Overall Conclusions Regarding Condition of the Bank:

Uniform Financial Institutions Rating System
Effective date May 1997 Section A.5020.1

OVERVIEW maintaining stability and public confidence in
the nation’s financial system.

Since 1979, state member banks have been rated

using the interagency Uniform Financial Institu-

tions Ratings System (UFIRS), which was

recommended by the Federal Reserve and othg:rOI\/IPOSITE RATINGS

banking agencies. This rating system, referred

industry-wide by the acronym CAMEL, evalu-

ated five components: capital adequacy, ass

ﬂ]ua!'tﬁnanﬁnﬁ%?tmem and administration, €aMts financial condition and operations. These
9s, q Y- component factors address the adequacy
Over the years, the UFIRS has proven to bgapital quality of assets, capability of manage
an effective m_ternal supervisory tool f_or uni- ment, quality and level of earnings, adequacy o
formly evaluating the soundness of financialiq,idity, and sensitivity to market risk. Evalu-
institutions and for identifying those institutions 4tiqns of the components take into consideratio

requiring special attention or concern. Recentlyyq jnstitution's size and sophistication, the
the UFIRS was revised and updated to addresgyyre and complexity of its activities, and its

changes in the financial services industry and ifjg profile.

supervisory policies and procedures. The revi- comnqsite and component ratings are assigne
sions include the addition of a sixth component,.sad on a 1-to-5 numerical scale. A “1” is the

addressing sensitivity to market risks, explicitjgnest rating, indicating the strongest perfor
reference to the quality of risk-managemen nce and risk-management practices and tt

processes In the management component, a st degree of Supervisory concern. A “5” is

identification of risk elements within the com-,q |o\est rating, indicating the weakest perfor
posite and component rafing descriptions.  ance inadequate risk-management practice
The revisions to UFIRS are not intended toand the highest degree of supervisory concerr
add to the regulatory burden of institutions nor Tpe composite rating generally bears a clos
require aqiditional policies or processes. 'nStea‘?elationship to the component ratings assigne
they are intended to promote and complementjoever, the composite rating is not derived by
efficient examination processes. The revisiongomputing an arithmetic average of the compo
have been made to update the rating systeMent ratings. Each component rating is based c
while retaining the basic framework of the g gualitative analysis of the factors that make uj
original system. that component and its interrelationship with the
The UFIRS considers certain financial, manasther components. When assigning a composi
gerial, and compliance factors that are commorating, some components may be given mor
to all institutions. Under this system, theweight than others depending on the situation
supervisory agencies endeavor to ensure that &le institution. In general, assignment of a
financial institutions are evaluated comprehencomposite rating may incorporate any factor tha
sively and uniformly and that supervisory attenpears significantly on the overall condition and
tion is appropriately focused on the financiakoundness of the financial institution. Assignec
institutions exhibiting financial and operationalcomposite and component ratings are disclose
weaknesses or adverse trends. to the institution’s board of directors and senior
The UFIRS is a useful vehicle for identifying management.
problem or deteriorating financial institutions, The ability of management to respond to
as well as for categorizing institutions withchanging circumstances and address the risl
deficiencies in particular component areashat may arise from changing business condi
Further, the rating system helps Congress followions or the initiation of new activities or products
safety-and-soundness trends and assess ftlsean important factor in evaluating a financial
aggregate strength and soundness of the finamstitution’s overall risk profile, as well as the
cial industry, which helps the federal bankinglevel of supervisory attention warranted. For
agencies in fulfilling their collective mission of this reason, the management component is give

tBnder the UFIRS, each financial institution is
assigned a composite rating based on an eval
ion and rating of six essential components o
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special consideration when assigning a composf greatest supervisory concern. The composite
ite rating. ratings are defined below.
Futhermore, the ability of management to
identify, measure, monitor, and control the risks
of its operations is taken into account when .
assigning each component rating. ExaminersOmposite 1
should recognize, however, that appropriate
management practices vary considerably amorfginancial institutions with a composite 1 rating
financial institutions, depending on their sizeare sound in every respect and generally have
complexity, and risk profile. For less complexcomponents rated 1 or 2. Any identified weak-
institutions engaged solely in traditional bank-nesses are minor and can be handled routinely
ing activities and whose directors and senioby the board of directors and management.
managers, in their respective roles, are activelyhese financial institutions are the most capable
involved in the oversight and management obf withstanding fluctuating business conditions
day-to-day operations, relatively basic manageand are resistant to outside influences, such as
ment systems and controls may be adequate. A&conomic instability in their trade area. These
more complex institutions, detailed and formalnstitutions are in substantial compliance with
management systems and controls are needed&ws and regulations. As a result, they exhibit
address their broader range of financial activitiethe strongest performance and risk-management
and to provide senior managers and directors, ipractices relative to their size, complexity, and
their respective roles, with the information theyrisk profile, and give no cause for supervisory
need to monitor and direct day-to-day activitiesconcern.
All institutions are expected to properly manage
their risks. For less complex institutions engag-
ing in less sophisticated risk-taking activities, )
detailed or highly formalized managementCOMposite 2
systems and controls are not required to receive
strong or satisfactory component or composit&inancial institutions with a composite 2 rating
ratings. are fundamentally sound. For a financial institu-
Examiners consider foreign branch and spetion to receive this rating, generally none of its
cialty examination findings and the ratingscomponent ratings should be more severe than
assigned to those areas, as appropriate, wh&n Only moderate weaknesses are present, and
assigning component and composite ratingthe board of directors and management are
under UFIRS. The specialty examination areasapable of and willing to correct them. These
include Compliance, Community Reinvestmentfinancial institutions are stable, can withstand
Government Security Dealers, Information Sysbusiness fluctuations, and are in substantial
tems, Municipal Security Dealers, Transfercompliance with laws and regulations. Overall
Agent, and Trust. risk-management practices are satisfactory
Composite ratings are based on a carefuklative to the institution’s size, complexity, and
evaluation of an institution’s managerial, operasisk profile. There are no material supervisory
tional, financial, and compliance performanceconcerns and, as a result, the supervisory
The six key components used to assess amsponse is informal and limited.
institution’s financial condition and operations
are capital adequacy, asset quality, management
capability, earnings quantity and quality, the .
adequacy of liquidity, and sensitivity to marketComposite 3
risk. The rating scale ranges from 1 to 5, with a
rating of 1 indicating the strongest performancéd-inancial institutions with a composite 3 rating
and risk-management practices, relative to thexhibit some degree of supervisory concern in
institution’s size, complexity, and risk profile, one or more of the component areas. These
and the level of least supervisory concern. Anstitutions have a combination of moderate to
rating of 5 indicates the most critically defi- severe weaknesses; however, the magnitude of
cient level of performance; inadequate riskthe deficiencies generally will not cause a
management practices relative to the institution’'somponent to be rated more severely than 4.
size, complexity, and risk profile; and the levelManagement may lack the ability or willingness
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Condition of the Bank: Uniform Financial Institutions Rating System A.5020.

to effectively address weaknesses withirmanagement’s ability or willingness to control
appropriate timeframes. Financial institutions iror correct. Immediate outside financial or othel
this group generally are less capable of withassistance is needed for the financial institutio
standing business fluctuations and are mor® be viable. Ongoing supervisory attention is
vulnerable to outside influences than thoseecessary. Institutions in this group pose :
institutions rated a composite 1 or 2. Addition-significant risk to the deposit insurance fund anc
ally, these financial institutions may be intheir failure is highly probable.

significant noncompliance with laws and regula-

tions. Risk-management practices may be less

than satisfactory relative to the institution’s size,

complexity, and risk profile. These financiall COMPONENT RATINGS

institutions require more than normal supervi-

sion, which may include formal or informal Each of the component rating descriptions belov
enforcement actions. Failure of the institutiorlists the principal evaluation factors that relate tc
appears unlikely, however, given its overalithat component and briefly describes eac
strength and financial capacity. numerical rating for that component. Some of
the evaluation factors appear under one or mol
of the other components to illustrate the inter-
relationship among the components. The evalt
ation factors for each component are not liste
in any particular order.

Composite 4

Financial institutions with a composite 4 rating
generally exhibit unsafe and unsound practices

or conditions. They have serious financial or

managerial deficiencies that result in unsatisfacCapital Adequacy

tory performance. The institution's problems

range from severe to critically deficient, anda financial institution is expected to maintain
weaknesses and problems are not being satisfagpital commensurate with its risks and the
torily addressed or resolved by the board ofpility of management to identify, measure,
directors and management. Financial institumonitor, and control these risks. The effect o
tions in this group generally are not capable oOfredit, market, and other risks on the institution’s
withstanding business fluctuations. There majnancial condition should be considered wher
be significant noncompliance with laws andeyaluating the adequacy of capital. The type
regulations. Risk-management practices argnd quantity of risk inherent in an institution’s
generally unacceptable relative to the instituactivities will determine the need to maintain
tion's size, complexity, and risk profile. Closecapital at levels above required regulator
supervisory attention is required, which meanginimums to properly reflect the potentially
formal enforcement action is necessary in mofdverse consequences of these risks on tt
cases to address the problems. Institutions istitution’s capital.

this group pose a risk to the deposit insurance The capital adequacy of an institution is ratec

fund. Failure of the institution is a distinct hased on. but not limited to. an assessment «
possibility if the problems and weaknesses arge following evaluation factors:

not satisfactorily addressed and resolved.

« the level and quality of capital and the overall
financial condition of the institution
Composite 5 « the ability of management to address emerg
ing needs for additional capital
Financial institutions with a composite 5 ratings the nature, trend, and volume of problem
exhibit extremely unsafe and unsound practices assets, and the adequacy of allowances ft
or conditions. Their performance is critically loan and lease losses and other valuatio
deficient and risk-management practices are reserves
inadequate relative to the institution’'s sizes balance-sheetcomposition, including the natur
complexity, and risk profile. These institutions and amount of intangible assets, market risk
are of the greatest supervisory concern. The concentration risk, and risks associated witt
volume and severity of problems are beyond nontraditional activities
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risk exposure represented by off-balance-she#tat may affect the value or marketability of an

activities institution’s assets, including but not limited to

« the quality and strength of earnings, and theperating, market, reputation, strategic, or com-
reasonableness of dividends pliance risks, should be considered.

« prospects and plans for growth, as well as past The asset quality of a financial institution is
experience in managing growth rated based on, but not limited to, an assessment

access to capital markets and other sources of the following evaluation factors:
capital, including support provided by a par-
ent holding company * the adequacy of underwriting standards, sound-
ness of credit-administration practices, and
appropriateness of risk-identification practices
the level, distribution, severity, and trend of
problem, classified, nonaccrual, restructured,
1—A rating of 1 indicates a strong capital level delinquent, and nonperforming assets for both
relative to the institution’s risk profile. on- and off-balance-sheet transactions

 the adequacy of the allowance for loan and
2—A rating of 2 indicates a satisfactory capital lease losses and other asset valuation reserves
level relative to the institution’s risk profile. ~ * the credit risk arising from or reduced by

off-balance-sheet transactions, such as un-

funded commitments, credit derivatives, com-
mercial and standby letters of credit, and lines
of credit
the diversification and quality of the loan and

Ratings

3—A rating of 3 indicates a less than satisfac-
tory level of capital that does not fully support
the institution’s risk profile. The rating indicates,
a nged for improvement,.e.ven if the institution’s investment portfolios
capital level exceeds minimum regulatory anq {he extent of securities underwriting activities
statutory requirements. and exposure to counterparties in trading
activities
4—A rating of 4 indicates a deficient level of« the existence of asset concentrations
capital. In light of the institution’s risk profile, « the adequacy of loan and investment policies,
viability of the institution may be threatened. procedures, and practices
Assistance from shareholders or other external the ability of management to properly admin-
sources of financial support may be required. ister its assets, including the timely identifica-
tion and collection of problem assets
5—A rating of 5 indicates a critically deficient * the adequacy of internal controls and manage-
level of capital. The institution’s viability is ~ment information systems
threatened, and immediate assistance from the volume and nature of credit-documentation
shareholders or other external sources of finan- €Xceptions
cial support is required.
Ratings
Asset Quality 1—A rating of 1 indicates strong asset-quality

nd credit-administration practices. Identified

The asset-quality rating reflects the quantity o eaknesses are minor and risk exposure is

existing and potential credit risk associated with odest in relation to capital protection and
the loan and investment portfolios, other rearn . P P o
estate owned, other assets, and off-balance-sh@é?r.‘agememS.ab'“t'es' Asset quality is of
transactions. The ability of management tdhinimal supervisory concern.

identify, measure, monitor, and control credit ) o )

risk is also reflected here. The evaluation of—A rating of 2 indicates satisfactory asset-
asset quality should consider the adequacy éfuality and credit-administration practices. The
the allowance for loan and lease losses ari@vel and severity of classifications and other
weigh the institution’s exposure to counterpartyyeaknesses warrant a limited level of supervisory
issuer, or borrower default under actual omttention. Risk exposure is commensurate with
implied contractual agreements. All other riskscapital protection and management’s abilities.
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3—A rating of 3 is assigned when asset-qualityan appropriate audit program and internal contrc
or credit-administration practices are less thamanvironment; and effective risk-monitoring and
satisfactory. Trends may be stable or indicatnanagement information systems. This rating
deterioration in asset quality or an increase ighould reflect the board’s and management’
risk exposure. The level and severity of classiability in relation to all aspects of banking
fied assets, other weaknesses, and risks requfgerations as well as other financial-service
an elevated level of supervisory concern. Thergctivities the institution is involved in.

is generally a need to improve credit- The capability and performance of manage

administration and risk-management practicesMent and the board of directors is rated base
on, but not limited to, an assessment of the

4—A rating of 4 is assigned to financial institu-following evaluation factors:

tions with deficient asset-quality or credit- . .
administration practices. The levels of risk and (€ level and quality of oversight and suppor
problem assets are significant and inadequately©’ @l institution activities by the board of
controlled, and they subject the financial institu- GIrectors and management

tion to potential losses that, if left unchecked: the ability of the board of directors and
may threaten its viability. management, in their respective roles, to pla

for and respond to risks that may arise fror
5—A rating of 5 represents critically deficient changing business conditions or the initiatior

asset-quality or credit-administration practices Of NeWw activities or products

that present an imminent threat to the institution’$ the adequacy of and conformance with
viability. appropriate internal policies and controls

addressing the operations and risks of signifi
cant activities
« the accuracy, timeliness, and effectiveness c
Management management information and risk-monitoring
- ) systems appropriate for the institution’s size
The capability of the board of directors and complexity, and risk profile
management, in their respective roles, to identify, the adequacy of audits and internal controls t
measure, monitor, and control the risks of an promote effective operations and reliable finan
institution’s activities, and to ensure a financial ¢ja| and regulatory reporting; safeguard asset
institution’s safe, sound, and efficient operation gnd ensure compliance with laws, regulations
in compliance with applicable laws and regula- anq internal policies
tions is reflected in this rating. Generally, direc-, compliance with laws and regulations

tors ne_ed rllort] be aCtNel%’ involved in de})(;-to-cliay. responsiveness to recommendations from auc
Glidance  regarding accbptable risk-exposur OrS 3nd Supervisory authorites

levels and ensure that appropriate policie§, management depth and succession
procedures, and practices have been establishédt.he extent that the board of directors anc
Senior management is responsible for develop- nanagement are affected by or susceptibl
ing and implementing policies, procedures, and g)utﬁgm;nam influence or concentration of

practices that translate the board’s goals, objec- ) o
tives, and risk limits into prudent operating® réasonableness of compensation policies ar
standards. avoidance of self-dealing

Depending on the nature and scope of ah demonstra_ted willingness to serve t_he legiti
institution’s activities, management practices Maté banking needs of the community
may need to address some or all of the following _the _overall _performance of the institution and
risks: credit, market, operating or transaction, its risk profile
reputation, strategic, compliance, legal, liquid-
ity, and other risks. Sound management practices
are demonstrated by active oversight by th&atings
board of directors and management; competent
personnel; adequate policies, processes, ade—A rating of 1 indicates strong performance
controls taking into consideration the size and)y management and the board of directors an
sophistication of the institution; maintenance oftrong risk-management practices relative to th
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institution’s size, complexity, and risk profile. Earnings

All significant risks are consistently and

effectively identified, measured, monitored, and'he earnings rating reflects not only the quantity

controlled. Management and the board havand trend of earnings, but also factors that may

demonstrated the ability to promptly and sucaffect the sustainability or quality of earnings.

cessfully address existing and potential problem&he quantity as well as the quality of earnings

and risks. can be affected by excessive or inadequately
managed credit risk that may result in loan

2—A rating of 2 indicates satisfactory mana-0sses and require additipns to the allowance _for
iJoan and lease losses. High levels of market risk

gement and board performance and ris dul the institution’ h i
management practices relative to the institution’§'2y Unduly €xpose the institution's earnings to
volatility in interest rates. The quality of earn-

size, complexity, and risk profile. Minor Weal('in s may also be diminished by undue reliance
nesses may exist, but they are not material to th&g Y ax ; y u

! T h extraordinary gains, nonrecurring events, or
safety and soundness of the institution and a;rlﬁ1

. | signif sk vorable tax effects. Future earnings may be
being addressed. In general, significant risks angh ersely affected by an inability to forecast or

prob!ems are effectively identified, measuredcomrm funding and operating expenses, improp-

monitored, and controlled. erly executed or ill-advised business strategies,
or poorly managed or uncontrolled exposure to

3—A rating of 3 indicates management anchther risks.

board performance that needs improvement or The rating of an institution’s earnings is based

risk-management practices that are less tham, but not limited to, an assessment of the

satisfactory given the nature of the institution’sfollowing evaluation factors:

activities. The capabilities of management or the

board of directors may be insufficient for the® the level of earnings, including trends and

type, size, or condition of the institution. Stability

Problems and significant risks may be inade the ability to provide for adequate capital

equately identified, measured, monitored, or through retained earnings _
controlled. + the quality and sources of earnings

« the level of expenses in relation to operations

4—A rating of 4 indicates deficient management the adequacy of the budgeting systems,
and board performance or risk-management forecasting processes, and management infor-

practices that are inadequate considering th.etmhat'og systems ]ln ge”.efa' i intain th

nature of an institution’s activities. The level of* 1€ adequacy of provisions to maintain the

problems and risk exposure is excessive. Prob allowance for loan and lease losses and other
L ; . " . valuation allowance accounts

lems and significant risks are inadequately identi;

fied. m red. monitored. or controlled and the exposure of earnings to market risk such
ied, measured, monitored, or controlled and o jnterest-rate, foreign-exchange, and price
require immediate action by the board and

risks
management to preserve the soundness of the

institution. Replacing or strengthening manage-
ment or the board may be necessary. Ratings

5—A rating of 5 indicates Critically deficient 1—A rating of 1 indicates earnings that are

management and board performance or riskstrong. Earnings are more than sufficient to

management practices. Management and thgpport operations and maintain adequate capital
board of directors have not demonstrated thgnd allowance levels after consideration is given
ability to correct problems and implementto asset quality, growth, and other factors affect-
appropriate risk-management practices. Problenjsq the quality, quantity, and trend of earnings.

and significant risks are inadequately identified,

measured, monitored, or controlled and novy__a rating of 2 indicates earnings that are

threaten the continued viability of the institu-satisfactory. Earnings are sufficient to support
tion. Replacing or strengthening management §perations and maintain adequate capital and
the board of directors is necessary. allowance levels after consideration is given to
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asset quality, growth, and other factors affectindgjquidity is not maintained at a high cost or
the quality, quantity, and trend of earningsthrough undue reliance on funding sources the
Earnings that are relatively static, or evenmay not be available in times of financial stres:
experiencing a slight decline, may receive a ®r adverse changes in market conditions.
rating provided the institution’s level of earn- Liquidity is rated based on, but not limited to,
ings is adequate in view of the assessmerm@n assessment of the following evaluatior
factors listed above. factors:

3—A rating of 3 indicates earnings that need t¢ the adequacy of liquidity sources compare
be improved. Earnings may not fully support With present and future needs and the abilit
operations and provide for the accretion of Of the institution to meet liquidity needs
capital and allowance levels in relation to the Without adversely affecting its operations or
institution’s overall condition, growth, and other ~condition ) _
factors affecting the quality, quantity, and trencd® the availability of assets readily convertible to
of earnings. cash without undue loss
 access to money markets and other sources

4—A rating of 4 indicates earnings that are funding
deficient. Earnings are insufficient to support the level of diversification of funding sources,
operations and maintain appropriate capital and both on- and off-balance-sheet
allowance levels. These institutions may be the degree of reliance on short-term, volatile
characterized by erratic fluctuations in net sources of funds, including borrowings and
income or net interest margin, the development brokered deposits, to fund longer-term asset
of significant negative trends, nominal ore the trend and stability of deposits
unsustainable earnings, intermittent losses, or«the ability to securitize and sell certain pools
substantive drop in earnings from the previous of assets
years.  the capability of management to properly

) o ) identify, measure, monitor, and control the
5—A rating of 5 indicates earnings that are nstjtution’s liquidity position, including the
crltlc_ally deficient. A fmancnal institution with  affectiveness of funds-management strategie
earnings rated 5 is experiencing losses thatliquidity policies, management information

represent a distinct threat to its viability through systems, and contingency funding plans
the erosion of capital.

Ratings
Liquidity _ o o

1—Arating of 1 indicates strong liquidity levels
In evaluating the adequacy of a financiapnd well-developed funds-management practice
institution’s liquidity position, consideration The institution has reliable access to sufficien
should be given to the current level and prospecsources of funds on favorable terms to mee
tive sources of liquidity compared to fundingpresent and anticipated liquidity needs.
needs, as well as to the adequacy of funds-
management practices relative to the institution’@—A rating of 2 indicates satisfactory liquidity
size, complexity, and risk profile. In general,levels and funds-management practices. Th
funds-management practices should ensure thatitution has access to sufficient sources c
an institution is able to maintain a level offunds on acceptable terms to meet present ar
liquidity sufficient to meet its financial obliga- anticipated liquidity needs. Modest weaknesse
tions in a timely manner and to fulfill the may be evident in funds-management practice:
legitimate banking needs of its community.
Practices should reflect the ability of the institu-3—A rating of 3 indicates liquidity levels or
tion to manage unplanned changes in fundinfunds-management practices in need of improve
sources, as well as react to changes in markatent. Institutions rated 3 may lack ready acces
conditions that affect the ability to quickly to funds on reasonable terms or may shov
liquidate assets with minimal loss. In addition,significant weaknesses in funds-manageme!
funds-management practices should ensure thatactices.
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4—A rating of 4 indicates deficient liquidity Ratings

levels or inadequate funds-management prac-

tices. Institutions rated 4 may not have or bd—A rating of 1 indicates that market-risk

able to obtain a sufficient volume of funds onsensitivity is well controlled and that there is

reasonable terms to meet liquidity needs. minimal potential that the earnings performance
or capital position will be adversely affected.

5—A rating of 5 indicates liquidity levels or Risk-management practices are strong for the

funds-management practices so critically defisize, sophistication, and market risk accepted by

cient that the continued viability of the institu- the institution. The level of earnings and capital

tion is threatened. Institutions rated 5 requirdrovide substantial support for the degree of

immediate external financial assistance to me@garket risk taken by the institution.

maturing obligations or other liquidity needs.

2—A rating of 2 indicates that market-risk
sensitivity is adequately controlled and that
there is only moderate potential that the earnings
performance or capital position will be adversely
affected. Risk-management practices are satis-

the degree to which changes in interest rate actory for the size, sophistication, and market

foreign-exchange rates, commodity prices, .O?S':nﬁlcceptr?dd by itth(Ie '?S\t/'itcl;t'ond Thet level Ofrt
equity prices can adversely affect a financiaf? hgsda capfa pE e ak eqltlaebsupﬁo
institution’s earnings or economic capital. Whero" the degree of market risk taken by the
evaluating this component, consideration shoulstitution.
be given to management's ability to identify,
measure, monitor, and control market risk; thes__a rating of 3 indicates that control of market-
institution’s size; the nature and complexity ofiisk sensitivity needs improvement or that there
its activities; and the adequacy of its capital angk gignjficant potential that the earnings perfor-
earnings in relation to the level of market-nskmance or capital position will be adversely
exposure. - . affected. Risk-management practices need to be
For many institutions, the primary source of proved given the size, sophistication, and
ma_rket rlsl_<_a_r|ses from nontr_ad_lng positions an evel of market risk accepted by the institution
their sensitivity to changes in interest rates. I\ = | < earnings and capital may ot

some larger institutions, foreign operations ca q tol t the d f ket risk
be a significant source of market risk. For othefd€quately support he degree of market ns
aken by the institution.

institutions, trading activities are a major sourcé
of market risk.

Market risk is rated based on, but not limited4—A rating of 4 indicates that control of market-
to, an assessment of the following evaluationisk sensitivity is unacceptable or that there is
factors: high potential that the earnings performance or

o ] o capital position will be adversely affected. Risk-
the sensitivity of the financial institution’s management practices are deficient for the size,
earnings or the economic value of its capitakgppistication, and level of market risk accepted
to adverse changes in interest rates, foreigiyy the institution. The level of earnings and
exchange rates, commodity prices, or equitk,ia| provide inadequate support for the degree

prices . . of market risk taken by the institution.
the ability of management to identify, measure,

monitor, and control exposure to market risk

given the institution’s size, complexity, and5—A rating of 5 indicates that control of market-

risk profile risk sensitivity is unacceptable or that the level
the nature and complexity of interest-rate riskof market risk taken by the institution is an

exposure arising from nontrading positions imminent threat to its viability. Risk-management
where appropriate, the nature and complexitpractices are wholly inadequate for the size,
of market-risk exposure arising from tradingsophistication, and level of market risk accepted
and foreign operations by the institution.

Sensitivity to Market Risk

The sensitivity to market risk component reflect
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