLYH�
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DVVHW�JURZWK��IRU�H[DPSOH��EHFDXVH�RI�HDUO\�DPRUWL]DWLRQ�RI�
VHFXULWL]DWLRQV���

7KH�IROORZLQJ�UDWLRV�FDQ�DOVR�EH�XVHIXO�DV�OLTXLGLW\�ULVN�
LQGLFDWRUV�� 7KHVH�UDWLRV�DUH�ZLGHO\�XVHG�DQG�FDQ�DOVR�EH�IRXQG�
RQ�WKH�8%35��&$5��RU�&DQDU\���$GYHUVH�FKDQJHV�LQ�WKHVH�
OHDGLQJ�LQGLFDWRUV�FRXOG�LQGLFDWH�LQFUHDVLQJ�OLTXLGLW\�ULVN��
�  /RDQ�WR�'HSRVLW�5DWLR²LQGLFDWHV�WKH�H[WHQW�WR�ZKLFK�D�

EDQN¶V�GHSRVLW�VWUXFWXUH�IXQGV�WKH�ORDQ�SRUWIROLR���7KH�KLJKHU�
WKH�UDWLR�WKH�PRUH�UHOLDQFH�WKDW�D�EDQN�KDV�RQ�QRQ�GHSRVLW�
VRXUFHV�WR�IXQG�WKH�ORDQ�SRUWIROLR��

�  1HW�QRQ�FRUH�IXQGLQJ�GHSHQGHQFH²FDOFXODWHG�E\�
VXEWUDFWLQJ�VKRUW�WHUP�LQYHVWPHQWV�IURP�QRQ�FRUH�OLDELOLWLHV�
DQG�GLYLGLQJ�WKH�UHVXOWLQJ�GLIIHUHQFH�E\�ORQJ�WHUP�DVVHWV���
7KLV�UDWLR�LQGLFDWHV�WKH�GHJUHH�RI�UHOLDQFH�RQ�IXQGV�IURP�
WKH�SURIHVVLRQDO�PRQH\�PDUNHWV�WR�IXQG�HDUQLQJ�DVVHWV��
3URIHVVLRQDO�PDUNHWV�DUH�FUHGLW�DQG�SULFH�VHQVLWLYH�� 7KHVH�
IXQGV�ZLOO�PRYH�RXW�RI�WKH�EDQN�LQ�WKH�HYHQW�RI�UHDO�RU�
SHUFHLYHG�DVVHW�TXDOLW\�RU�RWKHU�IXQGDPHQWDO�SUREOHPV�DW�
WKH�EDQN��

�  1HW�VKRUW�WHUP�OLDELOLWLHV�WRWDO�DVVHWV²FDOFXODWHG�E\�WDNLQJ�
WKH�GLIIHUHQFH�LQ�VKRUW�WHUP�DVVHWV�IURP�VKRUW�WHUP�OLDELOLWLHV�
DQG�GLYLGLQJ�E\�WRWDO�DVVHWV�� 7KH�UDWLR�LQGLFDWHV�WKH�GHJUHH�
RI�H[SRVXUH�DVVXPHG�E\�IXQGLQJ�DVVHWV�ZLWK�VKRUW�WHUP�
OLDELOLWLHV��DOVR�UHIHUUHG�WR�DV�UROORYHU�ULVN�� *HQHUDOO\��WKH�
KLJKHU�WKH�QXPEHU��WKH�PRUH�YXOQHUDEOH�WKH�EDQN�LV�WR�IXQGLQJ�
VRXUFHV�UROOLQJ�RXW�� 7KLV�UHTXLUHV�WKH�EDQN�WR�¿QG�QHZ�
IXQGLQJ�VRXUFHV�IRU�H[LVWLQJ�DVVHWV��

�  2Q�KDQG�OLTXLGLW\�WRWDO�OLDELOLWLHV²FDOFXODWHG�E\�GLYLGLQJ�
QHW�OLTXLG�DVVHWV�E\�WRWDO�OLDELOLWLHV�� 7KLV�UDWLR�PHDVXUHV�WKH�
EDQN¶V�DELOLW\�WR�PHHW�OLTXLGLW\�QHHGV�IURP�RQ�KDQG�OLTXLG�
DVVHWV�� 7KH�ORZHU�WKH�UDWLR�WKH�JUHDWHU�WKH�OLNHOLKRRG�WKDW�
WKH�EDQN�ZLOO�QHHG�WR�XVH�PDUNHW�IXQGLQJ�VRXUFHV�WR�PHHW�
LQFUHPHQWDO�OLTXLGLW\�QHHGV��

�  5HOLDQFH�RQ�ZKROHVDOH�IXQGLQJ²FDOFXODWHG�E\�GLYLGLQJ�
DOO�ZKROHVDOH�IXQGLQJ�E\�WRWDO�IXQGLQJ�� 7KLV�PHDVXUHV�WKH�
SRUWLRQ�RI�WKH�EDQN¶V�WRWDO�IXQGV�WKDW�DUH�IURP�ZKROHVDOH�
VRXUFHV�� %DQNV�ZLWK�KLJK�YROXPHV�RI�ZKROHVDOH�IXQGLQJ�
VKRXOG�PDNH�VXUH�WKDW�WKH\�KDYH�XS�WR�GDWH�FRQWLQJHQF\�
IXQGLQJ�SODQV��
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Liquidity Risk Red Flags: 

•  Liquidity risk that exceeds risk limits established 
by the board. 

•  A negative trend or significantly increased risk in 
any area or product line, particularly a decline in 
indicators of asset quality or in earnings performance 
or projections. 

•  Funding concentration from a single source or multiple 
sources with a common credit or rate sensitivity. 

•  Rapid asset growth funded by rate and/or credit 
sensitive funding, such as borrowed funds, brokered 
deposits, national market certificates of deposit, or 
deposits obtained through CD listing services. 

•  Increased funding costs because of customer or 
counterparty concerns about increasing risk. 

•  Eliminated or decreased credit line availability from 
lenders, including correspondent banks. 

•  Larger purchases in the brokered funds or other 
potentially volatile markets. 

•  Mismatched funding—funding long-term assets with 
short-term liabilities or funding sources containing 
embedded options. 

•  Frequent exceptions to the bank’s liquidity risk policy. 

•  Absence of an effective Contingency Funding Plan 
that is current and commensurate with the complexity 
of the bank’s funding activities. 

•  Change in significant funding sources. 
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D. Interest Rate Risk Management 
$Q�HIIHFWLYH�ERDUG�XQGHUVWDQGV�WKH�QDWXUH�DQG�OHYHO�RI�WKH�EDQN¶V�
LQWHUHVW�UDWH�ULVN��GHWHUPLQHV�ZKHWKHU�WKDW�ULVN�LV�FRQVLVWHQW�ZLWK�
WKH�EDQN¶V�RYHUDOO�VWUDWHJLHV��DQG�DVVHVVHV�ZKHWKHU�WKH�EDQN¶V�
PHWKRGV�RI�PDQDJLQJ�LQWHUHVW�UDWH�ULVN�DUH�DSSURSULDWH�� 7KH�
GLUHFWRUV�HVWDEOLVK�WKH�EDQN¶V�WROHUDQFH�IRU�LQWHUHVW�UDWH�ULVN�DQG�
PRQLWRU�LWV�SHUIRUPDQFH�DQG�RYHUDOO�LQWHUHVW�UDWH�ULVN�SUR¿OH��
7KH�GLUHFWRUV�DOVR�HQVXUH�WKDW�WKH�OHYHO�RI�LQWHUHVW�UDWH�ULVN�
LV�PDLQWDLQHG�DW�SUXGHQW�OHYHOV�DQG�LV�VXSSRUWHG�E\�DGHTXDWH�
FDSLWDO�� 7KXV��WKH�ERDUG�FRQVLGHUV�WKH�EDQN¶V�H[SRVXUH�WR�FXUUHQW�
DQG�SRWHQWLDO�LQWHUHVW�UDWH�ULVN�� 'LUHFWRUV�DOVR�DVVHVV�WKH�EDQN¶V�
H[SRVXUH�WR�RWKHU�ULVNV��VXFK�DV�FUHGLW��OLTXLGLW\��DQG�WUDQVDFWLRQ��

$FFXUDWH�DQG�WLPHO\�PHDVXUHPHQW�RI�LQWHUHVW�UDWH�ULVN�LV�
QHFHVVDU\�IRU�SURSHU�ULVN�PDQDJHPHQW�DQG�FRQWURO�� 7KH�ULVN�
PHDVXUHPHQW�V\VWHP�VKRXOG�LGHQWLI\�DQG�TXDQWLI\�WKH�PDMRU�
VRXUFHV�RI�WKH�EDQN¶V�LQWHUHVW�UDWH�H[SRVXUH���7KH�ERDUG�VKRXOG�
UHTXHVW�DQG�UHYLHZ�UHSRUWV�WKDW�PHDVXUH�WKH�EDQN¶V�FXUUHQW�
LQWHUHVW�UDWH�ULVN�SRVLWLRQ�UHODWLYH�WR�HDUQLQJV�DW�ULVN�DQG�FDSLWDO�
DW�ULVN�OLPLWV���� 7KH�WKUHH�PRVW�FRPPRQ�ULVN�PHDVXUHPHQW�
V\VWHPV�XVHG�WR�TXDQWLI\�D�EDQN¶V�LQWHUHVW�UDWH�ULVN�H[SRVXUH�DUH�
JDS�UHSRUWV��VLPXODWLRQ�PRGHOV��DQG�HFRQRPLF�YDOXH�VHQVLWLYLW\�
PRGHOV��7KH\�VKRXOG�EH�UHTXHVWHG�DQG�UHYLHZHG�E\�WKH�ERDUG����

�  *DS�UHSRUWV²FDOFXODWH�WKH�GLIIHUHQFH�EHWZHHQ�UDWH�VHQVLWLYH�
DVVHWV�DQG�UDWH�VHQVLWLYH�OLDELOLWLHV�DW�YDULRXV�LQWHUYDOV�RU�
WLPH�SHULRGV�� 7KH�JDS�DW�WKH�RQH�\HDU�OHYHO�FDQ�EH�XVHG�WR�
FDOFXODWH�WKH�DPRXQW�RI�QHW�LQWHUHVW�LQFRPH�DW�ULVN�� *DS�
UHSRUWV�JHQHUDOO\�DUH�XVHG�WR�HYDOXDWH�KRZ�D�EDQN¶V�QHW�
LQWHUHVW�LQFRPH�ZLOO�EH�DIIHFWHG�E\�D�FKDQJH�LQ�LQWHUHVW�UDWHV��

�  6LPXODWLRQ�PRGHOV²PHDVXUH�LQWHUHVW�UDWH�ULVN�DULVLQJ�IURP�
FXUUHQW�DQG�IXWXUH�EXVLQHVV�VFHQDULRV�� (DUQLQJV�VLPXODWLRQ�
PRGHOV�HYDOXDWH�ULVN�H[SRVXUH�RYHU�D�SHULRG�RI�WLPH��WDNLQJ�
LQWR�DFFRXQW�SURMHFWHG�FKDQJHV�LQ�EDODQFH�VKHHW�VWUXFWXUHV��
SULFLQJ��PDWXULW\�UHODWLRQVKLSV��DQG�DVVXPSWLRQV�DERXW�QHZ�

���6HH�WKH�³,QWHUHVW�5DWH�5LVN´�ERRNOHW�RI�WKH�&RPSWUROOHU¶V�
+DQGERRN�IRU�DGGLWLRQDO�LQIRUPDWLRQ�RQ�WKHVH�ULVN�OLPLWV��DYDLODEOH�DW�
ZZZ�RFF�JRY�VWDWLF�SXEOLFDWLRQV�KDQGERRN�LUU�SGI��
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EXVLQHVV�DQG�JURZWK�� 5HSRUWV�JHQHUDOO\�VKRZ�IXWXUH�EDODQFH�
VKHHW�DQG�LQFRPH�VWDWHPHQWV�XQGHU�D�QXPEHU�RI�LQWHUHVW�UDWH�
DQG�EXVLQHVV�PL[�VFHQDULRV��

�  (FRQRPLF�YDOXH�VHQVLWLYLW\�PRGHOV²�FDSWXUH�WKH�LQWHUHVW�
UDWH�ULVN�RI�WKH�EDQN¶V�EXVLQHVV�PL[�DFURVV�WKH�VSHFWUXP�RI�
PDWXULWLHV�� 7KHVH�PRGHOV�JHQHUDOO\�FRPSXWH�WKH�SUHVHQW�
YDOXH�RI�WKH�EDQN¶V�DVVHWV��OLDELOLWLHV��DQG�RII�EDODQFH�VKHHW�
DFFRXQWV�XQGHU�DOWHUQDWLYH�LQWHUHVW�UDWH�VFHQDULRV�DQG�WKH�
VHQVLWLYLW\�RI�WKDW�YDOXH�WR�FKDQJHV�LQ�LQWHUHVW�UDWHV��

$OO�QDWLRQDO�EDQNV�VKRXOG�PHDVXUH�HDUQLQJV�DW�ULVN�GXH�WR�
FKDQJHV�LQ�LQWHUHVW�UDWHV�� :HOO�PDQDJHG�EDQNV�ZLWK�PHDQLQJIXO�
H[SRVXUH�WR�ORQJHU�WHUP�RU�RSWLRQV�ULVN�VKRXOG�DXJPHQW�WKHLU�
HDUQLQJV�DW�ULVN�PHDVXUHV�ZLWK�V\VWHPV�WKDW�TXDQWLI\�WKH�SRWHQWLDO�
HIIHFW�RI�FKDQJHV�LQ�LQWHUHVW�UDWHV�RQ�WKHLU�HFRQRPLF�YDOXH�RI�
HTXLW\���7KHVH�V\VWHPV�DUH�DSSURSULDWH�IRU�EDQNV�ZLWK�VLJQL¿FDQW�
H[SRVXUH�WR�ORQJHU�WHUP�DVVHWV��HPEHGGHG�RSWLRQV��DQG�RII�
EDODQFH�VKHHW�DFWLYLWLHV��

7KH�IROORZLQJ�UDWLRV�FDQ�EH�XVHIXO�DV�LQWHUHVW�UDWH�ULVN�LQGLFDWRUV��
7KH\�DUH�ZLGHO\�XVHG�DQG�FDQ�DOVR�EH�IRXQG�RQ�WKH�8%35��&$5��
RU�&DQDU\���$GYHUVH�FKDQJHV�LQ�WKHVH�LQGLFDWRUV�FRXOG�LQGLFDWH�
LQFUHDVLQJ�LQWHUHVW�UDWH�ULVN��

�  /RQJ�WHUP�DVVHWV�WRWDO�DVVHWV²FRPPRQO\�XVHG�DV�DQ�
LQGLFDWRU�RI�UHSULFLQJ�ULVN�� $�KLJKHU�UDWLR�JHQHUDOO\�VXJJHVWV�
WKDW�D�EDQN�KDV�D�VL]HDEOH�DPRXQW�RI�DVVHWV�WKDW�FDQQRW�EH�
UHSULFHG�IRU�D�ORQJ�SHULRG�RI�WLPH�� 7KRVH�DVVHWV�ZLOO�ORVH�
YDOXH�DQG�ZLOO�GHSUHFLDWH�LI�LQWHUHVW�UDWHV�ULVH��EHFDXVH�WKH\�
ZLOO�EH�SD\LQJ�ORZHU�\LHOGV�UHODWLYH�WR�SUHYDLOLQJ�PDUNHW�
UDWHV��

�  1RQPDWXULW\�GHSRVLWV�ORQJ�WHUP�DVVHWV²HVWLPDWHV�WKH�
GHJUHH�WKDW�QRQPDWXULW\�IXQGLQJ�VRXUFHV�FRYHU�ORQJ�WHUP�
DVVHWV�RQ�WKH�EDODQFH�VKHHW�� 6XFK�VRXUFHV�LQFOXGH�GHPDQG�
GHSRVLW�DFFRXQWV��''$���PRQH\�PDUNHW�GHPDQG�DFFRXQWV�
�00'$���DQG�VDYLQJV�DQG�12:�DFFRXQWV���%DQNV�ZLWK�KLJK�
UDWLRV�VKRXOG�EH�OHVV�YXOQHUDEOH�WR�LQFUHDVHV�LQ�LQWHUHVW�UDWHV��

�  5HVLGHQWLDO�UHDO�HVWDWH��WRWDO�DVVHWV²LQGLFDWHV�WKH�PDJQLWXGH�
RI�VKRUW�RSWLRQV�ULVN��DOVR�FDOOHG�QHJDWLYH�FRQYH[LW\��LQ�
WKH�EDODQFH�VKHHW�� 6KRUW�RSWLRQV�SRVLWLRQV�LQGLFDWH�WKDW�WKH�
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EDQN�KDV�SURYLGHG�LWV�FXVWRPHUV�ZLWK�WKH�RSWLRQ�RI�HLWKHU�
SUHSD\LQJ�WKH�DVVHW�ZKHQ�UDWHV�DUH�ORZ�RU�QRW�SUH�SD\LQJ�
ZKHQ�UDWHV�ULVH�� 6KRUW�RSWLRQV�LQFUHDVH�D�EDQN¶V�LQWHUHVW������
UDWH�ULVN�E\�FRPSUHVVLQJ�PDUJLQV�LQ�ERWK�ULVLQJ�DQG�IDOOLQJ�
UDWH�HQYLURQPHQWV��

�  $VVHW�GHSUHFLDWLRQ�WLHU���FDSLWDO²PHDVXUHV�WKH�SURSRUWLRQ�
RI�FDSLWDO�RIIVHW�E\�HVWLPDWHG�GHSUHFLDWLRQ�LQ�WKH�DYDLODEOH�
IRU�VDOH�DQG�KHOG�WR�PDWXULW\�LQYHVWPHQW�SRUWIROLRV��SOXV�
DQ�HVWLPDWH�RI�SRWHQWLDO�GHSUHFLDWLRQ�LQ�WKH�UHVLGHQWLDO�ORDQ�
SRUWIROLR�� 'HSUHFLDWLRQ�LQ�DOO�WKHVH�DVVHWV�LV�XVXDOO\�WKH�
UHVXOW�RI�\LHOGV�WKDW�DUH�EHORZ�PDUNHW�UDWH��

7KH�IROORZLQJ�PDQDJHPHQW�UHSRUWV�VKRXOG�DVVLVW�GLUHFWRUV�LQ�
DVVHVVLQJ�WKH�EDQN¶V�LQWHUHVW�UDWH�ULVN��

�  5LVN�6XPPDU\²VXPPDU\�UHSRUWV�VKRZLQJ�WKH�OHYHO�DQG�
WUHQG�RI�WKH�EDQN�RU�EDQN�KROGLQJ�FRPSDQ\¶V�LQWHUHVW�UDWH�
ULVN�XVLQJ�D�YDULHW\�RI�DSSURSULDWH�PHDVXUHV�� 7KH�UHSRUW�
VKRXOG�LQGLFDWH�WKH�DPRXQW�RI�ULVN�WKH�EDQN�LV�DVVXPLQJ��
ZKHWKHU�PDQDJHPHQW�LV�FRPSO\LQJ�ZLWK�ERDUG�DSSURYHG�ULVN�
OLPLWV��DQG�ZKHWKHU�PDQDJHPHQW¶V�VWUDWHJLHV�DUH�FRQVLVWHQW�
ZLWK�WKH�ERDUG¶V�H[SUHVVHG�ULVN�WROHUDQFH��

�  (DUQLQJV�DW�5LVN²GHWDLO�UHSRUW�VKRZLQJ�SURMHFWHG�FKDQJHV�
LQ�QHW�LQWHUHVW�LQFRPH�EHFDXVH�RI�FKDQJHV�LQ�LQWHUHVW�UDWHV�
XQGHU�SDUDOOHO�DQG�QRQSDUDOOHO�LQWHUHVW�UDWH�FKDQJHV��

�  $XGLW�5HSRUWV²SHULRGLF�DXGLWV�RI�LQWHUHVW�UDWH�ULVN�
PHDVXUHPHQW�SURFHVVHV�WKDW�DVVHVV�WKH�DSSURSULDWHQHVV�RI�WKH�
ULVN�PHDVXUHPHQW�V\VWHP��GDWD�LQWHJULW\��UHDVRQDEOHQHVV�RI�
DVVXPSWLRQV��DQG�YDOLGLW\�RI�ULVN�PHDVXUHPHQW�FDOFXODWLRQV��

�  &DSLWDO�DW�5LVN²GHWDLO�UHSRUW�IRU�HFRQRPLF�YDOXH�RI�HTXLW\�
DW�ULVN�RU�RWKHU�ORQJ�WHUP�ULVN�PHDVXUH��

�  1HW�,QWHUHVW�0DUJLQ�$QDO\VLV²DQDO\]HV�WKH�QHW�LQWHUHVW�
PDUJLQ�DQG�LGHQWL¿HV�WKH�VRXUFH�V��RI�PDWHULDO�FKDQJHV����
7KLV�DQDO\VLV�LVRODWHV�WKH�HIIHFWV�RI�FKDQJHV�LQ�LQWHUHVW�UDWHV��
DVVHW�JURZWK��DQG�EDODQFH�VKHHW�UHVWUXFWXULQJ�RQ�WKH�QHW�
LQWHUHVW�PDUJLQ��
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Interest Rate Risk Red Flags: 

•  Significant changes in net interest income. 

•  High or increasing volume of assets with 
embedded options, such as residential real estate 
mortgages, mortgage-backed securities, callable 
securities, mortgage servicing rights, residual 
assets, and structured notes. 

•  High or increasing volume of liabilities with 
embedded options, such as putable or convertible 
funding products or structured CDs. 

•  Adverse changes in the level and trends of 
aggregate interest rate risk exposure. 

•  Noncompliance with the board’s established risk 
tolerance levels and limits. 

•  Lack of an independent review or audit of the 
interest rate risk management process. 

•  Absence of meaningful risk limits. 

•  Unauthorized or frequent exceptions to the interest 
rate risk policy. 

•  The inability of management to provide reports 
that identify and quantify the major sources of the 
bank’s interest rate risk in a timely manner and 
describe assumptions used to determine interest 
rate risk. 
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E. Investment Portfolio Management 
%DQNV�PD\�RZQ�LQYHVWPHQW�VHFXULWLHV�DQG�PRQH\�PDUNHW�DVVHWV�
WR�PDQDJH�DVVHW�DQG�OLDELOLW\�SRVLWLRQV��GLYHUVLI\�WKHLU�HDUQLQJ�
DVVHWV�EDVH��PDLQWDLQ�D�OLTXLGLW\�FXVKLRQ��DQG�PHHW�SOHGJLQJ�
UHTXLUHPHQWV�� 7KH�LQYHVWPHQW�SRUWIROLR�IRU�PRVW�QDWLRQDO�
EDQNV�FRQVWLWXWHV�D�VLJQL¿FDQW�HDUQLQJ�DVVHW�� 7KH�LQFUHDVLQJ�
FRPSOH[LW\�RI�WKH�VHFXULWLHV�DYDLODEOH�LQ�WKH�PDUNHWSODFH�KDV�
KHLJKWHQHG�WKH�QHHG�IRU�HIIHFWLYH�PDQDJHPHQW�RI�WKH�SRUWIROLR���
2YHUVLJKW�RI�LQYHVWPHQW�SRUWIROLR�DFWLYLWLHV�LV�DQ�LPSRUWDQW�SDUW�
RI�PDQDJLQJ�WKH�EDQN¶V�RYHUDOO�LQWHUHVW�UDWH��OLTXLGLW\��DQG�FUHGLW�
ULVN�SUR¿OHV��

'LUHFWRUV�SOD\�D�NH\�UROH�LQ�RYHUVHHLQJ�WKH�EDQN¶V�LQYHVWPHQW�
DFWLYLWLHV�� 7KH\�HVWDEOLVK�VWUDWHJLF�GLUHFWLRQ�DQG�ULVN�WROHUDQFH�
OLPLWV��UHYLHZ�SRUWIROLR�DFWLYLW\��DVVHVV�ULVN�SUR¿OH��HYDOXDWH�
SHUIRUPDQFH��DQG�PRQLWRU�PDQDJHPHQW¶V�FRPSOLDQFH�ZLWK�
DXWKRUL]HG�ULVN�OLPLWV����

1. Selection of Securities Dealers 

0DQ\�EDQNV�UHO\�RQ�VHFXULWLHV�VDOHV�UHSUHVHQWDWLYHV�DQG�
VWUDWHJLVWV�WR�UHFRPPHQG�LQYHVWPHQW�VWUDWHJLHV��DQG�WKH�WLPLQJ�
DQG�UHODWLYH�YDOXH�RI�SURSRVHG�VHFXULWLHV�WUDQVDFWLRQV�� 'LUHFWRUV�
UHYLHZ�DQG�DSSURYH�D�OLVW�RI�VHFXULWLHV�¿UPV�ZLWK�ZKRP�WKH�EDQN�
LV�DXWKRUL]HG�WR�GR�EXVLQHVV�� 'LUHFWRUV�DOVR�SURYLGH�PDQDJHPHQW�
JXLGDQFH�RQ�FUHGLW�TXDOLW\�DQG�RWKHU�VWDQGDUGV�DSSURSULDWH�
WR�HQVXUH�WKDW�GHDOHUV�XVHG�E\�WKH�EDQN�DUH�¿QDQFLDOO\�VWDEOH��
UHSXWDEOH��DQG�NQRZOHGJHDEOH��

,Q�PDQDJLQJ�D�EDQN¶V�UHODWLRQVKLS�ZLWK�VHFXULWLHV�GHDOHUV��WKH�
ERDUG�RI�GLUHFWRUV�PD\�ZDQW�WR�FRQVLGHU�SURKLELWLQJ�HPSOR\HHV�
ZKR�SXUFKDVH�DQG�VHOO�VHFXULWLHV�IRU�WKH�EDQN�IURP�HQJDJLQJ�LQ�
SHUVRQDO�VHFXULWLHV�WUDQVDFWLRQV�ZLWK�WKH�VDPH�VHFXULWLHV�¿UPV�WKH�
EDQN�XVHV�IRU�LWV�WUDQVDFWLRQV�� 6XFK�D�SURKLELWLRQ�PD\�UHGXFH�WKH�
ULVN�RI�D�FRQÀLFW�RI�LQWHUHVW�IRU�EDQN�SHUVRQQHO��

���6HH�³$Q�([DPLQHU¶V�*XLGH�WR�,QYHVWPHQW�3URGXFWV�DQG�3UDFWLFHV´��'HFHP�
EHU�������IRU�DGGLWLRQDO�GLVFXVVLRQV�RI�IXQGDPHQWDO�EDQN�LQYHVWPHQW�SROLFLHV��
SURFHGXUHV��SUDFWLFHV��FRQWUROV��DQG�LQYHVWPHQW�SURGXFW�SUR¿OHV��
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2. Categorization of Securities 

:KHQ�D�EDQN�SXUFKDVHV�D�VHFXULW\��PDQDJHPHQW�PXVW�DVVLJQ�LW�
WR�RQH�RI�WKUHH�DFFRXQWLQJ�FODVVL¿FDWLRQV�� 7KH�FODVVL¿FDWLRQV�
DUH�KHOG�WR�PDWXULW\��DYDLODEOH�IRU�VDOH��DQG�WUDGLQJ���7KH�FKRLFH�
GHSHQGV�XSRQ�KRZ�PXFK�PDQDJHULDO�ÀH[LELOLW\�WKH�EDQN�ZDQWV�
WR�KDYH�� $�KHOG�WR�PDWXULW\��+70��VHFXULW\�LV�RQH�IRU�ZKLFK�WKH�
EDQN�KDV�WKH�LQWHQW�DQG�DELOLW\�WR�KROG�WKH�VHFXULW\�WR�PDWXULW\���
7KH�EDQN�PD\�DFFRXQW�IRU�+70�VHFXULWLHV�DW�KLVWRULFDO�FRVW��
:LWK�KLVWRULFDO�FRVW�DFFRXQWLQJ��FKDQJHV�LQ�PDUNHW�YDOXH�GR�QRW�
DIIHFW�HDUQLQJV�RU�WKH�EDQN¶V�UHSRUWHG�FDSLWDO���+RZHYHU��WKH�
EDQN�VDFUL¿FHV�ÀH[LELOLW\�ZLWK�WKH�+70�GHVLJQDWLRQ��VLQFH�LW�KDV�
VWDWHG�LWV�LQWHQW�WR�KROG�WKH�VHFXULWLHV�WR�PDWXULW\���

7KH�DYDLODEOH�IRU�VDOH��$)6��GHVLJQDWLRQ�SHUPLWV�D�EDQN�WR�
VHOO�VHFXULWLHV�SULRU�WR�PDWXULW\��IRU�H[DPSOH��WR�WDNH�JDLQV�DQG��
RU�UHSRVLWLRQ�WKH�SRUWIROLR�EDVHG�XSRQ�PDQDJHPHQW¶V�RXWORRN�
IRU�LQWHUHVW�UDWHV�� )RU�DFFRXQWLQJ�SXUSRVHV��$)6�VHFXULWLHV�
DUH�PDUNHG�WR�PDUNHW�� &KDQJHV�LQ�WKH�PDUNHW�YDOXH�RI�$)6�
VHFXULWLHV�DUH�UHÀHFWHG�LQ�³2WKHU�&RPSUHKHQVLYH�,QFRPH´�
�2&,���D�VHSDUDWH�FRPSRQHQW�RI�FDSLWDO�� 9DOXH�FKDQJHV�LQ�$)6�
VHFXULWLHV�GR�QRW�DIIHFW�D�EDQN¶V�UHJXODWRU\�FDSLWDO��EXW�WKH\�
GR�DIIHFW�FDSLWDO�UHSRUWHG�XQGHU�JHQHUDOO\�DFFHSWHG�DFFRXQWLQJ�
SULQFLSOHV��*$$3��� 6DOH�RI�DQ�+70�VHFXULW\��IRU�UHDVRQV�
RWKHU�WKDQ�FUHGLW�DQG�RWKHU�OLPLWHG�³VDIH�KDUERUV�´�PD\�FDOO�LQWR�
TXHVWLRQ�WKH�DSSURSULDWHQHVV�RI�WKH�+70�GHVLJQDWLRQ�IRU�RWKHU�
VHFXULWLHV�DQG�PD\�UHVXOW�LQ�D�UHTXLUHG�UHFODVVL¿FDWLRQ�WR�$)6�
DQG�WKH�XVH�RI�PDUN�WR�PDUNHW��DV�RSSRVHG�WR�KLVWRULFDO�FRVW��
DFFRXQWLQJ�IRU�WKHVH�VHFXULWLHV�� 7UDGLQJ�VHFXULWLHV�DUH�PDUNHG�WR�
PDUNHW��ZLWK�JDLQV�DQG�ORVVHV�UHÀHFWHG�LQ�WKH�LQFRPH�VWDWHPHQW��

'LUHFWRUV�DUH�XOWLPDWHO\�UHVSRQVLEOH�IRU�HIIHFWLYH�RYHUVLJKW�
RI�D�QDWLRQDO�EDQN¶V�LQYHVWPHQW�SRUWIROLR���+RZHYHU��D�EDQN¶V�
ERDUG�PD\�GHOHJDWH�LQYHVWPHQW�GHFLVLRQ�PDNLQJ�DXWKRULW\�IRU�
DOO�RU�D�SRUWLRQ�RI�LWV�LQYHVWPHQW�VHFXULWLHV�SRUWIROLR�HLWKHU�WR�
D�QRQDI¿OLDWHG�¿UP�RU�WR�D�SHUVRQ�ZKR�LV�QRW�DQ�HPSOR\HH�RI�
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�WKH�LQVWLWXWLRQ�RU�RQH�RI�LWV�DI¿OLDWHV�� %DQNV�WKDW�KLUH�RXWVLGH�
SRUWIROLR�PDQDJHUV�KRSH�WR�REWDLQ�PRUH�SURIHVVLRQDO�SRUWIROLR�
PDQDJHPHQW��DQG�HDUQ�KLJKHU�WRWDO�UHWXUQV�DQG�LQFXU�ORZHU�
WUDQVDFWLRQV�FRVWV�� 7KH�DELOLW\�WR�XVH�WKH�+70�GHVLJQDWLRQ�
ZLOO�GHSHQG�XSRQ�WKH�DPRXQW�RI�GLVFUHWLRQ�JLYHQ�WR�WKH�
RXWVLGH�PDQDJHU���0RVW�DUUDQJHPHQWV�UHTXLUH�WKH�PDQDJHU�WR�
REWDLQ�DSSURYDO�IURP�WKH�EDQN�SULRU�WR�H[HFXWLQJ�D�VHFXULWLHV�
WUDQVDFWLRQ�� 7KH�EDQN�FRXOG�FRQWLQXH�WR�FODVVLI\�VHFXULWLHV�
DV�+70�LI�LW�UHWDLQV�WKH�DXWKRULW\�WR�DSSURYH�WKH�WUDQVDFWLRQ��
+RZHYHU��LQ�WKH�UDUH�FDVHV�ZKHQ�D�EDQN�JLYHV�SXUFKDVH�DQG�
VDOH�GLVFUHWLRQ�WR�WKH�RXWVLGH�PDQDJHU��LW�ZLOO�KDYH�WR�FDWHJRUL]H�
VHFXULWLHV�XQGHU�WKH�PDQDJHU¶V�FRQWURO�DV�$)6���
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3.  Investment Reports 

5HSRUWV�PXVW�IRFXV�RQ�ULVN��UDWKHU�WKDQ�PHUHO\�UHSRUW�GDWD��
WR�SURYLGH�HIIHFWLYH�VXSHUYLVLRQ�RYHU�LQYHVWPHQW�DFWLYLWLHV���
'LUHFWRUV�PD\�¿QG�WKH�IROORZLQJ�UHSRUWV�KHOSIXO�LQ�DVVHVVLQJ�
WKH�RYHUDOO�TXDOLW\��OLTXLGLW\��DQG�SHUIRUPDQFH�RI�WKH�LQYHVWPHQW�
SRUWIROLR��
�  0DWXULW\�EUHDNGRZQ��DYHUDJH�PDWXULW\��DQG�LQWHUHVW�UDWH�

ULVN²VKRZV�WKH�PDWXULW\�DQG�LQWHUHVW�UDWH�ULVN�RI�HDFK�VHFWRU�
RI�WKH�LQYHVWPHQW�SRUWIROLR��7UHDVXULHV��DJHQFLHV��FRUSRUDWHV��
PXQLFLSDOV��HWF���DQG�RI�WKH�SRUWIROLR�DV�D�ZKROH��

�  'LVWULEXWLRQ�RI�FUHGLW�UDWLQJV��E\�D�PDMRU�UDWLQJ�VHUYLFH��IRU�
DOO�PXQLFLSDO�DQG�FRUSRUDWH�VHFXULWLHV²VKRZV�WKH�SHUFHQW�
RI�WKH�SRUWIROLR�LQ�HDFK�UDWLQJ�FDWHJRU\���7KLV�UHSRUW�SURYLGHV�
XVHIXO�LQIRUPDWLRQ�RQ�WKH�RYHUDOO�FUHGLW�TXDOLW\�RI�WKH�
SRUWIROLR��

�  $GMXVWHG�KLVWRULFDO�FRVW�IRU�HDFK�VHFXULW\�VHFWRU�UHODWLYH�
WR�LWV�FXUUHQW�PDUNHW�YDOXH²VKRZV�WKH�FRVW�DQG�PDUNHW�
YDOXHV�RI�+70�VHFXULWLHV�� )RU�$)6�VHFXULWLHV��LW�VKRZV�
WKH�DPRXQW�UHFRUGHG�DV�DQ�XQUHDOL]HG�JDLQ�RU�ORVV�LQ�2WKHU�
&RPSUHKHQVLYH�,QFRPH��

�  3XUFKDVHV�DQG�VDOHV²LQGLFDWHV�WKH�W\SH�RI�VHFXULW\��LWV�SDU�
YDOXH��PDWXULW\�GDWH��UDWH��\LHOG��FRVW�DQG�VDOHV�SULFHV��DQG�
DQ\�SUR¿W�RU�ORVV�� )RU�SXUFKDVHV��ULVN�IRFXVHG�LQIRUPDWLRQ�
ZRXOG�UHÀHFW�YDOXH�VHQVLWLYLW\��L�H���KRZ�PXFK�WKH�VHFXULW\¶V�
YDOXH�ZRXOG�FKDQJH�IRU�D�VSHFL¿HG�FKDQJH�LQ�PDUNHW�\LHOGV�
DQG�DQ\�DSSOLFDEOH�SROLF\�OLPLWV�� $�SUH�SXUFKDVH�DQDO\VLV�
VKRXOG�LGHQWLI\�VXFK�YDOXH�VHQVLWLYLW\��

�  6HQVLWLYLW\�DQDO\VLV�RI�WKH�YDOXH�RI�WKH�SRUWIROLR�LQ�GLIIHUHQW�
LQWHUHVW�UDWH�HQYLURQPHQWV²FRPSDUHV�WKH�YDOXH�LQ�HDFK�
LQWHUHVW�UDWH�VFHQDULR�ZLWK�WKH�FXUUHQW�SRUWIROLR�YDOXH��
LOOXVWUDWLQJ�WKH�DPRXQW�RI�SRUWIROLR�LQWHUHVW�UDWH�ULVN�� 7KLV�
UHSRUW�DOVR�SURYLGHV�D�PHDQV�RI�HQVXULQJ�WKDW�PDQDJHPHQW�
KDV�FRPSOLHG�ZLWK�WKH�ERDUG¶V�WROHUDQFH�IRU�ULVN��
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Investment Portfolio Red Flags: 

•  Purchase of securities that do not meet board 
guidelines on risk or quality. 

•  Securities purchased without pre-purchase 
risk analysis. 

•  Absence of management’s estimation of 
portfolio valuation sensitivities. 

•  Purchase of securities in excess of 
concentration limits. 

•  Purchase of securities with yields well above 
market levels (possible “yield chasing”). 

•  Purchasing a relatively large amount of securities 
in a short time period. 

•  Frequent use of lending authority to 
acquire securities. 

•  Frequent policy exceptions. 

•  Use of one securities dealer for most, or all, 
securities purchases and sales. 

•  Investment purchases from securities dealers 
not approved by the board of directors. 
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•  Sale of securities previously designated as HTM, 
or transfer of securities from HTM to AFS. 

•  The classification of securities with high value 
sensitivity as HTM. 

•  Large volumes of non-rated, below-investment-
grade (lower than BBB or Baa), or out-of-area 
bonds (may indicate a credit quality problem). 

•  Exclusive reliance on rating agencies’ ratings for 
nongovernment securities. 

•  Investment yields that are well above or below the 
market or peer group average. 

•  Significant changes in the type, quality, or maturity 
distribution of the portfolio. 

•  Significant deterioration in the market value 
of investments. 

•  Absence of credit risk assessment for 
safekeeping agent. 
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F. Financial Derivatives and 
Off-Balance-Sheet Activities 

%DQNV�DUH�LQFUHDVLQJO\�XVLQJ�¿QDQFLDO�GHULYDWLYHV�DQG�RWKHU�
RII�EDODQFH�VKHHW�WUDQVDFWLRQV��VXFK�DV�VHFXULWL]DWLRQ�DFWLYLWLHV��
WR�PDQDJH�¿QDQFLDO�ULVN�DQG�LQFUHDVH�LQFRPH�� 7KH�EURDG�
FDWHJRULHV�RI�ULVNV�WKDW�DULVH�LQ�WKHVH�DFWLYLWLHV�DUH�QR�GLIIHUHQW�
WKDQ�WKRVH�WKDW�DULVH�LQ�RWKHU�EDQN�SURGXFWV�DQG�EXVLQHVV�OLQHV��
+RZHYHU��WKHVH�ULVN�FDWHJRULHV��LQFOXGLQJ�FUHGLW��LQWHUHVW�UDWH��
WUDQVDFWLRQ��FRPSOLDQFH��OLTXLGLW\�DQG�UHSXWDWLRQ��RIWHQ�DULVH�LQ�
ZD\V�WKDW�DUH�PRUH�GLI¿FXOW�WR�PHDVXUH�� $V�D�UHVXOW��DFWLYLWLHV�
VXFK�DV�GHULYDWLYHV�DQG�VHFXULWL]DWLRQ�DFWLYLWLHV�UHTXLUH�VWURQJHU�
ULVN�PDQDJHPHQW�SURJUDPV�DQG�PDQDJHULDO�H[SHUWLVH�WKDQ�PRUH�
WUDGLWLRQDO�EDQN�ULVN�WDNLQJ�DFWLYLWLHV��

7KH�ERDUG�LV�UHVSRQVLEOH�IRU�FRPPXQLFDWLQJ�LWV�ULVN�WROHUDQFH�
OLPLWV�WR�PDQDJHPHQW��PDNLQJ�VXUH�WKDW�PDQDJHPHQW�HVWDEOLVKHV�
FRQWURO�PHFKDQLVPV�WKDW�UHÀHFW�WKDW�ULVN�WROHUDQFH��UHYLHZLQJ�
ULVN�UHSRUWV��FRQ¿UPLQJ�FRPSOLDQFH�ZLWK�SROLF\�OLPLWV��DQG�
GHWHUPLQLQJ�WKDW�WKH�EDQN�XVHV�WKHVH�SURGXFWV�IRU�DSSURYHG�
SXUSRVHV��

1. Financial Derivatives 

)LQDQFLDO�GHULYDWLYHV�GHULYH�WKHLU�YDOXH�IURP�WKH�SHUIRUPDQFH�RI�
XQGHUO\LQJ�LQWHUHVW�UDWHV��IRUHLJQ�H[FKDQJH�UDWHV��HTXLW\�SULFHV��
FRPPRGLW\�SULFHV��RU�FUHGLW�TXDOLW\���$�EDQN�FDQ�XVH�GHULYDWLYHV�
WR�UHGXFH�EXVLQHVV�ULVNV��H[SDQG�SURGXFW�RIIHULQJV�WR�FXVWRPHUV��
WUDGH�IRU�SUR¿W��PDQDJH�FDSLWDO�DQG�IXQGLQJ�FRVWV��DQG�DOWHU�
WKH�ULVN�UHZDUG�SUR¿OH�RI�D�SDUWLFXODU�LWHP�RU�DQ�HQWLUH�EDODQFH�
VKHHW�� $V�ZLWK�DOO�¿QDQFLDO�SURGXFWV��GHULYDWLYHV�SUHVHQW�ULVN��
DQG�GLUHFWRUV�VKRXOG�PDNH�VXUH�WKDW�DSSOLFDEOH�ULVNV�DUH�PDQDJHG�
DV�SDUW�RI�WKH�EDQN¶V�RYHUDOO�ULVN�PDQDJHPHQW�SURJUDP���%HFDXVH�
¿QDQFLDO�GHULYDWLYHV�FDQ�EH�FRPSOLFDWHG�LQVWUXPHQWV��GLUHFWRUV�
PXVW�PDNH�VXUH�WKDW�WKH�EDQN�KDV�DSSURSULDWH�H[SHUWLVH�WR�
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LGHQWLI\��PHDVXUH��PRQLWRU�DQG�FRQWURO�WKH�HQWLUH�ULVN�VSHFWUXP�RI�
DOO�SURGXFWV�XVHG����

%DQNV�FDQ�H[HFXWH�GHULYDWLYH�FRQWUDFWV�HLWKHU�RQ�DQ�H[FKDQJH�
RU�SULYDWHO\�ZLWK�D�GHDOHU��� ([FKDQJH�WUDGHG�FRQWUDFWV�LQYROYH�
VWDQGDUGL]HG�WHUPV��WKHUH�LV�QR�QHJRWLDWLRQ�RI�WHUPV�DQG�
FRQGLWLRQV�� 6XFK�FRQWUDFWV�W\SLFDOO\�KDYH�H[FHOOHQW�OLTXLGLW\�
DQG�UHDGLO\�REVHUYDEOH�PDUNHW�SULFHV�� 7KH�H[FKDQJH�LV�D�
FRXQWHUSDUW\�WR�DOO�FRQWUDFWV��ZKLFK�UHGXFHV�FUHGLW�ULVNV�� ,Q�
FRQWUDVW��EDQNV�QHJRWLDWH�WKH�WHUPV�DQG�FRQGLWLRQV�RQ�WUDQVDFWLRQV�
ZLWK�GHDOHUV��DQG�WKHUHIRUH�FDQ�FXVWRPL]H�FRQWUDFW�GHWDLOV��VXFK�
DV�FRQWUDFW�VL]H�DQG�PDWXULW\�GDWH�� 'HULYDWLYH�FRQWUDFWV�ZLWK�
GHDOHUV�DUH�UHIHUUHG�WR�DV�³RYHU�WKH�FRXQWHU´��27&��WUDQVDFWLRQV�
EHFDXVH�WKH\�GR�QRW�RFFXU�RQ�DQ�H[FKDQJH�� 7KHVH�FRQWUDFWV�DUH�
JHQHUDOO\�OHVV�OLTXLG�WKDQ�H[FKDQJH�WUDGHG�FRQWUDFWV��DQG�WKH\�GR�
QRW�KDYH�UHDGLO\�REVHUYDEOH�PDUNHW�SULFHV�� 0RVW�VLJQL¿FDQWO\��
27&�FRQWUDFWV�ZLWK�GHDOHUV�FUHDWH�FUHGLW�ULVN�IRU�HDFK�SDUW\���$V�D�
UHVXOW��EDQNV�SDUWLFLSDWLQJ�LQ�WKH�27&�GHULYDWLYHV�PDUNHW�VKRXOG�
LGHQWLI\�FUHGLWZRUWK\�FRXQWHUSDUWLHV��DQDO\]H�WKH�SRWHQWLDO�FUHGLW�
H[SRVXUHV�RI�GHULYDWLYH�WUDQVDFWLRQV��DQG�HVWDEOLVK�DSSURSULDWH�
FUHGLW�IDFLOLWLHV��

6LPLODU�WR�RWKHU�¿QDQFLDO�LQVWUXPHQWV��D�GHULYDWLYH�FRQWUDFW�
FDQ�JDLQ�DQG�ORVH�YDOXH�� $V�D�UHVXOW��SULRU�WR�HQWHULQJ�LQWR�D�
GHULYDWLYHV�WUDQVDFWLRQ��PDQDJHPHQW�VKRXOG�XQGHUVWDQG�WKH�
VHQVLWLYLW\�RI�WKH�YDOXH�RI�WKDW�FRQWUDFW�WR�FKDQJHV�LQ�PDUNHW�
IDFWRUV��VXFK�DV�LQWHUHVW�UDWHV��WKDW�ZLOO�GHWHUPLQH�LWV�YDOXH��

$�GHULYDWLYH�FRQWUDFW¶V�³FXUUHQW�FUHGLW�H[SRVXUH´�UHIHUV�WR�
WKH�DPRXQW�RI�PRQH\�D�FRXQWHUSDUW\�ZRXOG�RZH�WKH�EDQN�LI�
WKH�WZR�SDUWLHV�WHUPLQDWHG�WKH�FRQWUDFW�WRGD\���+RZHYHU��WKLV�
FXUUHQW�FUHGLW�H[SRVXUH�LV�QRW�D�FRPSOHWH�PHDVXUH�RI�FUHGLW�ULVN��
³3RWHQWLDO�IXWXUH�H[SRVXUH´�UHIHUV�WR�D�VWDWLVWLFDO�HVWLPDWH�RI�KRZ�
ODUJH�WKH�FXUUHQW�FUHGLW�H[SRVXUH�RQ�D�GHULYDWLYH�FRQWUDFW��RU�D�
SRUWIROLR�RI�VXFK�FRQWUDFWV��FRXOG�EHFRPH�RYHU�WKH�OLIH�RI�WKH�
FRQWUDFW�� ,W�UHSUHVHQWV�WKH�DPRXQW�RI�PRQH\�WKH�FRXQWHUSDUW\�
FRXOG�RZH�WKH�EDQN�� 7KH�VXP�RI�FXUUHQW�FUHGLW�H[SRVXUH�DQG�

���6HH�WKH�³5LVN�0DQDJHPHQW�RI�)LQDQFLDO�'HULYDWLYHV´�ERRNOHW�RI�WKH�
&RPSWUROOHU¶V�+DQGERRN�IRU�DGGLWLRQDO�LQIRUPDWLRQ�RQ�¿QDQFLDO�GHULYDWLYHV��
DYDLODEOH�DW�ZZZ�RFF�JRY�VWDWLF�SXEOLFDWLRQV�KDQGERRN�GHULY�SGI��
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SRWHQWLDO�IXWXUH�H[SRVXUH�LV�WRWDO�FUHGLW�H[SRVXUH��WKH�PHWULF�D�
EDQN�VKRXOG�PHDVXUH�DQG�PDQDJH��

&XUUHQW�FUHGLW�H[SRVXUH���3RWHQWLDO�IXWXUH�H[SRVXUH� �7RWDO�FUHGLW�
H[SRVXUH�

:KHQ�D�EDQN�HQWHUV�LQWR�DQ�27&�GHULYDWLYH�WUDQVDFWLRQ��WKH�
WUDQVDFWLRQ�VKRXOG�EH�SULFHG�VR�WKDW�LW�KDV�QR�FXUUHQW�FUHGLW�
H[SRVXUH�IRU�HLWKHU�SDUW\���6XFK�FRQWUDFWV�DUH�IDLUO\�SULFHG�� ³2II�
PDUNHW´�FRQWUDFWV�KDYH�LQLWLDO�YDOXH�WR�RQH�RI�WKH�FRXQWHUSDUWLHV��
7KH\�HVVHQWLDOO\�UHSUHVHQW�DQ�H[WHQVLRQ�RI�FUHGLW�� 2II�PDUNHW�
WUDQVDFWLRQV�GHVHUYH�H[WUD�VFUXWLQ\�EHFDXVH�WKH\�DUH�H[FHSWLRQV�
WR�QRUPDO�EXVLQHVV�SUDFWLFHV��

3DUWLHV�WR�D�GHULYDWLYHV�FRQWUDFW�RIWHQ�FROODWHUDOL]H�WKHLU�
H[SRVXUHV�ZLWK�KLJK�TXDOLW\��OLTXLG�FROODWHUDO�WR�UHGXFH�FUHGLW�
H[SRVXUHV�� &ROODWHUDO�UHGXFHV�FXUUHQW�FUHGLW�H[SRVXUH�WR�D�QHW�
FXUUHQW�FUHGLW�H[SRVXUH��LI�WKH�EDQN�PRQLWRUV�WKH�YDOXH�RI�LWV�
GHULYDWLYH�WUDQVDFWLRQV�DQG�FDOOV�IRU�WKH�FROODWHUDO�ZKHQ�LW�QHHGV�
WR�GR�VR�� %DQNV�VKRXOG�HVWDEOLVK�SROLFLHV�WKDW�GHWDLO�DSSURSULDWH�
FLUFXPVWDQFHV�IRU�SOHGJLQJ�FROODWHUDO�WR��DQG�UHTXLULQJ�LW�IURP��
27&�FRXQWHUSDUWLHV��

)LQDQFLDO�$FFRXQWLQJ�6WDQGDUG������)$6�������³$FFRXQWLQJ�
IRU�'HULYDWLYH�,QVWUXPHQWV�DQG�+HGJLQJ�$FWLYLWLHV�´�UHTXLUHV�DOO�
GHULYDWLYH�FRQWUDFWV�WR�EH�RQ�WKH�EDODQFH�VKHHW�� 7KH�VWDQGDUG�
RXWOLQHV�EURDG�FDWHJRULHV�RI�GHULYDWLYHV�WUDQVDFWLRQV�� ���IDLU�
YDOXH�KHGJHV�����FDVK�ÀRZ�KHGJHV�����IRUHLJQ�H[FKDQJH�KHGJHV��
DQG����FRQWUDFWV�QRW�FDWHJRUL]HG�DV�KHGJHV��

)DLU�YDOXH�KHGJHV�PXVW�EH�PDUNHG�WR�PDUNHW��ZLWK�FKDQJHV�
LQ�YDOXH�UHÀHFWHG�LQ�FXUUHQW�HDUQLQJV�� &DVK�ÀRZ�KHGJHV�PXVW�
EH�PDUNHG�WR�PDUNHW��ZLWK�FKDQJHV�LQ�YDOXH�UHSRUWHG�GLUHFWO\�
LQ�2WKHU�&RPSUHKHQVLYH�,QFRPH��2&,���WKH�VDPH�FDWHJRU\�
WKDW�LQFOXGHV�XQUHDOL]HG�JDLQV�DQG�ORVVHV�RQ�DYDLODEOH�IRU�VDOH�
VHFXULWLHV�� )RUHLJQ�H[FKDQJH�KHGJHV�PXVW�EH�PDUNHG�WR�PDUNHW�
DQG�WUHDWHG�DV�HLWKHU�D�IDLU�YDOXH�RU�FDVK�ÀRZ�KHGJH��GHSHQGLQJ�
XSRQ�FHUWDLQ�FULWHULD�� 'HULYDWLYH�WUDQVDFWLRQV�WKDW�DUH�QRW�KHGJHV�
PXVW�EH�PDUNHG�WR�PDUNHW��ZLWK�DQ\�JDLQ�RU�ORVV�UHÀHFWHG�LQ�
FXUUHQW�LQFRPH��
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7KH�VDIH�DQG�VRXQG�XVH�RI�GHULYDWLYHV�LV�FRQWLQJHQW�XSRQ�WKH�
ERDUG�HQVXULQJ�WKDW�WKH�EDQN�KDV�WKH�UHOHYDQW�PDQDJHPHQW�
H[SHUWLVH�DQG�RYHUVHHLQJ�DQG�UHYLHZLQJ�PDQDJHPHQW¶V�DFWLYLWLHV��
'LUHFWRUV�VKRXOG�XVH�WKH�IROORZLQJ�W\SHV�RI�UHSRUWV�WR�DVVHVV�
¿QDQFLDO�GHULYDWLYHV�DFWLYLW\��

�  &UHGLW�5LVN�([SRVXUHV²LGHQWL¿HV�FXUUHQW�FUHGLW�H[SRVXUH�
IRU�HDFK�FRXQWHUSDUW\��ZKLFK�LV�WKH�QHW�YDOXH�RI�DOO�GHULYDWLYH�
FRQWUDFWV��DVVXPLQJ�WKH�EDQN�KDV�D�OHJDOO\�HQIRUFHDEOH�
QHWWLQJ�DJUHHPHQW�� 7KH�ERDUG�VKRXOG�UHTXLUH�PDQDJHPHQW�
WR�REWDLQ�QHWWLQJ�DJUHHPHQWV�VLQFH�QHWWLQJ��OLNH�FROODWHUDO��
UHGXFHV�FUHGLW�ULVNV�� 6XFK�UHSRUWV�VKRXOG�DOVR�LQGLFDWH�FUHGLW�
OLPLWV�DQG�FROODWHUDO�UHTXLUHPHQWV��DV�ZHOO�DV�LGHQWLI\�DQ\�
FUHGLW�FRQFHQWUDWLRQV��

�  7UHQGV�LQ�GHULYDWLYHV�XVDJH²WUDFNV�WKH�QRWLRQDO�DPRXQW�RI�
GHULYDWLYH�FRQWUDFWV�RYHU�WLPH��E\�W\SH�RI�FRQWUDFW��IXWXUHV��
LQWHUHVW�UDWH�VZDSV��FDSV��ÀRRUV��HWF���DQG�E\�PDUNHW�ULVN�
IDFWRU��LQWHUHVW�UDWHV��HTXLW\�SULFHV��FRPPRGLWLHV��HWF����

�  &RPSOLDQFH�ZLWK�SROLFLHV�DQG�ULVN�OLPLWV²GHWDLOV�
FRPSOLDQFH�ZLWK�DOO�ERDUG�DSSURYHG�GHULYDWLYH�OLPLWV��

�  5HVXOWV�RI�VWUHVV�WHVWLQJ²DXJPHQWV�WKH�EDQN¶V�ULVN�
PHDVXUHPHQW�SURFHVV�E\�DOWHULQJ�PDUNHW�YDULDEOHV�WR�
GHWHUPLQH�ZKLFK�VFHQDULRV�PD\�SRVH�VLJQL¿FDQW�ULVN�WR�WKH�
GHULYDWLYHV�SRUWIROLR�� 5HSRUWV�WR�WKH�ERDUG�VKRXOG�LQFOXGH�
WKH�PDMRU�DVVXPSWLRQV�XVHG�LQ�HDFK�VFHQDULR�� 6WUHVV�WHVWLQJ�
LV�LPSRUWDQW�IRU�DVVHVVLQJ�ERWK�PDUNHW�DQG�FUHGLW�ULVN��

�  ,PSDFW�RQ�LQFRPH�IURP�GHULYDWLYHV²VKRZV�WKH�DFFRXQWLQJ�
LPSDFW�RQ�WKH�EDQN¶V�LQFRPH�VWDWHPHQW�IURP�LWV�KHGJLQJ�
DQG�WUDGLQJ�DFWLYLWLHV�� ,Q�SDUWLFXODU��VXFK�UHSRUWV�VKRXOG�
DVVHVV�ZKHWKHU�WKH�EDQN¶V�KHGJLQJ�SDVVHV�FHUWDLQ�FRUUHODWLRQ�
UHTXLUHPHQWV�UHTXLUHG�E\�)$6�����WR�PHDVXUH�KHGJH�
HIIHFWLYHQHVV�DQG�DYRLG�KDYLQJ�WKH�HQWLUH�FRQWUDFW�PDUNHG�
WR�PDUNHW�WKURXJK�LQFRPH��
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Financial Derivatives Red Flags: 

•  Participation in transactions without appropriate 
knowledge of derivatives or experience in the market. 

•  Substantial exposure to a counterparty whose 
ongoing ability to meet its obligations is uncertain. 

•  Rapid growth in the notional amount of derivative 
contracts. 

•  A large ratio of derivative notional amounts to total  
assets.  

•  Written options on derivatives, such as interest rate 
caps or floors. 

•  Concentration of credit risks (total credit exposure) 
with a derivatives counterparty. 

•  Use of complex or illiquid derivative contracts. 

•  Derivatives embedded in cash market securities. 

•  “Off market” derivative contracts (e.g., a loan to or 
from a counterparty). 

•  Derivative contracts executed without an assessment 
of interest rate and/or credit risks. 

•  Large net payments or receipts of cash. 

•  Unilateral collateral posting (collateral arrangements 
should be bilateral). 

•  Use of only one firm for all, or nearly all, derivative 
transactions. 

•  Activity in new derivative products without subjecting 
the product to a new product review. 

•  Insufficient understanding of accounting rules for 
derivatives (FAS 133). 

•  Insufficient understanding of rules for derivative 
transactions with affiliates (12 CFR 223). 

•  Absence of legally enforceable netting agreements. 
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2. Asset Securitization 

,Q�DVVHW�VHFXULWL]DWLRQ��LQWHUHVWV�LQ�ORDQV�DQG�RWKHU�UHFHLYDEOHV�
DUH�SDFNDJHG��XQGHUZULWWHQ��DQG�VROG�LQ�WKH�IRUP�RI�DVVHW�EDFNHG�
VHFXULWLHV�� %\�XVLQJ�WKH�VHFXULWLHV�PDUNHWV�WR�IXQG�SRUWLRQV�RI�
WKH�ORDQ�SRUWIROLR��EDQNV�FDQ�DOORFDWH�FDSLWDO�PRUH�HI¿FLHQWO\��
DFFHVV�GLYHUVH�DQG�FRVW�HIIHFWLYH�IXQGLQJ�VRXUFHV��DQG�EHWWHU�
PDQDJH�EXVLQHVV�ULVNV�� 7KH�ERDUG�PXVW�GHWHUPLQH�ZKHWKHU�
WKH�EDQN�KDV�WKH�QHFHVVDU\�UHVRXUFHV�DQG�H[SHUWLVH�WR�HQJDJH�
HIIHFWLYHO\�LQ�WKLV�EXVLQHVV��

$OWKRXJK�LW�LV�FRPPRQ�IRU�VHFXULWL]DWLRQ�WUDQVDFWLRQV�WR�UHFHLYH�
VXEVWDQWLDO�DWWHQWLRQ�HDUO\�LQ�WKHLU�WHQXUH��WKH�OHYHO�RI�VFUXWLQ\�
JHQHUDOO\�GHFOLQHV�RYHU�WLPH�� $Q�HIIHFWLYH�ERDUG�HQVXUHV�WKDW�
WUDQVDFWLRQV�DUH�FRQVLVWHQWO\�DQG�WKRURXJKO\�VXSHUYLVHG�DQG�
PRQLWRUHG�RYHU�WKH�GXUDWLRQ�RI�WKH�EDQN¶V�LQYROYHPHQW�LQ�WKHVH�
DFWLYLWLHV�� 0DQDJHPHQW�UHSRUWV�WR�WKH�ERDUG�VKRXOG�LQFOXGH�WKH�
SHUIRUPDQFH�RI�WKH�XQGHUO\LQJ�DVVHW�SRROV�IRU�DOO�RXWVWDQGLQJ�
GHDOV�� $OWKRXJK�WKH�EDQN�PD\�KDYH�VROG�WKH�RZQHUVKLS�ULJKWV�
DQG�FRQWURO�RI�WKH�DVVHWV��LWV�UHSXWDWLRQ�DV�DQ�XQGHUZULWHU�RU�
VHUYLFHU�UHPDLQV�H[SRVHG����

7KH�ERDUG�RI�GLUHFWRUV�DQG�EDQN�PDQDJHPHQW�VKRXOG�HQVXUH�WKDW��

�  ,QGHSHQGHQW�ULVN�PDQDJHPHQW�SURFHVVHV�DUH�LQ� 
SODFH�WR�PRQLWRU�VHFXULWL]DWLRQ�SRRO�SHUIRUPDQFH� 
RQ�DQ�DJJUHJDWH�DQG�LQGLYLGXDO�WUDQVDFWLRQ�OHYHO�� 
$Q�HIIHFWLYH�ULVN�PDQDJHPHQW�IXQFWLRQ�LQFOXGHV� 
DSSURSULDWH�LQIRUPDWLRQ�V\VWHPV�WR�PRQLWRU� 
VHFXULWL]DWLRQ�DFWLYLWLHV�  

�  0DQDJHPHQW�XVHV�FRQVHUYDWLYH�YDOXDWLRQ�DVVXPSWLRQV�
DQG�PRGHOLQJ�PHWKRGRORJLHV�WR�HVWDEOLVK��HYDOXDWH��
DQG�DGMXVW�WKH�FDUU\LQJ�YDOXH�RI�UHWDLQHG�LQWHUHVWV�RQ�D�
UHJXODU�DQG�WLPHO\�EDVLV��

�  $XGLW�RU�LQWHUQDO�UHYLHZ�VWDIIV�SHULRGLFDOO\�UHYLHZ� 
GDWD�LQWHJULW\��PRGHO�DOJRULWKPV��NH\�XQGHUO\LQJ� 

���6HH�WKH�³$VVHW�6HFXULWL]DWLRQ´�ERRNOHW�RI�WKH�&RPSWUROOHU¶V�+DQGERRN�
IRU�DGGLWLRQDO�LQIRUPDWLRQ�RQ�DVVHW�VHFXULWL]DWLRQ�DFWLYLWLHV��DYDLODEOH�DW�
ZZZ�RFF�JRY�VWDWLF�SXEOLFDWLRQV�KDQGERRN�DVVHWVHF�SGI��

Financial Derivatives and Off-Balance-Sheet 41 
Activities—Asset Securitization 

www.occ.gov/static/publications/handbook/assetsec.pdf
http:exposed.13


�

�

�

�

�

�
�
�
�
�
�
�
�
�

�
�
�
�

DVVXPSWLRQV��DQG�WKH�DSSURSULDWHQHVV�RI�WKH�YDOXDWLRQ�
DQG�PRGHOLQJ�SURFHVV�IRU�WKH�VHFXULWL]HG�DVVHWV�
UHWDLQHG�E\�WKH�LQVWLWXWLRQ�� 7KH�¿QGLQJV�RI�VXFK�
UHYLHZV�VKRXOG�EH�UHSRUWHG�GLUHFWO\�WR�WKH�ERDUG�RU�DQ�
DSSURSULDWH�ERDUG�FRPPLWWHH��

�  0DQDJHPHQW�PDLQWDLQV�DFFXUDWH�DQG�WLPHO\�ULVN�
EDVHG�FDSLWDO�FDOFXODWLRQV��LQFOXGLQJ�UHFRJQLWLRQ�DQG�
UHSRUWLQJ�RI�DQ\�UHFRXUVH�REOLJDWLRQ�UHVXOWLQJ�IURP�
VHFXULWL]DWLRQ�DFWLYLW\��

�  ,QWHUQDO�OLPLWV�DUH�LQ�SODFH�WR�JRYHUQ�WKH�PD[LPXP�
DPRXQW�RI�UHWDLQHG�LQWHUHVWV�DV�D�SHUFHQWDJH�RI�WRWDO�
HTXLW\�FDSLWDO��

�  7KH�LQVWLWXWLRQ�KDV�D�UHDOLVWLF�OLTXLGLW\�SODQ�LQ�SODFH�LQ�
FDVH�RI�PDUNHW�GLVUXSWLRQV��

�  7UDQVDFWLRQV�GR�QRW�FUHDWH�UHFRXUVH�WR�WKH�EDQN��

�  5HSRUWV�WR�WKH�ERDUG�WKDW�PRQLWRU�UHYROYLQJ�
WUDQVDFWLRQV��FUHGLW�FDUGV��KRPH�HTXLW\�OLQHV��HWF���DQG�
LQVWDOOPHQW�ORDQV��DV�DSSURSULDWH��
±  7KH�JURVV�DQG�QHW�SRUWIROLR�\LHOG��
±  'HOLQTXHQFLHV��
±  7KH�FKDUJH�RII�UDWH��
±  7KH�EDVH�UDWH��LQYHVWRU�FRXSRQ�SOXV�VHUYLFLQJ�IHHV���
±  0RQWKO\�H[FHVV�VSUHDG��
±  7KH�UROOLQJ�WKUHH�PRQWK�DYHUDJH�H[FHVV�VSUHDG��
±  7KH�PRQWKO\�SD\PHQW�UDWH��
±  3ULQFLSDO�SUHSD\PHQW�VSHHGV��
±  2XWVWDQGLQJ�SULQFLSDO�FRPSDUHG�ZLWK�RULJLQDO�
VHFXULW\�VL]H��

±  5HVLGXDOV��
±  3ROLF\�H[FHSWLRQV��
±  &RYHQDQW�FRPSOLDQFH��
±  ([SRVXUH�OLPLWV�E\�W\SH�RI�WUDQVDFWLRQ�DQG� 
DJJUHJDWH�WUDQVDFWLRQV�RXWVWDQGLQJ�  
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Asset Securitization Red Flags: 

•  High level of residual assets relative to capital. 

•  Over-reliance on securitization as a funding source. 

•  Credit line increases without appropriate 
credit analysis. 

•  Increase in policy exceptions, scorecard overrides, 
or multiple reaging of delinquent accounts. 

•  Significant growth or pressure for growth. 

•  Shift in pricing and credit enhancement levels 
required by the market. 

•  Asset-backed securitization activities not fully 
integrated with critical bank planning processes. 

•  Adverse performance trends. 

•  Transactions with affiliates that are not at arm’s 
length terms. 

Financial Derivatives and Off-Balance-Sheet 43 
Activities—Asset Securitization 



      
     

       

               
      

3. Credit Commitments 

$�IRUPDO�ORDQ�FRPPLWPHQW�LV�D�ZULWWHQ�DJUHHPHQW��VLJQHG�E\�WKH�
ERUURZHU�DQG�OHQGHU��GHWDLOLQJ�WHUPV�DQG�FRQGLWLRQV�XQGHU�ZKLFK�
WKH�EDQN�ZLOO�OHQG�D�VSHFL¿HG�DPRXQW�� 7KH�FRPPLWPHQW�KDV�DQ�
H[SLUDWLRQ�GDWH�� )RU�DJUHHLQJ�WR�PDNH�WKH�DFFRPPRGDWLRQ��WKH�
EDQN�XVXDOO\�UHTXLUHV�WKH�SURVSHFWLYH�ERUURZHU�WR�SD\�D�IHH��WR�
SXW�XS�D�FRPSHQVDWLQJ�EDODQFH��RU�ERWK�� $�FRPPLWPHQW�FDQ�EH�
LUUHYRFDEOH��DV�LV�D�VWDQGE\�OHWWHU�RI�FUHGLW�IDFLOLW\��UHTXLULQJ�WKH�
EDQN�WR�OHQG�ZKHQ�WKH�FXVWRPHU�FDOOV�XSRQ�LW�WR�GR�VR�� 2U�WKH�
FRPPLWPHQW�PD\�EH�UHYRFDEOH��SUHGLFDWHG�XSRQ�WKH�FXVWRPHU�
PHHWLQJ�FHUWDLQ�FRYHQDQWV��RIWHQ�¿QDQFLDO�LQ�QDWXUH��

7KH�ERDUG�VKRXOG�HQVXUH�WKDW�EDQN�SROLF\�VXSSRUWV�D�ORDQ�
RI¿FHU¶V�UHIXVDO�WR�DGYDQFH�IXQGV�ZKHQ�D�ERUURZHU�LV�¿QDQFLDOO\�
WURXEOHG��FRYHQDQWV�KDYH�EHHQ�EURNHQ��RU�RWKHU�DGYHUVH�
FRQGLWLRQV�KDYH�DULVHQ�� 7KH�ERDUG�VKRXOG�UHFHLYH�UHSRUWV�
IURP�PDQDJHPHQW�SURMHFWLQJ�WKH�IXQGLQJ�VRXUFHV�IRU�ORDQ�
FRPPLWPHQWV�DQG�OLQHV�RI�FUHGLWV��EDVHG�RQ�WKH�DQWLFLSDWHG�XVDJH�
RI�VXFK�FRPPLWPHQWV�DQG�OLQHV���

Credit Commitment Red Flags: 

•  Advancing funds to borrowers in financial 
difficulty, noncompliance with covenants, or 
other circumstances that make lending to them 
imprudent. 

•  Inadequate funding sources for anticipated use 
of loan commitments and lines of credit. 
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4.  Mortgage Banking 

0RUWJDJH�EDQNLQJ�LQYROYHV�ORDQ�RULJLQDWLRQV��SXUFKDVHV��DQG�
VDOHV�WKURXJK�WKH�VHFRQGDU\�PRUWJDJH�PDUNHW�� $�PRUWJDJH�
EDQN�FDQ�UHWDLQ�RU�VHOO�ORDQV�LW�RULJLQDWHV�DQG�UHWDLQ�RU�VHOO�WKH�
VHUYLFLQJ�RQ�WKRVH�ORDQV�� 7KURXJK�PRUWJDJH�EDQNLQJ��QDWLRQDO�
EDQNV�FDQ�SDUWLFLSDWH�LQ�DQ\�RU�D�FRPELQDWLRQ�RI�WKHVH�DFWLYLWLHV��

7KH�ERDUG�VKRXOG�HQVXUH�WKDW�SUXGHQW�ULVN�PDQDJHPHQW�SUDFWLFHV�
DQG�FRQWUROV�DUH�LQ�SODFH�IRU�LWV�PRUWJDJH�EDQNLQJ�DFWLYLWLHV�� 7KH�
DSSOLFDEOH�ULVNV�DVVRFLDWHG�ZLWK�PRUWJDJH�EDQNLQJ�DUH�FUHGLW��
LQWHUHVW�UDWH��SULFH��WUDQVDFWLRQ��OLTXLGLW\��FRPSOLDQFH��VWUDWHJLF��
DQG�UHSXWDWLRQ�ULVNV����

:KHQ�ORDQV�DUH�VROG�LQWR�WKH�VHFRQGDU\�PDUNHW��EDQNV�RIWHQ�
UHWDLQ�WKH�VHUYLFLQJ�DQG�UHFRJQL]H�PRUWJDJH�VHUYLFLQJ�DVVHWV�
�06$V���ZKLFK�DUH�FRPSOH[�DQG�YRODWLOH�DVVHWV�VXEMHFW�WR�LQWHUHVW�
UDWH�ULVN�� 06$V�FDQ�EHFRPH�LPSDLUHG�ZKHQ�LQWHUHVW�UDWHV�IDOO�
DQG�ERUURZHUV�UH¿QDQFH�RU�SUHSD\�WKHLU�PRUWJDJH�ORDQV�� 7KLV�
LPSDLUPHQW�FDQ�OHDG�WR�HDUQLQJV�YRODWLOLW\�DQG�HURVLRQ�RI�FDSLWDO��
LI�WKH�ULVNV�LQKHUHQW�LQ�WKH�06$V�KDYH�QRW�EHHQ�SURSHUO\�KHGJHG��

7KH�ERDUG�RI�GLUHFWRUV�VKRXOG�HQVXUH�WKDW�WKH�IROORZLQJ�NH\�
V\VWHPV�DQG�FRQWUROV�DUH�LQ�SODFH��

�  &RPSUHKHQVLYH�GRFXPHQWDWLRQ�VWDQGDUGV�IRU�DOO�DVSHFWV�
RI�PRUWJDJH�EDQNLQJ��

�  06$�LPSDLUPHQW�DQDO\VHV�WKDW�XVH�UHDVRQDEOH�DQG� 
VXSSRUWDEOH�DVVXPSWLRQV�  

�  6\VWHPV�WR�PHDVXUH�DQG�FRQWURO�LQWHUHVW�UDWH�ULVN��

�  $FFXUDWH�¿QDQFLDO�UHSRUWLQJ�V\VWHPV��FRQWUROV��DQG�OLPLWV��

�  7LPHO\�DQG�DFFXUDWH�WUDFNLQJ�RI�TXDOLW\�FRQWURO� 
H[FHSWLRQV�  

�  $SSURSULDWH�WUDFNLQJ�DQG�FROOHFWLQJ�RI�UHTXLUHG�PRUWJDJH�
ORDQ�GRFXPHQWV��

���6HH�WKH�³0RUWJDJH�%DQNLQJ´�ERRNOHW�RI�WKH�&RPSWUROOHU¶V�+DQG�
ERRN�IRU�DGGLWLRQDO�LQIRUPDWLRQ�RQ�PRUWJDJH�EDQNLQJ��DYDLODEOH�DW�
ZZZ�RFF�JRY�VWDWLF�SXEOLFDWLRQV�KDQGERRN�PRUWJDJH�SGI��

Financial Derivatives and Off-Balance-Sheet 45 
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�� $SSURSULDWH�PRQLWRULQJ�DQG�PDQDJLQJ�RI�ULVNV�DVVRFLDWHG� 
ZLWK�WKLUG�SDUW\�RULJLQDWHG�ORDQV��

�� $GHTXDWH�LQWHUQDO�DXGLW�FRYHUDJH��

7KH�ERDUG�VKRXOG�UHFHLYH�UHSRUWV�RQ��

�� ,QWHUQDO�DXGLW��TXDOLW\�FRQWURO��DQG�FRPSOLDQFH�¿QGLQJV��

�� 3ROLF\�H[FHSWLRQV�

�� 9DOXDWLRQ�RI�06$V��

�� +HGJHG�DQG�XQ�KHGJHG�SRVLWLRQV��

�� 0DUN�WR�PDUNHW�DQDO\VHV��

�� 3UR¿WDELOLW\��

�� 0RQWKO\�SURGXFWLRQ�YROXPH��

�� /RDQ�LQYHQWRU\�DJLQJ��

�� 'HOLQTXHQFLHV�DQG�IRUHFORVXUHV��

�� 6WDWXV�RI�UHVHUYHV��

�� 2SHUDWLRQDO�HI¿FLHQF\��

46 Financial Derivatives and Off-Balance-Sheet                                  
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Mortgage Banking Red Flags: 

•  High level of mortgage servicing assets relative 
to capital. 

•  Unsupported prepayment speeds, discount rates, 
and other assumptions in MSA valuation models. 

•  Rapid increases in mortgage loan production 
volume relative to the bank’s capital or asset 
size without corresponding increases in staff 
or systems. 

•  Large gains or losses on the sale of 
mortgage loans. 

•  High or increasing level of third-party originated 
mortgage loans without proper controls. 

•  High or increasing level of policy exceptions. 

•  High or increasing volume of stale loans in 
mortgage inventory. 

•  High or increasing delinquency or foreclosure 
rates on serviced loans. 

•  Inadequate audit coverage of mortgage 
banking activities. 

•  Unauthorized exceptions to policy guidelines. 

•  Absence of meaningful risk limits. 

Financial Derivatives and Off-Balance-Sheet 47 
Activities—Mortgage Banking 
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G. Audits and Internal Control 
:HOO�SODQQHG��SURSHUO\�VWUXFWXUHG��DQG�HIIHFWLYH�DXGLW�DQG�
LQWHUQDO�FRQWUROV�DUH�HVVHQWLDO�WR�PDQDJH�ULVN�SURSHUO\�DQG�WR�
PDLQWDLQ�D�VDIH�DQG�VRXQG�EDQN��7KH�ERDUG�RI�GLUHFWRUV�PXVW�
HVWDEOLVK�DQG�PDLQWDLQ�HIIHFWLYH�DXGLW�IXQFWLRQV���$Q�HIIHFWLYH�
LQWHUQDO�DXGLWLQJ�SURFHVV�PHHWV�VWDWXWRU\�DQG�UHJXODWRU\�
UHTXLUHPHQWV���DV�ZHOO�DV�RWKHU�DXGLW�UHODWHG�VXSHUYLVRU\�
JXLGHOLQHV�DQG�VWDQGDUGV�� 'LUHFWRUV�FDQQRW�GHOHJDWH�WKHLU�
UHVSRQVLELOLW\�IRU�RYHUVLJKW�RI�WKH�DXGLWLQJ�IXQFWLRQ�� +RZHYHU��
WKH\�PD\�GHOHJDWH�WKH�GHVLJQ��LPSOHPHQWDWLRQ��DQG�PRQLWRULQJ�
RI�VSHFL¿F�LQWHUQDO�FRQWUROV�WR�PDQDJHPHQW�DQG�WKH�WHVWLQJ�DQG�
DVVHVVPHQW�RI�LQWHUQDO�FRQWUROV�WR�RWKHUV��

7KH�LQWHUQDO�FRQWURO�V\VWHP�VKRXOG��ZLWK�UHDVRQDEOH�DVVXUDQFH��
KHOS�SUHYHQW�RU�GHWHFW�LQDFFXUDWH��LQFRPSOHWH��RU�XQDXWKRUL]HG�
WUDQVDFWLRQV��GH¿FLHQFLHV�LQ�WKH�VDIHJXDUGLQJ�RI�DVVHWV��XQUHOLDEOH�
¿QDQFLDO�DQG�UHJXODWRU\�UHSRUWLQJ��YLRODWLRQV�RI�ODZV�RU�
UHJXODWLRQV��DQG�GHYLDWLRQV�IURP�WKH�LQVWLWXWLRQ¶V�RZQ�SROLFLHV�
DQG�SURFHGXUHV�� %RWK�LQWHUQDO�DQG�H[WHUQDO�DXGLWRUV�VKRXOG�
PRQLWRU�DQG�HYDOXDWH�WKH�HIIHFWLYHQHVV�RI�LQWHUQDO�FRQWUROV���7KH�
ERDUG�RI�GLUHFWRUV�VKRXOG�GHWHUPLQH�KRZ�LQWHQVLYH�DXGLWLQJ�PXVW�
EH�WR�WHVW�DQG�PRQLWRU�LQWHUQDO�FRQWUROV�HIIHFWLYHO\�DQG�WR�HQVXUH�
WKH�UHOLDELOLW\�RI�WKH�EDQN¶V�¿QDQFLDO�VWDWHPHQWV�DQG�UHSRUWLQJ��

7KH�ERDUG�RI�GLUHFWRUV�VKRXOG�FRQVLGHU�ZKHWKHU�WKH�EDQN¶V�
FRQWURO�V\VWHPV�DQG�DXGLWLQJ�PHWKRGV��UHFRUGV��DQG�SURFHGXUHV�
DUH�SURSHU�LQ�UHODWLRQ�WR�WKH�EDQN¶V��

�� 6L]H��

�� 2UJDQL]DWLRQ�DQG�RZQHUVKLS�FKDUDFWHULVWLFV��

�� %XVLQHVV�DFWLYLWLHV�DQG�SURGXFW�OLQHV��

�� 2SHUDWLRQDO�GLYHUVLW\�DQG�FRPSOH[LW\��

�� 5LVN�SUR¿OH��

���5HIHU�WR�³,QWHUQDO�DQG�([WHUQDO�$XGLWV´�ERRNOHW�RI�WKH�&RPSWUROOHU¶V�
+DQGERRN�IRU�DGGLWLRQDO�LQIRUPDWLRQ�DERXW�WKH�UHTXLUHPHQWV�RI�WKH�6DUEDQHV�
2[OH\�$FW�DQG�RWKHU�ODZV�DQG�UHJXODWLRQV�WKDW�DIIHFW�DXGLW�IXQFWLRQV��7KHVH�
ERRNOHWV�DUH�DYDLODEOH�DW�ZZZ�RFF�JRY�VWDWLF�SXEOLFDWLRQV�LQWHUQDO�H[WHUQDO�
DXGLWV�]LS��

48 Audits and Internal Control 
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�  0HWKRGV�RI�SURFHVVLQJ�GDWD��

�  $SSOLFDEOH�OHJDO�DQG�UHJXODWRU\�UHTXLUHPHQWV��

7KH�ERDUG�RI�GLUHFWRUV��RU�LWV�DXGLW�FRPPLWWHH��VKRXOG�PHHW�
UHJXODUO\��DW�OHDVW�TXDUWHUO\��ZLWK�WKH�EDQN¶V�LQWHUQDO�DXGLWRU�DQG�
UHYLHZ�LQIRUPDWLRQ�RQ�PDWWHUV�SHUWDLQLQJ�WR�WKH�HIIHFWLYHQHVV�RI�
FRQWURO�V\VWHPV�DQG�ULVN�PDQDJHPHQW�SURFHVVHV�DQG�SURJUHVV�
WRZDUG�DFKLHYLQJ�WKH�EDQN¶V�RYHUDOO�DXGLW�REMHFWLYHV���([HFXWLYH�
VXPPDU\�UHSRUWV��RU�DXGLW�LQIRUPDWLRQ�SDFNDJHV��VKRXOG�EH�D�SDUW�
RI�WKHVH�UHYLHZV�DQG�VKRXOG�LQFOXGH��

�  6WDWXV�UHSRUWV�RQ�PHHWLQJ�WKH�DQQXDO�DXGLW�SODQ�RU�VFKHGXOH��
LQFOXGLQJ�DQ\�DGMXVWPHQWV�WR�WKH�SODQ�RU�VFKHGXOH��DQG�
DFWLYLW\�UHSRUWV�RQ�DXGLWV�FRPSOHWHG��LQ�SURFHVV��DQG�
GHIHUUHG�RU�FDQFHOOHG��

�  ,QIRUPDWLRQ�DERXW�DXGLW�VWDI¿QJ��LQGHSHQGHQFH��DQG�WUDLQLQJ��

�  'LVFXVVLRQ�RI�VLJQL¿FDQW�DFFRXQWLQJ�LVVXHV�RU�UHJXODWRU\�
LVVXDQFHV�SHUWDLQLQJ�WR�DXGLW�RU�FRQWUROV��

�  &RSLHV�RI�LQGLYLGXDO�DXGLW�UHSRUWV�LVVXHG�GXULQJ�WKH�TXDUWHU�
RU�VXPPDULHV�RI�DXGLWV�FRQGXFWHG�DQG�VLJQL¿FDQW�LVVXHV�
QRWHG��

�  6XPPDULHV�RI�LQIRUPDWLRQ�WHFKQRORJ\��¿GXFLDU\��DQG�
FRQVXPHU�FRPSOLDQFH�DXGLWV��DV�ZDUUDQWHG��

�  5LVN�DVVHVVPHQWV�SHUIRUPHG�RU�VXPPDULHV�WKHUHRI��

�  6LJQL¿FDQW�RXWVWDQGLQJ�DXGLW�DQG�FRQWURO�LVVXHV��LQ�WKH�IRUP�
RI�WUDFNLQJ�UHSRUWV�WKDW�GHVFULEH�WKH�LVVXHV��ZKHQ�WKH�LVVXHV�
ZHUH�GLVFRYHUHG��WKH�SHUVRQ�UHVSRQVLEOH�IRU�FRUUHFWLYH�
DFWLRQ��WKH�SURPLVHG�GDWH�RI�FRUUHFWLRQ��DQG�VWDWXV�RI�
FRUUHFWLYH�DFWLRQ��

Audits and Internal Control 49 



         
     

        
        
   

      
        

        
 

      

        
 

       
         

    

        
 

      
        

Audits and Internal Control Red Flags: 

•  Internal audit staff reporting to other than the board 
of directors or its audit committee. 

•  Any indications that management is trying to control 
or inhibit communications from internal audit staff to 
the board of directors. 

•  Unexplained or unexpected changes in external 
auditor or significant changes in the audit program. 

•  A reduction of, or increased turnover in, internal 
audit staff. 

•  A significant decrease in the audit budget. 

•  Internal or external auditors relying heavily on the 
other’s conclusions. 

•  Employees in key or influential positions who 
were not on vacation or otherwise absent for two 
consecutive weeks during the year. 

•  Audit reports that do not address identified internal 
control weaknesses. 

•  Significant internal control or other deficiencies 
noted in audit reports that have not been corrected. 

50 Audits and Internal Control 



        
     

     
     

        
 

          
          
  

         
      

      
   

        
        

    

         
    

•  The inability of management to provide timely and 
accurate financial, operational, and regulatory 
reports. 

•  Unreconciled differences between trial balances, 
subsidiary ledgers, and the general ledger. 

•  A qualified, adverse, or disclaimer opinion from an 
external auditor. 

•  An external auditor or audit firm that has a financial 
interest in the bank, loan from the bank, or other 
conflict of interest. 

•  An external auditor or audit firm that performs both 
financial statement audit services and other non-
audit services, including outsourced internal audit 
services, for the bank. 

•  An external audit lead audit partner who has 
performed external audit services for the bank for 
more than five consecutive years. 

•  Internal audit not meeting the audit schedule, or not 
adequately covering significant risk areas. 

Audits and Internal Control 51 
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H. Consumer Compliance 
&RPSOLDQFH�ZLWK�FRQVXPHU�ODZV�DQG�UHJXODWLRQV�LV�DQ�LQWHJUDO�
SDUW�RI�D�EDQN¶V�EXVLQHVV�VWUDWHJ\���9LRODWLRQV�DQG�QRQFRPSOLDQFH�
FDQ�VLJQL¿FDQWO\�LPSDLU�D�EDQN¶V�UHSXWDWLRQ��YDOXH��HDUQLQJ�
DELOLW\��DQG�EXVLQHVV�RSSRUWXQLW\���7R�HIIHFWLYHO\�PRQLWRU�
FRPSOLDQFH�ZLWK�FRQVXPHU�ODZV�DQG�UHJXODWLRQV��WKH�ERDUG�PXVW�
UHFHLYH�WLPHO\�DQG�DFFXUDWH�UHSRUWV�RQ�FRPSOLDQFH�PDWWHUV��
7R�HQVXUH�WKDW�GLUHFWRUV�OHDUQ�LPPHGLDWHO\�DERXW�VLJQL¿FDQW�
YLRODWLRQV�DQG�QRQFRPSOLDQFH��WKH�GHVLJQDWHG�FRPSOLDQFH�RI¿FHU�

Consumer Compliance Red Flags: 

•  Lack of periodic reports to the board on 
compliance matters. 

•  The compliance officer reporting to someone other than 
the board of directors or a committee of the board. 

•  Significant deficiencies identified in compliance reviews 
that have not been corrected in a timely manner. 

•  Significant turnover, including the compliance officer, 
or a reduction in the staff responsible for ensuring 
compliance with laws or specific consumer products. 

•  Lack of evidence that compliance was adequately 
considered when new products and delivery systems 
were developed and introduced, or when new marketing 
materials were designed. 

52 Consumer Compliance 
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VKRXOG�KDYH�GLUHFW�DFFHVV�WR�WKH�ERDUG�� 7KH�ERDUG�VKRXOG�
SHULRGLFDOO\�UHFHLYH�IRUPDO�UHSRUWV�RQ�FRPSOLDQFH�PDWWHUV�� 7KH�
FRPSOH[LW\�DQG�H[WHQW�RI�UHSRUWLQJ�ZLOO�YDU\�ZLWK�WKH�FRPSOH[LW\�
DQG�H[WHQW�RI�WKH�EDQN¶V�RSHUDWLRQV��SURGXFWV��VHUYLFHV��
FXVWRPHUV��DQG�JHRJUDSKLHV�VHUYHG��

$OWKRXJK�FRPSOLDQFH�ZLWK�DOO�FRQVXPHU�ODZV�DQG�UHJXODWLRQV�
VKRXOG�EH�LPSRUWDQW�WR�DOO�ERDUGV�RI�GLUHFWRUV��ERDUGV�RIWHQ�SODFH�
VSHFLDO�HPSKDVLV�RQ�IDLU�OHQGLQJ��WKH�&RPPXQLW\�5HLQYHVWPHQW�
$FW��&5$���DQG�WKH�%DQN�6HFUHF\�$FW��%6$�����

•  A significant increase in customer dissatisfaction 
and complaints (either received directly or sent to 
the OCC).17 

•  Significant deviation from policy or 
operational standards. 

•  Inadequate review of the compliance function by 
internal audit. 

•  Lack of evidence that bank employees are receiving 
current and adequate compliance training appropriate 
for their positions and responsibilities. 

•  Lack of due diligence when the bank purchases 
compliance third-party vendor services and products. 

•  Rapid or significant growth in a product line. 

���5HIHU�WR�WKH�³%DQN�6HFUHF\�$FW�$QWL�0RQH\�/DXQGHULQJ�´�³&RPSOLDQFH�
0DQDJHPHQW�6\VWHPV�´�³)DLU�/HQGLQJ�([DPLQDWLRQ�3URFHGXUHV�´�³2YHUYLHZ�´�
DQG�³&RPPXQLW\�5HLQYHVWPHQW�$FW�([DPLQDWLRQ�3URFHGXUHV´�ERRNOHWV�RI�WKH�
&RPSWUROOHU¶V�+DQGERRN�IRU�DGGLWLRQDO�LQIRUPDWLRQ�RQ�WKHVH�FRPSOLDQFH�DUHDV��
7KHVH�KDQGERRNV�DUH�DYDLODEOH�DW�ZZZ�RFF�WUHDV�JRY�SXEOLFDWLRQV�SXEOLFDWLRQV�
E\�W\SH�FRPSWUROOHUV�KDQGERRN�LQGH[�FRPSWUROOHUV�KDQGERRN�KWPO��
���&RQWDFW�WKH�2&&¶V�&XVWRPHU�$VVLVWDQFH�*URXS�WR�REWDLQ�LQIRUPDWLRQ�DERXW�
FRQVXPHU�FRPSOLDQFH�UHODWHG�FRPSODLQWV�� &RQWDFW�LQIRUPDWLRQ����������������
RU�FXVWRPHU�DVVLVWDQFH#RFF�WUHDV�JRY��

Consumer Compliance 53 
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1.  Fair Lending 
)DLU�OHQGLQJ�LV�PDNLQJ�FUHGLW�DYDLODEOH�LQ�DFFRUGDQFH�ZLWK�
WKH�UHTXLUHPHQWV�RI�WKH�)DLU�+RXVLQJ�$FW��WKH�(TXDO�&UHGLW�
2SSRUWXQLW\�$FW��DQG�5HJXODWLRQ�%���&RPSOLDQFH�FDQ�EH�
DFKLHYHG�PHUHO\�E\�HVWDEOLVKLQJ�SUXGHQW�OHQGLQJ�SUDFWLFHV�DQG�
E\�WUHDWLQJ�FXVWRPHUV�FRQVLVWHQWO\���7KHVH�SUDFWLFHV�LQFOXGH�
HVWDEOLVKLQJ�FOHDU�VWDQGDUGV�DQG�SURFHGXUHV�IRU�FUHGLW�GHFLVLRQV��
VHWWLQJ�UHDVRQDEOH�OLPLWV�RQ�GLVFUHWLRQ�E\�OHQGLQJ�SHUVRQQHO��DQG�
PDLQWDLQLQJ�DSSURSULDWH�GRFXPHQWDWLRQ��

Fair Lending Red Flags: 

•  An existing or proposed lending policy that includes, 
directly or indirectly, reference to any prohibited 
basis (race, color, national origin, religion, sex, age, 
marital status, familial status, handicap, receipt of 
public assistance, or the exercise of a right under the 
Consumer Credit Protection Act). 

•  An existing or proposed lending policy whose 
standards for underwriting, pricing, or setting terms 
and conditions are vague or unduly subjective, or 
which allow substantial loan officer discretion. 

•  Any statements by officers, employees, or agents, 
indicating a preference, prejudice, or stereotyping on 
a prohibited basis, or an aversion to doing business 
in minority areas. 

•  Segmentation of product markets, advertisements, 
promotions, application channels, or other access 
to credit along the lines of racial or national origin 
characteristics of applicants or geographic areas. 

54 Consumer Compliance—Fair Lending 



     
 

       
      
        

      

                
 

       
        

                         
 

•  Consumer complaints alleging discrimination in 
specific transactions. 

•  Substantially fewer loans originated in areas with 
relatively high concentrations of minority group 
residents than in areas with comparable income levels, 
but relatively low concentrations of minority residents. 

•  Disparities in Home Mortgage Disclosure Act 
(HMDA) data. 

•  Low levels of minority applicants even though 
minorities represent a significant part of the service 
area. 

•  Use of credit scoring models that have not 
been validated. 

Consumer Compliance—Fair Lending 55 



       
         

  

     
     

     
       

 

          
      

    

      
       

        
       

        
   

2.  Community Reinvestment Act 

7KH�&RPPXQLW\�5HLQYHVWPHQW�$FW��&5$��HQFRXUDJHV�QDWLRQDO�
EDQNV�WR�KHOS�PHHW�WKH�FUHGLW�QHHGV�RI�WKHLU�HQWLUH�FRPPXQLWLHV��
:KLOH�WKH�UHJXODWLRQ�QR�ORQJHU�UHTXLUHV�GLUHFWRUV�WR�GRFXPHQW�
KRZ�DFWLYHO\�WKH\�SDUWLFLSDWH�LQ�FRPPXQLW\�JURXSV�RU�FLYLF�
RUJDQL]DWLRQV��WKH�HQWLUH�ERDUG¶V�DWWHQWLRQ��OHDGHUVKLS��DQG�
FRPPLWPHQW�DUH�HVVHQWLDO�WR�VXFFHVVIXO�&5$�SHUIRUPDQFH���
$OWKRXJK�WKH�EDQN�LV�QRW�UHTXLUHG�WR�DVVHVV�LWV�&5$�SURJUHVV��
SHULRGLF�VHOI�DVVHVVPHQWV�FDQ�KHOS�WKH�ERDUG�GHWHUPLQH�WKH�
EDQN¶V�SURJUHVV�WRZDUG�DFKLHYLQJ�LWV�LQWHUQDO�&5$�JRDOV�DQG�
SHUIRUPDQFH�REMHFWLYHV��

CRA Red Flags: 

•  Substantial disparities in the numbers of loans 
originated within groups of contiguous low-
or moderate-income geographies. 

•  Reports that show lending performance, 
particularly when viewed against primary 
competitors, are significantly below the 
performance of other lenders in the bank’s 
assessment area. 

•  Reports that show that the bank has few or no 
qualified investments in its assessment area, 
even though investment opportunities exist. 

•  Customer complaints about the level of 
services and products offered in some parts 
of the bank’s trade area compared with those 
offered in other areas served by the bank. 

•  Substantial errors in CRA and HMDA data and 
requests for data resubmission. 

56 Consumer Compliance—Community Reinvestment Act 
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3.  Bank Secrecy Act/Anti-Money 
Laundering (AML) 

7KH�%DQN�6HFUHF\�$FW��%6$��DQG�UHODWHG�UHJXODWLRQV�UHTXLUH�WKDW�
WKH�ERDUG�RI�GLUHFWRUV�DSSURYH�D�ZULWWHQ�SURJUDP�IRU�FRPSOLDQFH�
ZLWK�WKH�%6$�� &RPSOLDQFH�ZLWK�%6$�LV�DQ�LPSRUWDQW�SDUW�RI�WKH�
EDQN¶V�RSHUDWLRQV���1RQFRPSOLDQFH�FDQ�UHVXOW�LQ�VHULRXV�KDUP�WR�
WKH�EDQN¶V�UHSXWDWLRQ�DQG�LQ�WKH�DVVHVVPHQW�RI�SHQDOWLHV���

7KH� ERDUG�VKRXOG�HQVXUH�WKDW�WKH�EDQN¶V�SURJUDP�IRU�%6$�
LQFOXGHV�SURSHU�LQWHUQDO�FRQWUROV��LQGHSHQGHQW�WHVWLQJ��
DSSURSULDWH�VWDII�WUDLQLQJ��DQG�XSGDWHV�ZKHQHYHU�UHJXODWRU\�
FKDQJHV�WDNH�SODFH�� 7KH�EDQN¶V�DXGLW�SURJUDP�VKRXOG�FRQ¿UP�
WKDW�FRQWUROV�DUH�DGHTXDWH��WKDW�DSSURSULDWH�FXUUHQF\�WUDQVDFWLRQ�
UHSRUWV��&75V��DQG�VXVSLFLRXV�DFWLYLW\�UHSRUWV��6$5V��DUH�¿OHG��
WKDW�WKH�GLUHFWRUV�DUH�LQIRUPHG�DERXW�DQ\�6$5�¿OLQJV��DQG�D�
FXVWRPHU�LGHQWL¿FDWLRQ�SURJUDP�LV�LPSOHPHQWHG�� 7KH�ERDUG�
GHVLJQDWHV�D�SHUVRQ�ZKR�LV�UHVSRQVLEOH�IRU�FRRUGLQDWLQJ�DQG�
PRQLWRULQJ�GD\�WR�GD\�FRPSOLDQFH��

6SHFL¿FDOO\��GLUHFWRUV�VKRXOG�HQVXUH�WKDW�WKH�%6$�FRPSOLDQFH�
SURJUDP�LQFOXGHV�DSSURSULDWH�DFFRXQW�RSHQLQJ�DQG�FXVWRPHU�
LGHQWL¿FDWLRQ�YHUL¿FDWLRQ�SURFHGXUHV��GHWHUPLQH�WKH�QDWXUH�
DQG�SXUSRVH�RI�WKH�DFFRXQW��DQG�LGHQWLI\�WKH�EDQN¶V�VHUYLFHV�RU�
SURGXFWV�WKH�FXVWRPHU�ZLOO�XVH�� $GGLWLRQDOO\�WKH�%6$�SURJUDP�
VKRXOG�LQFOXGH�PRQLWRULQJ�V\VWHPV�DQG�SURFHGXUHV�WR�HQVXUH�WKDW�
WKH�EDQN�LV�DZDUH�RI�DQ\�VXVSLFLRXV�DFWLYLWLHV��

'LUHFWRUV�DQG�EDQN�PDQDJHPHQW�PXVW�EH�SDUWLFXODUO\�DOHUW�
WR�WKH�IROORZLQJ�SRWHQWLDOO\�KLJK�ULVN�DFFRXQWV��VHUYLFHV��DQG�
JHRJUDSKLF�DUHDV��

�  +LJK�ULVN�DFFRXQWV²DFFRXQWV�KHOG�E\�FXUUHQF\�H[FKDQJHUV�
DQG�GHDOHUV��PRQH\�WUDQVPLWWHUV��EXVLQHVVHV�HQJDJHG�LQ�
FKHFN�FDVKLQJ��FDVLQRV��FDU�RU�ERDW�GHDOHUVKLSV��WUDYHO�
DJHQFLHV��QRQ�JRYHUQPHQWDO�RUJDQL]DWLRQV�DQG�FKDULWLHV��
VHQLRU�IRUHLJQ�SROLWLFDO�SHUVRQV��DQG�HQWLWLHV�IURP�IRUHLJQ�
FRXQWULHV�NQRZQ�DV�GUXJ�WUDI¿FNLQJ�RU�PRQH\�ODXQGHULQJ�
KDYHQV�� +LJK�YROXPHV�RI�FDVK��ZLUH�WUDQVIHUV��RU�RI¿FLDO�
FKHFNV�DUH�DOVR�LQGLFDWRUV�RI�KLJK�ULVN�DFFRXQWV��

�  +LJK�ULVN�VHUYLFHV�DQG�SURGXFWV²LQFOXGH�SULYDWH�EDQNLQJ��
SD\DEOH�WKURXJK�DFFRXQWV��SHUVRQDO�LQYHVWPHQW�FRPSDQLHV��
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RIIVKRUH�DFFRXQWV��LQWHUQDWLRQDO�FRUUHVSRQGHQW�DFFRXQWV��
LQWHUQDWLRQDO�SRXFK�DFWLYLW\��DQG�LQWHUQDWLRQDO�ZLUHV��

�  +LJK�ULVN�JHRJUDSKLF�ORFDWLRQV²�LQFOXGH��
� $UHDV�NQRZQ�DV�GUXJ�WUDI¿FNLQJ��PRQH\�ODXQGHULQJ��RU�

WD[�KDYHQV��
� -XULVGLFWLRQV�LGHQWL¿HG�E\�LQWHUJRYHUQPHQWDO�

RUJDQL]DWLRQV�DV�QRQFRRSHUDWLYH�ZLWK�JOREDO�DQWL�PRQH\�
ODXQGHULQJ�HIIRUWV��

� -XULVGLFWLRQV�LGHQWL¿HG�E\�WKH�6HFUHWDU\�RI�WKH�
7UHDVXU\�DV�EHLQJ�RI�PRQH\�ODXQGHULQJ�FRQFHUQ��RU�
LGHQWL¿HG�DV�V\PSDWKL]LQJ�ZLWK�WHUURULVW�HIIRUWV��DQG�
MXULVGLFWLRQV�GHVLJQDWHG�E\�WKH�8��6��JRYHUQPHQW�DV�
VSRQVRULQJ�WHUURULVP��

BSA Red Flags: 

•  Audit is not risk focused. 

•  Audit does not test for suspicious activity. 

•  Bank personnel are not trained regularly on the BSA 
and how to identify possible suspicious activity. 

•  Correspondence is received from the Internal 
Revenue Service that indicates the bank is filing 
incomplete or incorrect currency transaction reports. 

•  The volume of SARs or CTRs is very high or very low. 

•  The bank acquires large deposit relationships, 
but management is unfamiliar with the depositor’s 
business or line of work. 

•  Account activity is inconsistent with the known 
business of the account holder. 

•  Customers use an unusually large volume of wires, 
official checks, money orders, or traveler’s checks, 
especially to or from a high-risk geographical area. 
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•  Bank customers route funds through multiple foreign 
or domestic banks or wire funds in and out within a 
short period. 

•  Customers have multiple accounts for no apparent 
reason or make frequent transfers between accounts 
either within or outside the bank. 

•  Customers have an unusually large volume of 
cash or use a disproportionate amount of cash 
versus checks. 

•  Accounts have dramatic changes or spikes in 
activity or in the volume of money flowing through 
the account. 

•  Customer asks that their transactions be exempted 
from CTR reporting requirements, or that the CTR 
not be filed, or makes cash deposits just under the 
CTR reporting threshold. 

•  Transactions to or from entities or high-risk 
geographic locations that do not comport with 
the customer’s known business operations. 
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I.  Asset Management 
$VVHW�PDQDJHPHQW�DFWLYLWLHV�LQFOXGH�¿GXFLDU\�VHUYLFHV��
LQYHVWPHQW�DGYLVRU\�VHUYLFHV��EURNHUDJH��LQYHVWPHQW�FRPSDQ\�
VHUYLFHV��VHFXULWLHV�FXVWRG\��DQG�VHFXULWLHV�SURFHVVLQJ�VHUYLFHV����
7KHVH�VHUYLFHV�PD\�EH�SURYLGHG�LQ�D�FHQWUDOL]HG�GLYLVLRQ�RI�
WKH�EDQN��WKURXJK�GLIIHUHQW�GLYLVLRQV�LQ�GLIIHUHQW�JHRJUDSKLFDO�
ORFDWLRQV��LQ�EDQN�RSHUDWLQJ�VXEVLGLDULHV��EDQN�DI¿OLDWHV��DQG�
WKURXJK�DUUDQJHPHQWV�ZLWK�XQDI¿OLDWHG�WKLUG�SDUWLHV�� 1DWLRQDO�
EDQNV�RIIHU�WKHVH�VHUYLFHV�WR�PDLQWDLQ�FRPSHWLWLYHQHVV��PHHW�
FXVWRPHU�GHPDQG��DQG�HQKDQFH�IHH�LQFRPH�� ,Q�PDQ\�EDQNV��
DVVHW�PDQDJHPHQW�UHYHQXH�LV�D�VLJQL¿FDQW�FRQWULEXWRU�WR�WRWDO�
LQFRPH�DQG�SUR¿WDELOLW\����

1DWLRQDO�EDQNV�WKDW�SURYLGH�DVVHW�PDQDJHPHQW�VHUYLFHV�RSHUDWH�
LQ�D�EURDG�DQG�FRPSOH[�ULVN�HQYLURQPHQW�DQG�VKRXOG�LGHQWLI\�DQG�
FRQWURO�WKH�ULVNV�DVVRFLDWHG�ZLWK�WKH�SURGXFWV�DQG�VHUYLFHV�WKH\�
SURYLGH�� &RQVHTXHQWO\��ERDUG�RYHUVLJKW�RI�DVVHW�PDQDJHPHQW��
UHODWHG�DFWLYLWLHV�LV�HVVHQWLDO�WR�HIIHFWLYH�PDQDJHPHQW�RI�WKHVH�
VHUYLFHV�� $OWKRXJK�WKH�ERDUG�PD\�DVVLJQ�IXQFWLRQV�UHODWHG�WR�WKH�
H[HUFLVH�RI�¿GXFLDU\�SRZHUV�WR�DQ\�GLUHFWRU��RI¿FHU��RU�HPSOR\HH�
RI�WKH�EDQN��WKH�ERDUG�LV�XOWLPDWHO\�UHVSRQVLEOH�IRU�DQ\�¿QDQFLDO�
ORVV�RU�UHGXFWLRQ�LQ�VKDUHKROGHU�YDOXH�VXIIHUHG�E\�WKH�EDQN��
$Q�HIIHFWLYH�ERDUG�RI�GLUHFWRUV�ZLOO�RYHUVHH�WKH�GHYHORSPHQW�
RI�DVVHW�PDQDJHPHQW�UHODWHG�ULVN�OLPLWV��DSSURYH�QHZ�SURGXFWV�
RU�VHUYLFHV��DQG�PRQLWRU�RQ�JRLQJ�EXVLQHVV�SODQV�� %RDUGV�RI�
GLUHFWRUV�VKRXOG�H[SHFW�WR�VHH�URXWLQHO\�¿QDQFLDO�SHUIRUPDQFH�
UHSRUWV�UHODWHG�WR�HDFK�DVVHW�PDQDJHPHQW�EXVLQHVV��
'LUHFWRUV�JHQHUDOO\�¿QG�WKH�IROORZLQJ�UHSRUWV�KHOSIXO�LQ�DVVHVVLQJ�
WKH�ULVNV�DQG�¿QDQFLDO�SHUIRUPDQFH�RI�DVVHW�PDQDJHPHQW�
DFWLYLWLHV��
�  1HZ�EXVLQHVV�ORVW�EXVLQHVV�UHSRUWV²LGHQWLI\�NH\�

FKDUDFWHULVWLFV�RI�QHZ�FOLHQWV�DQG�SURYLGH�LQIRUPDWLRQ�RQ�
FORVHG�DFFRXQWV�� 'LUHFWRUV�VKRXOG�EH�DZDUH�RI�SRWHQWLDO�
V\VWHPLF�UHDVRQV�IRU�DFFRXQW�FORVLQJV��LQFOXGLQJ�FXVWRPHU�

���5HIHU�WR�WKH�³$VVHW�0DQDJHPHQW´�ERRNOHW�RI�WKH�&RPSWUROOHU¶V�+DQGERRN�IRU�
DGGLWLRQDO�LQIRUPDWLRQ�RQ�DVVHW�PDQDJHPHQW��DYDLODEOH�DW�ZZZ�RFF�JRY�VWDWLF��
SXEOLFDWLRQV�KDQGERRN�DVVHWPJPW�SGI��
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VHUYLFH�SUREOHPV��SURGXFW�GH¿FLHQFLHV��LQFOXGLQJ�VXE�SDU�
SHUIRUPDQFH���PLVKDQGOLQJ�RI�DFFRXQWV��DQG�RSHUDWLRQDO�
HUURUV��

�  ,QYHVWPHQW�UHSRUWV²SURYLGH�LQIRUPDWLRQ�RQ�LQYHVWPHQWV�
SXUFKDVHG�DQG�VROG�IRU�DFFRXQWV�DQG�WKH�VWUDWHJ\�XQGHUO\LQJ�
WKRVH�LQYHVWPHQW�GHFLVLRQV��

�  ,QYHVWPHQW�SHUIRUPDQFH�DQDO\VHV²SURYLGH�LQIRUPDWLRQ�
DERXW�WKH�SHUIRUPDQFH�RI�WKH�LQYHVWPHQW�DGYLVRU\�DQG�
¿GXFLDU\�SRUWIROLRV�DQG�VKRXOG�FRPSDUH�WKDW�SHUIRUPDQFH�
ZLWK�DSSOLFDEOH�LQGLFHV��

�  /LWLJDWLRQ�UHSRUWV²VXPPDUL]H�WKH�YROXPH��SRWHQWLDO�GROODU�
H[SRVXUH��DQG�QDWXUH�RI�SHQGLQJ�RU�WKUHDWHQHG�OLWLJDWLRQ��
7KHVH�UHSRUWV�VKRXOG�SURYLGH�FXUUHQW�LQIRUPDWLRQ�RQ�WKH�
VWDWXV�RI�H[LVWLQJ�OLWLJDWLRQ�DQG�VKRXOG�EH�UHYLHZHG�E\�WKH�
EDQN¶V�OHJDO�FRXQVHO��

�  3UR¿WDELOLW\�EXGJHW�UHSRUWV²PD\�FDSWXUH�LQIRUPDWLRQ�E\�
SURGXFW�OLQH��E\�EXVLQHVV�XQLW��RU�IRU�DVVHW�PDQDJHPHQW�
DFWLYLWLHV�DV�D�ZKROH�� 7KH�VXSSRUWLQJ�LQIRUPDWLRQ�VKRXOG�
HQDEOH�GLUHFWRUV�WR�HYDOXDWH�WKH�VXFFHVV�RI�EXVLQHVV�VWUDWHJLHV�
DV�ZHOO�DV�PDQDJHPHQW¶V�SHUIRUPDQFH��

�  7UXVW�EDQN�FDSLWDO�DQG�OLTXLGLW\�DQDO\VLV�UHSRUWV²HYDOXDWH�
IDFWRUV��VXFK�DV�WKH�FRPSRVLWLRQ��VWDELOLW\��DQG�GLUHFWLRQ�RI�
UHYHQXH��WKH�OHYHO�DQG�FRPSRVLWLRQ�RI�H[SHQVHV�LQ�UHODWLRQ�
WR�WKH�EDQN¶V�RSHUDWLRQV��WKH�OHYHO�RI�HDUQLQJV�UHWHQWLRQ��
WKH�EDQN¶V�OLTXLGLW\�SRVLWLRQ�DQG�PDQDJHPHQW¶V�DELOLW\�WR�
FRQWURO�LW��WKH�YROXPH��W\SH��DQG�JURZWK�LQ�PDQDJHG�DQG�
QRQ�PDQDJHG�DVVHWV��WKH�TXDQWLW\�DQG�GLUHFWLRQ�RI�UHSXWDWLRQ�
DQG�VWUDWHJLF�ULVN��WKH�TXDOLW\�RI�ULVN�PDQDJHPHQW�SURFHVVHV��
LQFOXGLQJ�WKH�DGHTXDF\�RI�LQWHUQDO�DQG�H[WHUQDO�DXGLW��
LQWHUQDO�FRQWUROV��DQG�WKH�FRPSOLDQFH�PDQDJHPHQW�V\VWHP��
DQG�WKH�LPSDFW�RI�H[WHUQDO�IDFWRUV��LQFOXGLQJ�HFRQRPLF�
FRQGLWLRQV��FRPSHWLWLRQ��WHFKQRORJ\�HQKDQFHPHQWV��
OHJLVODWLYH�FKDQJHV��DQG�SUHFHGHQW�VHWWLQJ�FRXUW�GHFLVLRQV��

�  )LGXFLDU\�DXGLW�UHSRUWV²FRQWDLQ�FRQFOXVLRQV�RQ�WKH�
HIIHFWLYHQHVV�RI�WKH�EDQN¶V�LQWHUQDO�FRQWUROV�DQG�RSHUDWLQJ�
SUDFWLFHV�� 5HSRUWV�DUH�XVXDOO\�VHSDUDWH�DXGLW�UHSRUWV�DQG�DUH�
UHTXLUHG�E\����&)5������
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Asset Management Red Flags: 

•  Unanticipated or unexplained changes in 
business strategies. 

•  Substantial changes or growth in account types, 
account balances, or products and services offered. 

•  The existence of accounts with unusually high cash 
balances or large extended overdrafts. 

•  Accounts that are closed shortly after being opened 
and funded. 

•  High volumes of exchanged annuities, switched 
mutual funds, or early redemptions of retail 
brokerage investments. 

•  Purchases or sales of securities held in a fiduciary 
capacity through a retail brokerage unit that 
were not previously approved by the board or 
investment committee. 

•  Fiduciary assets or relationships of a kind the bank 
lacks expertise to manage (e.g., mineral interests or 
farm/ranch properties). 

•  Unresolved significant audit and compliance findings. 

•  Significant levels of documentation deficiencies and 
policy exceptions, including exceptions to account 
and business acceptance policies. 

•  Unexplained or frequent changes in vendors, service 
providers, or auditors. 

•  Significant outsourcing of services without 
management oversight and control. 

•  Purchase or sale of assets between fiduciary 
accounts and the bank or bank insiders. 

•  Sale, loan, or transfer of fiduciary account assets to 
the bank or bank insiders. 

62 Asset Management 



    

�

J. Management Information Systems 
0DQ\�RI�D�EDQN¶V�EXVLQHVV�GHFLVLRQV�DUH�SUHGLFDWHG�RQ�WKH�
VRSKLVWLFDWLRQ�DQG�UHOLDELOLW\�RI�LQIRUPDWLRQ�V\VWHPV�� )RU�
H[DPSOH��PDQ\�EDQNV�PXVW�FKRRVH�WR�HLWKHU�IRUJR�RIIHULQJ�
FHUWDLQ�QHZ�SURGXFWV�RU�JR�WR�WKH�H[SHQVH�RI�XSJUDGLQJ�WKHLU�
LQIRUPDWLRQ�V\VWHPV�QHHGHG�WR�VXSSRUW�WKRVH�QHZ�SURGXFWV��
6RIWZDUH�DQG�WHOHFRPPXQLFDWLRQV��GDWD�SURFHVVLQJ��FRPSXWHU�
QHWZRUNV��DQG�WKH�,QWHUQHW�DUH�DOO�SRVVLEOH�FRPSRQHQWV�RI�D�
EDQN¶V�LQIRUPDWLRQ�V\VWHP���

7KH�ERDUG�VKRXOG�HQVXUH�WKDW�WKH�EDQN�KDV�DQ�DGHTXDWH�EXVLQHVV�
FRQWLQXLW\�SODQ�� 2SHUDWLQJ�GLVUXSWLRQV�FDQ�RFFXU�ZLWK�RU�ZLWKRXW�
ZDUQLQJ��DQG�WKH�UHVXOWV�PD\�EH�SUHGLFWDEOH�RU�XQNQRZQ��
(IIHFWLYH�EXVLQHVV�FRQWLQXLW\�SODQQLQJ�HVWDEOLVKHV�WKH�EDVLV�IRU�
¿QDQFLDO�LQVWLWXWLRQV�WR�PDLQWDLQ�DQG�UHFRYHU�EXVLQHVV�SURFHVVHV�
ZKHQ�RSHUDWLRQV�KDYH�EHHQ�GLVUXSWHG�XQH[SHFWHGO\���7KH�
REMHFWLYHV�RI�D�EXVLQHVV�FRQWLQXLW\�SODQ�DUH�WR�PLQLPL]H�¿QDQFLDO�
ORVV�WR�WKH�LQVWLWXWLRQ��FRQWLQXH�WR�VHUYH�FXVWRPHUV�DQG�¿QDQFLDO�
PDUNHW�SDUWLFLSDQWV��DQG�PLWLJDWH�WKH�QHJDWLYH�HIIHFWV�GLVUXSWLRQV�
FDQ�KDYH�RQ�DQ�LQVWLWXWLRQ¶V�VWUDWHJLF�SODQV��UHSXWDWLRQ��
RSHUDWLRQV��OLTXLGLW\��FUHGLW�TXDOLW\��PDUNHW�SRVLWLRQ��DQG�DELOLW\�
WR�FRPSO\�ZLWK�DSSOLFDEOH�ODZV�DQG�UHJXODWLRQV��

7KH�ERDUG�VKRXOG�DOVR�HQVXUH�WKDW�WKH�EDQN�KDV�DSSURSULDWH�
SROLFLHV��SURFHGXUHV��DQG�FRQWUROV�LQ�SODFH�WR�HQVXUH�WKDW�GDWD�
V\VWHPV�KDYH�DGHTXDWH�VDIHJXDUGV�WR�SURWHFW�VHQVLWLYH�¿QDQFLDO�
GDWD�DQG�FXVWRPHU�LQIRUPDWLRQ�DQG�WKDW�NH\�V\VWHPV�FDQ�EH�
UHVWRUHG�RU�DFFHVVHG�LQ�WKH�HYHQW�RI�DQ�HPHUJHQF\�RU�D�GLVDVWHU���
%HFDXVH�WHFKQRORJLFDO�DGYDQFHPHQWV�DUH�LQFUHDVLQJO\�FKDQJLQJ�
WKH�FKDUDFWHU�RI�GD\�WR�GD\�EDQNLQJ�DFWLYLWLHV��ERDUG�PHPEHUV�
VKRXOG�OHDUQ�DV�PXFK�DV�SRVVLEOH�DERXW�WKHLU�EDQN¶V�LQIRUPDWLRQ�
V\VWHP��DQG�VKRXOG�EH�DZDUH�RI�DQ\�QHHGHG�RU�SURSRVHG�FKDQJHV�
WR�WKH�V\VWHP�DQG�KRZ�WKRVH�FKDQJHV�PD\�DIIHFW�VHFXULW\��

$�EDQN¶V�LQIRUPDWLRQ�V\VWHP�DUFKLWHFWXUH�KDV�WZR�PDMRU�
IXQFWLRQV��SURFHVVLQJ�EDQN�WUDQVDFWLRQV�DQG�VXSSO\LQJ�UHSRUWV�WR�
PDQDJHPHQW�DQG�WKH�ERDUG�DERXW�PDQDJLQJ�EXVLQHVV�ULVN�� 7KH�
PDQDJHPHQW�LQIRUPDWLRQ�V\VWHP��0,6��VXSSOLHV�WKHVH�UHSRUWV��
2QH�RI�0,6¶V�PRVW�LPSRUWDQW�IXQFWLRQV�LV�WR�KHOS�PDQDJHPHQW�
DVVHVV�WKH�EDQN¶V�ULVNV���0DQDJHPHQW�GHFLVLRQV�EDVHG�RQ�
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LQHIIHFWLYH��LQDFFXUDWH��RU�LQFRPSOHWH�0,6�PD\�LQFUHDVH�ULVN�LQ�
DOO�DUHDV��

1RW�DOO�RI�D�EDQN¶V�WUDQVDFWLRQV�DUH�SURFHVVHG�LQVLGH�WKH�EDQN���
0DQ\�YHQGRUV�FDQ�EH�HVVHQWLDO�WR�WKH�SURFHVVLQJ�RI�EDQN�
WUDQVDFWLRQV�� ,I�YHQGRUV�SOD\�LPSRUWDQW�UROHV�LQ�WKH�EDQN¶V�
LQIRUPDWLRQ�V\VWHP��WKH�ERDUG�PXVW�HQVXUH�WKDW�WKH�YHQGRU¶V�
VHUYLFHV�DQG�UHSRUWV�PHHW�WKH�VDPH�VWDQGDUGV�DV�WKRVH�JHQHUDWHG�
ZLWKLQ�WKH�EDQN��

7R�DVVHVV�D�EDQN¶V�LQIRUPDWLRQ�V\VWHPV��WKH�ERDUG�PXVW�FRQVLGHU�
ZKHWKHU�WKH�0,6�SURFHVV�SURYLGHV�WKH�LQIRUPDWLRQ�QHFHVVDU\�WR�
PDQDJH�WKH�RUJDQL]DWLRQ�HIIHFWLYHO\���$�UHOLDEOH�0,6�HQVXUHV�WKDW�
WKH�EDQN�PDLQWDLQV�EDVLF�FRQWURO�RYHU�¿QDQFLDO�UHFRUG�NHHSLQJ��
7KH�0,6�DOVR�VKRXOG�VXSSRUW�WKH�LQVWLWXWLRQ¶V�ORQJHU�WHUP�
VWUDWHJLF�JRDOV�DQG�REMHFWLYHV��

7KH�IROORZLQJ�FKDUDFWHULVWLFV�RI�D�PDQDJHPHQW�LQIRUPDWLRQ�
V\VWHP�KHOS�WR�HQVXUH�SURPSW�DQG�ZHOO�LQIRUPHG�
GHFLVLRQ�PDNLQJ��

�  7LPHOLQHVV²7KH�V\VWHP�VKRXOG�H[SHGLWH�WKH�UHSRUWLQJ�RI�
LQIRUPDWLRQ�� 7KH�V\VWHP�VKRXOG�SURPSWO\�FROOHFW�DQG�HGLW�
GDWD��VXPPDUL]H�UHVXOWV��DQG�FRUUHFW�HUURUV��

�  $FFXUDF\²$�UHOLDEOH�V\VWHP�RI�DXWRPDWHG�DQG�PDQXDO�
LQWHUQDO�FRQWUROV�PXVW�H[LVW�IRU�DOO�LQIRUPDWLRQ�V\VWHP�
SURFHVVLQJ�DFWLYLWLHV�� ,QIRUPDWLRQ�VKRXOG�UHFHLYH�DSSURSULDWH�
HGLWLQJ��EDODQFLQJ��DQG�LQWHUQDO�FRQWURO�FKHFNV��

�  6HFXULW\�DQG�,QWHJULW\�²7KH�V\VWHP�VKRXOG�QRW�EH�VXEMHFW�WR�
XQDXWKRUL]HG�FKDQJHV�LQ�RU�DFFHVV�WR�LPSRUWDQW�GDWD��

�  &RQVLVWHQF\²&RQVLVWHQF\�LQ�KRZ�GDWD�DUH�FROOHFWHG�
DQG�UHSRUWHG�LV�H[WUHPHO\�LPSRUWDQW��'LIIHUHQFHV�LQ�WKHVH�
DFWLYLWLHV�FDQ�GLVWRUW�WUHQG�DQDO\VLV�DQG�LQIRUPDWLRQ�UHSRUWHG�
WR�WKH�ERDUG��

�  &RPSOHWHQHVV²'HFLVLRQ�PDNHUV�PXVW�UHTXLUH�FRPSOHWH�
LQIRUPDWLRQ�LQ�D�VXPPDUL]HG�IRUP��5HSRUWV�VKRXOG�EH�
GHVLJQHG�WR�HOLPLQDWH�FOXWWHU�DQG�YROXPLQRXV�GHWDLO��WKHUHE\�
DYRLGLQJ�LQIRUPDWLRQ�RYHUORDG��

�  5HOHYDQFH²0,6�LQIRUPDWLRQ�LV�UHOHYDQW�LI�QHHGHG�
E\�WKH�ERDUG��H[HFXWLYH�PDQDJHPHQW��DQG�WKH�EDQN¶V�����������
RSHUDWLRQDO�DUHDV��
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Management Information Systems Red Flags: 

•  MIS systems that result in unauthorized disclosure  
of customer information and/or lapses of security  
in protecting customer information.  

•  MIS systems that fail to keep pace with or  
prove unreliable in the face of existing or new  
business lines.  

•  Systems problems attributed to integration of  
systems; e.g., in conjunction with an acquisition.  

•  MIS reports reflecting problems relating to vendor  
management or outsourcing arrangements.  

•  Increasing levels of fraud loss. 

•  Lack of an adequate business continuity plan. 

•  An information technology system that cannot be  
described readily by appropriate management.  
Management is unable to provide a basic diagram  
of the system architecture or a comprehensive list  
of service providers.  

•  MIS reports that are untimely, incomplete,  
or inaccurate.  

•  MIS reports that lack relevance or are too detailed  
for use as an effective decision-making tool.  

•  Inconsistency of information contained within  
MIS reports.  

•  A lack of system audits or unresolved  
audit deficiencies.  
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K. Internet Banking 
,QWHUQHW�EDQNLQJ�UHIHUV�WR�V\VWHPV�WKDW�SURYLGH�DFFHVV�WR�DFFRXQWV�
DQG�JHQHUDO�LQIRUPDWLRQ�RQ�EDQN�SURGXFWV�DQG�VHUYLFHV�WKURXJK�D�
SHUVRQDO�FRPSXWHU�RU�RWKHU�LQWHOOLJHQW�GHYLFH�� ,QWHUQHW�EDQNLQJ�
SURGXFWV�DQG�VHUYLFHV�FDQ�LQFOXGH�ZKROHVDOH��UHWDLO��DQG�¿GXFLDU\�
SURGXFWV�� 8OWLPDWHO\��WKH�SURGXFWV�DQG�VHUYLFHV�REWDLQHG�WKURXJK�
,QWHUQHW�EDQNLQJ�PD\�PLUURU�SURGXFWV�DQG�VHUYLFHV�RIIHUHG�
WKURXJK�RWKHU�EDQN�GHOLYHU\�FKDQQHOV����

%DQNV�W\SLFDOO\�PDNH�WKHLU�GHFLVLRQV�WR�RIIHU�,QWHUQHW�EDQNLQJ�
EDVHG�RQ�FRPSHWLWLRQ��FRVW�HI¿FLHQFLHV��JHRJUDSKLFDO�UHDFK��
EUDQGLQJ��DQG�FXVWRPHU�GHPRJUDSKLFV�LVVXHV�� 7ZR�EDVLF�
NLQGV�RI�,QWHUQHW�EDQNLQJ�:HE�VLWHV�DUH�EHLQJ�HPSOR\HG�LQ�WKH�
PDUNHWSODFH��

�  ,QIRUPDWLRQDO²�3URYLGHV�DFFHVV�WR�JHQHUDO�LQIRUPDWLRQ�DERXW�
WKH�LQVWLWXWLRQ�DQG�LWV�SURGXFWV�DQG�VHUYLFHV��

�  7UDQVDFWLRQDO²$OORZV�FXVWRPHUV�WR�H[HFXWH�WUDQVDFWLRQV��

,QWHUQHW�EDQNLQJ��DQG�SDUWLFXODUO\�WUDQVDFWLRQDO�VLWHV��FUHDWH�QHZ�
ULVN�FRQWURO�FKDOOHQJHV�IRU�EDQNV�� 7KH�ERDUG�VKRXOG�HQVXUH�WKDW�
PDQDJHPHQW�SRVVHVVHV�WKH�NQRZOHGJH�DQG�VNLOOV�WR�PDQDJH�
WKH�EDQN¶V�XVH�RI�,QWHUQHW�EDQNLQJ�WHFKQRORJ\�DQG�WHFKQRORJ\�
UHODWHG�ULVNV�� 0DQDJHPHQW�PXVW�LPSOHPHQW�D�V\VWHP�RI�LQWHUQDO�
FRQWUROV�FRPPHQVXUDWH�ZLWK�WKH�EDQN¶V�OHYHO�RI�ULVN���7KH�ERDUG�
UHYLHZV��DSSURYHV��DQG�PRQLWRUV�,QWHUQHW�EDQNLQJ�WHFKQRORJ\�
UHODWHG�SURMHFWV�� 7KH\�GHWHUPLQH�ZKHWKHU�WKH�WHFKQRORJ\�DQG�
SURGXFWV�DUH�LQ�OLQH�ZLWK�WKH�EDQN¶V�VWUDWHJLF�JRDOV�DQG�PHHW�D�
QHHG�LQ�WKHLU�PDUNHW�� 7KH�ERDUG�UHFHLYHV�UHJXODU�UHSRUWV�RQ�WKH�
WHFKQRORJLHV�HPSOR\HG��WKH�ULVNV�DVVXPHG��DQG�KRZ�WKRVH�ULVNV�
DUH�PDQDJHG��

7R�DFKLHYH�D�KLJK�OHYHO�RI�FRQ¿GHQFH�ZLWK�FRQVXPHUV�DQG�
EXVLQHVVHV��WKH�,QWHUQHW�EDQNLQJ�V\VWHP�PXVW�EH�VHFXUH�� .H\�

���5HIHU�WR�WKH�)HGHUDO�)LQDQFLDO�,QVWLWXWLRQV�([DPLQDWLRQ�&RXQFLO�
�)),(&��,QIRUPDWLRQ�7HFKQRORJ\�([DPLQDWLRQ�+DQGERRN��,7�,QIR%DVH��DW�
ZZZ�I¿HF�JRY�I¿HFLQIREDVH�KWPOBSDJHV�LWB���KWP�IRU�PRUH�LQIRUPDWLRQ�RQ�
HOHFWURQLF�EDQNLQJ��
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FRPSRQHQWV�RI�D�V\VWHP�WKDW�ZLOO�KHOS�PDLQWDLQ�D�KLJK�OHYHO�RI�
SXEOLF�FRQ¿GHQFH�LQ�DQ�RSHQ�QHWZRUN�HQYLURQPHQW�LQFOXGH��

�  6HFXULW\²7KH�OHYHO�RI�ORJLFDO�DQG�SK\VLFDO�VHFXULW\�PXVW�
EH�FRPPHQVXUDWH�ZLWK�WKH�VHQVLWLYLW\�RI�WKH�LQIRUPDWLRQ�DQG�
WKH�LQGLYLGXDO�EDQN¶V�ULVN�WROHUDQFH���

�  $XWKHQWLFDWLRQ²&XVWRPHUV��EDQNV��DQG�PHUFKDQWV�QHHG�
DVVXUDQFHV�WKDW�WKH\�NQRZ�WKH�LGHQWLW\�RI�WKH�SHUVRQV�ZLWK�
ZKRP�WKH\�DUH�GHDOLQJ��

�  7UXVW²&XVWRPHUV�QHHG�WR�NQRZ�WKDW�WKH\�DUH�GHDOLQJ�ZLWK�
WKH�EDQN�DQG�QRW�VRPH�IUDXGXOHQW�RU�³VSRRIHG´�:HE�VLWH���$�
WUXVWHG�WKLUG�SDUW\��RU�FHUWL¿FDWH�DXWKRULW\��LV�XVHG�WR�YHULI\�
LGHQWLWLHV�LQ�F\EHUVSDFH�� 'LJLWDO�FHUWL¿FDWHV�PD\�SOD\�DQ�
LPSRUWDQW�UROH�LQ�DXWKHQWLFDWLQJ�SDUWLHV�DQG�WKXV�HVWDEOLVKLQJ�
WUXVW�LQ�,QWHUQHW�EDQNLQJ�V\VWHPV��

�  1RQUHSXGLDWLRQ²7KH�XQGHQLDEOH�SURRI�RI�SDUWLFLSDWLRQ�E\�
ERWK�WKH�VHQGHU�DQG�UHFHLYHU�LQ�D�WUDQVDFWLRQ�LV�LPSRUWDQW��
3XEOLF�NH\�HQFU\SWLRQ�WHFKQRORJ\�ZDV�GHYHORSHG�WR�GHDO�
ZLWK�WKLV�LVVXH��

�  3ULYDF\²&RQFHUQV�RYHU�WKH�SURSHU�FROOHFWLRQ�DQG�
XVH�RI�SHUVRQDO�LQIRUPDWLRQ�DUH�OLNHO\�WR�LQFUHDVH�ZLWK�
WKH�FRQWLQXHG�JURZWK�RI�HOHFWURQLF�FRPPHUFH�DQG�WKH�
,QWHUQHW�� %DQNV�VKRXOG�UHFRJQL]H�DQG�UHVSRQG�SURDFWLYHO\�
WR�SULYDF\�LVVXHV��

�  $YDLODELOLW\²8VHUV�RI�HOHFWURQLF�FRPPHUFH�FDSDELOLWLHV�
H[SHFW�DFFHVV�WR�QHWZRUNV����KRXUV�SHU�GD\��VHYHQ�GD\V��������
SHU�ZHHN��
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Internet Banking Red Flags: 

•  A system that does not have regular reviews and 
certifications by independent auditors, consultants, 
or technology experts. 

•  Unresolved or repeat audit deficiencies. 

•  Management that is unable to provide a basic 
description of the system architecture, a 
comprehensive inventory of service providers, or 
effective vendor management. 

•  Systems, products, or services are inconsistent 
with the bank’s strategic plan. 

•  Systems without contingency and business 
resumption plans, or with a low level of 
operational reliability. 

•  Web sites that do not meet customers’ needs for 
information security and privacy, and those without 
effective customer authentication. 

•  No evidence that the bank’s compliance officer 
reviewed information prior to distribution on the 
Web site. 
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L. OCC’s Overall Assessment 
7KH�ERDUG�RI�GLUHFWRUV�PXVW�UHYLHZ�WKH�2&&¶V�UHSRUW�RI�
H[DPLQDWLRQ�WR�REWDLQ�WKH�2&&¶V�REMHFWLYH�DVVHVVPHQW�RI�WKH�
EDQN�� 7KH�UHSRUW�RI�H[DPLQDWLRQ�¿QGLQJV�DGGUHVV�WKH�EDQN¶V�
VDIHW\�DQG�VRXQGQHVV��WKH�TXDQWLW\�RI�ULVN��WKH�TXDOLW\�RI�ULVN�
PDQDJHPHQW��WKH�OHYHO�RI�VXSHUYLVRU\�FRQFHUQ��DQG�WKH�GLUHFWLRQ�
RI�ULVN�� 7KH�ERDUG�VKRXOG�SD\�SDUWLFXODU�DWWHQWLRQ�WR�ZHDNQHVVHV�
DQG�DGYHUVH�WUHQGV�LGHQWL¿HG�GXULQJ�WKH�H[DPLQDWLRQ�DQG�WR�
WKH�DFWLRQV�PDQDJHPHQW�SODQV�WR�WDNH�RU�KDYH�DOUHDG\�WDNHQ�WR�
DGGUHVV�WKRVH�ZHDNQHVVHV�� 7KHVH�WRSLFV�DUH�JHQHUDOO\�DGGUHVVHG�
LQ�WKH�³0DWWHUV�5HTXLULQJ�$WWHQWLRQ´�DQG�³2YHUDOO�&RQFOXVLRQV´�
VHFWLRQV�RI�WKH�UHSRUW�RI�H[DPLQDWLRQ��

1. Ratings 

7KH�2&&�DQG�RWKHU�IHGHUDO�EDQN�DQG�WKULIW�UHJXODWRU\�DJHQFLHV�
XVH�WKH�8QLIRUP�)LQDQFLDO�,QVWLWXWLRQV�5DWLQJ�6\VWHP��8),56��
WR�DVVLJQ�FRPSRVLWH�DQG�FRPSRQHQW�UDWLQJV�WR�DQ�LQVWLWXWLRQ��
7KLV�V\VWHP�LV�D�JHQHUDO�IUDPHZRUN�IRU�XQLIRUPO\�HYDOXDWLQJ�WKH�
VDIHW\�DQG�VRXQGQHVV�RI�EDQNV�� 7KH�8),56��DOVR�NQRZ�DV�WKH�
&$0(/6�UDWLQJ�V\VWHP��SURYLGHV�D�SRLQW�LQ�WLPH�DVVHVVPHQW�RI�
D�EDQN¶V�FXUUHQW�SHUIRUPDQFH��¿QDQFLDO�FRQGLWLRQ��FRPSOLDQFH�
ZLWK�ODZV�DQG�UHJXODWLRQV��PDQDJHPHQW�DELOLW\��DQG�RYHUDOO�
RSHUDWLRQDO�VRXQGQHVV��

$�EDQN¶V�&$0(/6�FRPSRVLWH�UDWLQJ�LQWHJUDWHV�UDWLQJV�LQ�VL[�
FRPSRQHQW�DUHDV�� WKH�DGHTXDF\�RI�FDSLWDO��&���WKH�TXDOLW\�RI�
DVVHWV��$���WKH�FDSDELOLW\�RI�PDQDJHPHQW��0���WKH�TXDOLW\�DQG�
OHYHO�RI�HDUQLQJV��(���WKH�DGHTXDF\�RI�OLTXLGLW\��/���DQG�WKH�
VHQVLWLYLW\�WR�PDUNHW�ULVN��6��� 5DWLQJV�DUH�DOVR�DVVLJQHG�IRU�
WKH�VSHFLDOW\�DUHDV�RI�LQIRUPDWLRQ�WHFKQRORJ\��WUXVW��FRQVXPHU�
FRPSOLDQFH��DQG�FRPSOLDQFH�ZLWK�WKH�&RPPXQLW\�5HLQYHVWPHQW�
$FW��

&RPSRVLWH�DQG�FRPSRQHQW�UDWLQJV�UDQJH�IURP�³�´�WR�³�´��
ZLWK�WKH�H[FHSWLRQ�RI�&5$�ZKLFK�KDV�IRXU�FRPSRVLWH�UDWLQJ�
FDWHJRULHV�� $�³�´�LV�WKH�KLJKHVW�DQG�EHVW�UDWLQJ��LQGLFDWLQJ�WKH�
VWURQJHVW�SHUIRUPDQFH�DQG�WKH�EHVW�ULVN�PDQDJHPHQW�SUDFWLFHV�
UHODWLYH�WR�WKH�LQVWLWXWLRQ¶V�VL]H��FRPSOH[LW\��DQG�ULVN�SUR¿OH���$�
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EDQN�UDWHG�³�´�SRVHV�WKH�OHDVW�VXSHUYLVRU\�FRQFHUQ�� $�³�´�UDWLQJ�
LV�WKH�ORZHVW�DQG�ZRUVW�UDWLQJ��LQGLFDWLQJ�WKH�PRVW�FULWLFDOO\�
GH¿FLHQW�OHYHO�RI�SHUIRUPDQFH�DQG�LQDGHTXDWH�ULVN�PDQDJHPHQW�
SUDFWLFHV�UHODWLYH�WR�WKH�LQVWLWXWLRQ¶V�VL]H��FRPSOH[LW\��DQG�ULVN�
SUR¿OH�� $�EDQN�UDWHG�³�´�LV�DW�ULVN�RI�IDLOLQJ�DQG�SRVHV�WKH�
JUHDWHVW�VXSHUYLVRU\�FRQFHUQ��

2.  Risk Assessment System (RAS) 

7KH�5$6�LV�D�PHWKRG�RI�LGHQWLI\LQJ��HYDOXDWLQJ��GRFXPHQWLQJ��
DQG�FRPPXQLFDWLQJ�2&&¶V�DVVHVVPHQW�RI�WKH�TXDQWLW\�RI�ULVN��
WKH�TXDOLW\�RI�ULVN�PDQDJHPHQW��DQG�WKH�GLUHFWLRQ�RI�ULVN�DW�HDFK�
EDQN�� 7KLV�DVVHVVPHQW�WDNHV�ERWK�D�FXUUHQW�DQG�D�SURVSHFWLYH�
YLHZ�RI�WKH�LQVWLWXWLRQ¶V�ULVN�SUR¿OH���7KH�2&&�KDV�GH¿QHG�QLQH�
ULVN�FDWHJRULHV��FUHGLW��LQWHUHVW�UDWH��OLTXLGLW\��SULFH��IRUHLJQ�
FXUUHQF\�WUDQVODWLRQ��WUDQVDFWLRQ��FRPSOLDQFH��VWUDWHJLF��DQG�
UHSXWDWLRQ�� )RU�WKH�¿UVW�VHYHQ�ULVN�FDWHJRULHV��WKH�2&&�PDNHV�
WKH�IROORZLQJ�DVVHVVPHQWV��

�  4XDQWLW\�RI�ULVN�LV�WKH�OHYHO�RU�YROXPH�RI�ULVN�WKDW�H[LVWV�DQG�
LV�FKDUDFWHUL]HG�DV�ORZ��PRGHUDWH��RU�KLJK��

�  4XDOLW\�RI�ULVN�PDQDJHPHQW�LV�KRZ�ZHOO�ULVNV�DUH�LGHQWL¿HG��
PHDVXUHG��FRQWUROOHG��DQG�PRQLWRUHG�DQG�LV�FKDUDFWHUL]HG�DV�
VWURQJ��VDWLVIDFWRU\��RU�ZHDN��

�  $JJUHJDWH�ULVN�LV�D�VXPPDU\�MXGJPHQW�DERXW�WKH�OHYHO�
RI�VXSHUYLVRU\�FRQFHUQ��LW�LQFRUSRUDWHV�MXGJPHQWV�DERXW�
WKH�TXDQWLW\�RI�ULVN�DQG�WKH�TXDOLW\�RI�ULVN�PDQDJHPHQW�
�H[DPLQHUV�ZHLJK�WKH�UHODWLYH�LPSRUWDQFH�RI�HDFK���
$JJUHJDWH�ULVN�LV�FKDUDFWHUL]HG�DV�ORZ��PRGHUDWH��RU�KLJK��

�  'LUHFWLRQ�RI�ULVN�LV�WKH�SUREDEOH�FKDQJH�LQ�WKH�EDQN¶V�ULVN�
SUR¿OH�RYHU�WKH�QH[W����PRQWKV�DQG�LV�FKDUDFWHUL]HG�DV�
GHFUHDVLQJ��VWDEOH��RU�LQFUHDVLQJ�� 7KH�GLUHFWLRQ�RI�ULVN�RIWHQ�
LQÀXHQFHV�WKH�2&&¶V�VXSHUYLVRU\�VWUDWHJ\��LQFOXGLQJ�KRZ�
PXFK�YDOLGDWLRQ�LV�QHHGHG�� ,I�WKH�ULVN�LV�GHFUHDVLQJ��WKH�
H[DPLQHU�H[SHFWV��EDVHG�RQ�FXUUHQW�LQIRUPDWLRQ��DJJUHJDWH�
ULVN�WR�GHFOLQH�RYHU�WKH�QH[W����PRQWKV�� ,I�WKH�ULVN�LV�VWDEOH��
WKH�H[DPLQHU�H[SHFWV�DJJUHJDWH�ULVN�WR�UHPDLQ�XQFKDQJHG��
,I�WKH�ULVN�LV�LQFUHDVLQJ��WKH�H[DPLQHU�H[SHFWV�DJJUHJDWH�ULVN�
WR�EH�KLJKHU�LQ����PRQWKV��
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7KH�RWKHU�WZR�FDWHJRULHV�RI�ULVN��VWUDWHJLF�DQG�UHSXWDWLRQ��DUH�OHVV�
TXDQWL¿DEOH�WKDQ�WKH�¿UVW�VHYHQ�� $OWKRXJK�WKHVH�WZR�ULVNV�DIIHFW�
WKH�EDQN¶V�IUDQFKLVH�YDOXH��WKH\�FDQQRW�EH�PHDVXUHG�SUHFLVHO\���
&RQVHTXHQWO\��WKH�2&&�KDV�D�PRGL¿HG�ULVN�DVVHVVPHQW�DQG�
PHDVXULQJ�SURFHVV�IRU�WKHP�� 7KLV�SURFHVV�LQFOXGHV�DVVHVVLQJ�
DJJUHJDWH�ULVN�DQG�GLUHFWLRQ�RI�ULVN��

3. Relationship of RAS and Uniform Ratings 

7KH�ULVN�DVVHVVPHQW�V\VWHP�DQG�WKH�XQLIRUP�LQWHUDJHQF\�UDWLQJ�
V\VWHPV�DUH�GLVWLQFW�\HW�FORVHO\�UHODWHG�HYDOXDWLRQ�PHWKRGV�
XVHG�E\�WKH�2&&�GXULQJ�LWV�VXSHUYLVRU\�SURFHVV�� %RWK�SURYLGH�
LQIRUPDWLRQ�DERXW�D�EDQN¶V�RYHUDOO�VRXQGQHVV��¿QDQFLDO�
DQG�RSHUDWLRQDO�ZHDNQHVVHV�RU�DGYHUVH�WUHQGV��SUREOHPV�RU�
GHWHULRUDWLQJ�FRQGLWLRQV��DQG�ULVN�PDQDJHPHQW�SUDFWLFHV��

7KH�PDMRU�GLVWLQFWLRQ�EHWZHHQ�WKH�5$6�DQG�WKH�&$0(/6�UDWLQJ�
V\VWHPV�LV�WKH�SURVSHFWLYH�QDWXUH�RI�WKH�5$6�� 7KH�&$0(/6�
UDWLQJ�V\VWHP�SULPDULO\�SURYLGHV�D�SRLQW�LQ�WLPH�DVVHVVPHQW�
RI�DQ�LQVWLWXWLRQ¶V�FXUUHQW�SHUIRUPDQFH���7KH�5$6�UHÀHFWV�DQ�
H[DPLQHU¶V�MXGJPHQW�DERXW�FXUUHQW�DQG�IXWXUH�TXDQWLW\�RI�ULVN��
TXDOLW\�RI�ULVN�PDQDJHPHQW��DQG�GLUHFWLRQ�RI�ULVN�LQ�HDFK�EDQN��

6WLOO��EHFDXVH�RI�WKHLU�UHODWHG�FKDUDFWHULVWLFV��WKH�ULVN�DVVHVVPHQW�
V\VWHP�DQG�WKH�UDWLQJV�V\VWHPV�DIIHFW�RQH�DQRWKHU���)RU�H[DPSOH��
H[DPLQHUV�PD\�UDWH�DJJUHJDWH�DQG�GLUHFWLRQ�RI�FUHGLW�ULVN�LQ�D�
EDQN�ZLWK�LQFUHDVLQJ�DGYHUVH�WUHQGV�DQG�ZHDN�ULVN�PDQDJHPHQW�
SUDFWLFHV�DV�³PRGHUDWH�DQG�LQFUHDVLQJ´�RU�³KLJK�DQG�LQFUHDVLQJ�´�
7KLV�ULVN�DVVHVVPHQW�PD\�LQÀXHQFH�GRZQZDUG�WKH�&$0(/6�
FRPSRQHQW�UDWLQJ�IRU�DVVHW�TXDOLW\��LI�WKH�FXUUHQW�UDWLQJ�GRHV�
QRW�UHÀHFW�WKH�DSSURSULDWH�VXSHUYLVRU\�FRQFHUQ�� :KHQ�WKH�WZR�
PHWKRGV�DUH�XVHG�LQ�WKLV�PDQQHU��WKH\�SURYLGH�DQ�LPSRUWDQW�
YHUL¿FDWLRQ�RI�VXSHUYLVRU\�¿QGLQJV�DQG�SODQQHG�DFWLYLWLHV��

OCC’s Overall Assessment—Relationship of RAS and 71 
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Overall Assessment Red Flags: 

•  A composite, component, or specialty rating that 
is lower than in previous examinations. Directors 
should be particularly concerned about ratings of 
3, 4, and 5. 

•  A risk category that is rated moderate and 
increasing, or high. 

•  A risk category in which the direction of risk is 
rated as increasing. 

•  A risk category in which the quantity of risk 
is moderate or high, and the quality of risk 
management is rated as weak. 

•  A risk category in which the rating is inconsistent 
with the risk tolerance of the bank. 

•  “Matters Requiring Attention” or items of concern 
in the “Overall Conclusions” section of the report 
of examination. 

•  Many or repetitive violations of law. 

•  High or increasing level of classified assets. 

•  Reference to noncompliance with bank policy or 
recurring internal control deficiencies. 

•  Reference to an activity for which directors may 
be liable or subject to civil money penalties. 

•  Reference to noncompliance with one of the OCC’s 
administrative actions (cease-and-desist order, 
formal agreement, memorandum of understanding, 
or commitment letter). 

72 OCC’s Overall Assessment—Relationship of RAS and 
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III. Problem Banks and  
Bank Failure  

7R�JDLQ�D�EHWWHU�XQGHUVWDQGLQJ�RI�ZK\�EDQNV�IDLO��WKH�2&&�
VWXGLHG�VHOHFWHG�QDWLRQDO�EDQNV�WKDW�IDLOHG�GXULQJ�WKH�����V��
7KH�VWXG\�VKRZHG�WKDW�ZKLOH�SRRU�HFRQRPLF�FRQGLWLRQV�PDNH�LW�
PRUH�GLI¿FXOW�IRU�D�EDQN�WR�VWHHU�D�SUR¿WDEOH�FRXUVH��WKH�SROLFLHV�
DQG�SURFHGXUHV�DGRSWHG�E\�WKH�ERDUG�RI�GLUHFWRUV�KDYH�D�JUHDWHU�
LQÀXHQFH�RQ�ZKHWKHU�D�EDQN�ZLOO�VXFFHHG�RU�IDLO�� ,PSURSHUO\�
IXQFWLRQLQJ�ERDUGV�RI�GLUHFWRUV�DQG�PDQDJHPHQW�ZHUH�WKH�
SULPDU\�LQWHUQDO�FDXVH�RI�SUREOHP�DQG�IDLOHG�EDQNV�� 7KH�TXDOLW\�
RI�D�EDQN¶V�ERDUG�DQG�PDQDJHPHQW�GHSHQGV�RQ�WKH�H[SHULHQFH��
FDSDELOLW\��MXGJPHQW��DQG�LQWHJULW\�RI�LWV�GLUHFWRUV�DQG�VHQLRU�
RI¿FHUV�� &RPPRQ�RYHUVLJKW�RU�PDQDJHPHQW�GH¿FLHQFLHV�
LGHQWL¿HG�LQ�IDLOHG�EDQNV�DUH�OLVWHG�EHORZ��

�  8QLQIRUPHG�RU�LQDWWHQWLYH�ERDUG�RI�GLUHFWRUV��

±  1RQH[LVWHQW�RU�SRRUO\�IROORZHG�ORDQ�SROLFLHV��

±  ,QDGHTXDWH�V\VWHPV�WR�HQVXUH�FRPSOLDQFH�ZLWK�SROLFLHV�
RU�ODZ��

±  ,QDGHTXDWH�FRQWUROV�RU�VXSHUYLVLRQ�RI�NH\�EDQN�RI¿FHUV�
RU�GHSDUWPHQWV��

±  ,QDGHTXDWH�SUREOHP�LGHQWL¿FDWLRQ�V\VWHPV��

±  'HFLVLRQV�PDGH�E\�RQH�GRPLQDQW�SHUVRQ��

±  3RRU�MXGJPHQW�LQ�WKH�GHFLVLRQ�PDNLQJ�SURFHVV��

�  1HJDWLYH�LQÀXHQFH�IURP�LQVLGHUV��

±  /DFN�RI�SROLFLHV�RU�LQDGHTXDWH�DXGLWV��FRQWUROV��DQG�
V\VWHPV��

±  ,QVLGHUV�RI�SRRU�LQWHJULW\��

�  2YHUO\�DJJUHVVLYH�DFWLYLW\�E\�ERDUG�RU�PDQDJHPHQW��

±  /LEHUDO�OHQGLQJ�SROLFLHV��

±  ([FHVVLYH�ORDQ�JURZWK�FRPSDUHG�ZLWK�PDQDJHPHQW�RU�
VWDII�DELOLWLHV��FRVW�V\VWHPV��RU�IXQGLQJ�VRXUFHV��
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±  8QGXH�UHOLDQFH�RQ�YRODWLOH�OLDELOLWLHV��

±  ,QDGHTXDWH�OLTXLG�DVVHWV�VHFRQGDU\�VRXUFH�RI�OLTXLGLW\��

�  2WKHU��

±  ([FHVVLYH�FUHGLW�H[FHSWLRQV��

±  2YHU�OHQGLQJ��

±  &ROODWHUDO�EDVHG�OHQGLQJ�DQG�LQVXI¿FLHQW�FDVK�ÀRZ�
DQDO\VLV��

±  $Q�HPSKDVLV�RQ�HDUQLQJV�RYHU�VRXQG�SROLFLHV��SURFHGXUHV�
DQG�FRQWUROV��

±  ,QDGHTXDWH�GXH�GLOLJHQFH�ZKHQ�DFTXLULQJ�D�EXVLQHVV��
VXFK�DV�D�PRUWJDJH�OHQGHU��

±  )DLOXUH�WR�HVWDEOLVK�DGHTXDWH�SROLFLHV��SURFHGXUHV�DQG�
FRQWUROV�EHIRUH�HQWHULQJ�LQWR�D�QHZ�EXVLQHVV��L�H���FUHGLW�
FDUGV�DQG�SD\GD\�OHQGLQJ���

±  8QZDUUDQWHG�FRQFHQWUDWLRQV�RI�FUHGLW��
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List of OCC References 
$�8VHU¶V�*XLGH�IRU�WKH�8QLIRUP�%DQN�3HUIRUPDQFH�5HSRUW�
�KWWS���ZZZ�I¿HF�JRY�8%35�KWP��

$Q�([DPLQHU¶V�*XLGH�WR�,QYHVWPHQW�3URGXFWV�DQG�3UDFWLFHV�

$Q�([DPLQHU¶V�*XLGH�WR�3UREOHP�%DQN�,GHQWL¿FDWLRQ��
5HKDELOLWDWLRQ��DQG�5HVROXWLRQ�

)),(&�,QIRUPDWLRQ�7HFKQRORJ\�([DPLQDWLRQ�+DQGERRN�
�,7�,QIR%DVH���ZZZ�I¿HF�JRY�I¿HFLQIREDVH�KWPOBSDJHV�LWB����
KWPO��

0RQH\�/DXQGHULQJ��$�%DQNHU¶V�*XLGH�WR�$YRLGLQJ�3UREOHPV�

7KH�'LUHFWRU¶V�%RRN��7KH�5ROH�RI�D�1DWLRQDO�%DQN�'LUHFWRU�

%RRNOHWV�LQ�WKH�&RPSWUROOHU¶V�+DQGERRN�VHULHV��

³$OORZDQFH�IRU�/RDQ�DQG�/HDVH�/RVVHV´  

³$VVHW�6HFXULWL]DWLRQ´  

³%DQN�6XSHUYLVLRQ�3URFHVV´  

³&RPPXQLW\�%DQN�6XSHUYLVLRQ´  

³,QVLGHU�$FWLYLWLHV´  

³,QWHUHVW�5DWH�5LVN´  

³,QWHUQDO�DQG�([WHUQDO�$XGLWV´� 

³,QWHUQDO�&RQWURO´  

³/DUJH�%DQN�6XSHUYLVLRQ´� 

³/LTXLGLW\´� 

³/RDQ�3RUWIROLR�0DQDJHPHQW´� 

³0DQDJHPHQW�,QIRUPDWLRQ�6\VWHPV´� 

³0RUWJDJH�%DQNLQJ´� 

³5LVN�0DQDJHPHQW�RI�)LQDQFLDO�'HULYDWLYHV´� 
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%RRNOHWV�LQ�WKH�&RPSWUROOHU¶V�+DQGERRN�IRU������������������������������
$VVHW�0DQDJHPHQW�VHULHV��

³$VVHW�0DQDJHPHQW´�

³&RQÀLFWV�RI�,QWHUHVW´�

³&XVWRG\�6HUYLFHV´�

³,QYHVWPHQW�0DQDJHPHQW�6HUYLFHV´�

³3HUVRQDO�)LGXFLDU\�6HUYLFHV´�

%RRNOHWV�LQ�WKH�&RPSWUROOHU¶V�+DQGERRN�IRU����������������������
&RQVXPHU�&RPSOLDQFH�VHULHV��

³%DQN�6HFUHF\�$FW���$QWL�0RQH\�/DXQGHULQJ´�

³&RPPXQLW\�5HLQYHVWPHQW�$FW�([DPLQDWLRQ�3URFHGXUHV´�

³&RPSOLDQFH�0DQDJHPHQW�6\VWHPV´�

³)DLU�/HQGLQJ´�

³2YHUYLHZ´�

2&&�$GYLVRU\�/HWWHUV��
$GYLVRU\�/HWWHU���������³%URNHUHG�DQG�5DWH�6HQVLWLYH�
'HSRVLWV�´�0D\����������

$GYLVRU\�/HWWHU���������³*XLGHOLQHV�IRU�1DWLRQDO�%DQNV�WR�
*XDUG�DJDLQVW�3UHGDWRU\�DQG�$EXVLYH�/HQGLQJ�3UDFWLFHV�´�
)HEUXDU\����������

$GYLVRU\�/HWWHU���������³$YRLGLQJ�3UHGDWRU\�DQG�$EXVLYH�
/HQGLQJ�3UDFWLFHV�LQ�%URNHUHG�DQG�3XUFKDVHG�/RDQV�´�
)HEUXDU\����������

2&&�%XOOHWLQV��

2&&�%XOOHWLQ��������³)LGXFLDU\�5LVN�0DQDJHPHQW�
RI�'HULYDWLYHV�DQG�0RUWJDJH�EDFNHG�6HFXULWLHV�´�
$SULO����������
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2&&�%XOOHWLQ�������³8QLIRUP�)LQDQFLDO�,QVWLWXWLRQV�5DWLQJ�
6\VWHP�DQG�'LVFORVXUH�RI�&RPSRQHQW�5DWLQJV��0HVVDJH�WR�
%DQNHUV�DQG�([DPLQHUV�´�-DQXDU\���������

2&&�%XOOHWLQ��������³8QLIRUP�)LQDQFLDO�,QVWLWXWLRQV�5DWLQJ�
6\VWHP�DQG�'LVFORVXUH�RI�&RPSRQHQW�5DWLQJV��4XHVWLRQV�
DQG�$QVZHUV�´�0DUFK���������

2&&�%XOOHWLQ�������³7HFKQRORJ\�5LVN�0DQDJHPHQW��
*XLGDQFH�IRU�%DQNHUV�DQG�([DPLQHUV�´�)HEUXDU\���������

2&&�%XOOHWLQ��������³,QYHVWPHQW�6HFXULWLHV��3ROLF\�
6WDWHPHQW�´�$SULO����������

2&&�%XOOHWLQ�������³8QLIRUP�5DWLQJ�6\VWHP�IRU�
,QIRUPDWLRQ�7HFKQRORJ\��0HVVDJH�WR�%DQNHUV�DQG�
([DPLQHUV�´�-DQXDU\����������

2&&�%XOOHWLQ��������³,QWHUDJHQF\�3ROLF\�6WDWHPHQW�RQ�
([WHUQDO�$XGLWLQJ�3URJUDPV��([WHUQDO�$XGLW�´�2FWREHU����
�����

2&&�%XOOHWLQ��������³,QWHUDJHQF\�*XLGDQFH�RQ�$VVHW�
6HFXULWL]DWLRQ�$FWLYLWLHV��$VVHW�6HFXULWL]DWLRQ�´�'HFHPEHU�
���������

2&&�%XOOHWLQ����������³5LVN�0RGHOLQJ��0RGHO�9DOLGDWLRQ�´�
0D\����������

2&&�%XOOHWLQ����������³%DQN�3XUFKDVHV�RI�/LIH�,QVXUDQFH��
*XLGHOLQHV�IRU�1DWLRQDO�%DQNV�´�-XO\����������

2&&�%XOOHWLQ����������³6XSHUYLVLRQ�RI�1DWLRQDO�7UXVW�
%DQNV��&DSLWDO�DQG�/LTXLGLW\�´�6HSWHPEHU����������

2&&�%XOOHWLQ����������³8QLIRUP�5DWLQJ�6\VWHP�IRU�
,QIRUPDWLRQ�7HFKQRORJ\��&KDQJH�LQ�856,7�8VDJH�IRU�
([DPLQDWLRQV�RI�1DWLRQDO�%DQNV�´�$SULO���������

2&&�%XOOHWLQ����������³7KLUG�3DUW\�5HODWLRQVKLSV��5LVN�
0DQDJHPHQW�3ULQFLSOHV�´�1RYHPEHU���������

2&&�%XOOHWLQ����������³$FFUXHG�,QWHUHVW�5HFHLYDEOH��
5HJXODWRU\�&DSLWDO�DQG�$FFUXHG�,QWHUHVW�5HFHLYDEOH�
$VVHWV�´�0D\����������

References 77 



�����������

2&&�%XOOHWLQ����������³8QVDIH�DQG�8QVRXQG�,QYHVWPHQW�
3RUWIROLR�3UDFWLFHV��6XSSOHPHQWDO�*XLGDQFH�´�0D\����������

2&&�%XOOHWLQ����������³,PSOLFLW�5HFRXUVH�LQ�$VVHW�
6HFXULWL]DWLRQ��3ROLF\�,PSOHPHQWDWLRQ�´�0D\����������

2&&�%XOOHWLQ����������³&RYHQDQWV�7LHG�WR�6XSHUYLVRU\�
$FWLRQV�LQ�6HFXULWL]DWLRQ�'RFXPHQWV��,QWHUDJHQF\�
*XLGDQFH�´�0D\����������

2&&�%XOOHWLQ����������³&DSLWDO�7UHDWPHQW�RI�5HFRXUVH��
'LUHFW�&UHGLW�6XEVWLWXWHV��DQG�5HVLGXDO�,QWHUHVWV�LQ�$VVHW�
6HFXULWL]DWLRQV��,QWHUSUHWDWLRQV�RI�)LQDO�5XOH�´�0D\�����
�����

2&&�%XOOHWLQ����������³,QYHVWPHQW�3RUWIROLR�&UHGLW�5LVNV��
6DIHNHHSLQJ�$UUDQJHPHQWV��6XSSOHPHQWDO�*XLGDQFH�´�
6HSWHPEHU���������

2&&�%XOOHWLQ����������³$FFUXHG�,QWHUHVW�5HFHLYDEOH��
$FFRXQWLQJ�IRU�WKH�$FFUXHG�,QWHUHVW�5HFHLYDEOH�$VVHW�´�
'HFHPEHU���������

2&&�%XOOHWLQ���������³0RUWJDJH�%DQNLQJ��,QWHUDJHQF\�
$GYLVRU\�RQ�0RUWJDJH�%DQNLQJ�´�)HEUXDU\����������

2&&�%XOOHWLQ����������³,QWHUDJHQF\�3ROLF\�6WDWHPHQW�
RQ�,QWHUQDO�$XGLW�DQG�,QWHUQDO�$XGLW�2XWVRXUFLQJ��
5HYLVHG�*XLGDQFH�RQ�,QWHUQDO�$XGLW�DQG�LWV�2XWVRXUFLQJ�´�
0DUFK����������

7KHVH�SXEOLFDWLRQV�DUH�DYDLODEOH�RQ�WKH�:HE�DW��������������������������
ZZZ�RFF�JRY��XQGHU�3XEOLFDWLRQV�RU�1HZV�DQG�,VVXDQFHV���
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