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Holding Company Definitions

Holding Company Rating Definitions

The composite rating is the overall assessment of the holding company enterprise as reflected by its organizational
structure, risk management, capital, and earnings. The composite rating encompasses both a forward-looking and current
assessment of the consolidated enterprise, as well as an assessment of the relationship between the companies in the
enterprise. The composite rating is not a simple numeric average of the CORE components; rather, the composite rating
reflects OTS's judgment of the relative importance of each component to the operation of the holding company enterprise.
Some components may receive more weight than others depending on the SLHC’s activities and risk profile. Assignment
of a composite rating may incorporate any factor that significantly affects the overall condition of the holding company
enterprise, although generally the composite rating is closely related to the component ratings assigned.

Composite 1. A holding company enterprise in this group is sound in almost every respect and generally has components
rated 1 or 2. Any weaknesses are minor, and the Board of directors and management can correct them in the normal
course of business. The enterprise is able to withstand economic, financial, and risk exposure changes because of an
effective organizational structure, solid risk management practices, more than sufficient capital and strong eamings. Cash
flow is more than sufficient and adequately services debt and other obligations. This holding company enterprise exhibits
strong performance and risk management practices relative to its size, complexity, and risk profile.

Composite 2. A holding company enterprise in this group is fundamentally sound but may have modest weaknesses. The
Board of directors and management are capable and willing to correct any weaknesses. Generally, no component rating
should be more severe than 3 for this holding company enterprise. The organizational structure, risk management
practices, capital and earnings create stability, and this holding company enterprise is capable of withstanding business
fluctuations. Cash flow is adequate to service obligations. Overall, risk management practices are satisfactory relative to
the enterprise’s size, complexity, and risk profile.

Composite 3. A holding company enterprise in this group raises some degree of supervisory concem in one or more of the
component areas, with weaknesses that range from moderate to severe. The magnitude of the deficiencies is generally
not severe enough to rate a component more severely than 4. Management may lack the ability or willingness to
effectively address weaknesses within appropriate time frames. The holding company enterprise’s capital structure and
earnings leave it less resistant to adverse business conditions. The effectiveness of the organizational structure and risk
management practices may be less than satisfactory relative to the enterprise’s size, complexity, and risk profile.
However, there is only a remote threat to the holding company enterprise’s continued viability.

Composite 4. A holding company enterprise in this group has serious financial or managerial deficiencies that result in
unsatisfactory performance. The supervisory concems, which management and the Board are not satisfactorily
addressing, range from severe to critically deficient. A holding company enterprise in this group generally does not have
sufficient capital and earnings to withstand adverse business fluctuations. The effectiveness of the organizational structure
and risk management practices are generally unacceptable relative to the enterprise’s size, complexity, and risk profile.
The enterprise may place undue pressure on subsidiaries to meet its cash flow by up streaming imprudent dividends or
fees. Unless there is prompt action to correct these conditions, future viability could be impaired.

Composite 5. The magnitude and character of the risk management or financial weaknesses of a holding company
enterprise in this category could lead to insolvency without immediate aid from shareholders or supervisory action. The
volume and severity of problems are beyond the Board and management’s ability or willingness to control or correct. The
effectiveness of the organizational structure and risk management practices are inadequate relative to the enterprise’s
size, complexity, and risk profile. The inability to prevent liquidity or capital depletion places the holding company
enterprise’s continued viability in serious doubt.

Holding Company Risk/Complexity Category Definitions

The three holding company risk/complexity categories are defined as follows:

Category |

This category holding company is viewed as noncomplex and having relatively low risk.

Category Il
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Holding Company Definitions (continued

This category holding company is considered to have a complex structure and/or a higher risk.

Category

This category holding company is one of the most complex or highest risk holding companies. It is made up of a number
of different companies or legal enterprises that offer products from more than one financial sector.
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