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This Thesis studies EBA stress testing methods Basel I to Basel III and the current

status of Euro Crisis in 2014. CDO’s or Credit Default Swaps were normal instruments

of trade before euro crisis and Stress testing methods have been greatly enhanced to

include all scenarios of economy to find out the extent of bad credits in banks.

It was concluded in Thesis that euro crisis is much more than just Greek crisis

today spread all over Europe and that euro crisis will according by Thesis continue

to be a decade long event. In Thesis it was also noted that all problems for euro could have been
avoided by more rigorous planning in the formation of euro. Probably then it would have become
imminent that intake criteria must be high, for the good of the applicant currency as the euro
crisis can not ever take place for an independent currency. It was also noted that China will have
a crisis and massive lay-off’s in future. Downsizing Chinese production will mean 200 million

reduction in workers.
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1. ON THE CONCEPT OF MONEY, LOAN AND INTEREST RATE

Money does not exist. It can not exist because it is not stable and is valued
by a system in order and as of this complicated valuation system before it can
be said to exist ~ does not exist.

Also War and Global Megachanges devalue money in an instant
so anything this volatile does not exist.

Also on this vein we have in IBS greatly founded that banks create
money bubble by outloaning 10 times as much money as they
receive, which again speaks for unlogical aspects of money.

And Federal Bank Reserve on only it’s name uphold with today
extinct Rockefellers, Astors and Vanderbilts names Dollar. Today Gates.
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Figure 1. Apple stock value

Of Loan and interest rate. Loan is a promise to pay money on loan, and loans interest rate
is a chiasma because the concept of money does lie in the promise

that both load and cumulative interest rate will get paid.

On this note I have invented New Natural resources Theory



So this illusion of nonexisting money concept must be uphold
at all costs so here we come to EU Eurozone crisis which is
upholding nonexisting Euro money concept clinging to desperate means.

New instruments of money are introduced and logically they create
new noninvented unknown theories on which rules Markets actually follow.
&
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Figure 2. Wheat futures

Also the pool of unemployment, Global Megatrade, Global Stock Markets

New arose Inflation, combined with forced economical low federal interest rates
limited materials that need more investments to be viably mined

CO2 problems Draughts affecting Wheat and Corn production

Crimean War and and winter 2015 european natural gas on NATO -- Russia
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Figure 3. Example of stock information

Lack of interest to solar energy and my favorite wood chip energy and the

all underlying oil price , deepening Class and Wealth abyss and Politics

is what [ aim to manage in this document

- Megatrade China EU USA Asia

- currencies and underlying currency debts

- Changes from industry into business services and what comes next

- Global Crisis , how to solve them and effects on Economy and currency loans

- What will happen in Global Trade in 2019 ? What are currencies loan rates in 2019 ?
Which of the list China EU USA Asia will have upper hand in 2019.

- What will happen in Global Trade in 2049 ? What are currencies loan rates in 2049 ?
Which of the list China EU USA Asia will have upper hand in 2049.
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2. CRIMEAN WAR

10 Apr 2013 00:00 UTC - 10 Apr 2014 05:06 UTC
RUB/USD close:0.02812, low:0.02710, high:0.03239
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Figure 5. Ruble exchange rate value

Ruble have devalued 10% because of Crimean War as well as Moscow stock exchange.
The effect to Finnish GDP is said to be 2% of growth lost.

Much of Russia's national budget is based on sale of oil. Stable level is 100 dollars per barrel.
Right now oil price is at 70 dollars. And on top of that there is a wide european trade embargo.
On the whole it is clear that economically and PR-wise attack was a clear catastrophe.



3.THE COALITION PARTY STRATEGY AND BUDGETS FOR FINLAND
2015 -2018

This document briefly visits the Art of National Budgets.
On 25th of February I visited a meeting with prime Minister Katainen
and I was present with 4 TV cameras on European Union Election start.

Most important part is politics of course as money follows the winner.
From the meeting came strategies for Government stratagems.
To be implemented at once.

On general terms it can be said that enterprising country will overcome
problems and emerge a winner. This country can also take risks and loans.
Finland is the only country in EU to have highest AAA+ credit rating.
Because Finland has AAA+ rating would it not be a disasterous to leave

it unused ? In the global Megatrends and Megatrade between countries

all possible advantageous assets should be used to maximum.

But Finland has highest and longest possible profile as a country that
sets examples on all levels for others to follow. Let us name this
Finnish Statue of Economical Liberty.

So Finland in European Union is setting an example to all EU countries

to curt loan taking and scythe public spending foreseen to megatrends.

So this means selling of Finnish national assets to pay out debt.

Again this is counterlogical and is based on Finnish Statue of Economical Liberty
doctrine.

Let us leave Finnish Statue of Economical Liberty aside. At optimal

economical free of historical limitations we can safely estimate
GDP growth to be +4% annually more of which we now produce.

So that alone would pay all national debt, leave Finnish national assets



unsold, and fire more up the Finnish economy. Finnish Statue of Economical Liberty
doctrine costs Finland the national debt amount in ballpark of 30 years.

Also most importantly this would eradicate unemployment and
the continuity problem on pension funds. Again unused money is in pension funds. Should they
be implemented to a moderate risk investing before selling national assets like mad ?
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4. EUROPEAN BANK SECTOR WILL HAVE NEW CENTRALIZED
STABILIZING SYSTEM AND A NEW CRISIS SYSTEM

In Erkki Liikanen’s speech ( Suomen Pankki Pééjohtaja Erkki Liikanen Puheenvuoro
Euroopasta, Suomen Pankki, 2014 ) he paraphrases how European Union got formed and basicly
Finland is haphazardly in as a consequence of early coal and steel union developed into GATT,
ETA, EFTA, EEC early membership

He also nicely describes a mechanism where countries loans are untrusted because banks are
untrusted. EU bank crisis came because individual currencies give lots of weapons to fight
foreign threats where as trading all these weapons into weak adjoined currency creates EU
currency debts and EU bank crises

a Greek type of debt crisis can not never be created within system that uses individual currency

bail-on formulation changes give risk of banks insolvency all along bondholders

Negative distrust spiral of countries and banks is a serious threat. Basicly financial markets are
prone into hysterism , so if a country can not cure banks into health and if banks are not
considered healthy the currencies loans and debts become high risk junk bonds overnight.

( Single Resolution mechanism for the Banking Union, ECB, 2014)

EU Bank Recovery and Resolution Directive (BRRD)
Is a co-existing element Single Resolution Mechanism
( EU Bank Recovery and Resolution Directive BRRD, ECB, 2014)

Single Supervisory Mechanism

Supervisory element of Single Resolution Mechanism; European Central Bank and Single
Resolution Board

The single supervisory mechanism (SSM) will be composed of the European Central Bank
(ECB) and the supervisory authorities of the member states. It will cover the euro area as
well as non-eurozone countries that choose to participate. The ECB will have direct
oversight of eurozone banks, although in a differentiated manner and in close cooperation
with national supervisory authorities. It will be responsible for the overall functioning of



the SSM.
( Council approves single supervisory mechanism for banking, ECB, 2014 )

Single Resolution Mechanism

REGULATION (EU) No 806/20
14 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of 15 July 2014

establishing uniform rules and a uniform procedure for the resolution of credit institutions and
certain investment firms in the framework of a Single Resolution Mechanism and a Single
Resolution Fund and amending Regulation (EU) No 1093/2010

( Regulation for Single Resolution Mechanism, ECB, 2014 )

All this is that renaming old institutions and directives, combining them with the old and new
side by side, upholding old directives with new directives can not in any way make this an

effective and streamlined rapidly acting force

11



12

5. STIGLITZ SAYS THAT ALL NATIONAL EURODEBT CRISIS
HAPPENED BECAUSE OF INBUILT STRUCTURAL FAULTS ON HOW
EURO WAS DEFINED

EU bank crisis came because individual currencies give lots of weapons to fight foreign threats
where as trading all these weapons into weak adjoined currency creates EU currency debts and
EU bank crises. Not out of Stiglitz, my own deduction. Basically this is violation of economic
laws, that are unbreakable.

Individual currency within use of wise central bank and parliamentary system is
almost unbreakable combination.

a Greek type of debt crisis can not never be created within system that uses individual currency
( Joseph Stiglitz: Euroopan tulevaisuus on Musta, 2014, HS )
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6. WHY DO POOR COUNTRIES LEND TO RICH COUNTRIES ?

Global savings
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Figure 6. Global savings in Advanced and Third World economies

Why do poor countries lend to rich countries, World economic Forum, 2014 article displays
theories of why emerging economies lend money to advanced economies. In the article three
global economy shocks are examined: a credit crunch and a growth slowdown in the Developed
country, and a growth slowdown in the Emerging country. The conclusion is that Developed
countries behave similarly to standard open-economy models while emerging countries do not
obey such rules.

In emerging countries companies savings accumulate in the growth period and
when the outlook for banks loan markets get tighter companies in emerging countries

react by saving money.

I also agree that I see this increase in savings as a serendipity reaction into banks tightening loan
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policies in emerging countries. What I am suggesting is that is this maybe convoluting from
Asian most deep mindset ? Is it common asian heritage to react into crisis by saving, and
companies resort to deepest instincts in the times of uncertainty ?

Saving in the dying markets is just postponing the inevitable. In the dying markets there is no
regrowth to become making savings meaningful.

What Developing countries should do is to follow megatrends in markets and drastically reduce
labor and stump production, but this is very unlike to happen. So actually reaction to save gives
false security and postpones reaction time to reduce labor drastically, and this actually hastens
the burndown of dying markets and the cardhouse comes down quicker and even with more
certainty into wage crunch demise of chinese economy which causally gives a free open market
on those western economy companies that have investment on easy purchase. Rate policies are
crucial here.

The western economic company must have the big investment loan at low interest rate,

hence any policy that keeps interest rates near nil in western countries is crucially vital.

Creation of Chinese Capitalism I see to be in Mao already as Deng Xioping said famously

that I do not care if the cat is grey or black if it chases mouse in Cultural Revolution and

he must have been given roots of that idea from Mao. Deng met Carter , an unknown

peanut farmer , he was shown all U.S.A and rolled in stage coach wearing a cowboy hat.

I think it was exactly the opposite and Deng Xioping knew that China at least had a good chance
to become a superpower from that visit, and it was Deng Xioping who was faking and fooling;
pocketing the stupid yanks and not the other way around.

China is rapidly going into crash-and-burn situation because of oversized companies and vastly
oversize production capability and monthly wages costs, a vast size Economical Burn of Rome
by Nero never seen in the History of economics



Figure 7. A Symbolic representation of a Crash in Chinese economy

China is rapidly going into economical crash-and- burn never seen in the history of economics.

15
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7. WESTERN COUNTRIES SUNRISE, NEW PHOENIX BEGINNING

Everything goes into a crash in capitalism. If there is one thermodynamical law of economics it
is that Everything goes into a crash in capitalism. Capitalism is upswing , and crash, and
recession  over and over again. So China is going rapidly into a massive crash

There are no China economic crash-and-burn theories currently, there is a consensus that
Chinese economy is going into downswing. Everyone has noticed this but ceased thinking there

and not thinking about consequences.

Let us say that China has an active workforce of 1000 million. Chinese economy orders goes into
- 20 % decline. It means production downsizing of -20%. It means sacking 200 million people.

Chairman Mao might have done it, but not surely former communist who now drives Mercedes

And for game theory demise for China means open free markets to western countries
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Figure 8. A Symbolic representation of massive rise of economy for European Union countries
and USA

Basis of Massive rise of economy for European Union countries and U.S.A. new Phoenix
beginning are healthy Bank system that can invest and moreover with lowest possible interest
rate.

Basis of capitalism is that with investment injections businesses and corporations can
manyfold their production to meet the demand. Boost in GDP can be over ten percent
in big European leading edge countries like Britain France Germany and Finland.



8. TAXATION OF LABOR AS A HINDRANCE FOR ECONOMIC
GROWTH

Coalition Party Kataja said in Parliamentary house that taxation of work is the
most sure proof way to make sure economic growth does not happen.
Nicely said but is it true ? My gut instinct says it is not true.

Proof: Does Taxation hindrance savings on national level ?
It can not be proofed.
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where §<0 is the second-order condition for choice of 5 and Ry is the coefficient of relative risk

aversion. It can be seen directly from this result that the effect of the interest tax is ambiguous since it has
both an income and a substitution effect.

57. This analysis reveals that the theory is unable to predict how taxation will affect saving. It
provides a model that can be estimated but the value of the elasticity of savings with respect to the tax rate
1s ultimately an empirical question.

Figure 9. Example of math on taxation of labor

Deduction is very interesting is as it shows a comparison of money with without in daily free
use in a lifetime. Very personal way to try to solve this and the deduction seems to be

full of holes but I like the outcome. I do agree that it is impossible to show within statistical
certainty that taxation slows savings. We do here mean absolute certainty that can not

be disputed and I would estimate that it would be impossible to show that taxation

does affect saving. Saving should be a fixed percentage on income and that can not be
affected

On the real question posed , as I predicted I am absolutely right. It can not be shown
that Taxation of Labor inhibits economic growth.

18
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Effect of Taxation of labor, Urbanomics, 2007 says that In other words, the labor supply is
elastic among the well off classes, when faced with falling wages. But when it comes to the very
richest, their incomes are so high, that the dent made by the tax on their incomes is so small and
the marginal benefit accrued by every additional unit of work done is so high despite the taxes,
that they exhibit inelasticity in labor supply when faced with fall in wages.

As it historically was thinked that tax on labor will both reduce the amount of labor supplied and
the amount of labor demanded, as the wages falls and the cost of labor rises. Consequently,
unemployment rises and the economic growth gets affected which today can be shown to be not
true at all.

I agree in that taxation of labor is highly gradient factor.

So it can be said that overtaxation on highest level is detrimental in a way that it

makes it more complicated and pricey for entrepreneurs to offer work. This factor has not
been shown.

My theory is that for entrepreneurs it becomes more complicated to sell work

but this would only lead to perish of the weak and huge growth to market leaders.

So overtaxation of labor leads to negative bankruptcies of otherwise viable businesses
because banks do not give loans to small businesses and cash register can dry out.

Nothing else can not be said to be statistically shown to affect Economy.

To prove my point it was shown that about 50% hairdressing salons in Helsinki
went belly up recently because of only a minor slightest upwards change in
whole sector work taxation.
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9. SWEDISH KRONA CRISIS

Central Bank of Sweden made a slight change into Krona Interest rate
and Swedish Krona went into spiralling devaluation ? Why ?

Answer is rather simple, there never was a crisis, just an journalist invention.
and that market change has been reversed back into the state it was before.
More over it can be said that in history the situation has been much worse.

Finland went to EU and the price we paid was the demise of the Paper Industry
sector. Sweden could devalue Krona on the wishes of paper factories and

that was greatly beneficial to the whole country because the trade surplus is
the most defining factor of any countries megaeconomy and so massive
income into country is today, can be said, the most valuable strategic factor

for the competition of a country.
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Figure 10. Swedish krona exchange rate value

Here we can see that the actual situation of Swedish Krona is on the whole on the better side
of things. Swedish forest industries 2009 shows steady rise of Swedish pulp production into
2009,

and exactly same trend can be shown here, so the value of Krona was made artificially to
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booster Paper sales. When the european market share of Sweden got better the industry
did not need any kind of boosting and the value of Krona was very extremely wisely
changed into strong Krona which devalues National debt on currencies.

“The euro and dollar spiked higher against the krona on the back of the announcement as it’s
been a long time since a major central bank has shocked the market in an environment of
increased central bank transparency,” said Divyang Shah at I[FR Markets ( Swedish krona slides
after a rate cut, 2014, FT )

Here Financial Times states that the reason was a market shock into abnormal change; so basicly
the Swedish Central Bank themselves caused the chaos on unsuspected interest-rate change. I do
agree wholly. The margins that Central Banks are allowed to use are very narrow. And moreover
any changes must be slow and gradual.

Swedish Central bank Interest Rate change violated many of the rules and so Markets reacted
basically the way Swedish Central Bank initiated. Markets always follow rules;

and here Swedish Central Bank forgot to play by the rules and initiated the chaos,

and the market action they should have forecasted better. So this is a grave mistake

in the analysis procedures. New incompetent analyser ? Major fault in the analysis ?
Unexperienced director who forgot the silent rules that market can not ever be shocked ?
Internal power struggle inside Swedish Central Bank that lead into haphazard decision ? I think
the sum of many factors
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Figure 11. Swedish krona exchange rate value
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Here we can see that the market change has been repaired on itself
as the markets got calmer and noticed that the summer crisis was not true.

10. TIME OF NEGATIVE CENTRAL BANK INTEREST RATE

In my Lifetime ECB Central Bank interest rates has never been negative.
To me the whole concept is ridiculous.

Why has ECB introduced negative interest rate, ECB, 2014 says that

the reason is to counter too low inflation ? How ? what ? And prices are
coming up so the actual purchasing power of citizens money is lowering
also by higher taxation.

And I am totally right. Negative interest rate is an economic Hydrogen Bomb
Clear and present danger into Global Economy.

Firstly the mechanism is plain crazy. And therefore negative interest rate has
all possible negative indications and causality.

Negative interest rate has never been tried and no-one should ever

get any such idea to try that in Financial Conglomeration level.

So severe are the causality on this that I contacted Federal Reserve Bank,
Bilderberg group and All Board of Directors of European Central Bank.

It is said that negative interest rate is all cane and no carrot.

Negative interest rate is much more than that. It is an economic H-bomb
without any kind of safe fail mechanisms.

22
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11. FINNAIR EAST TRANSIT FLIGHTS

Our eastern neighbor has declared that it will forbid eastern flights.

It will never happen; but could Finnair survive the situation ? The answer is no, but
what kind of losses could Finnair expect to face.

40% of Finnairs turnover comes via transit flights. We expect 40% loss in transit customers;
and 40% rise in fuel costs on those routes.

Finnair has a habit of making several years of losses followed with one good year
on which financing can continue. The economical situation is so dire that basicly all
functions are already outsourced, so there is nothing more to do, if the transit flight ban comes.

Examples of outsourced Finnair functions are domestic flights. Finnair used to flight all
domestic flights, but outsourced company Blue was formed; along with their own fleet.

SAS was consolidated into one bigger with danish company and for example Stockholm
degraded into a shuttle status that feeds only Copenhagen and Norwegian routes.

So Copenhagen became the main international airport. If Finnair merges with SAS
Helsinki will become pure transit flight terminal. Saint Petersburg airport poses a severe
threat to Finnair if it can take a share of european asian commuters.

2013 2012
Turnover 2,400.3 2,449 4
EBIT Result -4.8 43.2
net result after invest 11.0 10.5
rev current 24,776 23,563
revenue cargo 3,107 3,029
rev current 14,158 13,465
revenue cargo 2,174 2,120

change in revenue -10.618 -10.098



change in cargo -0.933 -0.909
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new net results ----0.551 - 0.507 on negative net result after all investment

It seems that Finnair does have stable economy, and does stable profit, that is procentually
acceptable.

Unit revenue per passenger is about 7 cents per kilometer. And probably a lot higher

in transit routes, which feed the whole company's losses. or under 7 cent profit per kilometer
from other routes. So the 7 cents is average gain from all routes. Estimate for

current reve There are also loss and profit factors here that we can not estimate.

Conclusions: With open transit lines both 2012 and 2013 show positive result.
After transit lines are banned both years go to negative territory net result,

so both years would need an investment injection of tens of millions to show
acceptable gain per share. And naturally investment injections will not continue
forever when the base profit center becomes a steady loss center.

We also estimate that as all stewardess services are already outsourced and employed
with lowest possible salary level there is no way to spare ten million from personnel savings
actions.

With some reserves [ would surely estimate that the hypothetical transit line ban,
which I estimate never will happen would be a total death blow to Finnair

Or at least it would need another look into operations that cause losses, and all
those would have to be cancelled, and that would cause a heavy blow to turnover,
which would about halve, leading to share rapid decline and also be , pun intended
crash and burn of Finnair as a company. As a merger after transit line ban

the profit from the sell of Finnair would become roughly a third of the price now,
as the most profitable part is the transit monopoly.

Finnair company value of stock would become into just one third.

Comment : From the newspaper Finnairs fuel costs are 610m annually.

If we take transit flights to be 40% of turnover and with 40% longer route
we come to  40% of 610m is 244m of costs in transit flights,

and 40% rise in those would make 97.6m rise in losses. Take 97.6m as
maximum estimate of Finnair losses we find this calculation to be very
conservative but at the right ballpark.
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Actual loss would be smaller with price campaigns
and further reductions in other non profitable operations ; so probable
loss would be 40m annually.

With great certainty estimate hypothetical transit line ban,
which I estimate never will happen would be a total death blow to Finnair.
Finnair company value of stock would become into just one third.

Revenue from transit routes is 28 cents. And that would drop to 4 with longer route.
We must notice here that Finnair has the monopoly from transit route.

So the revenue in new situation would be 3 cents per kilometer. Also the cargo losses would be
30%. We can see that about half of the revenue comes from flight operations.

12. COST OF UKRAINE CRISIS TO FINLAND

Russia is 13.9% of foreign trade, export is 9.6%, import is 8.1%.
One quarter , 25% of all exports for food items.

Finnair 40m

Outotec has 140m orderbook with Mikheevsky GOK and 100m Russian Copper Co

Fazer exports sweets and chocolates , and just those items imports are blocked.

although Fazer has factories in Russia.

S-Ryhmaé has 10 Prisma stores in Russia. Their estimate is that trade will decline

as trend will be to buy local food.

Valio does not give estimates, they say that milk dry powdered will be sold in global markets.
Valio will be hit the most from Ukraine trade embargo. But Valio Mika Koskinen says that



they are already reacting with sell of right items, and Valio has been able to lift up prices
quince in items.

Atria is on heavy competition. Also their losses will be in million category. - 6% stock already
25m write-off from built slaughterhouse close in Moscow.

Stockmann turnover is 65.4m, 25% from food items, and Nora Malin says that Stockmann
will replace food items with their out-of-Ukraine-trade-embargo items

Builder SRV took previously +400% rise, and some of it will be hit. Jukka Hienonen says that
SRV will take corrective reactions.

Tikkurila says that normal variations of customers are more pronounced.

Vexve Ball valve factory will close

New Prime Minister Alexander Stubb says this will lead to domestic recession 2.0.

But as Valio was given to be the hardest hit, and they are acting to counter strike, it means
that talks of recession 2.0 are premature. Overall losses are very moderate and it is unlike
we see any kind of avalanche effect. I would put my trust on Board of Directors in each
companies market niche that react dynamically to the new situation. Weak ruble hits more.

Cost of Ukraine crisis in Companies EV

EV estimated EV loss
Valio 22 stockholders not applicable
Stockmann 1576m 157m
SRV 406m 20m
Atria 524.42m 50m
Tikkurila 926.38m 30m
S-Ryhma not applicable
Fazer not applicable

So the total cumulative cost of Ukraine crisis in Helsinki Bourse companies EV value
loss would be only 200m, which can easily be considered as nothing. Much of this
luck is based of course of the fact that many of these companies are not traded openly
in Helsinki Stock market and are privately owned.
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13. CHINA EU USA ASIA

( Chinas debt how serious is it, , 2014, Forbes )

2019 Overhand 1st China USA Asia 4th EU
2049 Overhand Ist EU Asia USA 4th China melt-down of debt
crisis

EU steady rise with negative Central Bank loan rate that works to an advantage in the

really really long run

In the 1970’s there was an manufacturing giant of Hong Kong. For a short time period
everything was manufactured in Hong Kong. In the end the demise came and Hong

Kong today is all forgotten shooting star.

My deeper economic theory is that Chinese growth will eventually be just a shooting

star.

In IBS we have been taught that in capitalism all products have similar life cycle that

eventually leads into no sale situation

Similarly China is going to become just a shooting star. The brightness will die out into
dark night. All symptoms are visible today. Rising wages and fastly emerged Chinese

debt crisis.
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14. GOLDMAN SACHS ONE FOURTH CAUSE OF WALL STREET
DAYLIGHT ROBBERY OF FANNIE MAE AND FREDDIE MAC

Stress Testing was invented as a result of the Fannie Mae and Freddie Mac $200B Wall
Street bright daylight legal robbery. Right now FHFA has settled with 15 banks and
current gang that posse has caught is BoA $9.3B seek 13; Jews $3.15B MS $1.25B ...
So Goldman Sachs

was one fourth behind the whole housing bubble burst that nearly destroyed the whole

monetary system.

captioned Federal Housing Finance Agency v. First Horizon Nat'l Corp., et al., No. 11 CIV.
6193 (the “First Horizon Action™); commenced an action against JPMS and other defendants in
the United States District Court for the Southern District of New York, captioned Federal
Housing Finance Agency v. G Americas, Inc., et al., No. 11 CIV. 6203 (the “SocGen Action™);
and commenced an action against JPMS and other defendants in the Supreme Court of the State
of New York, New York County, captioned Federal Housing Finance Agency v. Ally Financial
Inc., et al., No. 652441/2011, which was removed to the United States District Court for the
Southern District of New York on or about October 6, 2011, captioned Federal Housing Finance
Agency v. Ally Financial Inc., et al., No. 11 CIV. 7010 (the “Ally Action™) (the JPMorgan, Ally,
First Horizon, and SocGen Actions being referred to collectively as the “Actions™);

‘WHEREAS, on or about June 13, 2012, FHFA served an Amended Complaint in the
JPMorgan Action (the “JPMorgan Complaint™); on or about June 12, 2012, FHFA served an
Amended Complaint in the Ally Action (the “Afly Complaint™); on or about June 28, 2012,
FHFA served an Amended Complaint in the First Horizon Action (the “First Horizon
Complaint™), and on or about June 28, 2012, FHFA served an Amended Complaint in the
SocGen Action (the “SocGen Complaint™);

WHEREAS, JPMorgan has determined that it is prepared to pay $1,026,806,628 in
settlement of the claims asserted against the JPMorgan Legacy Defendants, $1,820,137,312 in
settlement of the claims asserted against the Bear Stearns Legacy Defendants, and
$1,153,056,060 in settlement of the claims asserted against the WaMu/Long Beach Legacy
Defendants (for a total of four billion dollars ($4,000,000,000)) in settlement of the claims
asserted against those entities in the Actions, relating to the Covered Securities, and FHFA has
determined it is prepared to accept such amounts in exchange for such settlement and the
releases and limitations set forth in this Agreement;

WHEREAS, the Settling Parties have now reached an agreement to fully and finally
compromise, resolve, dismiss, discharge, and settle each and every one of the Released Claims
against each and every one of the Released Persons, to dismiss the JPMorgan Action with
prejudice and on the merits, and to dismiss with prejudice the claims against JPMS in the Ally,
First Horizon, and SocGen Actions;

NOW, THEREFORE, for good and valid consideration, the receipt and sufficiency of
which is hereby acknowledged by all Settling Parties hereto, the Settling Parties agree as
follows:

1. Definitions. As used in this Agreement, the following terms shall have the
following meanings:

(a) “Affiliate” means, with respect to any specified Person, any other Person
that, at the time of determination, directly or indirectly through one or more intermediaries,
controls, is controlled by, or is under common control with such specified Person, where

Figure 12. Legal document of JP Morgan’s FHFA pay

Goldman Sachs involvement can mean only that Fannie Mae and Freddie Mac were



considered to be , by every Bank in United States to be blind and deaf and stupid enough
to be swindled by selling bonds that we known by issuer to be worthless, hence FHFA
can claim fraudulent issuer to pay settlement. Until today of the $200B about $19B has
been recovered by FHFA claims, and this can be considered a massive win for
Righteousness if that word can be used in Wall Street; meaning that one tenth of
Criminal turnover has been given back; out of profits. FHFA must be aware of fraudulent
Banks stress test results to demand and settle with that kind of amount that would not

trigger another financial crisis.
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15.2014 EBA STRESS TEST RESULTS

2014 Out of 123 banks 24 failed, 14 need still capital
Austria: Oesterreichische Volksbanken
Belgium: AXA Bank Europe, Dexia

Cyprus: Hellenic Bank Public Company

Greece: Eurobank Ergasias, National Bank of Greece

Republic of Ireland: Permanent TSB

Italy: Banca Carige, Monte dei Paschi, Banca Popolare di Milano, Banca Popolare di Vicenza
Portugal: Banco Comercial Portugues

Slovenia: Nova Kreditna Banka Maribor, Nova Ljubljanska Banka

Euro crisis started from Greece, and after half of a decade it has spread to all countries

in rich europe. Also the amount of banks has spread from seven banks in one stress test to 24
banks. Right now ailing measures of euro crisis is in hope that rich Germany has money to bail
out other countries. We have to remind that euro and EU is a consensus alliance that can break in
this crisis.
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16. CONCLUSIONS

Political ineffectiveness of EBA stress testing is deep and prevailing. USA crisis was just six
months long but in Europe this might last a decade. In 2014 stress testing 24 banks failed stress
test in comparison of just 7 in previous years, so the crisis is still brewing in Europe.

EBA has chosen liquidity limit to 6.5 %. But if we have domino effect in european economy and
do stress testing after that the actual liquidity limit might be 30%. That would mean 5 times as

much money as that what has been collected until today.

EBA gives money to worst banks in Europe; when do we see the first occurrence of fraud ?
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Foreword

| was hoping to avoid doing a report for Basel Committee Stress Testing as the subject in
itself

is way above IBS scope and secondly no report smaller than Thesis would make any justice
to the hours | put into Stress Testing.

So | try to make some kind of report in hope that this subject can be revisited in the form
of Thesis.

| took this subject as | noticed that most journalist did not have a clue of what they were
publishing in this subject
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In this article Goldman Sachs says that 50% of European banks will fail stress testing

Is this true ?

How stable are eurozone banks ?

Goldman Sachs says 50 European banks could fail EBA

stress tests

i REUTERS

Ei Recommend ¥ Tweet | L1 Print

Companies: BBVAR | Citigroup Inc | JPMORGAMN CHASE

Toplcs: International | Earnings | Europe

Related Quotes
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Follow these stocks

12:21, Friday 14 October 2011

(Reuters) - At least 50 out of 91 European banks could fail a
revised regulatory stress test and suffer a capital shortfall of 139
billion eurcs, Goldman Sachs (NYSE: GS - news) said and
downgraded Germany's Commerzbank (Other OTC: CRZBF.PK -
news) and Spain's Banesto to "neutral."

The shortfall could be as high as 298 billion euros if the European
Banking Authority (EBA) sets the core Tier 1 capital ratio at the
high-end of 9 percent instead of 7 percent, Goldman said, and cut
price targets on banks citing credit losses from exposure to
sovereign debt and likely recapitalizations.

In July, eight out of 80 European banks failed the EBA's stress
test to raise 2.5 billion euros (2.2 billion pounds) in capital, when
the minimum pass level was set at 5 percent.

But recapitalization of banks will not have the capacity to address
either the bank or the sovereign crisis, unless economic policy is

aimed at steadying the value of sovereign debt, Goldman said in a note.

We have to also take in account that in USA only Basel 2.0 stress testing is implemented
so in USA banks are trying to avoid stress testing by all possible means

http://www.cnbc.com/id/45436579/Could Bank Stress Tests Push US Back Into Recessio

n

In this article it is said that the strict implementation of Basel 3.0 stress testing would
cease the outloaning for many banks and therefore cause a Recession with this mechanism


http://www.google.com/url?q=http%3A%2F%2Fwww.cnbc.com%2Fid%2F45436579%2FCould_Bank_Stress_Tests_Push_US_Back_Into_Recession&sa=D&sntz=1&usg=AFQjCNH81_Aup_kR_4E-x5G8b9XnTwXs9Q
http://www.google.com/url?q=http%3A%2F%2Fwww.cnbc.com%2Fid%2F45436579%2FCould_Bank_Stress_Tests_Push_US_Back_Into_Recession&sa=D&sntz=1&usg=AFQjCNH81_Aup_kR_4E-x5G8b9XnTwXs9Q

Dexia is the 10th biggest bank in europe

This Luxemburgian bank failed the Basel 3.0 stress test

How can a bank this large default ?

Dexia was saved by the intervention of France, Belgium and Luxemburg

But the stock price estimates clearly that the end is near whatever is done.
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This is the horror of defaulting banks and the evaporation of equity
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1. Basel Stress testing methodology

Basel stress testing is performed with Basel 2.0, or Basel 2.5 or Basel 3.0 methodology
In USA stress testing is done with Basel 2.0 methodology while in Europe Basel 3.0 is
implemented.

Macro Economic Models Outputs
Variables

Liguidity condition

Stressed PD

sy Downturn LGD

GDP decline

Industry downturn

Stressed EAD

Interest rate spikes

Pillar I Credit Risk stress testing

This is the methodology of the stress testing

Macroeconomical variables of Liquidity condition, industry’s downturn, GDP decline and
interest rate spikes are taken into account

Different scenarios are implemented to banks assets to define Stressed PD , Downturn LGD
and Stressed EAD

Stressed PD  probability of default
Downturn LGD downturn Loss of Given Default
Stressed EAD exposure at default
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Pillar II Stress testing

Pillar Il methodolody shows banks assets of economical capital, regulatory capital and book
capital are subjected in a plan ie. Stress test crisis scenario, Value at risk is defined

and we have market risk, credit risk and operational risks. These values are subjected

to changes in Interest Rate, Equity, currency and other changes and then the results of

Stress testing are collected.
Definition of Core Tier 1 capital ratio CT1cr

Core Tier Capital definition

Tier 1

(a) Paid-up share capital/common stock
(b) Disclosed reserves

Core Tier 1 capital ratio

is the ratio

between a banking firm's core equity capital
and total risk-weighted assets




Stress Tests are studied for five biggest banks.

If they are stable then it can be deducted
that the european banking sector is stable

BNP Paribas

E BNP PARIBAS | The bank for a changing world

Total assets €1998bn
Workforce 205000
Revenue 2010 €43.9bn
Crédit Agricole

m CREDIT

— AGRICOLE S.A.
Total assets €1731bn
Workforce 161280
Revenue 2010 €34.2bn

Deutsche Bank
Deutsche Bank
Total assets €1906bn

Workforce 102060
Revenue 2010 €28.6bn
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ING Group

ING i)

Total assets
Workforce
Revenue 2010

Société Générale

SOCIETE
GENERALE

Total assets
Workforce
Revenue 2010

€1247bn
107106
€54.9bn

€1132bn
160700
€3.9bn
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2. Differences of Basel committee 2.0 , 2.5 and 3.0 stress testing

Basel Il - Framework

Pillar | Pillar 1 Pillar I
Supervisory Market Discipline

Capital Ratios Review Process {Reporting)

Operational Concentration
(EU Large Exposure)
BlA
Derivative
Standard

AMA

. Brand new with Basel 3 . Updated with Basel 3 . Updated with Basel 2.5 D Mo Change from Basel 2

This diagram shows the changes and developments from Basel 2.0 to Basel 3.0

So the stress testing is becoming more and more detailed and taking all possible situations
into account.

Notice also how the Basel 2.0 stress testing used in USA is really something that can not be
compared in no circumstances to Basel 3.0 stress testing.

Notice that LCR and NSFR are yet to be implemented
LCR = Liquid coverage ratio to be implemented Jan 1st. 2015
NSFR = Net Stable Funding Ratio to be implemented Jan 1st. 2019
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3. The S&P ratings after the eurozone crisis

Evolution of S&P Ratings
Since January 2008

AAA  Stable
Negative \
RaboBank
Positive
AA+  stable
Negative
Positive
i
Ab Stable \_“, x“.% \ K j'_ HSBC Bank Plc
TR T
. 1'|. \ Walls Fargo NA
Negative / :1. . \ = \ T BNP Paribas
Positive / \ \ Banco Santander
AA- Stable
J—
Negative \1 \—\ \ Barclays Bank Plc
\ | : \ Cradit Agricale
Positiva \ ¢~ Intesa Sanpaola
A+  stable .
x| UBS
Negative \\:// ™ h, J
\ Bank of America NA
Citibank NA
@b D B @@qw@@@ & H e H e P DS S R R
S A R S e gl i, éf' S \5’
o ﬂq’-ﬂ}%”'_?vi_\\ﬁ:‘@sﬂ}\ﬁ\v@ aﬁlo“’x o tﬁ'@" Wt At \%ﬁ&%?.ﬁi + wﬁ@r? o '53' -:ﬁ
S - -
4 BNFP PARIBAS Fixed Income Presentation - September 2010 | 28

Data Source : BNP Paribas Gredit Data Apolication and Bloombena

It is easily noted that the credit ratings of all eurozone banks have been in severe decline

Only few banks have fares somewhat better than worst banks but also the credit ratings
for these best banks have been in decline

Credit ratings materialize with higher interests what will worsen the situation

So it is not exaggerated to say that lowering of S&P ratings has deepened and created the
bank crisis as the actual situation was not so severe to justify this deep rating cuts.

There are many mechanisms in this eurozone crisis that are market driven and have no actual
basis. Credit ratings are done more by markets feel and assessment of the situation and not
actual stress tests. Credit ratings are changed to appeace the markets and give the markets
what they want.
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4. Market demand of Core Tier 1 capital ratio of 9%

It is very important to notify that Core Tier 1 capital ratio of 9% never was intended
to be a demand for Basel stress testing

Annex 2: Phase-in Arrangements (shading indicates transition periods) (all dates are as of 1 January)

20M 2012 2013 2014 2015 2016 2007 2018 2019

Leverage Ratio Supervisory Farallel run Migration
monitaring 1Jan 2013-1 Jan 2017 to Pillart
Disclesure starts 1 Jan 2015

Minimum Common Equity 35% 4.0% 4.5% 4.5% 4.5% 4.5% 4.5%
Capital Ratio
Capital Conservation Buffer 0.625% | 1.25% | 1875% | 25%
Minimum Common Equity 35% 4.0% 45% | 5125% | 575% | 6375% | 7T.0%
plus Capital Conservation Buffer
Phase-in of deductions from CET? 20% 40% 60% B0% 100% 100%
(including amounts exceeding the
limit for DTAs, MSRs and
financials)
Minimum Tier 1 Capital 4.5% 5.5% 6.0% 6.0% 5.0% 6.0% 5.0%
Minimum Total Capital B.0% 8.0% 8.0% 8.0% 8.0% B.0% 8.0%

Core Tier 1 capital ratio of 9% demand is purely demanded by markets
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5. Credit default options CDQO’s and Credit default Swaps CDS’s
Credit Default Options

Price of CDO is defined by advanced mathematics, but the basic concept is to sort debts
with their quality into tranches and then the price of the CDO is calculated by a multiplication
of quality times probablility of default over all tranches. So CDO is pretty simple
instrument that behaves a lot similarly like an option does to stock, but the value of

CDO is calculated differently and the use of greeks ( volatility, time value ... ) is not used
with CDO’s. Time value is essentially all profit to coupon issuer but the meaning here

is to get rid of the toxic debts by packing them together with better valued instruments.

As far as [ know CDQO’s are bought ““ blind ““ and no-one tries to value them by calculating
their own CDO value and searching for issuer fault. The value to CDO’s is issuer dependent
so Bank with reputation can sell CDO’s with better value. It is known what area the debts
originate and so reputable debts like german, swiss housing loans are more wanted and

so avoided also on this basis. CDO’s can be of assets or mortgages.

In stress testing only CDO’s that are sure to default are calculated in Probability Space
Scenario so there is much more inherent risk within Credit Default Options that is counted
in. Profits can only amount to interest, but losses can be greater if most adverse improbable
scenario occurs.

Credit default swaps and the underlying probabilities that are used to price CDOs

Credit default swap is a bundle of CDOs that can be collected from freely from different coupon
issuers.

Credit default swap is inherently more complex than CDO.

Mathematically most demanding calculation is the formation of normative probability spaces
so that the value calculation for CDS out of assortment of CDO’s can be performed.

We must notice that all calculations performed with CD’s and CDSs like Baysian,
Poisson etc. are all crude approximations of outcome albeit the best possible ones
so is also the calculation of normative probability spaces as the correct value comes from
the recipe. Usually all definitions come with some kind of estimation of error margins but



not with CDOs or CDSs. I see the reason for this to be that the estimated value can

be surprisingly off the real value in that moment, but that kind of does not interest

anyone. The real exact value of CDO and CDS comes after maturation and it is accepted
with this complicated instruments that the exact value can not be determined in the interim
period but that is accepted as it is known to come with the complex and undetermined
nature of CDOs and CDSs. It is also impossible to search for errors in value definition

of issuer; that can only happen if buyer has sure knowledge that something will

enhance the value in future that the issuer is not aware, but that is utmost rarity.

The blindness factor to the buyer only rises exponentially when we move from
CDOs to CDSs as it is not even remotely possible to value CDSs to the core issued
mortgage.

In stress testing only CDSs that are sure to default are calculated in Probability Space
Scenario so there is much more inherent risk within Credit Default Swaps that is counted
in. Profits can only amount to interest, but losses can be greater if most adverse improbable
scenario occurs.

Ethical aspect of CDSs

Warren Buffett says that simple stock option is immorale instrument that has so much
risk in itself so that the monetary system is put into risk simply by the existance of it.

So Credit Default Swaps are simply immoral instruments that should be banned

from banking system. The american subprime mortgage crisis ( which is a correct term )
would not exist if it weren’t for the invention of CDSs so I see that CDSs are on the very
top of instruments to be banned. US Congress has issued legistlative actions banning the sell
of CDSs in USA.

Also the mechanism that some banking systems loans money to two directions at the same
time taking twice the responsibility is illogical and is done only to make possible to instant
appearance of money to CDS’s. The definition of CDS should naturally be that the

value and money comes out just after maturation and not as a loan before, but naturally that
would not be attractive instrument in any way. The currect taking a loan mechanism to create
instant

money is immoral as no banking institution has enough assets in the world to carry this risk;
the CDS issuers are 2 orders of magnitude too small for this.
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CDS Options

CDS’s have also CDS options that are very crude and simple forms of options issued

based of a calculated estimation of CDS value. CDS options are also called CDSs
but their nature is clearly marked with their symbol. I can not see that CDS options
would gain any sizable markets ever. Vanilla CDSs are far too complex to need any
options. So options to CDSs exist only because there is an option to any instrument
so also for CDSs. CDOs do not seem to have options.

Sovereign Credit Default Swaps

What is absolutely frightening is that there is no actual agreement of what

a Sovereign Credit Default Swap is. It is said by theory that a currency can not

default but I disagree on this heavily, hyperinflation of currency is equivalent to
defaulting. So in the article
http://ftalphaville.ft.com/blog/2008/12/16/50467/the-mystery-meaning-of-sovereign-cds/
it is discussed why there is a profit to buyer from these instruments in the first place

if default is immensely improbable ?

I can not find definite mathematical definition from internet so it is seen that there
is no reason to publish it to common people. At first I thought that SCDSs are

a package of different debt packaged but that is not a case. SCDS is a package
within one sovereign currency that has a credit rating for that sovereign currency
and the value is calculated from it.

As for the ethics I said that CDSs are immoral instruments but I see that SCDSs are most
needed instruments there is. Actually I would see that the naming Sovereign Credit Default
Swaps is most incorrect and therefore the aforementioned disagreement of the definition
rises. There is no other instrument like SCDS so the naming should be corrected.

SCDS is a simple calculation of currency bond to probability; and SCDOs do not exist.

Risks to banks from currencies

As for Stress testing I find housing risk to be one, but SCDS or more correctly
financial risk for banks to be far bigger if the most adverse euro defaulting happens.
Many banks have substantial risks in their portfolio from currencies. Many banks
have wisely forecasted the risk and avoided long before investing and taking risks

1n eurozone.


http://www.google.com/url?q=http%3A%2F%2Fftalphaville.ft.com%2Fblog%2F2008%2F12%2F16%2F50467%2Fthe-mystery-meaning-of-sovereign-cds%2F&sa=D&sntz=1&usg=AFQjCNFxBdsRRGJ4HUy1PBYucw5Bzu6jGg
http://www.google.com/url?q=http%3A%2F%2Fftalphaville.ft.com%2Fblog%2F2008%2F12%2F16%2F50467%2Fthe-mystery-meaning-of-sovereign-cds%2F&sa=D&sntz=1&usg=AFQjCNFxBdsRRGJ4HUy1PBYucw5Bzu6jGg

Some of the banks within this study have taken irrational risks in currency markets. It is
incomprehensible of why over half of their debt portfolio was from currency risks.

The nature of risks for eurozone banks, Currency risks

A very good example of bank that were in in over their head in risk with currencies
is already defaulted and to be soon defaulting Dexia. It is incomprehensible of why
over half of their debt portfolio was from currency risks. What were they thinking ?
Maybe they anticipated losses and tried to solve it by getting deeper into the same
sector risk. In a way I too anticipate that SCDSs will become a very lucrative market
but they will house a pond of losses before that time arrives; a pond that they now
stand on without boots.

52



How are the sovereign currency loans structured ?

witlantis
Y

Here it is shown that Nordic countries have loaned money to nordic countries

German loaning is a bit more diverse, but basicly it is loans to neighboring countries,
developing contries, Britain and USA.

And Greeks loan to Greeks.
Comparison of CT1cr head to head between Nordic countries and Greece banks is absurd

as the probability of default is from almost nil to already happened. This is the single biggest fault of
Basel Committee Stress Testing.

European banks have long forecasted the greek problems and have avoided too much exposure
to greek loans
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Chart 28 Greek sovereign exposures by counterparty country

Greek sovereign exposures by counterparty country

Greek sovereign exposures are shown here by counterpart countries. This also shows that
the loan has formed from greek to greek loans.

But this chart could not be more misleading in a sense that we all have to pay the greek loans.

So here even when european banks have avoided greek risk
now their government have to take the loan and the corresponding risk.

It is good that the risk goes to the government and not to an individual banks
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6. Computer programs for Basel stress testing

European Banking authority performs stress test calculations for European bank sector
based on the data they receive in preformatted form from banks.

The competing institution is Moody’s Analytics

They are trying to undermine results of EBA and show that there are errors
to boost their business.

Moody's Research & Ratings | Support | Contact Us

MOODY’S ‘ Essential insight serving

global financial markets

ANALYTICS

Products & Solutions Whom We Serve Insight Reglonal MNews &Events AboutUs Search Site

Home » Enterprise Risk Management » Regulatory and Compliance » Capital Adequacy Fermat CAD for ...
Fermat CAD REQUEST MORE INFORMATION @

PRODUCT MATERIALS
Complete Capital Adequacy Solution

oted as the # 1 regulatory capital calculation and reporting
tool by readers of Risk Magazine, Fermat CAD is an award-
winning solution to help customers comply with Basel |l
regulatory requirements and create an integrated, enterprise
risk management system. It is a flexible and expandable RELATED RESOURCES
solution that contains local rules, calculations and

preconfigured reports for over 50 countries and robust

customization capabilities.

# Overview Brochure

T Basel ll FAQ's

» Operational Risk

DOWNLOAD BROCHURE + Looking for
related products?

Calculate Basel Regulatory Capital Over Your Entire Portfolio and Produce Comprehensive Capital

Adeguacy Reports Within Tight Deadlines More about this product family )

There are hundreds of economists working for Moody’s
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U.S. MACROECONOMIC OUTLOOK ALTERNATIVE SCENARIOS 3 Table of Contents

THE U.5. MACROECONOMIC OUTLOOK ALTERNATIVE SCEMARIOS ARE WRITTEN BY EDWARD FRIEDMAN

1 Forecast Assumptions

3 Scenario 1— Stronger Recovery in 2010

5 Scenario 2 —Mild Second Recession

7 Scenario 3 —Deeper Second Recession

9 Scenario 4 —Complete Collapse, Depression

11 2> Scenario 5 —Aborted Recovery, Below-Trend Long-Term Growth

13 »» Scenario 6 — Fiscal Crisis, Dollar Crashes, Inflation

This chart shows Moody’s definition of bank stress testing scenarios



7. Results from EBA Stress test

BNP Paribas

57

E BNP PARIBAS | The bank for a changing world

Core Tier 1 capital ratio

French retail mortgages exposure
Sovereign currency loans to
Belgium, France, Germany and ltaly
Indirect French 10yr

Sovereign CDS exposure

Crédit Agricole
m CREDIT
— AGRICOLE S.A.

Core Tier 1 capital ratio
French retail mortgages exposure

Sovereign currency loans only to
France

Deutsche Bank
Deutsche Bank
Core Tier 1 capital ratio

German residential mortgages
Sovereign currency loans only to
Germany

Direct Italian 15yr

Sovereign CDS exposure

9.2%

€152bn

~ €25bn

€2.6bn

8.2%

€393bn

€32bn

8.8%

€107bn

€26bn

€1.2bn
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ING Group
'l'i- =,

ING i
Core Tier 1 capital ratio 9.6%
Nederlander residential mortgages €142bn
Sovereign currency loans to
Nederland, Germany and France ~ €22bn
Cash loan from customers €0.5bn

Société Générale

SOCIETE

GENERALE
Core Tier 1 capital ratio 8.1%
French retail mortgages exposure €121bn
Sovereign currency loans to
France, Germany and American ~€19bn

Issues stock options to europe. Derivatives are not counted as a risk, but they are a major
risk
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The results show that the Core Tier 1 capital ratio is 9% or is sufficiently near to 9% already.

Banks do not carry major risks from Greece

Latest developments are that not banks but countries are being credit rated down.
This is in line with the findings of this study, it is the countries that carry greek risk,
not individual banks

Société Généralé and Deutsche Bank is being reviewed again by 9% demand and
also in this study they are noted to be near or slightly under 9% demand.
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8. Mathematics and the concept of normalization of probability spaces

The key concept in banks stress testing is the concept of normalization of probability spaces
as it is the key to normalize different banking instruments to be valued in the actual bank
stress

testing.

We have to keep in mind that normalization is just an estimate and approximation for the
value of an bank instrument, not the actual value.

But all in all the value given by the normalization of probability spaces is the best estimate
and therefore it is used like it is the actual value of banking instrument in different scenarios.

During my studies for the Module 4 | did go through all the mathematics defining
CDO’s

and CDS’s and included are notes on the structure of the derivatives of CDO’s and
CDS’s

The credit default swap contract is designed to provide protection from a credit event associated
with a risky bond. The coupon leg of the CDS pays coupon while there is no credit event. The
protection leg of the credit default swap pays only if there is a credit event before maturity of the
CDS. At the time of the credit event the protection buyer (=coupon payer) receives par from the
protection seller (=coupon receiver) and delivers the bond to the protection seller. On default the
coupon leg pays the accrued interest.

Let {Ti}a.lﬁu Toec TRy

no-defanlt conpon payments

al %
¥ pontes =E° Zﬂql[—‘l; r,dc}qrt—r,hl)lf,}mm +
-1

payment of accrmal at defanlt

— .
+E* (E ﬂll[—‘r: rxdr}c(‘r — T )I{I'C[ri—].rl]]'l-?:t)—
-1

7V tectionter = E*(lwx}e:p[—j:rldr}(l —R].‘F,)_

Common_application_of change of measure) and results of the section (_T-forward probability
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At the money CDS coupon

Let us introduce the €t

Based on the relationship
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The expression in the numerator is a price of combination of risky annuities. We can use it as a
numeraire as long as there is no default. Hence, there exists a probability measure such that the

Cr

We represent the price of the CDS using the quantity €2

N
Vea(t.c) = D (c— e)(Te— T P T Ti) +

=1
+(e—c) - _ZTH dGD) ;ﬂt’ Ti1) (Z(t. 1)~ Z(2.Ty)) R o
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and write the last result as (%) o e,

The expression in the numerator is a price of combination of risky annuities. We can use it as a
numeraire as long as there is no default. Hence, there exists a probability measure such that the

Cy

We represent the price of the CDS using the quantity €2

N
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¥ (Risky
A= E(T = Te1) (P(t’ Zi) +4P(t’ Zi1) (Z(t.Te1)— e Te)) + P(t. TZ(t. Tx annuity
b1

)

V. c)=1 c—c A,
and write the last result as was(t.€) on( ez

Option on CDS

Note: This is not a pure derivative as like an american stock derivative call option
Here is only CDS and a very basic kinda core derivative of the CDS, like only

a future price of CDS, options have greeks to devalue them but these papers go sour
on their own.

The value of these are calculated on the probablilities and a calculated estimation of price
in some future. Pretty tricky maths as nothing here is definate. Only a spectrum of probablilities.
But nevertheless the probabilities give simple calculated value to this option CDS.

We are considering the right to enter into a given CDS contract at some time in the future
(maturity of the option). If the reference name of CDS defaults before the expiration of the
option then the option vanishes. Hence, if the spread widens then the option appreciates greatly

1 V . (tg.
but also is more likely to vanish. Let Vel ct 9> 2 10 {m'}( al?0 C))+ t

Vop(2.c) = E* (ﬂp [—I: rxef.r]lfm.} (:I’u,.(:u,c))+|ﬁ) -
= E* (c:p [_I“ rydx ]l{,g.;.}.d;.(c— c,)_d.‘ﬁ)_

t{fu{ry t

We perform the change of measure
4]
Vapt,) = E*(emp| ~ [ e [Loonydu(e ) |7 ) =
t

- E:(ﬂ,p[_]':' r,dr}]m}dnlj::)p’d((c_cilrlﬁ) gl 4

Common_application_of change of measure)). The existence of such numeraire was discussed
before, see (Risky annuity).
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n
— — 1
At this point we recall from (Risky annuity) that the An ﬂp[ -l rxdx ] e:p[ -l t r,d‘.r] ot}

E (E:p [—L" r,.f.r] 1{.},,}4,43-‘,) — 4,

Basket Credit derivative.

Vo = E(lgere™
Note : o= IG0)- According to the transformation

Vo = BIEE( gerye ™™ Ho)| Fo o)

This is a transformation. Maybe it is needed to normalize two different

probablility spaces. After that two instruments can be valued.

But all this is a marginal case. This does not give values as they were calculated before.
This calculates two simple CDS options from same probablity space even if they

should be calculated different. So this is kind of simplification just to get a value

from two different simple CDS options from same probability space.

The Best possible evaluation though , given that used expertly and not calculate too
nonsimilar simple CDS options

Future :  These could be combined into totally different value, like oil price.
So the game could be on both at the same time. “Weight” of the combine must be huge.

Are there ways to intentionally devalue these ? If the definition of the simple option CDS
is sloppy or too open then it could be possible to devalue intentionally to get a handle.
Properly defined simple option CDS can not be intentionally devalued -

Time value addations ( greek ) not probable

And this is just a small part of studies I did for CDO and CDS theoretical structures

But the main conclusion is that similar probability space transformations are needed
in stress testing to define values of assets in different scenarios
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9. EBA Stress testing results for Agricultural Bank of Greece

Here is presented a stress test results in entirety

Agricultural Bank of Greece is among the banks that have failed, and it is estimated
that they need €240mn funding. Notice how onesided is their loan exposure only to greeks.

Results of the 2011 EBA EU-wide stress test: Summary -3

Mame of the bank: AT Eoank

Cperating profit before impairments 209
Impairment losses an imancial and non-inancial assets in the banking book -B04
Rigk weighted assets ™ 12,636
Core Tier 1 capital ™ 78z
Core Tier 1 capital rail::n.“.E.H 63%
(Addifional capital needed 1o reach & 5 &% Core Tier 1 capital benchmark

Core Tier 1 Capital ratio -56.0%

2 y1 cumilafive operaiing profitbe fore impairmenis 6O
2 yr cumula five | mpairment losses on nancial and non-irancial assets in the barking book 2672
2 yr cumulafive losses from the sress in the frading book -16
of which valuation losses due o sovereign shock -13
Risk weighted assets 12398
Core Tier 1 Capifal -a3
Core Tier 1 Capital ratio (%) _ -0.5%
[Additional capital needed to reach a 5 % Gore Tier 1 capital benchmark 713

Equity raisings announced and fully committed betwean 31 December 2010 and 30 Apnl 2011
(CTt milfian ELIR)

Effect of government support publicly announced and fully committed in penod from 31

Decembrer 2010 fo 30 April 2011 on Core Tier 1 capital ratio (perceniage points of CT1 o) 0.0
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Use of provisione and'or other reserves (ncluding release of couniercyclcal provisions) 4.8
Divestments and other maragement aciiors taken by 30 April 2011

Oither disimvesiments and resfrucuring measwes, induding also fulure mandatory resruciuring

nat yet approved with the EU Commission under the EU State Aid rules

Futwre planned issuances of common equity instruments (private issuances) 18
Fuire pganned government subscripions of capital instuments including hytids)

Cither (exdsting and fukwe) nstruments recognised as approgriale back-siop measures by

national superisory authaifies

Supervisory recognised capial rafio afier all current and future mitgaing actiors as of 31

December 201 2, % ® 6.0%

Notes

{1) The siress test was camied using the EBA common methodology, which ndudes a stafic balance sheet assumpion and
incorporates regulatory transitioral foors, where binding fsee hifp:iwwe eba suropa eu/EU-wide-sress-tesing/'2011 aspx for
the details on the EBA methoddogy).

{2} All capital elements and ratice are presended in accordance with the EBA definifion of Core Tier 1 capital setup for the
purposes of the EU-wide siress test, and therefore may difier from the definitiors used by nafional supervisory authoriies andior
reporied by instiuions in public dsclosures.

(3} Neither baseline scenario nor the adverse scenario and results of the sress test s hould in any way be corstued as a bark's
forecast or direcly compared to bark's other published information.

{4} Full stafc balance sheet assumpltion excuding any miigaing management actions, mandaiory restruchming or capital
raisings post 31 December 2010 (all government support measures and capital raisings fuly paid in before 31 December 2010
are included).

({5) Effiects of capifal raisings, government support and mandatory restructuring plans publidy anmounced and fully committed in
period from 31 December 2010 o 30 April 201 1, which are incorporated in the Core Tier 1 capital rafo reporied as the cuicome
of the siress test.

{6) The superdsory recognised capital ratio compuied an the basis of addifonal mifgatng measures presented in this secion.
The rafois based primarily on the EBA definifion, but may include other migating measures not recognised by the EBA
methoddogy as having impacts in the Core Tier 1 capital. butwhich are considered by the nafional supervisory authoriies as
appropriate miigaing measures for the stressed condtions. Where applicable. such measures are explained in the addiional
armouncemerts issued by barks/naional supervisory authories. Defmils of all miigaiing measures are presented in the
worksheet"3 - Miioaina measures).



Resulis of the 2011 EBA EU-wide stress test: Aggregate information and evolution of capital ¥

Mame of the bank: ATBbank

AN in milion EUR or %

5
:
:
:

Hish weighted asses (il skko balance sheet asmumpion) 12,878 13312
ICommon equify according o BRA defmbon 117 147 82 -B78 -B0Z
of which ordinary shares subsonbed' by gowernmend 301 a1 F01 a1 a0
(Chher edsing subscribed government capital (before 21 December
10} L= 2] ] 2] o
Tier 1 capitl | Lill sic balance sheet assumpian TE2 147 EE] 878 B3
are Tier T cap k) BT 1% T A5 B0

W asseks skl | A== rEpion, 12838 12978 13248 12,847 12312

Effect ol mandaony restruoiunng phans, pubboy anncunosd and

fly commitied balore 31 Deacember 201 0an RWA {5) [1] [1] [1] a
|Rizk weighted asseks afer e efiecls of mandalory resiec uning plans
inublicly announced and fully commitied before 31 December 2010 12 m3n 12 978 132485 12847 13312
(Care Tier 1 Capilal (Ll stdic balance sheet asmurmpion) TE2 147 92 -578 -B0Z

Effect of mandaory restruciunng plans, pubioly anncunosd and

Sy commitied belore 31 December 2010 on Core Tier 1 capia)

[} ] [i] ] a
{Care Tier 1 capitl atier the efiects ofmandalory resrucuring plans
inublicly announced and fully cormmitied before 31 Decsmber 2010 TH2 147 ag -B7E -B0Z
o= Tier 1 capial mhe (T RN 11 [ 50 05

Rigk weighted assets afier the efiects of mandaory resmucuring plans
inublicly announced and fully commitied before 31 Decsmber 2010

Effect of mandaony restruciuning plans, pubio)y arncunosd and
fuliy commitied in perioa from 31 December 2000 & 30 Apnd 2011
o1 WA (=)

| ik weighted aszeks afer e efecks of mandabory resnuunng plans
inublicly announced and fully commitied before 30 Apnl 2011

of which RWA jn banring book

of which RWA in ieding book

VWA on secunbsason possons (baming and rading book)

Totl aszels after he efiecs of mandaory resiucunng plans publidy
larmounced and fully commi tied and squity raised and Llly commi tied by
30 Apil 2011

31,221

12875

13248

12847

13312

-3+

-214

1287

12 832

9525

28 BT

Care Tier 1 copied afier e £ liecks of mandalory resrucaring plons
inublicly announced and fully commitied before 31 December 2010

Equity ransed bedween 31 December 2000 and 30 Apr) 201 1

Bguity ransing s iy commiitted (but nod paid i) between 31
Decermber 2010 and 30 Apnl 207 1

Eftactof povernment mippont publicly annouwnced and fully
commyited ir penod from 31 December 2070 o 230 Aprdd 201 1 on
Core Tier 1 capill (<~}

Effectof mandaony restrocinng plans, pubdoy arnounosd and
Il commiitied’ in perioa from 31 December 2000 i 30 Apnd 2011
on Core Tier § capikn’ (/=)

[Care Tier 1 copisl afier gowsmiment suppart, cap B raeEngs and elecks
lofresruc wring plans Lily cormmitied by 30 Apri 2011

Trer 1 comial aifer governmen! sunpon, CoyEH avsings and effecls of
resruciuring plans commiited by 38 Aol 201 1

[ government
effects of resin E ?ﬂfﬂﬂymmiffadbfsamzﬂ”
are Tier | cap (6]

792

-578

125

1.123

-33

i, 0587

<28

1,304

arz

2 |

T

EHEmEIa-.H needed io reach o De Lo Tier 1 ﬂl'gl
|Eenchmark

T2




H=1interestincome 824 77y T4E T a
Trading income 10 E] 10|

of which rading ipsses from siress soenanos [] [1] -= -2

alf wivoh vaLTon osses due i soveragn shook -7 I |

{CHher operafing income 104 £ £ [T a
{Operaling proft belore impasments 208 401 EET) 319 3

Impaimends on Ananoo and non-inancial asseds m e banking

bock -804 -1.003 324 -1.845 -1.027
HOperaling profit afier mpaimeenis and other losses from e sress -394/ -0o1 4 -1,325 -737
HCrher income: 1 1 1 1 1]
=t profitafer b " 240 -as1 0, - 1,060 580

o which canred over o capvial fredained earmngs) -4 -4g7 ET] -1, 080 - 580

of which distribuien’ s dividend's: a 5] @ [ @

Dederred Tay Assets 442 Az 351 T a5
|5k ofprovisions ™ 1,708 =708 3018 3,341 4.3#
of which stodk of provisions for non-ds bl i=d ass= T30 o ol 1284 1,732
of which Saversigns ™ 1 1 1 487 a87|
of which Insfufions 15 13 15 o3 111]
of which Corporaile (sxcheding Commercial real estils) 301 301 301 301 '3%
of which Reil {sxduding Commercial real estie) 430 430 A3 430 ET
of which Commerdal real este ™ E 2 2 2
of which sodk of provisions for defulied assels ERE] 1,953 LT ] 2087 a2
af which Corporale {2xdheding Commercial real estile) 472 ‘BO6 EEE] B2E 1,023
of which Rekil {=xduding commerqal real sk 304 01 892 = a7
ol which Commeraal real esake £ 250, 349, 338 531

|Funding cos1ibps)

Corporaie {=xchading Car ial real eskle) 45.1% 42.3% A2 5% 82.5% [
Retil =xduding Cormmercial real eskie) 25 87 4187 =947 AZ 4% 40175
Commercal real ez 107 [ [ TZ 7 B30
Coaporate (zschading Commerdal real estaik) 0% 1% 13%
Refml (=xdudng Commeraal real eskis) LM T 0.45%
Commercal real ke 137 SATs [0
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tercycical provisions), capitl rafo stect ™

BWA eflect (44

Divesiments and oter management aoions wken by 20 Aprl 2011,

icapi il rafio effect {+-)

51] Divestments ond other busness decisions @ken by 30 Aprill 2011,

(T Diher diminvesimenis and resirucunng messures, moluding also

e EU Stake Aid rules, BWA efiect {4}

iure mandalory resrucuring not yet approved with e EU Commission

SinvesIments and resfuciring measures. induding olso

t= EUl State Aid rules, capital rafo sfesat (4~

l.li.re mamndadary resrucring not yet approved with e EU Commission

0 Fuwre plarmed issuonces of common equity insrumen's (privaie
5}, copi‘ial raviio eflect

F| Cher (evising and Rure) instuments recognised as appropriake

~siop mexsures by nabonal @pervisory muhoriies. RWA effect [+/-

F1) Cibher (exdsiing and Lure} nsrumenis recognised as appropriate
-siop mexmures by nakonal supervisory outhorities. capital raio
fiect [+

|Rizk weighted asseis aber ather mitgating meamres (H+C+F)

E’ k&l atier oher rliiB;_lim TSNS i.P.-o-E1 +C1+0+E+F1}

LSupervisory recognised oapital mtio %)

73

235 35

12,871 12 358 12522 12 598
1545 1.858 L] T4Z

12.53% 15.8% 7.8% B.0%

{1} The sress st was camied using the EBA commaon metodalogy, which indudes a stafo balancs sheel assumplion (see hipswews =ba suropa.suEU-wide-

siress-lesing 2011 aspx for he detils on the BBA methodaology).

{2} Al capitl elemenis and rafios are presenied in accordance with e B2A definifion of Cors Tier 1 capital s=tup for he purposes af e EU-vide stress st and
therefore may differ from the delinifons used by nafonal supervisory authoniies and'or reported by insiuions in public disclemures.

¥} Meither baseline scenario nor the adverse scenario and resulis of he siress st should in any way be construed as a bank's forecast or direcly compared o

bank's other published infcomaiion.

4} Regulaiory fronsiional fcors are opplisd where binding. RW A for credit risk have been caloulated in accordance with the B34 me hodology assuming an
addiional #oor imposed ata level of RWA, belore regulatory ransiional foors, for Deceraber 2010 for both IRE and STA portiolios.

{5} Barks are required to provide sxplanaions of what 'Other operaling incoms" and “Chher income’ consiiuies for.

Composition of "Otler o pemting imcome” and “Other income™: The kank has already devaluated cerain disposable assets in a consernative ap prosoh,
amd & expeoted to record small profits during the prooess of sell or settlement, socording fo the restructuring plan of the bank.

Results of the 2011 EBA EU-wide stress test: Composition of capital as of 31 December 2010

Mmmc 2! & bank STE ek

i irnramee win nnd geer mme ot g e i memmues other dme

mo oniof felcirge. paiicpao e n aulemirned dame inceck feanced nrd mumnee

228 1B
T w hiche u ik copiad i e T D CONEP CF 111 3 COPEF e 1121
T w i ) g s sewr | iing geaceil] w1 e Tt sam urf ke v 1w Tunds (CONER L 109.1]
Of w hich /-] nclimiment i wlimio s dbemoes o ethes AFS sawes 1 o aow o vimd (i o g s 1y cop i (CORER line 1.1 2.6.05)
|B} D#ductiens frem commen squity [Elsments dsducisd from seiginsd awn funds) |-} ELE - CONEF G& 1071 |negeise omoum
Tatd ol fwme m seined by Arde 07 §. m), (9] @) med p| 8| Diecive 2006 @ EG
Of which: () ciocheciom & pnricpstom nnd subs o emcd dom 1 T mred ciced it g e e funcs (COAER ece e 10,1 o 1,223 e in b
LETIY
Of which: r roi md e in WS [ 2.0 CONEP lire 1.3.7 induged nlies 1301
- i oxtrod by ik 37 o 8t Bieches S0MG S1EC CORER Tex 13,0 mdoes in
Of which - .IIHl-mr--nnh-rl_-mIf‘-nquh‘:lp‘!:hulcm mmours (o bo) o LETIY
Cammon 17 2.5%
umr:ruu—a-:r-n T-imcricd by gavcimmeTE 301 T Fui i o Kl amnes O T
0} Cihsr Exlafing 397 srnimsnt SUpport mMensurss [+] 7S 3.3%
| Cars Tier 1 Including sxirhing gevernmend sspg-ort meazures (D40 ™E| 6.3% ::"_:'l“:::"!”'"““'"""""'"""-"" frcluceed InTH aibe e
Oierancs fram b capital Barsshald [©T1 5%) 160, 3% o trrl includ g govemmme s @ upgo imens o - IR AT]
Mctome urt s e T g funs CORER bre 114 n - COMER Lo fmm
IF | Hybrid inwiresssnts mat submcribsd by gewsmment o 2w LLEZ0 o L1220 - DORER b 110,20 [regeine smaurs| e i sulsc i
by gevsmme
Irier 1 © (E<F) Tatal crigina awn funda dor genseal sclvency purp ’E' i COMEF C& 1.8 = COMEP CA 1.0 3 COREF CA 1L T1" sgnive mma umt
M=z c {Tatal sdditonal own funds for gen s 20IVency FUIEa) D W ]
[Fie 3 Capfsl (Tatal sddifionl awn fands sp+cBic T cower muket riaka] gl [ COREF TR T
fTatal CapHul Tatsl cun funds fas salvency purpoass w28 (AL COREF CE T

Tamio! ome m acAned bk Arsdc 07 @, ), (5) @) sed §| 8 Diecee 2086 EC

ittt ot ‘it comp ofcew srl farihs comp sioral 14 -n K
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s iz 51 bt ccducied lerihe uistiom of ol ewr furds - ubtion of argenl aws foecs

o [t mlarrad ko i paragresh 89 of BCES ublcabion Siled Dacambsr 2310 - Basal 4 -
ok e b paes i 3.3 a global raguietary Immamsrs bor mors rmaiban] banks sed Barking apslams”
ety 1 rmte ecaumting fy e e e o] P B:ll:.:::unr.ql Ty TR on bred by A Ak 63 1. [ ol D e
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Eosults of the 2041 EEA EU-wide stross fost: Dverview of mifgating maasures "=
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