FSA 2001/38

SUPERVISION MANUAL (AMENDMENT NO 2) INSTRUMENT 2001
Powers exercised

A. The Financial Services Authority alters the Supervision manual in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 (the "Act"):

(1) section 59 (Approved persons)

(2) section 138 (General rule-making powers);

(3) Section 156 (General supplementary powers);

(4) section 157(1) (Guidance);

(5) section 340 (Appointment);

(6) paragraph 19 of Schedule 3 (EEA Passport Rights: Establishment);
(7) paragraph 20 of Schedule 3 (EEA Passport Rights: Services).

B. The provisions of the Act listed above (other than section 157(1)) are specified for the
purpose of section 153(2) of the Act (Rule-making instruments).

Commencement
C. This instrument comes into force as follows:

(1) the provisions in Annexes A, B, C and D to this instrument: at the beginning of
the day on which section 19 of the Act (The general prohibition) comes into force;

(2) the remainder of this instrument: immediately.

Amendment of the Supervision manual

D. SUP is amended as follows:
(1) after SUP 4, insert the provisions in Annex A to this instrument;
(2) after SUP 12, insert the provisions in Annex B to this instrument;
(3) after SUP 15.7, insert the provisions in Annex C to this instrument;
(4) in SUP 16, insert the provisions in Annex D to this instrument;
(5) SUP is amended in accordance with Annex E to this instrument.

Citation



E. This instrument may be cited as the Supervision Manual (Amendment No 2)
Instrument 2001.

By order of the Board
20 September 2001
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5: Reports by skilled persons Section 5.1: Application and purpose

5.1  Application and purpose

Application

5.1.1 I} | (v This chapter applies to every firm.

(2) The rules, and the guidance on rules in SUP 5.5 (Duties of firms),
do not apply to a UCITS qualifier.

5.1.2 @ This chapter (other than the rules, and guidance on rules, in SUP 5.5 (Duties of
;1 | firms)) is also relevant to certain unauthorised persons within the scope of section
166 of the Act (Reports by skilled persons) (see SUP 5.2.1G).

Purpose
5.1.3 @ The purpose of this chapter is to give guidance on the FSA’s use of the power in

;1 | section 166 of the Act (Reports by skilled persons). The purpose is also to make
rules requiring a firm to include certain provisions in its contract with a skilled
person and to give assistance to a skilled person. These rules are designed to ensure
that the FSA receives certain information from a skilled person and that a skilled
person receives assistance from a firm.
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5: Reports by skilled persons Section 5.2: The FSA’s power

5.2  The FSA's power

Who may be required to provide a report?

5.2.1 [G] Under section 166 of the Act (Reports by skilled persons), the FSA may, by giving a
s | written notice, require any of the following persons to provide it with a report by a
skilled person:
(1) a firm;

(2) any other member of the firm’s group;
(3) a partnership of which the firm is a member;

(4) a person who has at any relevant time been a person falling within (1), (2) or
(3);

but only if the person is, or was at the relevant time, carrying on a business.
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5: Reports by skilled persons Section 5.3: Policy on the

use of skilled persons

5.3.1

5.3.2

5.3.3

5.3.4

5.3  Policy on the use of skilled persons

The appointment of a skilled person to produce a report under section 166 of the
Act (Reports by skilled persons) is one of the FSA’s regulatory tools. The tool may
be used:

(1) for diagnostic purposes, to identify, assess and measure risks;

(2) for monitoring purposes, to track the development of identified risks, wherever
these arise;

(3) in the context of preventative action, to limit or reduce identified risks and so
prevent them from crystallising or increasing; and

(4) for remedial action, to respond to risks when they have crystallised.

SUP 5 Ann 1G gives examples of circumstances in which the FSA may use the
skilled persons tool.

The decision to require a report by a skilled person will normally be prompted by a
specific requirement for information, analysis of information, assessment of a
situation or expert advice or recommendations. It will usually be part of the risk
mitigation programme applicable to a firm, or the result of an event or development
relating or relevant to a firm, or prompted by a need for verification of information
provided to the FSA.

When making the decision to require a report by a skilled person, the ESA will have
regard, on a case-by-case basis, to all relevant factors. Those are likely to include:

(1) circumstances relating to the firm;

(2) alternative tools available, including other statutory powers;

(3) legal and procedural considerations;

(4) the objectives of the FSA’s enquiries;

(5) cost considerations; and

(6) considerations relating to FSA resources.

SUP 5.3.4G to SUP 5.3.10G give further guidance on these listed factors.
Circumstances relating to the firm

The FSA will have regard to circumstances relating to the firm, for example:

(1) attitude of the firm: whether the firm is being cooperative;
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5: Reports by skilled persons Section 5.3: Policy on the
use of skilled persons

(2) history of similar issues: whether similar issues have arisen in the past and, if so,
whether timely corrective action was taken;

(3) quality of a firm’s systems and records: whether the FSA has confidence that the
firm has the ability to provide the required information;

(4) objectivity: whether the FSA has confidence in the firm’s willingness and ability
to deliver an objective report;

(5) contflicts of interest: whether the subject matter of the enquiries or the report
involves actual or potential misconduct and it would be inappropriate for the
FSA to rely on the firm itself to enquire into the matter; and

(6) knowledge or expertise available to the firm: whether it would be appropriate
to involve a third party with the required technical expertise.

Alternative tools available, including other statutory powers
5.3.5 [G] The FSA will have regard to alternative tools that may be available, including for
;| example:

(1) obtaining what is required without using specific statutory powers (for example,
by a visit by FSA staff or a request for information on an informal basis);

(2) requiring information from firms and others, including authorising an agent to
require information, under section 165 of the Act (Authority’s power to require
information);

(3) appointing investigators to carry out general investigations under section 167 of
the Act (Appointment of persons to carry out general investigations) (see ENF
2.5 for the FSA’s policy on the use of this power); and

(4) appointing investigators to carry out investigations in particular cases under
section 168 of the Act (Appointment of persons to carry out investigations in
particular cases) (see ENF 2.5 for the FSA’s policy on the use of this power).

Legal and procedural considerations

5.3.6 [G] The FSA will have regard to legal and procedural considerations including:

(1) statutory powers: whether one of the other available statutory powers is more
appropriate for the purpose than the power in section 166 of the Act (Reports
by skilled persons);

(2) subsequent proceedings: whether it is desirable to obtain an authoritative and
independent report for use in any subsequent proceedings; and

(3) application of the Handbook rules: whether it is important that the relevant
rules in the Handbook should apply, for example SUP 5.5.1R which obliges the
firm to require and permit the skilled person to report specified matters to the
FSA.
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5: Reports by skilled persons Section 5.3: Policy on the

use of skilled persons

5.3.7

5.3.8

5.3.9

/1

/1

/1

The objectives of the FSA's enquiries
The FSA will have regard to the objectives of its enquiries, and the relative
effectiveness of its available powers to achieve those objectives. For example:

(1) historic information or evidence: if the objectives are limited to gathering
historic information, or evidence for determining whether enforcement action
may be appropriate, the FSA’s information gathering and investigation powers
under sections 165 (Authority’s power to require information), 167
(Appointment of persons to carry out general investigations) and 168
(Appointment of persons to carry out investigations in particular cases) of the
Act are likely to be more appropriate than the section 166 power (Reports by
skilled persons); and

(2) expert analysis or recommendations: if the objectives include obtaining expert
analysis or recommendations (or both) for diagnostic, monitoring, preventative
or remedial purposes, the section 166 power (Reports by skilled persons) may
be an appropriate power to use, instead of, or in conjunction with, the FSA’s
other available powers.

Cost considerations .
In accordance with its general policy the FSA will have regard to the question of
cost, which is particularly pertinent in relation to skilled persons because:

(1) if the FSA uses the section 166 power (Reports by skilled persons) the firm will
appoint, and will have to pay for the services of, the skilled person;

(2) if the FSA uses its other information gathering and investigation powers, it will
either authorise or appoint its own staff to undertake the information gathering
or investigation (or both), or it will pay for the services of external competent
persons to do so; in either case the costs will be recovered under the FSA’s
general fee scheme.

In having regard to the cost implications of using the section 166 power (Reports by
skilled persons) alternative options (such as visits) or other powers, the FSA will
take into account relevant factors, including:

(1) whether the firm may derive some benefit from the work carried out and
recommendations made by the skilled person, for instance a better
understanding of its business and its risk profile, or the operation of its
information systems, or improvements to its systems and controls;

(2) whether the work to be carried out by the skilled person is work that should
reasonably have been carried out by the firm, or by persons instructed by the
firm on its own initiative; for instance a compliance review or the development
of new systems;

(3) whether the firm’s record-keeping and management information systems are
poor and:

(a) the required information and documents are not readily available; or

(b) an analysis of the required information cannot readily be performed
without expert assistance;
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5: Reports by skilled persons Section 5.3: Policy on the
use of skilled persons

(4) whether the firm appears to have breached requirements or standards under the
regulatory system or otherwise put the interests of consumers at risk, and it is
unable or unwilling to review and remedy the matters of concern, or the FSA
considers that it cannot rely on the firm to do so; and

(5) the perceived probability and seriousness of possible breaches of regulatory
requirements and the possible need for further action.

Considerations relating to FSA resources

5.3.10 @ The FSA will have regard to FSA-related considerations including:

N
(1) FSA expertise: whether the FSA has the necessary expertise; and

(2) FSA resources: whether the resources required to produce a report or to make
enquiries are available within the FSA, or whether the exercise will be the best
use of the FSA’s resources at the time.
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5: Reports by skilled persons Section 5.4: Appointment

and reporting process

5.4.1

5.4.2

5.4.3

5.4.4

5.4.5

5.4.6

5.4  Appointment and reporting process

Scope of report

The FSA will send a notice in writing requiring the person in SUP 5.2.1G to provide
a report by a skilled person on any matter if it is reasonably required in connection
with the exercise of its functions conferred by or under the Acz. The FSA may
require the report to be in whatever form it specifies in the notice (SUP 5 Ann 2G
summarises the appointment and reporting processes).

As part of the decision making process the FSA will normally contact the person in
SUP 5.2.1G to discuss its needs before finalising its decision to require a report by a
skilled person. This will provide an opportunity for discussion about the
appointment, whether an alternative means of obtaining the information would be
better, what the scope of a report should be, who should be appointed, and the
likely cost.

The FSA will give written notification to the person in SUP 5.2.1G of the purpose of
the report, its scope, the timetable for completion and any other relevant matters.
The FSA will state the matters which the report is to contain as well as any
requirements as to the report’s format. For example, a report on controls may be
required to address key risks, key controls and the control environment. The FSA
attaches importance to there being a timetable for each report and to the skilled
person, with the cooperation of the person in SUP 5.2.1G, keeping to that
timetable.

The written notification in SUP 5.4.3G may be preceded or followed by a discussion
of the FSA’s requirements and the reasons for them. This may involve the FSA, the
person in SUP 5.2.1G and the person who has been, or is expected to be, appointed
as the skilled person. The FSA recognises that there will normally be value in
holding discussions involving the skilled person at this stage. These discussions may
include others if appropriate.

The FSA will wish to conduct the discussion with the firm, its skilled person and
any others within a timescale appropriate to the circumstances of the case.

Appointment process

The skilled person is appointed by the person in SUP 5.2.1G. The FSA will
normally seek to agree in advance with the person in SUP 5.2.1G the skilled person
who will make the report. The Act requires that the skilled person be nominated or
approved by the FSA:
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5: Reports by skilled persons Section 5.4: Appointment

and reporting process

5.4.7

5.4.8

5.4.9

5.4.10

(1) if the FSA decides to nominate the skilled person who is to make the report, it
will notify the person in SUP 5.2.1G accordingly; and

(2) alternatively, if the FSA is content to approve a skilled person selected by the
person in SUP 5.2.1G, it will notify the latter person of that fact.

The FSA may give the person in SUP 5.2.1G a shortlist from which to choose.

A skilled person must appear to the FSA to have the skills necessary to make a
report on the matter concerned. A skilled person may be an accountant, lawyer,
actuary or person with relevant business, technical or technological skills.

When considering whether to nominate or approve a skilled person to make a
report, the FSA will have regard to the circumstances of the case, including whether
the proposed skilled person appears to have:

(1) the skills necessary to make a report on the matter concerned;
(2) the ability to complete the report within the time expected by the FSA;

(3) any relevant specialised knowledge, for instance of the person in SUP 5.2.1G,
the type of business carried on by the person in SUP 5.2.1G, or the matter to be
reported on;

(4) any professional difficulty or potential conflict of interest in reviewing the
matters to be reported on, for instance because the matters to be reported on
may involve questions reflecting on the quality or reliability of work previously
carried out by the proposed skilled person; and

(5) enough detachment, bearing in mind the closeness of an existing professional or
commercial relationship, to give an objective opinion on matters such as:

(a) matters already reported on by the skilled person (for example, on the
financial statements of the person in SUP 5.2.1G or in relation to their
systems and controls);

(b) matters that are likely to be contentious and may result in disciplinary or
other enforcement action against the person in SUP 5.2.1G, its
management, shareholders or controllers; or

(c) matters that the skilled person has been involved in, in another capacity (for
example, when a skilled person has been involved in developing an
information system it may not be appropriate for him to provide a
subsequent opinion on the adequacy of the system).

In appropriate circumstances, it may be cost effective for the FSA to nominate or
approve the appointment of a skilled person who has previously acted for, or
advised, the person in SUP 5.2.1G. For example, the FSA may nominate, or
approve the appointment of, the auditor of a person in SUP 5.2.1G to prepare a
report taking into account, where relevant, the considerations set out in SUP
5.4.7G.

Reporting process

The ESA will normally require the person in SUP 5.2.1G to appoint a skilled person
to report to the FSA through that person. In the normal course of events the FSA
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5: Reports by skilled persons Section 5.4: Appointment

and reporting process

5.4.11 @
5.4.12 @

/1

5.4.13 @

/1

expects that the person in SUP 5.2.1G will be given the opportunity to provide
written comments on the report prior to its submission to the FSA (SUP 5 Ann 2G
summarises the reporting process).

The FSA may enter into a dialogue with the skilled person, and is ready to discuss
matters relevant to the report with him, during the preparation of the report. Such
discussions will normally involve or be through the person in SUP 5.2.1G.

The FSA will normally specify a time limit within which it expects the skilled person
to deliver the report. The skilled person should, in complying with its contractual
duty under SUP 5.5.1R, take reasonable steps to achieve delivery by that time. If
the skilled person becomes aware that the report may not be delivered on time, he
should inform the FSA and the person in SUP 5.2.1G as soon as possible. If the
skilled person becomes aware that there may be difficulties delivering the report
within cost estimates, he will no doubt wish to advise the firm.

The FSA may meet with the person in SUP 5.2.1G and the skilled person together to
discuss the final report. The FSA may also wish to discuss the final report with the
skilled person present but without the person in SUP 5.2.1G.
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5: Reports by skilled persons Section 5.5: Duties of firms

5.5 Duties of firms

Contract with the skilled person

5.5.1 I3 | When a firm appoints a skilled person to provide a report under
/1 | section 166 of the Act (Reports by skilled persons), the firm must, in
a contract with the skilled person:

(1) require and permit the skilled person during and after the course
of his appointment:

(a) to cooperate with the FSA in the discharge of its functions
under the Act in relation to the firm; and

(b) to communicate to the FSA information on, or his opinion on,
matters of which he has, or had, become aware in his capacity
as skilled person reporting on the firm in the following
circumstances:

(i) the skilled person reasonably believes that, as regards the
firm concerned

(A) there is or has been, or may be or may have been, a
contravention of any relevant requirement that applies to
the firm concerned; and

(B) that the contravention may be of material significance
to the FSA in determining whether to exercise, in relation
to the firm concerned, any functions conferred on the FSA
by or under any provision of the Act other than Part VI.
(Official Listing); or

(i) the skilled person reasonably believes that the information
on, or his opinion on, those matters may be of material
significance to the FSA in determining whether the firm

concerned satisfies and will continue to satisfy the

threshold conditions; or

iii) the skilled person reasonably believes that firm is not, may
not be or may cease to be a going concern;
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5: Reports by skilled persons

Section 5.5: Duties of firms

5.5.2

5.5.3

5.5.4

5.5.5

(2) require the skilled person to prepare a report, as notified to the
firm by the FSA, within the time specified by the FSA; and

(3) waive any duty of confidentiality owed by the skilled person to
the firm which might limit the provision of information or
opinion by that skilled person to the FSA in accordance with (1)
or (2). (See also SUP 5.5.13G. and SUP 5.6)

In complying with the contractual duty in SUP 5.5.1R(1) the FSA expects that a
skilled person appointed under section 166 of the Act (Reports by skilled persons)
will cooperate with the FSA by, amongst other things, providing information or
documentation about the planning and progress of the report and its findings and
conclusions, if requested to do so. A firm should therefore ensure that the contract
it makes with the skilled person requires and permits the skilled person to provide
the following to the FSA if requested to do so:

(1) interim reports;
(2) source data, documents and working papers;
(3) copies of any draft reports given to the firm; and

(4) specific information about the planning and progress of the work to be
undertaken (which may include project plans, progress reports including
percentage of work completed, details of time spent, costs to date, and details of
any significant findings and conclusions).

If the FSA is considering asking for the information specified in SUP 5.5.2G it will
take into consideration the cost of the skilled person complying with the request,
and the benefit that the FSA may derive from the information. For example, in
most cases, the FSA will not need to request a skilled person to give it source data,
documents and working papers. However, the FSA may do so when it reasonably
believes that this information will be relevant to any investigation it may be
conducting, or any action it may need to consider taking against the firm.

In complying with the contractual duty in SUP 5.5.1R, the FSA expects that, in the
case of substantial or complex reports, the skilled person will give a periodic update
on progress and issues to allow for a re-focusing of the report if necessary. The
channel of communication would normally be directly between the skilled person
and the FSA. However, the FSA would also expect firms normally to be informed
about the passage of information, and the skilled person would usually be expected
to keep the firm informed of any communication between the skilled person and the
FSA.

A firm must ensure that the contract required by SUP 5.5.1R:
(1) is governed by the laws of a part of the United Kingdom;
(2) expressly

(a) provides that the FSA has a right to enforce the provisions
included in the contract under SUP 5.5.1R and SUP 5.5.5R(2);

(b) provides that, in proceedings brought by the FSA for the
enforcement of those provisions, the skilled person is not to
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5: Reports by skilled persons Section 5.5: Duties of firms

5.5.6

5.5.7

5.5.8

5.5.9

5.5.10

5.5.11

PAGE

-
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have available by way of defence, set-off or counterclaim any
matter that is not relevant to those provisions;

(¢) (if the contract includes an arbitration agreement) provides
that the FSA is not, in exercising the right in (a), to be treated
as a party to, or bound by, the arbitration agreement; and

(d) provides that the provisions included in the contract under
SUP 5.5.1R and SUP 5.5.5R(2) are irrevocable and may not be
varied or rescinded without the FSA’s consent; and

(3) is not varied or rescinded in such a way as to extinguish or alter
the provisions referred to in (2)(d).

The Contracts (Rights of Third Parties) Act 1999, or Scots common law, enables the
FSA to enforce the rights conferred on it under the contract against the skilled
person.

If the FSA considers it appropriate, it may request the firm to give it a copy of the
draft contract before it is made with the skilled person. The FSA will inform the
firm of any matters that it considers require further clarification or discussion before
the contract is finalised.

The FSA expects the firm, in complying with Principle 11, to give the FSA
information about the cost of the skilled persons report. This may include both an
initial estimate of the cost as well as the cost of the completed report. This
information is required to help inform the FSA’s decision making in the choice of
regulatory tools. Information about the number and cost of reports by skilled
persons will be published by the FSA.

Assisting the skilled person

A firm must provide all reasonable assistance to any skilled person
appointed to provide a report under section 166 of the Act (Reports
by skilled persons).

In providing reasonable assistance under SUP 5.5.9R, a firm should take reasonable
steps to ensure that, when reasonably required by the skilled person, each of its
appointed representatives waives any duty of confidentiality and provides
reasonable assistance as though SUP 5.5.1R(3) and SUP 5.5.9R applied directly to
the appointed representative.

Reasonable assistance in SUP 5.5.9R should include:

(1) access at all reasonable business hours for the skilled person to the firm’s
accounting and other records in whatever form;

(2) providing such information and explanations as the skilled person reasonably
considers necessary or desirable for the performance of his duties; and

(3) permitting a skilled person to obtain such information directly from the firm’s
auditor as he reasonably considers necessary or desirable for the proper
performance of his duties.
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5: Reports by skilled persons Section 5.5: Duties of firms

Responsibility for delivery

5.5.12 @ In complying with Principle 11, a firm is expected to take reasonable steps to ensure
;| that a skilled person delivers a report in accordance with the terms of his
appointment.

Assistance to skilled persons from others

5.5.13 @ Section 166(5) of the Act (Authority’s power to require information) imposes a duty
s | on certain persons to give assistance to a skilled person. The persons on whom this

duty is imposed are those who are providing, or have at any time provided, services

to any person falling within SUP 5.2.1G. They include suppliers under material

outsourcing arrangements.
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5: Reports by skilled persons Section 5.6: Confidential
information and privilege

5.6  Confidential information and privilege

Confidential information
5.6.1 @ Within the legal constraints that apply, the FSA may pass on to a skilled person any
s | information which it considers relevant to the skilled person’s function. A skilled
person, being a primary recipient under section 348 of the Act (Restrictions on
disclosure of confidential information by Authority etc.), is bound by the
confidentiality provisions in Part XXIII of the Act (Public record, disclosure of
information and cooperation) as regards confidential information he receives from
the FSA or directly from a firm or other person. A skilled person may not pass on
confidential information without lawful authority, for example, where an exception
applies under the Financial Services and Markets Act 2000 (Disclosure of
Confidential Information) Regulations 2001 (SI 2001/2188) or with the consent of
the person from whom that information was received and (if different) to whom the
information relates. The FSA will indicate to a skilled person if there is any matter
which cannot be discussed with the person in SUP 5.2.1G

5.6.2 @ Banking confidentiality and legal privilege

The limitations in the following sections of the Act are relevant to this chapter:

(1) section 175(5) (Information and documents: supplemental provisions) under
which a person may be required under Part XI of the Act (Information
Gathering and Investigations) to disclose information or produce a document

subject to banking confidentiality (with exceptions); and

(2) section 413 (Protected items), under which no person may be required to
produce, disclose or allow the inspection of protected items.
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rights by UK firms
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13: Exercise of passport

Section 13.1: Application and purpose

rights by UK firms

13.1.1

13.1.2

13.1.3

13.1.4

13.1 Application and purpose

Application

This chapter applies to a UK firm, that is, a person whose head office is in the
United Kingdom and which is entitled to carry on an activity in another EEA State
subject to the conditions of a Single Market Directive. Such an entitlement is
referred to in the Act as an EEA right and its exercise is referred to in the Handbook
as passporting.

This chapter also applies to a UK firm which wishes to establish a branch in, or
provide cross border services into, Gibraltar. The Financial Services and markets
Act 2000 (Gibraltar) Order 2001 provides that a UK firm is to be treated as having
an entitlement corresponding to it’s EEA right, to establish a branch in, or provide
cross border services into, Gibraltar under any of the Single Market Directives. So,
references in this chapter to an EEA State or an EEA right include references to
Gibraltar and the entitlement under the Gibraltar Order respectively.

This chapter does not apply to:

(1) a firm established in an EEA State other than the United Kingdom; passporting
by such a firm in or into the United Kingdom is a matter for its Home State
regulator although guidance is given in m AUTH 5(Qualifying for authorisation
under the Act);

(2) other overseas firms (that is, overseas firms established outside the EEA); such
firms are not entitled to passport into another EEA State and, where relevant,
may need to obtain authorisation in each EEA State in which they carry on
business;

(3) any insurance activity by way of provision of services which is provided by an
EEA firm participating in a community co-insurance operation otherwise than
as leading insurer; article 26.2 of the Second Non-Life Directive provides that
only the leading insurer in such an operation is required to complete any
passporting formalities (see also article 11 of the Regulated Activities Order); or

(4) the marketing of a UCITS scheme by its operator in another EEA State under
the UCITS Directive (see m CIS 2.3.4G).

® SUP 13 Ann X [to be issued later] contains guidance on the Single Market
Directives.
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13: Exercise Qf passport Section 13.1: Application and purpose
rights by UK firms

Purpose ..
13.1.5 @ This chapter gives guidance on Schedule 3 to the Act for a UK firm which wishes to

1 | exercise its EEA right and establish a branch in, or provide cross border services
into, another EEA State. That is, when a UK firm wishes to establish its first
branch in, or provide cross border services for the first time into, a particular EEA
State.

13.1.6 @ The chapter also explains how a UK firm which has already established a branch in,
;1 | oris providing cross border services into, another EEA State, may change the details
of its branch or of the cross border services it is providing: for example, where a UK
firm wishes to establish additional branches in an EEA State in which it has already
established a branch where this would result in a change to the details provided
previously. Such changes are governed by the EEA Passport Rights Regulations.
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rights by UK firms

13.2.1 @

13.2.2 @

/1

13.2.3 @

13.2 Introduction

This chapter gives guidance to UK firms. In most cases UK firms will be authorised
persons under the Act. However, under the Banking Consolidation Directive, a
subsidiary of a firm which is a credit institution which meets the criteria set out in
that Directive also has an EEA right. Such an unauthorised subsidiary is known as
a financial institution. References in this chapter to a UK firm include a financial
institution.

A UK firm should be aware that the guidance is the FSA’s interpretation of the
Single Market Directives, the Act and the legislation made under the Act. The
guidance is not exhaustive and is not a substitute for firms consulting the legislation
or taking their own legal advice in the United Kingdom and in the relevant EEA
States.

In some circumstances, a UK firm that is carrying on business which is outside the
scope of the Single Market Directives has a right under the Treaty to carry on that
business. For example, an insurer carrying on both direct insurance and reinsurance
business is not covered by the Insurance Directives in respect of the reinsurance
element. It may, however, have rights under the Treaty in respect of its reinsurance
business. Such UK firms may wish to consult with the FSA on their particular
circumstances (see m SUP 13.12.2G).
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13: Exercise of passport Section 13.3: Establishing a
rights by UK firms branch in another EEA State

13.3 Establishing a branch in another EEA State

What constitutes a branch
13.3.1 @ Guidance on what constitutes a branch is given in ® SUP 13 Ann X [to be issued
later].
/1

The conditions for establishing a branch

13.3.2 @ A UK firm cannot establish a branch in another EEA State for the first time under
;1 | an EEA right unless the conditions in paragraphs 19(2), (4) and (5) of Part III of

Schedule 3 to the Act are satisfied. It is an offence for a UK firm which is not an

authorised person to contravene this prohibition (paragraph 21 of Part III of

Schedule 3 to the Act). These conditions are that:

(1) the UK firm has given the FSA, in accordance with the FSA rules (see m SUP
13.5.1R), notice of its intention to establish a branch (known as a notice of
intention) which;

(a) (i) identifies the activities which it seeks to carry on through the branch;
and

(b) (i) includes such other information as may be specified by the FSA (see m
SUP 13.5.1R);

(2) the FSA has given notice (known as a consent notice) to the Host State
regulator; and

(3) (a) the Host State regulator has notified the UK firm (or, where the UK firm is
passporting under the Insurance Directives, the FSA) of the applicable
provisions; or

(b) two months have elapsed beginning with the date on which the FSA gave
the consent notice.

13.3.3 @ Where the UK firm is passporting under the Insurance Directives and the Host State

1 | regulator has notified the FSA of the applicable provisions, then under paragraph
19(9) of Part III of Schedule 3 to the Act, the FSA is required to inform the firm of
these provisions.
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Section 13.3: Establishing a

rights by UK firms branch in another EEA State

13.3.4

13.3.5

13.3.6

13.3.7

How long will the process take?

The FSA has three months from receiving a UK firm’s notice of intention to
consider it and, if satisfied with the proposal, notify the relevant Host State
regulator. The Host State regulator then has a further two months to notify the
applicable provisions (if any) and prepare for the supervision, as appropriate, of the
UK firm.

Issue of a consent notice to the Host State regulator

(1) If a UK firm has given the FSA a notice of intention in the required form, then:

(a) if the UK firm’s EEA right derives from the Banking Consolidation
Directive or the Investment Services Directive, the FSA will give the Host
State regulator a consent notice within three months unless it has reason to
doubt the adequacy of a UK firm’s resources or its administrative structure;

(b) if the UK firm’s EEA right derives from the Insurance Directives, the FSA
will give the Host State regulator a consent notice within three months
unless it has reason to:

(i) doubt the adequacy of the UK firm’s resources or its administrative
structure; or

(i) question the reputation, qualifications or experience of the directors or
managers of the UK firm or its proposed authorised agent,

in relation to the business the UK firm intends to conduct through the proposed
branch;

(2) in assessing the matters in ® SUP 13.3.5G(1)(b) the FSA may, in particular, seek
further information from the firm or require a report from a skilled person (see
m SUP 5 (Skilled Persons)).

(1) If the FSA gives a consent notice, it will inform the UK firm in writing that it
has done so.

(2) The consent notice will contain, among other matters, the requisite details (see m
SUP 13 Ann 1R)or (if the firm is passporting under the Insurance Directives) the
EEA relevant details (see m SUP 13 Ann 2R) provided by the UK firm in its notice
of intention (see ® SUP 13.5(Notices of intention)).

(1) If the FSA proposes to refuse to give a consent notice, then paragraph 19(8) of
Part III of Schedule 3 to the Act requires the FSA to give the UK firm a warning
notice.

(2) If the FSA decides to refuse to give a consent notice, then paragraph 19(12) of
Part III of Schedule 3 to the Act requires the FSA to give the UK firm a decision
notice within three months of the date on which it received the UK firm’s notice
of intention. The UK firm may refer the matter to the Tribunal.

(3) For details of the FSA’s procedures for the giving of warning notices or decision
notices and references to the Tribunal see m DEC 2 (Statutory notice procedure:
Warning notice and decision notice procedure) and m DEC 5 (References to the
Tribunal, publication and service of notices).
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13: Exercise qf passport Section 13.4: Providing cross border
rights by UK firms services into another EEA State

13.4 Providing cross border services into another
EEA State

Where is the service provided?
13.4.1 @ Guidance on where a cross border service is provided is given in m SUP 13 Ann 3G [to
;1 | beissued later].

The conditions for providing cross border services into another EEA State

13.4.2 @ A UK firm cannot start providing cross border services into another EEA State

;1 | under an EEA right unless it satisfies the conditions in paragraphs 20(1) of Part III
of Schedule 3 to the Act and, if it derives its EEA right from the Insurance
Directives, paragraph 20(4B) of Part III of Schedule 3 to the Act. It is an offence for
a UK firm which is not an authorised person to breach this prohibition (paragraph
21 of Part III of Schedule 3 to the Act). The conditions are that:

(1) the UK firm has given the FSA, in the way specified by FSA rules (see m SUP
13.5.2R), notice of its intention to provide cross border services (known as a
notice of intention) which:

(a) identifies the activities which it seeks to carry on by way of provision of
cross border services; and

(b) includes such other information as may be specified by the FSA (see m SUP
13.5.2R); and

(2) if the UK firm is passporting under the Insurance Directives, the firm has
received written notice from the FSA as described in m SUP 13.4.6G.

How long will the process take?

13.4.3 @ On receipt of a UK firm’s notice of intention (prepared in accordance with m SUP
5 | 13.4.2(1) and w SUP 13.5.2R) then:

(1) if the EEA right is derived from the Investment Services Directive or the
Banking Consolidation Directive, the FSA has one month to notify the relevant
Host State regulator;

(2) however, a UK firm passporting under the Banking Consolidation Directive and
the Investment Services Directive may start providing cross border services as
soon as it satisfies the relevant conditions (see m SUP 13.4.2G);
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13: Exercise of passport Section 13.4: Providing cross border
rights by UK firms services into another EEA State

(3) if the EEA right is derived from the Insurance Directives, the FSA has one
month to consider it and, if satisfied with the proposal, notify the relevant Host
State regulator.

Issuing a consent notice or notifying the Host State regulator

13.4.4 @ If a UK firm has given the FSA a notice of intention in the required form, then:
/1
(1) if the UK firm’s EEA right derives from the Investment Services Directive or the
Banking Consolidation Directive, paragraph 20(3) of Part III of Schedule 3 to
the Act requires the FSA to send a copy of the notice of intention to the Host
State regulator within one month of receipt; or

(2) (a) if the UK firm’s EEA right derives from the Insurance Directives,
paragraph 20(3A) of Part IIT of Schedule 3 to the Act requires the FSA,
within one month of receiving the notice of intention, to:

(i) give notice in a specified form (known as a consent notice) to the Host
State regulator; or

(ii) give written notice to the UK firm of its refusal to give a consent notice
and the reasons for that refusal.

(b) The issue or refusal of a consent notice is the consequence of a regulatory
decision, and the consent notice is not a statutory notice as set out in
section 395 of the Act. As such, the FSA will follow the decision making
procedures set out in ®m DEC 1 (Application, Purpose and Introduction). A
UK firm that receives notice that the FSA refuses to give a consent notice
may refer the matter to the Tribunal under paragraph 20(4A) of Part IIT of
Schedule 3 to the Act. For procedures relating to references to the Tribunal
see m DEC 5 (References to the Tribunal, publication and service of notices).

13.4.5 @ When the FSA sends a copy of a notice of intention, or if it gives a consent notice to
s | the Host State regulator, it must inform the UK firm in writing that it has done so
(para 20 (4) of Schedule 3 to the Act).

Applicable provisions for cross border services
13.4.6 @ (1) If the UK firm is passporting under the Investment Services Directive, then

N when the Host State regulator receives the notice of intention, it should inform
the UK firm of any applicable provisions.

(2) If the UK firm is passporting under the Insurance Directives, then the Host
State regulator may notify the FSA if there are any applicable provisions. If so,
the FSA will inform the UK firm of the applicable provisions.

(3) If a UK firm is not notified of the applicable provisions, it should, for its own
protection, take all reasonable steps to determine the applicable provisions for
itself. 8
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rights by UK firms

13.5 Notices of intention

Specified contents: notice of intention to establish a branch

13.5.1 I3 | A UK firm wishing to establish a branch in a particular EEA State for
/1| the first time under an EEA right must include in its notice of
intention given to the FSA:

(1) The information specified in = SUP 13 Ann 1R; and

(2) if the UK firm is passporting under the Insurance Directives, the
information specified in = SUP 13 Ann 2R.

Specified contents: notice of intention to provide cross border services

13.5.2 I | A UK firm wishing to provide cross border services into a particular
i | EEA State for the first time under an EEA right must include, in its
notice of intention given to the FSA:

(1) if the UK firm is passporting under the Investment Services
Directive or the Insurance Directives, the information specified in
m SUP 13 Ann 3R}

(2) if the UK firm is passporting under the Banking Consolidation
Directive, the activities which it intends to carry on.

Specified manner: form and delivery

13.5.3 I | © The notice of intention under = SUP 13.5.1R and = SUP 13.5.2R must
n be:

(a) given to a member of, or addressed for the attention of, the
Corporate Authorisation department, if submitted with an
application for Part IV permission, or the Passport
Notifications Unit in any other circumstances; and

(b) delivered to the FSA by one of the methods in (2).
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13: Exercise of passport Section 13.5: Notices of intention
rights by UK firms

13.5.4 @

13.5.5 @

13.5.6 @

(2) The notice of intention may be delivered by:
(a) post to the address in (3); or

(b) leaving the application at the address in (3) and obtaining a
time-stamped receipt; or

(¢ hand delivery to a member of the Corporate Authorisation
department (if submitted with an application for Part IV
permission) or to the Passport Notification Unit;

) electronic mail to the address in (4) if not submitted with an
application for Part IV Permission and obtaining an electronic
confirmation of receipt;

(e) fax to the Passport Notifications Unit on 0207 676 xxxx (if
not submitted with an application for Part IV Permission)
provided that the FSA receives a copy by one of the methods
(a) to (d) above within five business days after the date of the
faxed notification.

3) The address for notices of intention is: The Financial Services
Authority, 25 The North Colonnade, Canary Wharf, London E14
SHS.

(4) Email: passport.notifications@fsa.gov.uk

A standard form of notice of intention that a UK firm may wish to use is available
from the Passport Notifications Unit (see m SUP 13.12 (Sources of further
information)).

Unregulated activities

A notice of intention may include activities within the scope of the relevant Single
Market Directive which are not regulated activities (paragraphs 19(3) and 20(2) of
Part I1I of Schedule 3 to the Act). Regulation 19 of the EEA Passport Rights
Regulations states that where a UK firm is able to carry on such an unregulated
activity in the EEA State in question without contravening any law of the United
Kingdom (or any part of the United Kingdom) the UK firm is treated, for the
purposes of the exercise of its EEA right, as being authorised to carry on that
activity.

Translations
(1) A UK firm passporting under the Banking Consolidation Directive or the
Insurance Directives may have to submit the requisite details or relevant details =

in the language of the Host State as well as in English . For a UK firm
passporting under the Insurance Directives this translated document will not
include the relevant UK details. Further information is available from the
Passport Notification Unit.
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13: Exercise of passport Section 13.5: Notices of intention
rights by UK firms

(2) A UK firm may wish to discuss with the Passport Notifications Unit the
appropriate time for providing the translations in (1), given that further
information or clarification of the details provided may be required by the FSA.

(3) A UK firm passporting under the Insurance Directives should keep the EEA and
UK relevant details separate as, if the application is approved, only the former
will be sent to the Host State regulator.

Notifications to more than one EEA State

13.5.7 @ If a UK firm wishes to establish branches in, or provide cross border services into,
;| more than one EEA State, a single notification may be provided but the requisite
details or relevant details for each EEA State should be clearly identifiable.

PAGE
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Section 13.6: Changes to branches

rights by UK firms

13.6.1

13.6.2

13.6.3

13.6.4

13.6.5

13.6 Changes to branches

Where a UK firm is exercising an EEA right and has established a branch in another
EEA State, any changes to the details of the branch are governed by the EEA
Passport Rights Regulations. References to regulations in this section are to the
EEA Passport Rights Regulations. A UK firm which is not an authorised person
should note that, under regulation 18, contravention of the prohibition imposed by
regulation 11(1), 13(1) or 15(1) is an offence. It is a defence, however, for the UK
firm to show that it took all reasonable precautions and exercised due diligence to
avoid committing the offence.

UK firms should note that if a branch in another EEA State ceases to provide
services, this may represent a change in requisite details or relevant details.

UK firms should also note that changes to the details of branches may lead to
changes to the applicable provisions to which the UK firm is subject. These changes
should be communicated to the UK firm either by the Host State regulator, or, if the
firm is passporting under Insurance Directives, via the FSA.

Firms passporting under the Investment Services Directive and Banking
Consolidation Directive

If a UK firm has exercised an EEA right, under the Investment Services Directive or
the Banking Consolidation Directive, and established a branch in another EEA
State, regulation 11(1) states that the UK firm must not make a change in the
requisite details of the branch (see m SUP 13 Ann 1R), unless it has satisfied the
requirements of regulation 11(2), or, where the change arises from circumstances
beyond the UK firm’s control, regulation 11(3) (see m SUP 13.6.10G).

Where the change arises from circumstances within the control of the UK firm, the
requirements in regulation 11(2) are that:

(1) the UK firm has given notice to the FSA and to the Host State regulator stating
the details of the proposed change;

(2) the FSA has given the Host State regulator a notice informing it of the details of
the change; and

(3) either the Host State regulator has informed the UK firm that it may make the
change, or the period of one month beginning with the day on which the UK
firm gave the Host State regulator the notice in (1) has elapsed.
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Firms pasporting under the Insurance Directives
13.6.6 @ If a UK firm has exercised an EEA right under the Insurance Directives and

;1 | established a branch in another EEA State, regulation 13(1) states that the UK firm
must not make a change in the relevant EEA details (see m SUP 13 Ann 3R), unless it
has satisfied the requirements of regulation 13(2), or, where the change arises from
circumstances beyond the UK firm’s control, regulation 13(3) (see m SUP 13.6.10G).

13.6.7 @ Where the change arises from circumstances within the control of the UK firm, the
;1 | requirements in regulation 13(2) are that:

(1) the UK firm has given notice to the FSA and to the Host State regulator stating
the details of the proposed change;

(2) the FSA has given the Host State regulator a notice informing it of the details of
the proposed change;

(3) the period of at least one month beginning on the day on which the UK firm
gave the FSA the notice in (1) has elapsed; and

(4) either:
(a) a further period of one month has elapsed; or

(b) the FSA has informed the UK firm of any consequential changes in the
applicable provisions of which the FSA has been notified by the Host State
regulator.

13.6.8 @ If a UK firm has exercised an EEA right under the Insurance Directives and

;| established a branch in another EEA State, regulation 15(1) states that the UK firm
cannot make a change in any of the UK relevant details (see m SUP 13 Ann 2R) unless
the UK firm has given a notice to the FSA stating the details of the proposed change
at least one month before the change is effected.

13.6.9 @ Where a UK firm with Part IV permission to carry on both long-term and general

;1 | insurance business, is passporting under the Insurance Directives and wishes to
extend its general insurance business to include long term insurance business (or vice
versa), it should complete a new notice of intention (see m SUP 13.5(Notices of
intention) and not a change in requisite details notification.

Changes arising from circumstances beyond the control of a UK firm

13.6.10 @ (1) If the change arises from circumstances beyond the UK firm’s control, the UK
P firm:

(a) is required by regulation 11(3) or regulation 13(3) to give a notice to the
FSA and to the Host State regulator stating the details of the change as soon
as reasonably practicable;

oG (b) may, if it is passporting under the Insurance Directives, make a change to
its UK relevant details under regulation 15(1) if it has, as soon as
practicable (whether before or after the change), given notice to the FSA
stating the details of the change.
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13.6.11

13.6.12

13.6.13

13.6.14

13.6.15

(2) The FSA believes that for a change to arise from circumstances beyond the
control of a UK firm, the circumstances should be outside the control of the
firm as a whole and not just the branch in the EEA State.

The process

When the FSA receives a notice from a UK firm (see m SUP 13.6.5G(1)and = SUP
13.6.7G(1)) it is required by regulations 11(4) and 13(4) to either refuse, or consent
to the change within a period of one month from the day on which it received the
notice.

If the FSA consents to the change, then under regulations 11(5) and 13(5) it will:

(1) give a notice to the Host State regulator informing it of the details of the
change; and

(2) inform the UK firm that it has given the notice, stating the date on which it did
s0.

If a UK firm is passporting under the Investment Services Directive or Banking
Consolidation Directive, then regulation 11(7) states that the FSA may not refuse to
consent to a change unless, having regard to the change and to the EEA activities
the UK firm is seeking to carry on, it doubts the adequacy of the administrative
structure or the financial situation of the UK firm. In reaching its determination, the
FSA may have regard to the adequacy of management, systems and the presence of
relevant skills needed for the EEA activities to be carried on.

If a UK firm is passporting under the Insurance Directives, then regulation 13(7)
states that the FSA may not refuse to consent to a change unless, having regard to
the change, the FSA has reason:

(1) to doubt the adequacy of the UK firm’s administrative structure or financial
situation; or

(2) to question the reputation, qualifications or experience of the directors or
managers of the firm or the authorised agent;

in relation to the business conducted, or to be conducted, through the branch.
If the FSA refuses to consent to a change, then under regulations 11(6) and 13(6):

(1) the FSA will give notice of the refusal to the UK firm, stating its reasons and
giving an indication of the UK firm’s right to refer the matter to the Tribunal
and the procedures on such a reference; to satisfy this requirement, the FSA will
give the UK firm a decision notice following the procedures in DEC (but they
will not get a warning notice first); and

(2) the UK firm may refer the matter to the Tribunal; for details of procedures for a
reference to the Tribunal see DEC 5 (References to the Tribunal, publication

and service of notices).
14
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13.7 Changes to cross border services

13.7.1 @ Where a UK firm is exercising an EEA right, other than under the Banking

;| Consolidation Directive, and is providing cross border services into another EEA
State, any changes to the details of the services are governed by the EEA Passport
Rights Regulations. References to regulations in this section are to the EEA
Passport Rights Regulations. A UK firm which is not an authorised person should
note that contravention of the prohibition imposed by regulation 12(1) or 16(1) is
an offence. It is a defence, however, for the UK firm to show that it took all
reasonable precautions and exercised due diligence to avoid committing the offence.

13.7.2 @ UK firms should also note that changes to the details of cross border services may
s | lead to changes to the applicable provisions to which the UK firm is subject.

Firms passporting under the Investment Services Directive

13.7.3 @ If a UK firm is passporting under the Investment Services Directive, regulation 12(1)

| states that the UK firm must not make a change in its programme of operations, or
the activities to be carried on under its EEA right, unless the relevant requirements
in regulation 12(2) have been complied with. These requirements are:

(1) the UK firm has given a notice to the FSA and to the Host State regulator
stating the details of the proposed change; or

(2) if the change arises as a result of circumstances beyond the UK firm’s control,
the UK firm has as soon as practicable (whether before or after the change)
given a notice to the FSA and to the Host State regulator, stating the details of
the change.

Firms passporting under the Insurance Directives
13.7.4 @ If a UK firm has exercised an EEA right under the Insurance Directives and is

| providing cross border services into another EEA State, regulation 16(1) states that
the UK firm must not make a change in the relevant details (see ® SUP 13 Ann 3R)
unless the relevant requirements in regulation 16(3) or, where the change arises
from circumstances beyond the UK firm’s control, regulation 16(4), have been
complied with.

PAGE
13.7.5 @ Regulation 16(3) provides that:

(1) the UK firm has given a notice to the FSA stating the details of the proposed
change; and
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13.7.6

13.7.7

13.7.8

13.7.9

13.7.10

13.7.11

(2) the FSA has given the Host State regulator a notice informing it of the details of
the proposed change.

If the change arises from circumstances beyond the UK firm’s control, the UK firm
is required by regulation 16(4) to give a notice to the FSA stating the details of the
change as soon as reasonably practicable (whether before or after the change). See
also m SUP 13.6.10G(2), as relevant to cross border services.

When the FSA receives a notice from a UK firm (see m SUP 13.7.3G(1) and = SUP
13.7.5G), it is required by regulations 16(5) to either refuse or consent to the change
within one month of receipt.

If the FSA consents to the change it will:

(1) give a notice to the Host State regulator informing it of the details of the
proposed change; and

(2) inform the UK firm that it has given the notice, stating the date on which it did
s0.

If the FSA refuses to consent to a change it will follow the decision making
procedures set out in ® DEC 1 (Application, Purpose and Introduction). The FSA is
required by regulation 16(7) to give notice of the refusal to the UK firm, stating its
reasons and giving an indication of the UK firm’s right to refer the matter to the
Tribunal and the procedures that apply to such a reference; to satisfy this
requirement, the FSA will give the UK firm a decision notice following the
procedures in DEC (but it will not get a warning notice first). For details of
procedures relating to references to the Tribunal see m DEC 5 (References to the
Tribunal, publication and service of notices).

Where a UK firm with Part IV permission to carry on both long-term and general
insurance business is passporting under the Insurance Directives and wishes to
extend its general insurance business to include long term insurance business (or vice
versa), it should complete a new notice of intention (see m SUP 13.5 (Notices of
intention)) and not a change in requisite details notification.

Firms passporting under the Banking Consolidation Directive

A UK firm providing cross border services under the Banking Consolidation
Directive is not required to supply requisite details. Therefore there are no requisite
details for changes to cross-border services provided under the Banking
Consolidation Directive.
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13.8 Changes of details: provision of notices to

the
13.8.1 I} | (» A notice of a change to a branch under = SUP 13.6.5 G(1), = SUP
n 13.6.7G(1) and = SUP 13.6.8G(1) and a notice of a change to cross

border services under » SUP 13.7.3G(1) or = SUP 13.7.5G(1) must be:

(a) given to a member of, or addressed for the attention of, the
Passport Notifications Unit; and

(b) delivered to the FSA by one of the methods in (2).
2) The notice of intention may be delivered by:
(a) post to the address in (3); or

(b) leaving the application at the address in (3) and obtaining a
time-stamped receipt; or

(¢ hand delivery to a member of the Corporate Authorisation
department (if submitted with an application for Part IV
permission) or the Passport Notification Unit;

() electronic mail to the address in (4) if not submitted with an
application for Part IV Permission and obtaining an electronic
confirmation of receipt;

(¢) fax to the Passport Notifications Unit on 0207 676 xxxx (if
not submitted with an application for Part IV Permission
provided that the FSA receives a copy by one of the methods
(a) to (d) above within five business days after the date of the
faxed notification.

3) The address for notices of intention is: The Financial Services
Authority, 25 The North Colonnade, Canary Wharf, London E14

SHS.
(4) Email: passport.notifications@fsa.gov.uk
13.8.2 [G] UK firms passporting under the Banking Consolidation Directive or the Insurance

| Directives may be required to submit the changes to the requisite details or relevant
details in the language of the Host State as well as in English. See m SUP 13.5.6G.
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] ) Section 13.9: How does the Handbook apply
rights by UK firms

to branches and cross border services?

13.9 How does the Handbook apply to branches
and cross border services?

13.9.1 @ Annex [X] [to be issued later] summarises how the FSA Handbook applies to
s | branches of a UK firm established in other EEA States or to cross border services
provided by a UK firm into another EEA State.
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13: Exercise of passport Section 13.10: Applicable provisions
rights by UK firms

13.10 Applicable provisions

13.10.1 @ UK firms are reminded that conduct of business rules, and other rules made for the

;| general good, may apply to business carried on in the Host State by a UK firm.
These are known in the Act as the applicable provisions (paragraph 19(13) of Part
III of Schedule 3 to the Act).

13.10.2 @ UK firms passporting under the Banking Consolidation Directive should note that,
;1 | under the Directive, the Host State is responsible, together with the FSA, for
monitoring the liquidity of a branch established by a UK firm in another EEA State.

13.10.3 @ These Host State provisions often have requirements about the soliciting of

;1 | business, for example, advertising and cold-calling rules. A UK firm should ensure
it is familiar with, and acts in compliance with, the relevant requirements of its Host
State regulator.
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13: Exercise of passport

Section 13.11: Record keeping

rights by UK firms

13.11.1

13.11.2

13.11.3

13.11 Record keeping

(1) A UK firm which is exercising an EEA right must make and retain
a record of:

(a) the services or activities it carries on from a branch in, or
provides cross-border into, another EEA State under that EEA
right; and

(b) the requisite details or relevant details relating to those
services or activities (if applicable).

(2) The record in (1) must be kept for three years from the earlier of
the date on which:

(a) it was superseded by a more up-to-date record; or

(b) the UK firm ceased to have a branch in, or carry on cross
border services into, any EEA State under an EEA right.

The record in m SUP 13.11.1R need not relate to the level of business carried on. A
UK firm may comply with = SUP 13.11.1R by, for example, keeping copies of all
notices of intention and notices of changes of requisite details or relevant details.

A UK firm should monitor the business carried on under an EEA right to ensure
that any changes to requisite details or relevant details are notified as required by =
SUP 13.7 (Changes to cross border services).
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rights by UK firms of further information

13.12 Sources of further information

13.12.1 @ (1) Given the complexity of issues raised by passporting, UK firms are advised to

N consult legislation and also to obtain legal advice at earliest opportunity. Firms
are encouraged to contact their usual supervisory contact at the FSA to discuss
their proposals. However, a UK firm which is seeking guidance on procedural
or notification issues relating to passporting should contact the Passport
Notifications Unit.

(2) An applicant for Part IV permission which is submitting a notice of intention
with its application for such permission (see m AUTH 3.20 (Specific obligations:
applicants seeking to establish a branch in, or provide services, into another
EEA State)) should contact the Corporate Authorisation department in the first
instance (see m AUTH 1.9 (Next Steps)).

13.12.2 @ To contact the Passport Notifications Unit, from which a standard form of notice of
;1 | intention can be obtained:

(1) telephone on 020 7676 1000; fax on 020 7676 xxxx; or

(2) write to: The Passport Notifications Unit, The Financial Services Authority, 25
The North Colonnade, Canary Wharf, London E14 SHS; or

(3) Email: passport.notifications@fsa.gov.uk
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Requisite details: branches

1 Table

Credit institution (@)

or

Investment firm (b)

(c)

Insurance under- (@)

taking
(b)
(c)
(d)
(e)
®)
Q)

particulars of the programme of operations carried on, or to be
carried on, from the branch, including a description of the par-
ticular EEA activities to be carried on, and of the structural or-
ganisation of the branch;

the address in the EEA State in which the branch is, or is to be,
established from which information about the business may be
obtained; and

the names of the managers of the branch.
the address of the branch;

the name of the UK firm’s authorised agent (see note 3) and, in
the case of a member of Lloyd’s, confirmation that the autho-
rised agent has power to accept service of proceedings on be-
half of Lloyd’s;

the classes or parts of classes of business carried on, or to be
carried on, and the nature of the risks or commitments cov-
ered, or to be covered, in the EEA State concerned;

details of the structural organisation of the branch;

the guiding principles as to reinsurance of business carried
on, or to be carried on, in the EEA State concerned, including
the firm’s maximum retention per risk or event after all reinsur-
ance ceded;

estimates of:

(i) the costs of installing administrative services and the
organisation for securing business in the EEA State
concerned;

(ii) the resources available to cover those costs; and

(iii) if contracts of a kind falling within paragraph 18 of
Schedule 1 to the Regulated Activities Order (assist-
ance) are, or are to be, effected or carried out, the re-
sources available for providing assistance;

for each of the first three years following the establishment of
the branch:

(i) estimates of the firm’s margin of solvency and the mar-
gin of solvency required and the method of calculation;

(ii) if the firm carries on, or intends to carry on, business
comprising the effecting or carrying out of contracts of
long—term insurance, the details mentioned in para-
graph (2) as respects the business carried on, or to be
carried on, in the EEA State concerned; and
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(iii)

if the firm carries on, or intends to carry on, business
comprising the effecting or carrying out of contracts of
general insurance, the details mentioned in paragraph
(3) as respects the business carried on, or to be carried
on, in the EEA State concerned;

(nh) if the firm covers, or intends to cover, relevant motor vehicle

risks,

details of the firm’s membership of the national bureau

and the national guarantee fund in the EEA State concerned;

and

(i) if the firm covers, or intends to cover, health insurance risks,
the technical bases used, or to be used, for calculating pre-
miums in respect of such risks.

(2) The details referred to in (1)(g)(ii) are:

(@) the following information, on both optimistic and pessimistic
bases, for each type of contract or treaty:

(i)
0]
(i)
(b)

()

the number of contracts or treaties expected to be is-
sued;

the total premium income, both gross and net of reinsur-
ance ceded;

the total sums assured or the total amounts payable each
year by way of annuity;

detailed estimates, on both optimistic and pessimistic
bases, of income and expenditure in respect of direct
business, reinsurance acceptances and reinsurance ces-
sions; and

estimates relating to the financial resources intended to
cover underwriting liabilities.

(3) The details referred to in (1)(g)(iii) are:

@)

(b)

()

estimates relating to the expenses of management (other
than the costs of installation), and in particular those re-
lating to current general expenses and commissions;

estimates relating to premiums or contributions (both
gross and net of all reinsurance ceded) and to claims
(after all reinsurance recoveries); and

estimates relating to the financial resources intended to
cover underwriting liabilities.

Note 1: The requisite details or relevant details specified in this annex are those in the EEA Passport Rights
Regulations; that is, those in regulation 1 for credit institutions and investment firms and those in regulation

14 for insurance undertakings.

Note 2: In thistable, the references to classes of insurance have the meaning given to them in Schedule 1 to

the Regulated Activities Order.

Note 3: For the purposes of thistable, ’

dertaking who has authority (&) to bind

authorised agent’ means an agent or employee of the insurance un-
the insurance undertaking in its relations with third parties, and (b)

to represent the insurance undertaking in its relations with overseas regulators and courts in the EEA State

of the branch.
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Relevant UK details: branches of insurance undertakings

1 Table

(1) the names of the UK firm’s managers and main agents in the EEA State con-
cerned;

(2) particulars of any association which exists or is proposed to exist between:
(&) the directors and controllers of the UK firm;

(b) any person who will act as insurance broker, agent, loss adjuster or rein-
surer for the UK firm in the EEA State concerned;

(3) the names of the principal reinsurers of business to be carried on in the EEA
State concerned,;

(4) the sources of business in the EEA State concerned (for, example, insurance
brokers, agents, own employees or direct selling) with the approximate percen-
tage expected from each of these sources;

(5) copies or drafts of:

(a) any separate reinsurance treaties covering business to be written in the
EEA State concerned;

(b) any standard agreements which the UK firm will enter into with brokers or
agents in the EEA State concerned;

(c) any agreements which the insurance undertaking will enter into with per-
sons (other than employees of the UK firm) who will manage the business
to be carried on in the EEA State concerned;

(6) inthe case of a UK firm which intends to carry on long—term business:

(@) thetechnical bases which the actuary appointed in accordance with SUP
4.3.1R proposes to use for each class of business to be carried on in the
EEA State, including the bases needed for calculating premium rates and
mathematical reserves;

(b) astatement by the actuary so appointed whether he considers that the pre-
mium rates which will be used in the EEA State concerned are suitable;

(c) astatement by that actuary whether he agrees with the information pro-
vided under relevant EEA details (1)(e) and (2)(b) and (c);

(d) the technical bases used to calculate the statements and estimates referred
to in relevant EEA details (2); and

(7) inthe case of a UK firm which intends to carry on general business, copies or
drafts of any agreements which the UK firm will have with main agents in the EEA
State concerned.
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Requisite and relevant details: Cross Border Services

1 Table
Requisite Details
Investment (a) details of the programme of operations, stating in particular the
firm service or services the UK firm intends to provide.
Relevant details (regulation 17)
Insurance Un- (a) the EEA State in which the EEA activities are carried on, or are to
dertaking be carried on;

(b) the nature of the risks or commitments covered, or to be covered,
in the EEA State concerned;
(c) if the firm covers, or intends to cover, relevant motor vehicle risks
(note 1):
(i) the name and address of the claims representative (note 2);
and
(ii) details of the firm’s membership of the national bureau and
the national guarantee fund in the EEA State concerned;
and
(d) if the insurer covers, or intends to cover, health insurance, the
technical bases used, or to be used, for calculating premiums in
respect of such risks;
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14:IncomingEEAfirms:changingdetailsand Section 14.1: Application and purpose
cancellingqualificationforauthorisation.

14.1 Application and purpose

Application ...
14.1.1 @ This chapter applies to an incoming EEA firm which has established a branch in, or

1 | 1s providing cross border services into, the United Kingdom under one of the Single
Market Directives and, therefore, qualifies for authorisation under Schedule 3 to the
Act.

14.1.2 @ m SUP 14.6( Cancelling qualification for authorisation), which sets out how to cancel
| qualification for authorisation under the Act, also applies to:

(1) an incoming Treaty firm that qualifies for authorisation under Schedule 4 to the
Act; and

2) a UCITS qualifier that is an authorised person under Schedule 5 to the Act; a
UCITS qualifier should, however, refer to CIS for full details of applicable rules
and guidance.

14.1.3 @ (1) Under the Gibraltar Order made under section 409 of the Act, a Gibraltar firm
P is treated as an EEA firm under Schedule 3 to the Act if it is:

(a) authorised in Gibraltar under the Insurance Directives; or
(b) authorised in Gibraltar under the Banking Consolidation Directive.

(2) A Gibraltar insurance company is allowed to passport its services into the
United Kingdom: if it complies with the relevant notification procedures.
Similarly, a Gibraltar credit institution is allowed to passport into the United
Kingdom to provide banking services provided those services fall within items 1
to 6 in Annex 1 to the Banking Consolidation Directive. So, any references in ®
SUP 14 to EEA State or EEA right include references to Gibraltar and the
entitlement under the Gibraltar Order.

Purpose
14.1.4 @ This chapter gives guidance on the Act and the EEA Passport Rights Regulations

;| made under the Act, for an incoming EEA firm which has established a branch in,
or is providing cross border services into, the United Kingdom and wishes to change
the details of the branch or cross border services. These are known as requisite
details, or for firms passporting under the Insurance Directives relevant details.

14.1.5 @ This chapter also explains how an incoming EEA firm, an incoming Treaty firm or
| a UCITS qualifier may cancel its qualification for authorisation under the Act.
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Section 14.1: Application and purpose

cancellingqualificationforauthorisation.

14.1.6

14.1.7

6]

/1

6]

/1

This chapter does not, however, give guidance on the procedures for the
establishment of a branch in, or the providing of cross border services into, the
United Kingdom for the first time. So, an incoming EEA firm that wishes to change
or supplement the nature of its operations in the United Kingdom from the
providing of cross border services to the establishment of a branch (or vice versa)
should refer tom AUTH § (Qualifying for authorisation under the Act).

In addition, the chapter does not give guidance on the procedures for making an
application for top-up permission, to carry on regulated activities in the United
Kingdom which are outside the scope of the Single Market Directives and for which
the firm cannot exercise Treaty rights. Incoming EEA firms seeking a top-up
permission should refer to m AUTH 5.
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Section 14.2: Changes to bhranch details

cancellingqualificationforauthorisation.

14.2.1

14.2.2

14.2.3

14.2.4

14.2 Changes to branch details

Where an incoming EEA firm is exercising an EEA right and has established a
branch in the United Kingdom, the EEA Passport Rights Regulations govern any
changes to the details of that branch. Where an incoming EEA firm has complied
with the relevant provisions in the EEA Passport Rights Regulations, then the firm’s
permission given under Schedule 3 to the Act is to be treated as varied accordingly.
All references to regulations in m SUP 14 are to the EEA Passport Rights
Regulations.

Firms passporting under the Investment Services Directive and Banking

Consolidation Directive

(1) Where an incoming EEA firm, passporting under the Investment Services
Directive or Banking Consolidation Directive, has established a branch in the
United Kingdom, regulation 4 states that it must not make a change in the
requisite details of the branch (see m AUTH 5 Ann 1G) unless it has complied
with the relevant requirements.

(2) The relevant requirements are set out in regulation 4(4) or, where the change
arises from circumstances beyond the incoming EEA firm’s control, in

regulation 4(5).

Where the change arises from circumstances within the control of the incoming EEA
firm, the requirements in regulation 4(4) are that:

(1) the incoming EEA firm has given notice to the FSA (see m SUP 14.4.1G) and to
its Home State regulator stating the details of the proposed change;

(2) the FSA has received a notice stating those details; and
(3) either:
(a) the FSA has informed the firm that it may make the change; or

(b) the period of one month beginning with the date on which the incoming
EEA firm gave the FSA the notice mentioned in (1) has elapsed.

Changes to the requisite details may lead to changes to the applicable provisions to
which the incoming EEA firm is subject. The FSA will, as soon as practicable after
receiving a notice in m SUP 14.2.2G or m SUP 14.2.3G, inform the incoming EEA firm
of any consequential changes in the applicable provisions (regulation 4(6)).
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14:IncomingEEAfirms:changingdetailsand Section 14.2: Changes to branch details
cancellingqualificationforauthorisation.

Firms passporting under the Insurance Directives

14.2.5 @ (1) Where an incoming EEA firm, passporting under the Insurance Directives has
N established a branch in the United Kingdom, regulation 6 states that it must not

make a change to the information referred to in regulation 2(5)(a) to (c) (see m

AUTH 5 Annex 1G)unless it has complied with the relevant requirements.

(2) The relevant requirements are set out in regulation 6(4) or, where the change
arises from circumstances beyond the incoming EEA firm’s control, regulation

6(5).

14.2.6 @ Where the change arises from circumstances within the control of the incoming EEA
1 | firm, the relevant requirements in regulation 6(4) are that:

(1) the incoming EEA firm has given a notice to the FSA (see m SUP 14.4.1G) and to
its Home State regulator stating the details of the proposed change;

(2) the FSA has received from the Home State regulator a notice stating that it has
approved the proposed change;

(3) the period of at least one month beginning with the day on which the incoming
EEA firm gave the FSA the notice in (1) has elapsed; and

(4) either:
(a) a further period of one month has elapsed; or

(b) the FSA has informed the Home State regulator of any consequential
changes in the applicable provisions.

14.2.7 @ Under regulation 6(6) the FSA is required, as soon as practicable, to:
(1) acknowledge receipt of the documents sent under regulation 6(4) or 6(5); and

(2) in the case of a notice under regulation 6(5), inform the incoming EEA firm’s
Home State regulator of any consequential changes in the applicable provisions.

Changes arising from circumstances beyond the control of an incoming EEA
firm
14.2.8 @ If the change arises from circumstances beyond the incoming EEA firm’s control,

;| the firm is required by regulation 4(5) (see m SUP 14.2.2G) or regulation 6(5) (see ®
SUP 14.2.5G(2)) to give a notice to the FSA (see m SUP 14.4.1G) and to its Home State
regulator stating the details of the change as soon as reasonably practicable.

14.2.9 @ The FSA believes that for a change to arise from circumstances beyond the control

| of an incoming EEA firm, the circumstances should be outside the control of the
firm as a whole and not just its UK branch. For example, the FSA considers that
this provision would be unlikely to apply to circumstances in which lack of planning
at the incoming EEA firm’s head office resulted in a problem arising in a UK branch
which was outside its control. In practice, therefore, use of this provision is likely to
be rare.
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cancellingqualificationforauthorisation. cross border services

14.3.1

14.3.2

14.3.3

14.3.4

14.3.5

14.3.6

14.3 Changes to cross border services

Where an incoming EEA firm passporting under the Investment Services Directive
or Insurance Directives is exercising an EEA right and is providing cross border
services into the United Kingdom, the EEA Passport Rights Regulations govern any
changes to the details of those services. Where an incoming EEA firm has complied
with the relevant provisions in the EEA Passport Rights Regulations, then the firm’s
permission given under Schedule 3 to the Act is to be treated as varied accordingly.

Firms passporting under the Investment Services Directive

Where an incoming EEA firm, passporting under the Investment Service Directives,
is providing cross border services into the United Kingdom, it must not make a
change in the details referred to in regulation 5(1) (see ® AUTH 5 Ann 2G) unless it
has complied with the relevant provisions in regulation 5(3).

The relevant provisions in regulation 5(3) are that:

(1) the incoming EEA firm has given a notice to the FSA (see m SUP 14.4.1G) and to
its Home State regulator stating the details of the proposed change;

(2) if the change arises from circumstances beyond the incoming EEA firm’s
control, that firm has, as soon as practicable, given to the FSA and to its Home
State regulator the notice in (1).

Under regulation 5(4), the FSA is required, as soon as practicable after receiving the
notice in m SUP 14.3.3G, to inform the incoming EEA firm of any consequential
changes in the applicable provisions.

Firms passporting under the Insurance Directives

If an incoming EEA firm passporting under the Insurance Directives is providing
cross border services unto the United Kingdom, it must not make a change to the
details referred to in regulation 7(1) (see ®m AUTH S Ann 2G) unless it has complied
with the relevant provisions.

The relevant provisions are those set out in regulation 7(4), namely that:

(1) the incoming EEA firm has given a notice to its Home State regulator stating
the details of the proposed change; and

(2) the Home State regulator has passed on to the FSA the information contained in
that notice.
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cancellingqualificationforauthorisation. cross border services

14.3.7 @ If the change arises from circumstances beyond the incoming EEA firm’s control,

n | the incoming EEA firm is required to comply with the relevant provisions referred
to in ® SUP 14.3.6G as soon as reasonably practicable (whether before or after the
change). See also m SUP 14.2.9, as relevant to cross border services.
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cancellingqualificationforauthorisation. changes: form and delivery

14.4 Notices of proposed changes: form and

delivery
14.4.1 @ (1) Regulation 7 to 9 of the Financial Services and makets Act 2000 (Services of
P Notices) Regulations 2001 (SI2001/1420) govern the manner in which notices

may be submitted to the FSA under the EEA Passport Rights Regulations. In
summary, they should be delivered or posted to the FSA’s address (See (2)
below) and will be treated as given when received by the FSA. They should not
be sent by fax or electronic mail.

(2) The address for notices is: The Financial Services Authority, 25 The North
Colonnade, Canary Wharf, London, E14 5HS
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cancellingqualificationforauthorisation. activitiesoutsidethescopeoftheSingleMarketDirectives

14.5.1

14.5.2

(6]

/1

14.5 Variation of a top-up permission to carry
on regulated activities outside the scope of
the Single Market Directives

Where an incoming EEA firm has been granted top-up permission by the FSA and
wishes to vary that permission, the Act requires it to apply to the FESA for a
variation of that top-up permission.

Guidance on the procedures for applying for a variation of a permission granted
under Part IV of the Act, including a top-up permission, is given in m SUP 6
(Applications to vary and cancel Part IV Permission).
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Section 14.6: Cancelling qualification

cancellingqualificationforauthorisation. for authorisation

14.6.1

14.6.2

14.6.3

14.6.4

14.6.5

14.6.6

14.6 Cancelling qualification for authorisation

Incoming EEA firms

Section 34 of the Act states that an incoming EEA firm no longer qualifies for
authorisation under Schedule 3 to the Act if it ceases to be an incoming EEA firm as
a result of:

(1) having its EEA authorisation withdrawn by its Home State regulator; or

(2) ceasing to have an EEA right in circumstances in which EEA authorisation is
not required; this is relevant to a financial institution that is a subsidiary of a
credit institution (of the kind mentioned in Article 19 of the Banking
Consolidation Directive) which fulfils the conditions in articles 18 and 19 of
that Directive.

In addition, under section 34(2) an incoming EEA firm may ask the FSA to give a
direction cancelling its authorisation under Schedule 3 to the Act.

Regulation 8 states that where an incoming EEA firm which qualifies for
authorisation under Schedule 3:

(1) has ceased, or is to cease, to carry on regulated activities in the United
Kingdom; and

(2) gives notice of that fact to the FSA;

the notice is treated under regulation 8 as a request for cancellation of the incoming
EEA firm’s qualification for authorisation under Schedule 3 to the Act and so as a
request under section 34(2) of the Act.

Where a financial institution (that is, a subsidiary of a credit institution) is
passporting under the Banking Consolidation Directive (see m SUP 14.6.1G(2)),
regulation 9(1) states that the incoming EEA firm may request the FSA to direct
that its qualification for authorisation under Schedule 3 to the Act is cancelled from
such date as may be specified in the direction.

The FSA may not, however, give a direction referred to in m SUP 14.6.4G unless:
(1) the incoming EEA firm has given notice to its Home State regulator; and

(2) the FSA has agreed with the Home State regulator that the direction should be
given.

Regulation 9(3) requires that the date specified by the FSA in a direction referred to
in m SUP 14.6.4G:
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Section 14.6: Cancelling qualification

cancellingqualificationforauthorisation. for authorisation

14.6.7

14.6.8

14.6.9

14.6.10

14.6.11

PAGE
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(1) must not be earlier than the date requested in the application; but

(2) subject to (1), is as agreed between the FSA and the incoming EEA firm’s Home
State regulator.

The ESA is required to send, as soon as practicable, a copy of the direction to the
incoming EEA firm and to its Home State regulator (regulation 9(4)).

Where the FSA gives a direction referred to in m SUP 14.6.4G, the incoming EEA firm
may apply for Part IV permission (see m AUTH 3 (Applications for Part IV
Permission)) to take effect not earlier than the date that its qualification for
authorisation is cancelled (as specified in the direction).

Incoming Treaty firms

Section 35 of the Act states that an incoming Treaty firm no longer qualifies for
authorisation under Schedule 4 to the Act if its Home State authorisation is
withdrawn.

In addition, under section 35(2) an incoming Treaty firm may ask the FSA to give a
direction cancelling its authorisation under Schedule 4 to the Act.

UCITS qualifiers .
Section 36 of the Act states that a UCITS qualifier may ask the FSA to give a
direction cancelling its authorisation under paragraph 1(1) of Schedule 5 to the Act.
UCITS qualifiers should also refer to m CIS 17.4.8G (Revocation of recognition:
Schemes recognised under section 264 of the Act).
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14.7 Cancellation of a top-up permission to
carry on regulated activities outside the
scope of the Single Market Directives

14.7.1 @ Where an incoming EEA firm, an incoming Treaty firm or a UCITS qualifier wishes
;1 | to cancel its top-up permission, either with or without cancellation of its
qualification for authorisation under Schedule 3, 4, or 5 to the Act, it should make

an application following the procedures set out in ®m SUP 6 (Applications to vary and
cancel Part IV Permission).
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PAGE
12



14:IncomingEEAfirms:changingdetailsand Section 14.8: Further guidance
cancellingqualificationforauthorisation.

14.8 Further guidance

14.8.1 @ For further guidance on passporting procedures, an incoming EEA firm should

;1 | contact the FSA’s Passport Notifications Unit or their usual supervisory contact at
the FSA. Incoming Treaty firms and UCITS qualifiers should speak to their usual
supervisory contact at the FESA in the first instance

PAGE
13
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ANNEX C



15: Notifications to the FSA Section 15.8: Notification in respect
of particular products and services

15.8 Notification in respect of particular
products and services

Management of occupational pension scheme assets

15.8.1 I3 | A firm which manages the assets of an occupational pension scheme
1 | must notify the FSA as soon as reasonably practicable if it receives
any request or instruction from a trustee which it:

(1) knows; or
(2) on substantial grounds:
(a) suspects; or
() has cause reasonably to suspect;

is at material variance with the trustee’s duties.

PAGE
17
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ANNEX D



SUP 16 Ann 1R: Banks' reporting forms
1. FORM B7

2. FORM BSD3

3. FORM LE2

4. FORM LR

5. FORM M1

6. FORM SLR1
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Private and confidential

To be used for all reports completed as at 1 December 2001 or after

FORM B7 - Analysis of profits, large exposures and certain

X -
&N
&
%g
other miscellaneous information FSA

Reporting institution

Reporting date FSA Number *

eg 31 12 2001

Please tick if this return is completed in EUros (e A). ... ..o

Knowingly or recklessly giving the FSA information which is false or misleading in a material particular may be a criminal offence (sections 398
and 400 of the Financial Services and Markets Act 2000). SUP 15.6.1R and SUP 15.6.3R require an authorised person to take reasonable
steps to ensure the accuracy and completeness of information given to the FSA and to notify the FSA immediately if materially inaccurate
information has been provided. SUP 16.3.10R requires an authorised person to submit reports containing all the information required.
Contravention of these requirements may lead to disciplinary sanctions or other enforcement action by the FSA. It should not be assumed
that information is known to the FSA merely because it is in the public domain or has previously been disclosed to the FSA or another
regulatory body. Any additional information of relevance should be provided by letter direct to the FSA.

| confirm that the information in this form is accurate and complete to the best of my knowledge and belief and that | have read the Guidance
Notes to this form.

Signature of authorised signatory: Date

Name: Position held:

In the event of a query, the FSA or the Bank of England may, in the first instance, contact (block letters please)

Tel No Ext

Notes on Completion

1 If you have any difficulty in completing this return, please telephone your normal supervisory contact at the FSA.
2 Complete the return half yearly as at end of June and December. Institutions wishing to report at dates which coincide with the financial
year end should apply to the FSA for a waiver (see SUP 8).
3 Enter amounts to the nearest thousand omitting £000s/€000s.
Calculated amounts should be rounded to the nearest thousand, or two decimal places as appropriate.
4 For definitions of items, refer to the Guidance Notes for the form.
5 To assist with the scanning process, please enter all data neatly within the relevant boxes and do not enter the % symbol in any boxes
on this return
6 Submit the form within 10 business days, or 12 business days for those institutions reporting electronically, clearly addressed to:
The Financial Services Authority
c/o Monetary and Financial Statistics Division
Domestic Banking Statistics (HO-4)
Bank of England
Threadneedle Street
London EC2R 8AH
7 Returns may also be delivered to the Works Gate at the Lothbury entrance of the Bank of England between 9.00am and 5.00pm,
Monday to Friday. Envelopes should be clearly addressed as above.

FSA use only Logged in Data entered

September 2001

* This should be the FSA firm reference number. This box must be filled in by all reporters (SUP 16.3.7R).

B7.1.FS
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CURRENT YEAR'S PROFIT AND LOSS

Iltem No 000s 000s
-
1 TOTAL INCOME... ..ot e s
1.1 Interest received and receivable..................o
1.2 DiIVIdENd INCOM. .. ..t
1.3 Fees and commissions received and receivable........................
1.4 Dealing Profit/(I0SS). ... ..uueiii e
1.5 INtra-group iINCOME. .......ouiii e
1.6 Other operating income iNCluding:..........cooiiiiiiiii e
of which:
1.6A
1.6B
1.6C
2 TOTAL EXPENDITURE....... ..ottt
21 Interest paid and payable..............ooooiii
2.2 Fees and commissions paid and payable..............cc.coviiiiiiniiin
2.3 Staff EXPENSES. .. et
24 Other administrative @Xpenses...........ooviiiiiiii e
2.5 DEPreCiation. ...
2.6 Intra-group eXpenditure. ... ... .....ouiiiii e
2.7 Other operating charges including:............cooooiiiiiiii i
of which:
2.7A
2.7B
2.7C
3 OPERATING PROFIT.. ..ttt e e |
4 TOTAL PROVISIONS ............ovoooveoooeeeeooeeeeeeeeeeee oo |
4.1 Provisions for bad and doubtful debts...............ccooiiiiiiiiiii
4.2 Provisions for contingent liabilities and commitments...........................
4.3 TAXAHON. ..t
4.4 Provisions / amounts written off fixed asset investments............................
5 CURRENT YEAR'S PROFIT AND LOSS........cccituiitimiiirinre s enneans
-
B7.1.1

FSA Handbook ¢ SUP e Pre-release 0.3 (20 September 2001)




BALANCE SHEET ANALYSIS

Iltem No

6 TOTALINVESTMENTS ...
6.1 Quoted: British Government stocK..............coooiiiiiiii
6.2 Other public sector (UK only).........ccoiiuiiiiiiiiiiieeee
6.3 EQUItIES. ..o
6.4 Overseas Government StoCK.............oooviiiiiiiiiiiiiiieeens
6.5 Otherinvestments...........coooiiiiiii e
6.6 Unquoted: Public sector (UK only)..........ooiiiiiiiiiiiiee e,
6.7 EQUItIES ...
6.8 Overseas Public SECtOr............ooiuiiiii i
6.9 Otherinvestments. ... ......cooiiii i

FSA Handbook ¢ SUP e Pre-release 0.3 (20 September 2001)

000s

Market valuation

000s

Book value
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OFF-BALANCE-SHEET ITEMS

Item No

7 TOTAL CONTINGENT LIABILITIES.......cooiiiiieie e

7.1 Acceptances and endorSemMENtS. ... .....c.iuiiiiiiii s

7.2 Guarantees and irrevocable letters of credit..............ccoooiiiiiii

7.3 Assets pledged by the bank as collateral security.................cooiiiiii .

7.4 Other contingent liabilities. ......... ..o

8 TOTAL COMMITMENTS. ...t

8.1 Sale and option to resell transactions...............coooiiiiiiiiii

8.2 Documentary credits and short-term trade-related transactions.........................

8.3 Forward asset purchases and forward deposits placed.................cooooiiiiinne.

8.4 UNArawn facilities. ... ...ouuieiei e

8.5 Other COMMIMENTS........iti e

9 EXCHANGE RATE AND INTEREST RATE RELATED CONTRACTS

9.1 Exchange rate contracts  principal amount...............cooiiiiiiiii

9.2 credit equivalent..............oooiii i

9.3 Interest rate contracts principal @amount..........c.ooiiiii

9.4 credit equivalent.............cooiiii
Original exposure method / replacement cost method

9M Please tick if using replacement cost method

FSA Handbook ¢ SUP e Pre-release 0.3 (20 September 2001)

000s

000s

Less than 1 year

1 year and over
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MEMORANDUM ITEMS

ltemn No 000s 000s 000s

-
10 PROVISIONS AGAINST BAD AND DOUBTFUL DEBTS

mm  yyyy Specific General Total

10.1 Previous balance as at (mm/yyyy)........c.ccccoeiinnennn. | |
10.2  Adjustments for exchange rate movements..............
10.3  Charge (credit) to profit and loss*................ccceeneen
10.4  Amounts written off...........ccoooiiiiiii
10.5 Recoveries of amounts previously written off...........
10.6  OFNer....iiiiii i
10.7  Currentbalance............coooviiiiiiiiiiiie
* This should equal item 4.1

-

| B71.4 |
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TWENTY LARGEST EXPOSURES TO BANKS AND BUILDING SOCIETIES

(irrespective of currency)

000s

of which the total exposure is:

On balance sheet

Denominated in

1 year or less to

Specific bad debt
provisions made

Count rt Total "
ounterparty . sterling maturity against exposures
Exposure reported in column
1
- |
1 2 3 4 5
TOTAL
* Gross of bad debt provisions in column 5
- B7.1.5 0
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TWENTY LARGEST EXPOSURES TO OTHER COUNTERPARTIES

(irrespective of currency)

000s

of which the total exposure is:

On balance sheet

Denominated in

1 year or less to

Specific bad debt
provisions made

Count rt Total "
ounterparty . sterling maturity against exposures
Exposure reported in column
1
- |
1 2 3 4 5
TOTAL
* Gross of bad debt provisions in column 5
- B7.1.6 =
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Private and confidential

To be used for all reports completed as at 1 December 2001 or after &5
SN
o3

FORM BSD3 - Capital Adequacy Return FS A

Reporting institution

as at.. FSA number *
(eg 31 12 2001)

Unconsolidated/solo consolidated/consolidated - tick as appropriate

Unconsolidated |:|Solo consolidated |:| Consolidated |:|

Knowingly or recklessly giving the FSA information which is false or misleading in a material particular may be a criminal offence
(sections 398 and 400 of the Financial Services and Markets Act 2000). SUP 15.6.1R and SUP 15.6.3R require an authorised person
to take reasonable steps to ensure the accuracy and completeness of information given to the FSA and to notify the FSA immediately
if materially inaccurate information has been provided. SUP 16.3.10R requires an authorised person to submit reports containing all
the information required. Contravention of these requirements may lead to disciplinary sanctions or other enforcement action by the
FSA. It should not be assumed that information is known to the FSA merely because it is in the public domain or has previously been
disclosed to the FSA or another regulatory body. Any additional information of relevance should be provided by letter direct to the
FSA.

| confirm the information in this form is accurate and complete to the best of my knowledge and belief and that | have read the
Guidance Notes to this form.

Signature of authorised signatory: Date:

Name: Position held:

In the event of a query, the FSA or the Bank of England may, in the first instance, contact (block letters please)

Tel No Ext

Notes on Completion
1 If you have any difficulty in completing this return, please telephone your normal supervisory contact at the FSA for guidance.
2 Complete the return quarterly on an unconsolidated/solo consolidated basis as at end of March, June, September and
December. Institutions wishing to report at dates which coincide with the financial year end should apply to the FSA for a
waiver (see SUP 8).
3 Complete the return half-yearly on a consolidated basis as at end of June and December. Institutions wishing to report at
dates which coincide with the financial year end should apply to the FSA for a waiver (see SUP 8).
4 Enter amounts to the nearest thousands omitting £000s/€000s.
Calculated amounts should be rounded to the nearest thousands, or two decimal places as appropriate.
5  For definitions of items, refer to the Guidance Notes
6  To assist with the scanning process, please enter all data neatly within the relevant boxes and do not enter the % symbol in
any boxes on this return.
7 Submit within 10 business days for unconsolidated/solo consolidated returns and 20 business days for consolidated returns
or 12 and 22 business days respectively for those institutions reporting electronically to:
The Financial Services Authority
c/o Monetary and Financial Statistics Division
Domestic Banking Statistics (HO-4)
Bank of England
Threadneedle Street
London EC2R 8AH

8  Returns may also be delivered to the Works Gate at the Lothbury entrance of the Bank of England between 9.00am and
5.00pm, Monday to Friday. Envelopes should be clearly addressed as above.

FSA use only Logged in Data entered

September 2001

* For unconsolidated/solo-consolidated entities, this should be the FSA firm reference number. For consolidated reports, this will be
the FSA firm reference number of the institution on whom the requirement to report has been placed. This box must be filled in by all
reporters (SUP 16.3.7R).
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A1 Please tick if completion in Euros .......ccccceeeeeunnnnnnnns I:I

SECTION A: BANKING BOOK

Item Trading Book Amount Banking Book Weighted Banking
No Item (000s) Amount (000s) Weight Book Amount (000s)

ASSETS
MO Gash | | | | o[
A20 Gold Bullion and coin..................... | | | | 0%_
A30 Cash items in course of collection..... | | | | 20% |
A40 ltems in suspense............ccocoveunn. | | | |
AAOA o oo [
0 P 10%
A3 e et 20%
O P 50%
A5 e e 100%

Page 1
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Item Trading Book Amount
No Item (000s)
LOANS, ADVANCES AND BILLS
HELD

Banking Book
Amount (000s)

A50 Central governments and central banks | |

A60 Lending to group companies | |

A70 Banks and investment firms (inc building
societies & MUBS) ...........oceevvieininnnn.

A90 Loans secured on residential property.. | | |

A100  Other loans, advances and bills held.... | | |

Page 2
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Weight

0%
10%
20%

100%

0%
10%
20%

100%

0%
10%
20%

100%

0%
10%
20%

100%

50%

0%
10%
20%

100%

100%

Weighted Banking
Book Amount (000s)




Item
No Item
INVESTMENTS

A120  Central governments and central banks..

Trading Book Amount
(000s)

Banking Book
Amount (000s)

Weighted Banking
Weight Book Amount (000s)

Banking Book Net Long

L — o [
A120.2......cciii 10%
A120.3....cc 20%
A1204.. ... 100%
L >
A130  Public sector entities.................... | |
AT130.T 10%
AT130.2 20%
AT130.3 o 100%
A140  Banks (Unsubordinated FRNs etc).. | |
ATA0.T L 10%
ATA0.2 20%
AT40.3 100%
A150 Mortgage backed securities....... | |
AT50.T 10%
AT80.2 20%
AT50.3 o 50%
AT80.4 100%
A160 Investments in subsidiaries ........... | | | |Deducted from Tier 1 & 2

and associated companies

A170 Investments in bank and financial firm
capital

AT

A172  Trading Book or other concession (from
Form M1).............

A180  Qualifying holdings / other investment.

AT80.1 o
AT80.2 o
A180.3 oo
A180.4 Deductions from Form M1 ...........cccoeeenee.

A190  Unanalysed...........ccocovieviniiniininnns

Deducted from Tier 1 & 2

100%

10%

20%

100%

Deducted from Tier 1 & 2

| 100%

Page 3
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Item

No

A200

A210

A210.1
A210.2

A220

A230

A240

A240.1
A240.2
A240.3

A250

A265

A270

Item
OTHER ASSETS

OWN Premises ........ccceeeeeveeennenen.

Other property/real estate.........

Operating leases.....................

Plant, equipment and other fixed assets

Other...ccoiiiiiiiiiiii,

Assets consolidated via aggregation plus.

Total assets (items A10 to A265)......

Trading Book Amount

Banking Book

Weighted Banking

FSA Handbook ¢ SUP e Pre-release 0.3 (20 September 2001)

(000s) Amount (000s) Weight Book Amount (000s)
| | |Deducted from Tier 1
100% |
Deducted from Tier 1
| | | 100% |
| | | 100% |
____________________ o [
.................... 20%
.................... 100%
| | | 100% |
.................... o [
.................... 10%
.................... 20%
.................... 100%
Page 4



Item Trading Book Amount
No Item (000s)
MEMORANDUM ITEMS

Banking Book
Amount (000s)

Weighted Banking
Weight Book Amount (000s)

A280 Connected lending of a capital nature..

|Deducted from Tier 1 & Tier 2

o [

10%

20%

50%

100%

A300 Loans to non-group companies with which directors and
controllers are assoCiated..............veuueiueeiiiiiiieiieeeennnn

A310 Direct credit substitutes given on behalf of connected
COUNEEIPAMIES. ..ot

Page 5
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o [

10%

20%

50%

100%

- [

10%

20%

50%

100%

o [

10%

20%

50%

100%




Item Banking Book Weighted Banking

No Item Amount (000s)  Weight Book Amount (000s)
MEMORANDUM ITEMS
(Continued)

A320 Investments in central governments and central banks.......... |

(net short positions)

ASZON o [

AB20.2 10%
A320.3 o 20%
A320.4 100%

Col 2 Assets at the

Col 1 Liabilities being reporting date

secured at the securing liabilities

reporting date reported in column 1
A330 Encumbered assets........................ | | | |
A330.1 Payment/settlement systems............ | | | |
A330.2 Other.......coceuiiiiiiiiiiiiiiiice | |
A335 Total assets of “deduction plus” subsidiaries .............cccocceeriirnneen.

Page 6
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Item Trading Book Amount
No Item (000s)

OFF BALANCE SHEET ITEMS

Banking Book
Amount (000s)

A340  Direct credit substitutes.................. |

A370 Sale and repurchase agreements... |

Page 7
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Credit
Conversio
n Factor

100%
100%
100%
100%
100%

Weighted Banking
Weight Book Amount (000s)

o [

10%

20%

50%

100%

Deducted from Tier 1 & 2

100%

50%
50%
50%
50%
50%
50%

20%
20%
20%
20%
20%
20%

100%
100%
100%
100%
100%

100%

o [

10%

20%

50%

100%

100%

o [

10%

20%

50%

100%

100%

o [

10%

20%

50%

100%

Deducted from Tier 1 & 2

100%

100%




Item Trading Book Amount

No Item (000s)

OFF BALANCE SHEET ITEMS (CONTINUED)

Banking Book
Amount (000s)

A380  Asset sales with recourse

A390  Forward asset purchases |

A400 Forward deposits placed |

A400.5 Unanalysed

A410  Uncalled partly-paid shares and......

securities

FSA Handbook ¢ SUP e Pre-release 0.3 (20 September 2001)
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Credit
Conversio

Weighted Banking

n Factor Weight Book Amount (000s)

100%
100%
100%
100%
100%

- [

10%

20%

50%

100%

Deducted from Tier 1 & 2

100%

100%
100%
100%
100%
100%

100% | |

- [

10%

20%

50%

100%

Deducted from Tier 1 & 2

100%

100%
100%
100%
100%
100%

100%
100%
100%
100%

100%

- [

10%

20%

100%

100%

- [

10%

20%

100%

Deducted from Tier 1 & 2

100%

100%




Item Trading Book Amount

No Item (000s)
OFF BALANCE SHEET ITEMS (CONTINUED)

Banking Book
Amount (000s)

A420  NIFs and RUFs

AL 20T
AA20.2 o
AA20.3 o
AA20.4 o
A420.5 UnanalySed........c.oouiimiiiiiiiiiiie e

A430 Endorsements of bills

A430.1 Accepted by banks..........c.ccooiiiii
A430.2 Not accepted by banks

AAB0.3 e
A430.4 UnanalySed.........ccuiuiiiiiiiiiii i

A440  Other commitments.......................

A440.1 1 year or less or unconditionally cancellable......................
A440.2 OVEIr T YA ..ttt
AAA0.3 o
ALA0.4
AAA0.5
ALA0D.B o

A440.7 (report 50% of nominal values).......

A440.8 UnanalySed..........ccuviuiiiiiniiiiiiie e

A452  OTC Derivative Contracts (Replacement Cost Methods) (from Appendix A-l)

A462  Foreign Exchange Position (NSOP) [CAD Exempt banks only].

A472  Interest Rate Related Contracts (Original Exposure Method)

A474  Exchange Rate Related Contracts (Original Exposure Method)

Page 9
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Credit

Conversio

n Factor

50%
50%
50%
50%
50%

0%
100%
100%
100%

0%
50%
50%
50%
50%
50%

Weighted Banking
Weight Book Amount (000s)

o |

10%

20%

100%

100%

o |

20%

100%

100%

0%
0%

10%

20%

50%

100%

Deducted from Tier 1 & 2

50%

100%

100%




LIABILITIES

em
No Item
Amount
CORE CAPITAL - TIER 1 (000s)
A480  Ordinary shares/common stock (issued and paid UpP)...........covuviuiiiiiniiiiiiininiieene |
A490  Perpetual non-cumulative preferred share/stock (issued and paid up)......................... |
ABOD  RESEIVES......ouiiiiiiii e |
A500.1 Share Premium ACCOUNL. ... ...ttt
A500.2 Disclosed prior years reserves (excluding item 580) efC...........c.ccoeviiiiiiiiiininnn,
A500.3 Current year’s retained profit verified by external audit......................coo
AS10  CUurrent years loSSES............uuuiiiiiiii i |
A520  Minority Interests (in Tier One Capital)...........oouviiiiiii e |
A530  Total of Items A480 10 A520...........ouuiiiiiiiii i |
A540  Goodwill and other intangible assets (items A200 and A210.2)...........coooviiiiininnannee. |
A550 TOTAL TIER ONE CAPITAL (ltem A530 less A540)........c..ccouiuiieiniiiaaiieeane. |

SUPPLEMENTARY CAPITAL - TIER 2

A580  Fixed asset revaluation reServe...............oooouiiiiiiiiiii i |
AB90  General ProVISIONS. ...........uuiiiiii e e |
AB00  Hybrid (debt/equity) iINStrumMENts. ... ... oo |
A610  Subordinated termdebt..................oo |
A620  Minority Interests (in Tier 2 capital)....... ..o |

LESS ADJUSTMENTS TO CAPITAL

A621 EXCESS GENEral PrOVISIONS. ......uiiiiiiiiie ettt et et e e e e aane |
A622 Excess Tier 2 subordinated debt.............c.cooooveiiiiiii |
A623 Amortisation on Tier 2 subordinated debt..................ccooi |
A624 Total of (items A580 to A620) less total of (items A621 t0 623) ........ccceeveviveennenn. |
A625 Tier 2 capital in excess of the overall limit/Excess Tier 2 capital ............ccccceeeuee.. |
A630 TOTAL ELIGIBLE TIER TWO CAPITAL (ltems A624 less AB25) .......cccccevcvveenvecrneennenes

Page 10
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Item

No Item

Amount
TRADING BOOK CAPITAL - TIER 3 (000s)
A631  Short term subordinated debt....................ooo |
A633  Minority Interests (in short term subordinated debt)...............ccoooiiii |

LESS ADJUSTMENTS TO CAPITAL

A635 Excess Tier 3 Subordinated debt..............cccooviiiiiiii |

A638 TOTAL ELIGIBLE TIER THREE CAPITAL (ltems A631 plus A633 less A635).

OTHER CAPITAL
AB60  Total ineligible Tier 2 and Tier 3 Capital..........c.cooiiriiiiiii e |
AB70  Othercapital .............oiiiiiii |

Page 11
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Item

No Item
Amount

OTHER NON-CAPITAL LIABILITIES (000s)

AB80  Own bank notes issued.................cooeoiiiiiii |

ABIO0  DEPOSItS......cevniiiiiii e |

ABOD. T BaNKS. ...t

AB0.2 ONEI ... e

A700 Marketable securities issued..............cociiiiiiiiiiiii

A700.1 Certificates Of dEPOSIt............cccuveuiiiiiiiiiiiiiiiieieeeeie

A700.2 Promissory notes and DillS................oooeiuieiiiiiiii e

A700.3 Unsubordinated FRNs and other long term paper......................

A710  Investments (gross short positions)............ccocoeiiiiiiiiiiiiiiinnin

A710.1 Central governments and central banks.......................cc.co.oeen..

AT10.2 OHer.. ...

A720 Liabilities in respect of sale and repurchase agreements............. |

A730  Tax ProvisSionS..............cocoiiiiiiiiiiiiii i |

AT730.1 CUITENELAX ... ..o ettt

A730.2 Deferred tax liabilities. ................cceeeeiiieiiiiiiaiiiiiaiiiiaeeae

A740  Provisions for dividends payable..............ccocoiiiiiiii |

A750  Other provisSions...........ccoooeiiiiiiiiiiiiiic e |

A760  Other........ccoooiiiiiii i |

A760.1 Credit items in course of settlement.......................ccccevvvenn...

AT60.2 ONEI ...

A765 Liabilities consolidated via consolidated plus............................. |

A770 Total Liabilities (Item A530, A630 and AB38 to A765)..........cccveevviiniinniinnnn. |

Page 12
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Item Item Amount

No (000)s
MEMORANDUM ITEMS

A780  Deposits from connected CUSTOMENS.............cooiiiiiiiiiiii |

A790  Subordinated term debt.................oo |

A790.1 Mandatorily convertible subordinated bonds..............oooiiiiiii e

A790.2 Dated preference shares and subordinated term loan capital...............ccooviiiiiiiiie

A790.21 Repayable in full on maturity

Amount Currency Repayment Date Sterling equivalent Amortis-
ation
factor

mm yyyy
a /
b /
c /
d /
e /
f /
g /
h /
I /
J /

A790.22 Repayable in instalments

Amount Currency Repayment Date Sterling equivalent Amortis-
ation
factor

mm yyyy
a /
b /
c /
d /
e /
f /
g /
h /
I /
J /
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APPENDIX A-l: COUNTERPARTY EXPOSURE ON OTC DERIVATIVE CONTRACTS (BANKING BOOK)
REPLACEMENT COST METHOD (000s)

OTC CONTRACTS Replacement cost Potential Future Credit Equivalent Weight Weighted Amount
Counterparty Risk Weight Exposure Amount
All maturities

10 O o [ R
20 10%. e 10%
30 20%..ciiiiiiiiieei, 20%
40 50%..cciiiiiiiiiieiie 50%
50 Unanalysed............... | | | | | | 50% | |

60 TOTAL (to be carried | | | | | | | |
forward to item A452)
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APPENDIX A-ll: SUPPLEMENTARY INFORMATION ON DERIVATIVE CONTRACTS (BANKING BOOK)
REPLACEMENT COST METHOD (000s)

10
20
30
40
50

60
70

80
90
100
110
120

130
140

150
160
170
180
190

200
210

Notional Principal Amounts By Residual Maturity
INTEREST RATE CONTRACTS <=1 Year 1-5 Years over 5 Years

Total

of which

OTC Options........cccvevnennen.

Exchange Traded Options

Notional Principal Amounts By Residual Maturity
FOREIGN EXCHANGE CONTRACT¢ <=1 Year 1-5 Years over 5 Years

Total

of which

OTC Options........cccevevnennen.

Exchange Traded Options

Notional Principal Amounts By Residual Maturity
EQUITY CONTRACTS <=1 Year 1-5 Years over 5 Years

Total

of which

OTC Options........ccevveneennnen.

Exchange Traded Options.....
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APPENDIX A-ll: SUPPLEMENTARY INFORMATION ON DERIVATIVE CONTRACTS (BANKING BOOK)

Continued
REPLACEMENT COST METHOD (000S)
Replacement Cost By Residual Maturity

10
20
30
40

80
90
100
110

150
160
170
180

FSA Handbook ¢ SUP e Pre-release 0.3 (20 September 2001)

INTEREST RATE CONTRACTS

FOREIGN EXCHANGE
CONTRACTS

<=1 Year 1-5 Years over 5 Years Total
Replacement Cost By Residual Maturity
<=1 Year 1-5 Years over 5 Years Total
Replacement Cost By Residual Maturity
<=1 Year 1-5 Years over 5 Years Total
Page 16




APPENDIX A-ll: SUPPLEMENTARY INFORMATION ON DERIVATIVE CONTRACTS (BANKING BOOK)
Continued

REPLACEMENT COST METHOD (000s)

Notional Principal Amounts By Residual Maturity

COMMODITY CONTRACTS <=1 Year 1-5 Years over 5 Years Total
220 0%-.eniiiiiiiie e
230 10%.euiiiiiei e
240 20%..c.iiiiiiiiie
250 50%..uiiiiiieeeie e
260 Exchange Traded Options....

of which

270 OTC Options

280 Exchange Traded Options.....

Notional Principal Amounts By Residual Maturity

PRECIOUS METALS <=1 Year 1-5 Years over 5 Years Total
290 0%.euiiiiiiiiie
300 10%.cceiiiniiieie e
310 20%.cceuieeiiiiieiiciiee
320 50%..ceiiiiiiiiiee

330 Exchange Traded Options....

of which

340 OTC Options.......c.cccevereenne.

350 Exchange Traded Options....

Notional Principal Amounts By Residual Maturity

TOTAL CONTRACTS <=1 Year 1-5 Years over 5 Years Total
360  0%..iiniiiiiieie
370 10%.cceieniiiieieeeeee
380 20%....iiiiiiiiie
390 50%;.cciiiiiiiiiii
400 Exchange Traded Options....

of which

410 OTC Options...............

420 Exchange Traded Options....
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APPENDIX A-ll: SUPPLEMENTARY INFORMATION ON DERIVATIVE CONTRACTS (BANKING BOOK)
Continued

REPLACEMENT COST METHOD (000s)
Replacement Cost By Residual Maturity

COMMODITY CONTRACTS <=1 Year 1-5 Years over 5 Years Total
220 0%-.eniiiiiiiie e
230 10%.euiiiiiei e
240 20%..c.iiiiiiiiie
250 50%...iiiiiieieee

Replacement Cost By Residual Maturity

PRECIOUS METALS <=1 Year 1-5 Years over 5 Years Total
290 0%.iiiiiieie e
300 10%.ccuiiiiiiiie
310 20%.cceueeniiiieiieiieieeeee
320 50%..c.iiiiiiiiiiiie

Replacement Cost By Residual Maturity

TOTAL CONTRACTS <=1 Year 1-5 Years over 5 Years Total
360 0%:..iniiiiiiiee e
370 10%.ueieeeeiieeiiieeeie e
380 20%...ciiiiiiieiiee e
390 50%..ciiiiiiiiiie
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APPENDIX A-lll: EXPOSURES COLLATERALISED/GUARANTEED/NETTED

This return records the adjustments made by the reporting institution in respect of exposures

collateralised or guaranteed or netting, where the collateral/guarantee has been used to reduce the risk

weight coefficient of the underlying asset, eg show the amounts in column 3 transferred from item

A100.4 (100% weight) to item A100.1 (0% weight).

1 2 3 4 5
From ltem To ltem
Number Number Amount Collateralised Amount Guaranteed Amount Netted

000s 000s 000s

-
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APPENDIX A-IV: CURRENT YEAR’S PROFIT & LOSS

based on management accounts to

.................. (dd/mm/yyyy)

Quarterly reporters (input reporting period as appropriate: Qtr1=1, Qtr2=2, efC) .....c.ceccovverrcieeeriee e

Half-yearly reporters (input reporting period as appropriate: H1=1, H2=2)

Iltem

10
20

30
40
50

60

70

80

90

100

110

120

130

140

150

160

170

180

190

200

210

FSA Handbook ¢ SUP e Pre-release 0.3 (20 September 2001)

INCOME
Interest received and receivable.....

Interest paid and payable..............

Net interest income
Profit/(Loss) on foreign exchange dealing

Profit/(Loss) on investments held for dealing

000s

000s

SUDO Al o

Income from fees and COMMISSIONS..........uiuiritit i e e

Dividends/share of profits from subsidiary and associated companies

Profit/(Loss) on fixed assets (inc. revaluation of fixed assets)

000s

OFNEI INCOME. ...ttt e e
EXPENSES
Operation expenses for: staff......ooo
OCCUPANCY ... eeneeneeneeieeneenaennnen
other......oooiiii
Net Charge/(credit) provisions: capital.............cocooviiiiiiiiinininns
suspended interest..................
Provisions for: taxation.........coooiiii i
dividends..........ccoooeiiiiiiiii
SUD-OTAL. e
Current Year's Profit/(LOSS). . ... .. u et
EXtraordinary HemIS. ... ..o
LI -

Page 20




APPENDIX A-V: PROVISIONS AGAINST BAD AND DOUBTFUL DEBTS AND INVESTMENTS

Item Item Col 1 Col 2 Col 3
No 000s 000s 000s
SPECIFIC GENERAL TOTAL

10 Previous balance as at.. (mm / yyyy) | |/ |

20 Adjustments for acquisitions/disposals..................

30 Adjustments for exchange rate movements..........

40 Charge/credit to profit & 0SS *.........cccccceeiiiiinene

50 Amounts written off (gross)........ccccceveeerieinicenneene

60 Recoveries of amounts previously written off........

70 Other....ii e

80 Current balance **...........cocceviviiiinieieee

Specific provisions against bad and doubtful debts

90 for assets of 0% WEIGT.......c.cuoi i e
100 for assets Of 10% WEIGNT.........ccuiiiiiiiie e e
110 for assets 0f 20% WEIGHT.........eo i
120 for assets Of 50% WEIGNT.........ccuiriiiiiiii s
130 for assets of 100% WEIGNT........ccuii it
140 for assets deducted from capital base.............ccooiiiiiiiiiiii
150 Total SPECIfIC PrOVISIONS. .......eiiiiiitii ittt
160 Gross value of loans against which specific provisions have been made.............c.ccccceeeee

SPECIFIC PROVISIONS AGAINST THE VALUE OF INVESTMENTS OTHER THAN TRADING INVESTMENTS

170 for assets Of 0% WEIGht..........ooiiiii e
180 for assets of 10% WEIGHT.........oi i
190 for assets 0f 20% WEIGNT........cccuiiiiiiiiei e s
200 for assets of 50% WEIGHT.........eiiiiiii e
210 for assets of 100% WEIGNL..........oiiiiiiie s
220 for assets deducted from capital base............coccoriiiiiiii
230 Total specific provisions against INVESIMENES.............oociiiiiiiiii e

* Column 3 to equal items 140 & 150 on Form BSD3 (Appendix A-1V)
** Column 2 to equal items A590 in Section A, column 1 to equal items 150 and 230 in this section (from November 2001)
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SECTION B: TRADING BOOK

NON-MARKET RISK IN THE TRADING BOOK

Weighted
Amount amount
000s 000s
COUNTERPARTY RISK ARISING FROM:
B10 Free DeliVErIES. ... ..
BIOA o o [
B10.2 o 10%
B10.3 o 20%
B10.4 oo 100%
B20 = o 10 T PPN
B201 o o [
B20.2 10%
B20.3 20%
B20.4 100%
B30 F S et e
BA0A o o [
B30.2 10%
B30.3 20%
B30.4 100%
B40 Other counterparty risk in the trading book........... ..o
BAOA o o [
B40.2 10%
B40.3 20%
B40.4 o 100%
B50 Unsettled transactions (from AppendixX B-l)...........ouiiniiiiii
B60 OTC Derivatives (from Appendix B-Il)..............c.cooiiiin.
B70 Undocumented repos/reverse repos (from Appendix B-1V)......
B80 Documented repos (from Appendix B-IV)...............coooe.
B90 Documented reverse repos (from Appendix B-1V)...............
B100 TOTAL COUNTERPARTY RISK IN THE TRADING BOOK...........coceiiiiiiiiiiiiieiieeeeeeee
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8%
8%
8%
8%

8%
8%
8%
8%

8%
8%
8%
8%

8%
8%
8%
8%

8%
8%
8%
8%

Capital
Requirement
000s




LARGE EXPOSURES IN THE TRADING BOOK

Amount
000s
B110 Adjusted Large Exposures Capital Base (from Form LE2 Part 5)..............ccccooeieeieiiannn.
Specific Risk Charge Capital Requirement
(000s) (000s)
B120 Excesses that have existed for 10 days or less.................. | | 200%
B130 Excesses that have existed for more than 10 days............. | | |
B130.1 >25% and <=40% of adjusted capital base........................ 200%
B130.2 >40% and <=60% of adjusted capital base....................... 300%
B130.3 >60% and <=80% of adjusted capital base....................... 400%
B130.4 >80% and <=100% of adjusted capital base...................... 500%
B130.5 >100% and <=250% of adjusted capital base.................... 600%
B130.6  3250%0. .-t uueeeeeneei et 900%
B140 CAPITAL REQUIREMENT FOR LARGE EXPOSURES......... | |
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MARKET RISKS IN THE TRADING BOOK

B150
B160

B170

B170.1
B170.2

B180

B190

B190.1
B190.2
B190.3
B190.4
B190.5

B200

B210

B210.1
B210.2

B215

B220

B230
B240

B250

B250.1
B250.2

B270

STANDARD APPROACH
FOREIGN EXCHANGE RISK

For basic approach (from Appendix B-V)............coocoiiiiiiiiii.
For backtesting approach (from Appendix B-V)............cocooiiiiiiiinnns

Additional Capital Charge for Options.............ccocoiiiiiiiiiiiii.

USING Carve OUL........ouuiiiiiiiiii e
Using CAD1 Models Approach...........ccoeeuiiiiiiiiiiiiiiaiieiieeeee

Total foreign exchange risk............coeviiiiiiiiiiiiiei e

INTEREST RATE POSITION RISK

SPECIfIC RISK.....eiieeieiie et

USING Carve OUL........ouuiiiiiiiiii e
Using CAD1 Models Approach............cccueiiiiiiiiiiiiiiiiiiiieeeee

Embedded Interest Rate Risk in Equity Derivatives.........................

Total interest rate positionrisk........................c

EQUITY POSITION RISK

Specific Risk (from Appendix B-VI1)...........ccoooiiiiiiiiiiiii
General Market Risk (from Appendix B-VII)...........coooviiiiniinnnd

USING Carve OUL........ouniiiiiiiii e
Using CAD1 Models Approach...........ccocueeiiiiiiiiiiiiieiieieeeeee,

Total equity positionrisk...................c.ooiii
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Amount (000s)

Specific
Risk
Weights

0.00%
0.25%
1.00%
1.60%
8.00%

Capital Requirement

(000)s

Capital Requirement
(000)s

Capital
Requirement (000s)




Capital

COMMODITY POSITION RISK Requirement (000s)
B280 Commodity position risk (from Appendix B-VI)...........cooiiiiiiiiii e |
B282 Additional Capital Charge for Options:............oouiiiiiiii e |
B282.1  USING Carve OUL.......cuiiiiiii e
B282.2  Using CAD1 Models APProach......... ..o
B284 Total commodity position risk...............cc.ooiiii

Capital Requirement

Il INTERNAL MODELS APPROACH (000s)
B290 Previous day’s value at risk...........cccocueieiiiiiiiiiiceeee

B300 Average of previous 60 days’ value at risk .........c.ccccceveeeenen ...

B310 Multiplication factor (rounded to 2 decimal places and multiplied by 100) .

B320 Capital requirement for general market sk ..........c.ccooiiiiiiiii e

B330 Capital surcharge for SPECIfiC FSK .........cocuiiiiiiiiiiii e

B340 Total capital requirement for risks subject to internal models (items B320 + B330) ....
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APPENDIX B-l: COUNTERPARTY RISK ON UNSETTLED TRANSACTIONS (000s)

Standard Method (Capital Charge based on potential loss)

Unsettled Transactions Potential Loss Capital Charge
10 0-4days.....ccoovvvviiiiiiiininnns 0%
20 5-15days.....ccocviiiiiiiiiiinn. 8%
30 16-30days.....cccocvvvevneennnnnn. 50%
40 31-45days......cccovevieeennnnn. 75%
50 46 ormore days.................... 100%
60 1] €= |

Alternative Method (Capital Charge based on agreed settlement price)

Agreed Settlement

Unsettled Transactions price
70 0-4days.....c.coeevvenieniininnnnnn. 0% _
80 5-15days.....ccccevvviniiinininnnn. 0.5%
90 16-30days.....cccovvnveeneennnnnn. 4%
100 31-45days.......cccoeeuiiiiinnnns 9%

46 or more days Use Standard Method
110 Total.....ooo | |
120 Total unsettled transactions................cooiveiiiiiinininnnn. | |
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APPENDIX B-ll: COUNTERPARTY EXPOSURE ON OTC DERIVATIVE CONTRACTS
(TRADING BOOK)
REPLACEMENT COST METHOD (000s)

10
20
30
40

50

60

OTC CONTRACTS Replacement cost Potential Future Credit Equivalent  Weight Weighted Amount
Counterparty Risk Weight Exposure Amount
All maturities

0%..o e o |

10%. .o, 10%

20%.cciiiiiieiiiia, 20%

50%.....cciiiiiiiiinnns 50%

Unanalysed......... | | | | | | 50% | |

TOTAL ..o | | | | | | |
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APPENDIX B-lll: SUPPLEMENTARY INFORMATION ON DERIVATIVE CONTRACTS
(TRADING BOOK)
REPLACEMENT COST METHOD (000s)

Notional Principal Amounts By Residual Maturity

INTEREST RATE <=1 Year 1-5 Years over 5 Years Total
CONTRACTS

10 0%;ccvieniiiiiiieeiceeen,

20 10%.eeeneeeiieeeeeae

30 20%. i

40 B50% ..

50 Exchange-traded........
of which

60 OTC Options...............

70 Exchange Traded Options

Notional Principal Amounts By Residual Maturity

FOREIGN EXCHANGE <=1 Year 1-5 Years over 5 Years Total
CONTRACTS

80 0%;eeeeeneiieiieieeeen,

90 10%.eiiiiieiiiiiee

100 20%..niieieee

110 50%...uiiiiiiiiiiiee

120 Exchange-traded........

of which

130 OTC Options...............

140 Exchange Traded Options

Notional Principal Amounts By Residual Maturity

EQUITY CONTRACTS <=1 Year 1-5 Years over 5 Years Total
150 0%;eeeeeneeieiieeaeeeen,
160 10%.enieiiiieiiiieeee
170 20%..niiieiee e
180 50%...uiiiiiiiiiiiee
190 Exchange-traded........

of which

200 OTC Options...............

210 Exchange Traded Options
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APPENDIX B-lll: SUPPLEMENTARY INFORMATION ON DERIVATIVE CONTRACTS
(TRADING BOOK) - continued
REPLACEMENT COST METHOD (000s)

Replacement Cost By Residual Maturity

INTEREST RATE <=1 Year 1-5 Years over 5 Years Total
CONTRACTS

10 0%:ceveeiiiiiieiiceee,

20 10%. e

30 20%. .

40 B50% ..

Replacement Cost By Residual Maturity

FOREIGN EXCHANGE <=1 Year 1-5 Years over 5 Years Total
CONTRACTS

80 0%;eeeeeneeeineeaeeeen,

90 10%.eieiiiieiiiiee

100 20%.euiiieieee

110 50%...uiiiiiiiiiiiee

Replacement Cost By Residual Maturity

EQUITY CONTRACTS <=1 Year 1-5 Years over 5 Years Total
150 (0
160 10%.cceeneeiieeiieeeiee
170 20%. i
180 B50% ..
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APPENDIX B-lll: SUPPLEMENTARY INFORMATION ON DERIVATIVE CONTRACTS
(TRADING BOOK) - continued
REPLACEMENT COST METHOD (000s)

Notional Principal Amounts By Residual Maturity

COMMODITY CONTRACTS <=1 Year 1-5 Years over 5 Years Total
220 0%.ceiiiiiiiiiieee,
230 10%. e,
240 20%..cniiiiiie
250 [0 S

260 Exchange-traded........

of which

270 OTC Options...............

280 Exchange Traded Options

Notional Principal Amounts By Residual Maturity

PRECIOUS METALS <=1 Year 1-5 Years over 5 Years Total
290 0% e,
300 10%.cnieiiiiiiiiiiea,
310 20%..eiiiiieeeen
320 50%;..cciiniiiiiiiiiin,

330 Exchange-traded........

of which

340 OTC Options...............

350 Exchange Traded Options

Notional Principal Amounts By Residual Maturity

TOTAL CONTRACTS <=1 Year 1-5 Years over 5 Years Total
360 0%;eeeeneieeieeaeeeen,
370 10%.eieiiiieiiiiie
380 20%..niieieee
390 50%..cuiiiiiiiiiiien
400 Exchange-traded........

of which

410 OTC Options...............

420 Exchange Traded Options
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APPENDIX B-lll: SUPPLEMENTARY INFORMATION ON DERIVATIVE CONTRACTS
(TRADING BOOK) - continued
REPLACEMENT COST METHOD (000s)

Replacement Cost By Residual Maturity

PRECIOUS METALS <=1 Year 1-5 Years over 5 Years Total
220 0%.ceiiiiiiiiiiieie,
230 10%. e,
240 20%..cniiiiiiiiee
250 [0 S

Replacement Cost By Residual Maturity

PRECIOUS METALS <=1 Year 1-5 Years over 5 Years Total
290 0%,
300 10%.cnieiiiiiiiieiea,
310 20%..niiiieeen
320 50%;..cciiuiiiiiiiiiien,

Replacement Cost By Residual Maturity

TOTAL CONTRACTS <=1 Year 1-5 Years over 5 Years Total
360 (0
370 10%.cceeneeiieeieeeiee
380 20%. i
390 B50% ..
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APPENDIX B-IV: COUNTERPARTY EXPOSURE FOR REPOS, REVERSE REPOS

AND SIMILAR TRANSACTIONS (000s)

10
20
30
40

50

60
70
80
90

100

110
120
130
140

150
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UNDOCUMENTED REPOS/
REVERSE REPOS

DOCUMENTED REPOS

REPOS

1 2 3 4 5
Replacement Potential Amount at Weight Weighted
Cost Future Credit Risk Amount
Exposure 1+2) (3*4)
10%
20%
100%
LI 2 17 PP
1 2 3 4 5
Market value of Market value of Amount at Weight Weighted
securities collateral taken Risk Amount
sold or lent (1-2) (3*4)
10%
20%
100%
IO 1 I PP
1 2 3 4 5
Market value of Market value of Amount at Weight Weighted
collateral given securities Risk Amount
bought or borrowed (1-2) (3*4)
0%
10%
20%
100%
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APPENDIX B-V: CAPITAL REQUIREMENT FOR FOREIGN EXCHANGE RISK (000s)

Column 1 Column 2 Column 3
Net Overall Positions to be Positions being
Long (short) treated under treated under
Position basic method backtesting approach

BASE CURRENCY | | | (1=2+3)

Other Currencies

Belgium/Luxembourg Francs  BE BELG

Canadian Dollars CA CANA

Danish Kronor DK DENM

EUROS ER EURO

French Francs FR FRAN

Deutschmarks DE RGER

Irish Pounds IE EIRE

Italian Lire IT ITAL

Japanese Yen JP JAPA

Netherlands Guilders NL NETH

Spanish Pesetas ES SPAI

Swedish Kroner SE SWED

Swiss Francs CH SWIT

Sterling UK UKIN

US Dollars UsS USA

Other Material currencies ...... U9 UNAL

Other Aggregate Net Long Positions OTHL

Other Aggregate Net Short Positions OTHS

TOTAL ZERO

Higher of aggregate net short/long open positions

GOLD GO GOLD | | | | | |

SUM OF GROSS POSITION. .....cc...oovieiiiiiiiniieniieeineenne _ | | | |
CAPITAL REQUIREMENT.........oiiiiiiiiriniiceieecc _ | | | |
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APPENDIX B-VI: CAPITAL REQUIREMENT INTEREST RATE GENERAL MARKET

RISK (000s)
1 2 3 4 5
Zone One Zone One Zone Two Zone Two Zone Three
Net Long position Net Short Position Net Long position Net Short Position Net Long position

Australia AU AUSL

Austria AT AUSR
Belgium BE BELG
Brazil BR BRAZ

Canada CA CANA

Denmark DK DENM

EUROS ER EURO

Finland Fl FINL
France FR FRAN
Germany DE RGER
Greece GR GREE
Ireland IE EIRE
Italy IT ITAL
Japan JP JAPA
Malaysia MY MALA
Mexico MX MEXI

Netherlands NL NETH

Norway NO NORW

Portugal PT PORT

Singapore  SG SING

South Africa RA SAFR

Spain ES SPAI

Sweden SE SWED

Switzerland CH SWIT

Turkey TR TURK
UK UK UKIN
Sterling Index Linked Gilts
USA us USA

Other Material Countries

Other........... U9 UNAL

Non Material XF NONM || || || ||
Countries

L
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APPENDIX B-VI: CAPITAL REQUIREMENT INTEREST RATE GENERAL MARKET
RISK - continued (000s)

ZoneEEI'hree Maturit; based Duratioi based Simplifie?i Method  Total Gen1e0ral Market
Net Short Position approach Approach Interest Rate Risk
(Method one) (Method two) (7+8+9)
Australia AU AUSL
Austria AT AUSR
Belgium BE BELG
Brazil BR BRAZ
Canada CA CANA
Denmark DK DENM
EUROS ER EURO
Finland Fl FINL
France FR FRAN
Germany DE RGER
Greece GR GREE
Ireland IE EIRE
Italy IT ITAL
Japan JP JAPA
Malaysia MY MALA
Mexico MX MEXI
Netherlands NL NETH
Norway NO NORW
Portugal PT PORT
Singapore  SG SING
South Africa RA SAFR
Spain ES SPAI
Sweden SE SWED
Switzerland CH SWIT
Turkey TR TURK
UK UK UKIN
Sterling Index Linked Gilts
USA us USA
Other Material Countries
Other........... U9 UNAL
Non Material XF NONM || || || || |
Countries
LI 172 PP | |
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APPENDIX B-VII: EQUITY POSITION RISK (000s)
Gross Positions for Specific Risk
1 2 3
Positions attracting Positions attracting Positions attracting
8% specific / 4% specific/ 0%
execution risk

Execution risk Execution risk

4

Total Gross Equity
Positions for specific

| Execution risk

Positions, including positions in indices, allocated by country (1+2+3)
Australia AU AUSL.....
Belgium BE BELG.....
Canada CA CANA.....
France FR FRAN.....
Germany DE RGER
Japan JP JAPA.....
Netherlands NL NETH.....
Spain ES SPAI......
Sweden SE SWED
Switzerland CH SWIT......
United Kingdom UK UKIN......
United States us USA.......
Denmark DK DENM.
Finland Fl FINL.......
Greece GR GREE.....
Ireland IE EIRE.......
Italy IT ITAL........
Luxembourg LU LUXE......
Portugal PT PORT......
Other material ctry. U9 UNAL
Non material ctry... XF NONM
TOTAL e | | |
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APPENDIX B-VIl: EQUITY POSITION RISK - continued (000s)

Positions for General Market Risk

5 6 7
Excess amount of Other Positions Total Equity
concentrated Positions for
positions (Gross) General Market Risk
Positions, including positions in indices, allocated by country (5+6)
Australia AU AUSL.....
Belgium BE BELG.....
Canada CA CANA.....
France FR FRAN.....
Germany DE RGER....
Japan JP JAPA.....
Netherlands NL NETH.....
Spain ES SPAI......
Sweden SE SWED....
Switzerland CH SWIT......
United Kingdom UK UKIN......
United States us USA.......
Denmark DK DENM....
Finland Fl FINL.......
Greece GR GREE.....
Ireland IE EIRE.......
Italy IT ITAL........
Luxembourg LU LUXE......
Portugal PT PORT......
Other material ctry. U9 UNAL
Non material ctry... XF NONM
TotAL I I
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APPENDIX B-Vill: COMMODITY POSITION RISK (000s)

10

Positions Capital Charges
Commodity types Column A Column B Column C Column D Column E Column F
Gross Gross Net Open Simplified Maturity Total
Long Short position approach approach charges
Precious metals | I || || || ||
(excluding gold) ..
Base metals ..... | I || || || ||
Energy contracts | I || || || ||
(including oil) ....
Other contracts .. | I || || || ||
Total capital FEQUIFEMENT ... ... e ettt ettt e e e e e e e bt e e e et et e et e et e et et et e e et e e e eaenaenanns |
Top ten commodities by capital charge
| [
2
3 e
4o
Sl
B o
T o
8 e
9 e
10
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APPENDIX B-IX: BACKTESTING RESULTS

10

20

30

40

50

51.0

51.01
51.02
51.03
51.04
51.05
51.06
51.07
51.08
51.09
51.10
51.11
51.12
52.0

52.1
52.2
52.3
52.4
52.5
53.0

53.1
53.2
53.3
53.4
53.5

Note 1.

Note 2

Multiplication factor

Minimum multiplication factor (rounded to 2 decimal places x 100, ie input as integers) .......... |

Number of regulatory backtesting exceptions recorded over last 250 business days. ............ |

Plus factor (rounded to 2 decimal places x 100, ie input as integers) .........cccccevvevrieencnnennen |

Multiplication factor (items 10 @nd 30) .....c..ooiiiiiiiiie et e |

Backtesting on total portfolio

Number of recorded backtesting exceptions in last reporting period ............ccccceeiiiiniinene |

Exceptions recorded during last reporting period:

Date (dd / mm / yyyy) VaR measure (note 1) (000s) Actual loss (note 2) (000s)
/ /
/ /
/ /
/ /
/ /
/ /
/ /
/ /
/ /
/ /
/ /
/ /

Five largest daily losses over last reporting period:

Date (dd / mm / yyyy) VaR measure (note 1) (000s) Actual loss (note 2) (000s)
/ /
/ /
/ /
/ /
/ /

Five largest backtesting VaRs1 over last reporting period:

Date (dd / mm / yyyy) VaR measure (note 1) (000s) Actual loss (note 2) (000s)
/ /
/ /
/ /
/ /
/ /

The VaR measure for backtesting purposes should be calibrated to a one-day holding period and a 99% one-tailed
confidence limit.
Actual profit/loss is the day’s actual P&L arising from trading activities within the scope of the model.
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Backtesting on portfolios for specific risk

60 Number of backtesting exceptions on interest rate portfolio in last reporting period ............

60.1 Exceptions reported during last reporting period:

Date (dd / mm / yyyy) VaR measure (note 3) (000s) Actual loss (note 4) (000s)
60.11 / /
60.12 / /
60.13 / /
60.14 / /
60.15 / /
60.16 / /
60.17 / /
60.18 / /
60.19 / /
60.20 / /
60.21 / /
60.22 / /

If the reporting institution conducts backtesting on a sub-portfolio level, this should be repeated for each sub-portfolio that
is subject to interest rate specific risk

70 Number of backtesting exceptions on equities portfolio in last reporting period ..................

70.1 Exceptions reported during last reporting period:

Date (dd / mm / yyyy) VaR measure (note 3) (000s) Actual loss (note 4) (000s)
70.11 / /
70.12 / /
70.13 / /
70.14 / /
70.15 / /
70.16 / /
70.17 / /
70.18 / /
70.19 / /
70.20 / /
70.21 / /
70.22 / /

If the reporting institution conducts backtesting on a sub-portfolio level, this should be repeated for each sub-portfolio that
is subject to interest rate specific risk

Note 3 ~ This is the VaR measure (99% confidence limit, one-day holding period) related to specific risk on the sub-portfolio.
Note 4 This is the actual loss related to specific risk on the sub-portfolio.
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APPENDIX B-X: EXPOSURES COLLATERALISED/GUARANTEED/NETTED

This return records the adjustments made by the reporting institution in respect of exposures collateralised or guaranteed or netting, where
the collateral/guarantee has been used to reduce the risk weight coefficient of the underlying asset, eg show the amounts in column 3
transferred from item B40.4 (100% weight) to item B40.1 (0% weight).

1 2 3 4 5
From Item To ltem Amount Collateralised Amount Guaranteed Amount Netted
Number Number 000s 000s 000s

N

© 0o N o o »~ w N

-
o

N
N

-
N

-
w

N
n

-
[6)]

-
D

N
~

-
©
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o

N
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N
o

N
©

w
o

w
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w
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w
w

w
B

N
2]
0 U U W W W ® W W O O 0 O W W W W W W W W O O O O W W W W W W m®m W W W

w
(&)
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SECTION C - CONSOLIDATION VIA AGGREGATION PLUS

(INTO THE TRADING BOOK)

INVESTMENT FIRM A B C
SUBSIDIARIES (000)s
FSA=1 or Trigger Trigger capital
local regulator’s ratio requirement
rules=0 applied =
applied (% to
2d.px100)

D
(000)s
Notional risk
weighted
assets

E
(000)s
Incremental
capital for large
exposures

C10 TOTAL FOR INVESTMENT FIRMS............

BANKING SUBSIDIARIES

C20.1

C20.2

C20.3

c204

C205 el

C20.6 e

C20.7

C20.8 e

C209 .l

C20.10 ..

C20.11

C20.12

C20.13 .l

C20.14

C20 TOTAL FOR BANKING SUBSIDIARIES............... |

C30 GRAND TOTAL |
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SECTION C - CONSOLIDATION VIA AGGREGATION PLUS

(INTO THE TRADING BOOK) - continued

CAPITAL REQUIREMENT
INVESTMENT FIRM F G H J K L
SUBSIDIARIES (000)s (000)s (000)s (000)s (no) (000)s
MR against MR against Non-MR against Non-MR against Plus Target capital
which Tier 3 which Tier 3 which Tier 3 may which Tier 3 may factor requirement
may be held may not be held be held may not be held (nox100)

C10  TOTAL.... | |

BANKING SUBSIDIARIES

C20.1 ..

C20 TOTAL..... | | | | | |

C30 GRAND TOTAL | | | | | |
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SECTION D - CAPITAL ADEQUACY SUMMARY

D10
D20
D30

D40

D50

D60

D70

D70.1
D70.2
D70.3
D70.4
D70.5
D70.6

D80

D90
D100

D110

D120

D130

D140

D150

CAPITAL BASE 000s
THEI 1 (ADB0) ..ottt h b h bt h et h bttt et n e neeans
1o o] L= I =Y N () S
ENGIDIE TIEN 3 (AB38) ...ttt ettt bbbttt b et e e bbb e nr e e e nne s
TOTAL ELIGIBLE CAPITAL (D10 0 D30) ...eeeieeeieeieeeiieieeiesieesiesee e eee e ee e nee s |
BANKING BOOK CAPITAL REQUIREMENTS/RISK WEIGHTED ASSETS
Banking Book Trigger Ratio ( % multiplied by 100, ie input as integers) ................... I:l
Banking Book Target Ratio ( % multiplied by 100, ie input as integers) ............c.c....... I:I
Total Banking Book Risk Weighted Assets by risk weighting bands:............. |
by weighting bands:
RISK WEIGNEA @t 090ttt sttt et _
RISK WEIGNTEA @t 10Y0......eeeeee ettt ettt et e s saeeesaeeenee
RiSK WEIGHEA @t 20%0.......ceeeeeeeee ettt ee s
RISK WEIGTEA @t B50Y0.......e ettt ettt et et e saeeenaeeenee
RiSK WEIGHEA @t T00T0....ceveeueiree ettt er ettt et nbe e et as
ltems A452, A472 and AA74 Of SECHION A.......eeeeeeeeeeeeeeeeee e et e e ee e e e e
Banking Book Capital Requirements ................cc.ccooiiiiiiiiiiiiiii e
CAPITAL ALLOCATED TO THE BANKING BOOK
B =Y it =T o = | PSP PPPPROPPRROt
Eligible Tier 2 Capital........c.eiiiiiiii ettt ettt
Total capital allocated to the Banking Book (items D90 + D100) .........ccccceeiiieeriieennnenne |
TRADING BOOK CAPITAL REQUIREMENT/NOTIONAL RISK WEIGHTED ASSETS
Exempt from CAD capital requirements at reporting date ? (please tick if yes) .......ccccovviiiiiiiiiiiiiiiiens Yes I:I
If yes, number of days over threshold in reporting period ............ccoceeiiiriieieiniee e I:I
Trading Book Trigger Ratio ( % multiplied by 100, ie input as integers) ...........cccccovvevvrnenne. I:I
Trading Book Target Ratio ( % multiplied by 100, ie input as integers) ..........ccccceevvineennnen. I:I
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D160
D170
D180
D190
D200
D210

D220

D230

D240

D250

D260

D270

D280
D290

D300

D310

D320

D330

D340
D350

D360

D370

D380

D390

Standard approach

Counterparty/Settlement RISK ..........cooiiiiiii e
Incremental capital for 1arge EXPOSUIES ...........oiiiuiiiiiiiiie et e anaes
FOreign @XChange .FISK ........c.ooiiiiiiie ettt e
Interest Rate PoSItion RISK...........cooiiiiiii e
EQUItY POSItION RISK.... ..ottt

Commodity POSItION RISK........coiiiiiiii et

Total capital requirement for trading book risks not subject to models (items D160 to D210) ....

Internal models approach
Capital requirement for Market MSK...........ccueeeiiiiiiiie e e e e e e e

Capital surcharge for SPECIfiC MSK...........oiiiiiiiiiii e

Total capital requirement for risks subject to internal models (items D230+D240)...........ccccccueen...

Capital requirements for entities consolidated via aggregation plus

Market Risks against which Tier 3 capital may be held..............cccoooiiiiiiiii
Market Risks against which Tier 3 capital may not be held.............ccocccoiiiiiini
Non-Market Risk against which Tier 3 capital may be held.............cccocceiiiiiii

Non-Market Risk against which Tier 3 capital may not be held.............cccooiiiiiiiiiin

Total capital requirement for entities consolidated via aggregation plus ............cccccceeieiinnneen.

Total Trading Book Capital Requirements (items D220+D250+D300).....

Total Trading Book Notional Risk Weighted Assets.....................c..o......

CAPITAL ALLOCATED TO THE TRADING BOOK

THEE T CAPIAL ...ttt

Eligible Tier 2 Capital.........ccueeiiiiiiee et ettt e e ee e e e e
Eligible Tier 3 Capital.........c.eiiiiiiiiiiie e

Total capital allocated to the trading book (items D330 t0 D350).........ccccueiriieniiiniiiineeeeeen

ELIGIBLE CAPITAL NOT USED TO SUPPORT EITHER BOOK
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D400
D410
D420
D430
D440
D450
D460

D470

D480

D490

D500

D510

D520

D530

D540

DEDUCTIONS

Investments in subsidiaries and associated companies (item A160)..........cccovviiiiiiiieniieniennn.
Connected lending of a capital nature (A280) ..........coouiiiiiiiiiiee e

Off-balance sheet items of a capital NAtUre..............cocoiiiiii e

Investments in bank and financial firm capital (item A171)........cccoiiiiiiiie e
Qualifying holdings (IteM AT80.4)......ccuiiiiiiii it

Deduction plus CONSONAATION. ........coiuiiiiiiiiii i

Other AEAUCHIONS...... vttt e e et e e et e e e e ette e e e eab e e e enbeeeeenbeeeenreeeenas

Total Deductions (items D400 t0 D4B0) ........oerueeiuiiriieitieriee ettt e

OWN FUNDS ... e e e e
ADJUSTED CAPITAL BASE .........oo e
TOTAL CAPITAL REQUIREMENTS .........ooiiiiiii e

TOTAL RISK-WEIGHTED ASSETS ... e e

‘PUBLISHED’ RISK ASSET RATIO ( % multiplied by 100, ie input as integers) ...........c.cceeueuee.
TRIGGER CAPITAL ADEQUACY RATIO ( % multiplied by 100, ie input as integers) ...............

TARGET CAPITAL ADEQUACY RATIO ( % multiplied by 100, ie input as integers) ................
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Private and confidential
To be used for all reports completed as at 1 December 2001 or after A

FORM LE2 - Analysis of Large Exposures

Reporting institution

(Unconsolidated/Solo consolidated/Consolidated - delete as appropriate)

as at FSA Number*

Capital base for the period of this report: Date agreed:

Currency of completion:

Knowingly or recklessly giving the FSA information which is false or misleading in a material particular may be a criminal offence
(sections 398 and 400 of the Financial Services and Markets Act 2000). SUP 15.6.1R and SUP 15.6.3R require an authorised person
to take reasonable steps to ensure the accuracy and completeness of information given to the FSA and to notify the FSA immediately if
materially inaccurate information has been provided. SUP 16.3.10R requires an authorised person to submit reports containing all the
information required. Contravention of these requirements may lead to disciplinary sanctions or other enforcement action by the FSA.
It should not be assumed that information is known to the FSA merely because it is in the public domain or has previously been
disclosed to the FSA or another regulatory body. Any additional information of relevance should be provided by letter direct to the FSA.

| confirm that the information in this form is accurate and complete to the best of my knowledge and belief and that | have read the
Guidance Notes to this form.

Signature of authorised signatory: Date:

Name: Position held:

In the event of a query, the Financial Services Authority may, in the first instance, contact (block letters please):

Tel No: Ext:

Notes on completion

1 Complete the return quarterly on an unconsolidated/solo-consolidated basis and consolidated basis as at end of March, June,
September and December. Institutions wishing to report as at dates which coincide with the financial year end should apply to
the FSA for a waiver (see SUP 8).

2 The form should be returned within 10 business days of the reporting date when completed on an unconsolidated/ solo-
consolidated basis and within 20 business days of the reporting date when completed on a consolidated basis. Please address
the form to your normal supervisory contact in:

Financial Services Authority
25 The North Colonnade

Canary Wharf

London

E14 5HS
3 If you have any difficulty in completing this form, please telephone your FSA supervisor for guidance.
FSA use only Logged in Data entered

September 2001

* For unconsolidated/solo-consolidated entities, this will be the FSA firm reference number. For consolidated reports, this will be the
FSA firm reference number of the institution on whom the requirement to report has been placed. This box must be filled in by all
reporters (SUP 16.3.7R).
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PART 1

LARGEST EXPOSURES TO INDIVIDUAL NON-BANK COUNTERPARTIES AND GROUPS OF CLOSELY RELATED

Counterparty Gross exposure (ii)
(i)

2)

Net exposure (ii)

®)

(a) At reporting date

(b) Maximum during period

(a) At reporting date

(b) Maximum during period

(i) Principal counterparty(ies) in the case of groups of closely related non-bank counterparties.

(i) Any exposure denominated other than in £ (either partially or wholly) should be marked with a *.
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NON-BANK COUNTERPARTIES

£000s (unless
otherwise agreed)

Specific bad debt provisions made at
reporting date against the exposure
in column 2(a) or 3(a)

“4)

Eligible collateral held

®)

Covered by guarantees

(6)

(a) Cash

(b) Zone A Government
securities

(a) Parent bank

(b) Third party

Amount included in clustering ratio
calculation

@)
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PART 2 (i)

LARGEST EXPOSURES TO INDIVIDUAL NON-BANK COUNTERPARTIES AND GROUPS OF CLOSELY RELATED

Counterparty Gross exposure (ii)(iii)
(i)

)

Q)

(a) At reporting date

(b) Maximum during period

(a) At reporting date

(b) Maximum during period

Specific bad debt provisions made
at reporting date against the
exposure in column 2(a) or 3(a)

(4)

(i) Principal counterparty(ies) in the case of groups of closely related non-bank counterparties.

(i) Any exposure denominated other than in £ (either partially or wholly) should be marked with a *.
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NON-BANK COUNTERPARTIES CONNECTED TO THE REPORTING BANK

£000s (unless
otherwise agreed)

Eligible collateral held

©)

Covered by guarantees

(6)

(a) Cash

(b) Zone A Government
securities

(a) Parent bank

(b) Third party

Amount exempt under a connected
exposure concession

@)

Amount included in clustering ratio
calculation

(8)

(iii) The total exposure to the counterparty(ies) listed in column 1 should be reported but exposures up to and including 1 year (original) maturity to group financial companies should also
be separately identified in brackets.
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PART 2 (ii)

LARGEST EXPOSURES TO BANKS, BUILDING SOCIETIES, RECOGNISED INVESTMENT FIRMS,
RECOGNISED CLEARING HOUSES AND RECOGNISED EXCHANGES CONNECTED TO THE REPORTING BANK

Counterparty Gross exposure (i) Net exposure (i) Specific bad debt provisions made
(2) 3) at reporting date against the
(a) At reporting date (b) Maximum during period |(a) At reporting date (b) Maximum during period |exposure in column 2(a) or 3(a)
() “4)
(i) Any exposure denominated other than in £ (either partially or wholly) should be marked with a *.
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£000s (unless
otherwise agreed)

Eligible collateral held

©)

Covered by guarantees

(6)

(a) Cash

(b) Zone A Government
securities

(a) Parent bank

(b) Third party

Amount exempt under a connected
exposure concession

@)

Amount included in clustering ratio
calculation

(8)
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PART 3 (i)

LARGEST EXPOSURES TO BANKS, BUILDING SOCIETIES, RECOGNISED INVESTMENT FIRMS, GILT-EDGED
RECOGNISED CLEARING HOUSES AND RECOGNISED EXCHANGES WITH A MATURITY OF 1 YEAR OR LESS

Counterparty Gross exposure (i) Net exposure (i) Specific bad debt provisions made
(2) 3) at reporting date against the
(a) At reporting date (b) Maximum during period |(a) At reporting date (b) Maximum during period |exposure in column 2(a) or 3(a)
() “4)
(i) Any exposure denominated other than in £ (either partially or wholly) should be marked with a *.
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MARKET MAKERS, STOCK EXCHANGE MONEY BROKERS,

£000s (unless
otherwise agreed)

Exposure to counterparties closely related to counterparty in
column 1 (i)

()

Eligible collateral held

(6)

Covered by guarantees

(@)

(a) Cash

(b) Zone A Government
securities

(a) Parent bank

(b) Third party

(i) Other than banks, building societies, recognised investment firms, gilt-edged market makers, stock exchange money brokers, recognised clearing houses and recognised exchanges.
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PART 3 (ii)

LARGEST EXPOSURES TO BANKS, BUILDING SOCIETIES, RECOGNISED INVESTMENT FIRMS, GILT-EDGED
RECOGNISED CLEARING HOUSES AND RECOGNISED EXCHANGES WITH A MATURITY OF OVER 1 YEAR

Counterparty Gross exposure (i) Net exposure (i) Specific bad debt provisions made
(2) 3) at reporting date against the
(a) At reporting date (b) Maximum during period |(a) At reporting date (b) Maximum during period |exposure in column 2(a) or 3(a)
() “4)
(i) Any exposure denominated other than in £ (either partially or wholly) should be marked with a *.
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MARKET MAKERS, STOCK EXCHANGE MONEY BROKERS,

£000s (unless
otherwise agreed)

Exposure to counterparties
closely related to counterparty in
column 1 (ii)

()

Eligible collateral held

Covered by guarantees

@)

(a) Cash

(b) Zone A Government |(a) Parent bank
securities

(b) Third party

Amount exempt under a 1-3 |Amount included in
year derivative concession  |clustering ratio calculation

(8) 9)

(i) Other than banks, building societies, recognised investment firms, gilt-edged market makers, stock exchange money brokers, recognised clearing houses and recognised exchanges.
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PART 4

LARGEST EXPOSURES TO CENTRAL GOVERNMENTS AND CENTRAL BANKS

Counterparty Gross exposure () Net exposure (1)
() (3)
(a) At reporting date (b) Maximum during period (a) At reporting date (b) Maximum during period
()
ZONE A
ZONE B
(i) Any exposure denominated other than in £ (either partially or wholly) should be marked with a *.
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£000s (unless
otherwise agreed)

Specific bad debt provisions made at
reporting date against the exposure in
column 2(a) or 3(a)

(4)

Eligible collateral held

©)

Covered by guarantees

(a) Cash

(b) Zone A Government
securities

(a) Parent bank

(b) Third party

Amount included in clustering ratio calculation

@)
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PART 5

EXPOSURES SUBJECT TO SOFT LIMITS

Adjusted capital base:

ISSUER

EXCESS OVER ADJUSTED CAPITAL
BASE

CAPITAL CHARGE (i)

(i) To be carried to items 120 and 130 of the Form CAD1
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Private and confidential

To be used for all reports completed as at 1 December 2001 or after

FORM LR - Liquidity Return FSA

Reporting institution

999

“‘.

Reporting date FSA number *

eg 31 12 2001

Unconsolidated Solo consolidated

Unconsolidated / Solo consolidated (tick as appropriate)............cocoviiiiiiiiiiiininnne.

Please tick if this return is completed in Euros (Item A)

Knowingly or recklessly giving the FSA information which is false or misleading in a material particular may be a criminal offence (sections 398
and 400 of the Financial Services and Markets Act 2000). SUP 15.6.1R and SUP 15.6.3R require an authorised person to take reasonable
steps to ensure the accuracy and completeness of information given to the FSA and to notify the FSA immediately if materially inaccurate
information has been provided. SUP 16.3.10R requires an authorised person to submit reports containing all the information required.
Contravention of these requirements may lead to disciplinary action or other enforcement action by the FSA. It should not be assumed that
information is known to the FSA merely because it is in the public domain or has previously been disclosed to the FSA or another regulatory
body. Any additional information of relevance should be provided by letter direct to the FSA.

| confirm the information in this form is accurate and complete to the best of my knowledge and belief and that | have read the Guidance Notes
to this form.

Signature of authorised signatory: Date:

Name: Position held:

In the event of a query, the FSA or the Bank of England may, in the first instance, contact (block letters please)

Tel No Ext

Notes on Completion
1. If you have any difficulty in completing this return, please telephone your normal supervisory contact at the FSA.
2. Complete the return quarterly on an unconsolidated / solo consolidated basis.
3. Monthly BT reporters should complete Form LR as at the end of February, May, August and November.
Quarterly BT reporters should complete Form LR as at the end March, June, September and December.
4. Enter amounts to the nearest thousand omitting £000s/€000s.
For definitions of items, refer to the Guidance Notes
6. To assist with the scanning process, please enter all data neatly within the relevant boxes and do not enter the % symbol in any boxes
on this return

o

7. Submit the form within 10 business days or 12 business days for those institutions reporting electronically, clearly addressed to:

The Financial Services Authority
c/o Monetary and Financial Statistics Division
Domestic Banking Statistics (HO-4)
Bank of England
Threadneedle Street
London EC2R 8AH
8 Returns may also be delivered to the Works Gate at the Lothbury entrance of the Bank of England between 9.00am and 5.00pm,
Monday to Friday. Envelopes should be clearly addressed as above.

FSA use only Logged in Data entered

September 2001

* This should be the FSA firm reference number. This box must be filled in by all reporters (SUP 16.3.7R).
| LR.2.FS




PART 1

Zone A currencies

Marketable Assets

Mark to market

value
Item No 1
N N 7= 1= N 4= PP
Debt instruments issued in Zone A countries
= =
Central government/central government guaranteed, including Treasury bills, eligible Local Authority paper
A2A  and eligible bank bills with a residual maturity of Up to 1 year.............coooiiiiiiiiii
A2B Central government/central government guaranteed and Local Authority marketable debt of 1 to 5 years...
A2C  Central government/central government guaranteed and Local Authority marketable debt of over 5 years..
A2D Non-government of 6 MONTNS OF 1€SS.... ... e
A2E Non-government of 6 months to 5 years............ooeiiiiiiiiiiii e
A2F NON-gOVErNMENT Of OVEI 5 YRAIS. .. . e it
Debt instruments issued in Zone B countries
A3A Central government/central government guaranteed with a residual maturity of up to 1 year..................
A3B Central government/central government guaranteed of 1 t0 5 years............ccc.viiiiiiiiiiiiininiei e
A3C Central government/central government guaranteed of over 5 years..........c.oooiiiiiiiiiiiiiineee
A3D Eligible non-government of 6 MONthSs OF I€SS.........c.iiiiin i
A3E Eligible non-government of 6 months to 5 years..........ooooiiiiiii i
A3F Eligible NoN-government 0f OVEr 5 YEaIS. .........iuiu i
Y - T Yo | Yo, To £ | |
A5A  Highly liquid eQUItieS/EQUItY INQICES. ............c.veeeeeereerereeeeeessiseaeessessssseeeessssssesesssssesessessssseeses | |
ABA  Total diSCOUNIEA @MOUNL.......uuiiieiiie it e e e e e s e s e s s e e r e ea t e Ea s eaa s e e s e e e s e e s e e s e aa s neraa s enaaan
- -




Zone B currencies Discount where Discount where Discounted to
denominated in zone A denominated in zone B

currency (%) currency (%)
Mark to market 8 days Over 8 days
value and under to 1 month
2 3 4 Item No
b | |
................................................................. A1A
0 20 AZA
5 25 A2B
10 30 A2C
5 25 A2D
10 30 A2E
15 35 AZF
20 20 A3A
30 30 A3B
40 40 A3C
30 30 A3D
40 40 A3E
50 50 A3F
| | 20 40 | | | A4A
| | 2 w0 | | | A5
.............................................................. | | | ABA
- |




PART 2

Contractual basis: residual maturity

Iltem No

B1A
B1B
B1C
B1D
B1E
B1F

B2A
B2B
B2C
B2D
B2E
B2F
B2G
B2H

B3A
B3B
B3C
B3D

B4A
B4B

B5A

Cashflow basis

1 2 3 4
Overdue Demand (incl. 8 days and under Over 8 days to 1
next day) (excl. next day) month

Inflows

Please tick if reported on a Cashflow basis (blank represents Maturity basis).............coiiiiiii

Retail - -

Mortgages.......o.veiiiiiin

Personal loans..............cccooveiiiiiiiiinannn,

OVErdrafts...........ovrvrieiiariirierccienn: _

Credit card inflows................cooiiin.

Repayment of advances..........................

Other retail inflows................oooooiin

Wholesale

Non-marketable securities and debt instruments
and marketable assets maturing within 1 month...

Intragroup / connected..............ccoiiiiiiiient.

Interbank (excluding any intragroup)..............

Corporate (non interbank, non intragroup)........

Government / Public sector..................oceues

Repos / reverse repos. .......c.oeveeeiiiiiiiinnenn.

Trade related letters of credit.....
OVEIAIaftS. ..o _

Swaps and FRAS........ccooiiiiiiiiiieeen

Forward foreign exchange...........................

Forward sales and purchases......................

Other off balance sheet.............................

Fees and otherincome.............................

Other funding sources............cccoeveiininne.

Total iNflOWS.......ceeeeeeeeeeireee e e, | |

| LR.23 |




5 6

Over 1 months to Over 3 months to Total
3 months 6 months

7

(Cashflow
basis)

8

Over 6 monthsto Over1yearto3 Over3yearsto5

1 year

Assets: Maturity analysis

9

years

10

years

1"

Total (Maturity
basis)

Item No

B1A
B1B
B1C
B1D
B1E
B1F

B2A
B2B
B2C
B2D
B2E
B2F
B2G
B2H

B3A
B3B
B3C
B3D

B4A
B4B

B5A



PART 2 (continued)

Contractual basis: residual maturity

Iltem No

C1A
C1B
Cc1C

C2A
C2B
c2C
C2D
C2E
C2F
C2G
C2H

C3A
C3B
C3C
C3D

C4A

C5A

D1A
D1B
D1C
D1D
D1E
D1F

D2A
D2B

1
Overdue
Outflows
Please tick if reported on a Cashflow basis (blank represents Maturity basis)

Retail
TimMe dePOSIES. . .uie e
No notice / current accounts..........c.ccooiiiiiiiiiiiiie e

Additional advances committed................cociiiiiiiiii

Wholesale

Non-marketable securities and debt instruments and marketable assets
maturing within 1 month.............
Additional advances committed..................coooii
Intragroup / Connected. ..........coiiiiiiiii
Interbank (excluding any intragroup)..........c..ccovviieiininannnnn.
Corporate (non-interbank and non-intragroup)......................
Government / Public sector.............oooiiiiiiii
Repos / Reverse RepoS. .......cc.oeiiiiiiiiiiiiiee e

Trade related letters of credit...........coooiiiii
SWaps and FRAS. ...

Forward foreign exchange.............ccoooiiiiiiiiiiiii

Forward sales and purchases............ccoooiiiiiiiiiiiiiiiineans
Other off balance sheet...............cooi

Dividends, tax, other costs and outflows................................

Total OULFIOWS.......ceeiiii e e e eeas

Memo Items

OptioN INFIOWS. ...
Option OULIOWS. ...
Undrawn committed facilities granted to the bank............................
Undrawn committed facilities granted by the bank...........................
Commitments to lend under credit card and other revolving credit type facilities.......

Total dePOSItS.....uiuinieiiiiiiii

Undrawn treasury concessions granted by the bank...............................

Amount of total cash inflows inarrears................ccocoiiiiiiiiiii

Cashflow basis
2 3 4

Demand (incl.
next day)

8 days and under
(excl. next day)

Over 8 days to 1
month

| LR.25 |




Liabilities: Maturity analysis
5 6 7 8 9 10 11 Item No

Over 1 months to Over 3 months to Total (Cashflow Over 6 monthsto Over1yearto3 Over3yearsto5 Total (Maturity
3 months 6 months basis) 1 year years years basis)

C1A
C1B
Cc1C

C2A

C2B

c2C

C2D

C2E

C2F

C2G

C2H

C3A

C3B

C3C

C3D

| | || | | | | o

| | 1 | | | | oo




PART 3

Behavioural basis

Iltem No

E1A
E1B
E1C
E1D
E1E
E1F

E4A
E4B
E4C
E4D
E4E
E4F
E4G
E4H

E5A
E5B
E5C
ESD

E2A
E2B

E3A

Inflows

Retail

Mortgages. ..o
Personalloans..............c.ccooooiiiiiiinnn.
Overdrafts........cooviiiiiiiiie
Credit card inflows................ccoi
Repayment of advances..........................

Other retail inflows................ooiiiiinn.

Wholesale

Non-marketable securities and debt instruments
and marketable assets maturing within 1 month...
Intragroup / connected..............coooiiiiinent.
Interbank (excluding any intragroup)..............
Corporate (non interbank, non intragroup)........
Government / Public sector...........................
Repos / reverse repos. ........coeeevveeinienenannn.
Trade related letters of credit.....

Overdrafts........coooeviiiiiiie,

Swaps and FRAS..........coiiiiiiiiiiieiee
Forward foreign exchange...........................
Forward sales and purchases......................

Other off balance sheet............................

Fees and otherincome.............................

Other funding sources..........cccooveiiinenn.

Total inflows......c.cccoviiiiiiiiieeens

1

Overdue

2

Demand (incl.

next day)

3

8 days and under
(excl. next day)




4 5 6 7 8 9 Iltem No

Over 8 days to1 Over 1 months to Over 3 months to Over 6 months to Over 1 year Total (Columns 1
month 3 months 6 months 1 year to 8)

E1A

E1B

E1C

E1D

E1E

E1F

E4A

E4B

E4C

E4D

E4E

E4F

E4G

E4H

ES5A

ESB

E5C

ESD

E2A

E2B

| | E3A




PART 3 (continued)

Behavioural basis

Iltem No 1
Overdue

Outflows
Retail

FAA  Time depositS. ... cuiuieiieiie e

F1B No notice / current accounts.............ccooeiiiiiiiiiiieieceeen,

F1C Additional advances committed...................coooiiiiiiiiiiiiiieee
Wholesale

Non-marketable securities and debt instruments and marketable assets
F5A  maturing within 1 month..............

F2A Additional advances committed..............ccooviiiiiiiiiiiinins
F5C Intragroup / Connected...........ooviiuiiiiiiiiii e
F5D Interbank (excluding any intragroup)...........c.cooeeiiiiiienannn.
F5E Corporate (non-interbank and non-intragroup)......................
F5F Government / Public SeCtor...........coovuiiiiiiiiiiiiiiceeea
F5G Repos/ Reverse REpOS. .......ouvviuiiiiiiiiiiieeiee e
F5H Trade related letters of credit...........coooiiiiiiiii
FBA Swaps and FRAS. ...
F6B Forward foreign exchange............cocooiiiiiiiiiiiiiiiee e
F6C Forward sales and purchases..............ocovoeiiiiiiiiiiininieeene.
F6D Other off balance sheet...............cooii
F3A Dividends, tax, other costs and outflows................................
FAA  Total OUtflOWS........cuiniiiiiie e

2

Demand (incl.

next day)

3

8 days and under
(excl. next day)




4 5 6 7 8 9 Item No

Over 8 days to1 Over 1 months to Over 3 months to Over 6 months to Over 1 year Total (Columns 2
month 3 months 6 months 1 year to 8)

F1A

F1B

F1C

F5A

F2A

F5C

F5D

F5E

F5F

F5G

F5H

FGA

F6B

F6C

F6D

| | | | | | Fo

| | | | | | Fer

| LR.2.10 |




PART 4

Calculation of liquidity mismatches

1

Overdue
(excluded)

ltem No Contractual Basis
Inflows

G1A Cumulative discounted marketable assets...................cc...ooeee
G1B Plus total cumulative standard inflows.............c.cc..coviiiininnnnn.
G1C Plus Y% * committed lines granted to the bank........................
GID Y0 ittt
G1E Equals total inflows (A)........cceuvmrruieeremrisreeneerneeeeennes

G2A Total cumulative standard outflows..............cc.coviiiiiiiiiiinns
G2B
G2C
G2D
G2E
G2F

Mismatch
G3A Net mismatch: standard basis (A-B)..........ccccoiiiiiiiiiiinnn
G4A  Total depositS (X)....cuueemiumeieiieeieieie e
G5A Mismatch as % of deposits [(A-B)/X] (to 2 decimal places)

Behaviourally Adjusted Basis
Inflows

G6A Cumulative discounted marketable assets..................coooevininnn.
G6B Plus total cumulative behaviourally adjusted inflows....................
G6C Plus Y% * committed lines granted to the bank...........................
GBD Y 0.ttt

G6E Equals total inflows (C)........cceeuriuiiriieiiiiieieeren e eees

G7A Total cumulative behaviourally adjusted outflows.....................
G7B Plus undrawn commitments to lend granted by the bank............

GTC  Z% e

G7D Plus undrawn credit card and other revolving commitments to lend..

GTE W% e
G7F Equals total outflows (D)..........coeiiiiiiieiniiirre e

Mismatch
G8A Net mismatch: behaviourally adjusted basis (C-D).....................
GB8B  Total deposits (X). ... cuuerneeiniineieie e
G8C Mismatch as % of deposits [(C-D)/X] (to 2 decimal places)

2

Demand (incl.
next day)

3

8 days and under

4

1 month and
under

-

In order to assist with the scanning process please enter decimal points clearly

and do not enter the % symbol in any of the boxes of this form

LR.2.11

Item No

G1A
G1B
G1C
G1D
G1E

G2A
G2B
G2C
G2D
G2E
G2F

G3A
G4A
G5A

G6A
G6B
G6C
G6D
G6E

G7A
G7B
G7C
G7D
G7E
G7F

G8A
G8B
G8C



PART 4 (continued)

Exceptions to Guidelines

Net cumulative mismatch
as a percentage of total deposits

- 1 2 3 -
Date Sight to eight days] Sight to one month
Iltem No (ddmm format) (to 2 decimal places) (to 2 decimal places) [ ltem No
H1A H1A
H1B H1B
H1C H1C
H1D H1D
H1E H1E
H1F H1F
H1G H1G
H1H H1H
H1J H1J
H1K H1K
H1L H1L
H1M H1M
H1N H1N
H1P H1P
H1Q H1Q
H1R H1R
H1S H1S
H1T H1T
H1U H1U
H1V H1V
B LR.2.12 B

In order to assist with the scanning process please enter decimal points clearly
and do not enter the % symbol in any of the boxes of this form



PART 5

Deposit Concentration
Part A: Large Deposits

Customer (a)
Item No

Maturity date (b)
(ddmmyy format
blank=undated, V=various)

Currency (c)
(using international country codes
blank=sterling, V=various)

J1A

J1B

J1C

J1D

J1E

J1F

J1G

J1H

NN]

J1K

J1L

J1M

JIN

J1P

J1Q

J1IR

J1S

J1T

J1U

J1v

K1A

K1B

K1C

K1D

K1E

K1F

K1G

K1H

K1J

K1K

K1L

K1M

K1IN

K1P

K1Q

K1R

K1S

KI1T

K1U

K1V




Customers connected

Amount (d) Maximum amountin | Client money (C) (f) | Mandated accounts to
reporting period (e) (please tick) (M) (9) reporting bank (CC)
(please tick) (please tick)

LR.2.14

Item No

J1A
J1B
J1C
J1D
J1E
J1F
J1G
J1H
NN
J1K
J1L
J1IM
JIN
J1P
J1Q
J1IR
J1S
J1T
J1U
J1v
K1A
K1B
K1C
K1D
K1E
K1F
K1G
K1H
K1J
K1K
K1L
K1M
K1IN
K1P
K1Q
K1R
K1S
K1T
K1U
K1V



PART 5 (continued)

Deposit Concentration
Part B: Client money and mandated accounts held

1 2 3
Item No Item No
Amount Maximum amount in
- reporting period -
L1A  Client Money (f).......ocvveeiiiiiiiiiininenns L1A
L1B  Mandated accounts (g).......ocuevueereenenennnns L1B
= =
Notes for completing Part 5
a) Principal customer in the case of closely related depositors/lenders.
b) Where an individual deposit comprises 25% or more of the total for a particular depositor / group of

depositors and has a different maturity from the remainder, it should be reported separately and bracketed.
Otherwise where deposits have been received with a variety of maturity dates, reporting institutions need not
supply a full list of dates but may write the letter V in the first section of column 2. Where the deposit is
undated, this column should be left blank.

c) Enter the currency and not the amount. The codes used for each currency should be consistent with the
international codes used for the Bank of England returns. Where an individual deposit comprises 25% or
more of the total for a particular depositor/group of depositors and has a different currency from the
remainder, it should be reported separately and bracketed. Otherwise, where deposits are received in a
variety of currencies, reporting institutions need not supply details of each currency amount but may write the
letter V in the first section of column 3. Where the deposit is in sterling, this column should be left blank.

d) Enter the sterling (or euro amount, if appropriate) or the sterling equivalent (or euro equivalent) if the
deposit/loan is in currency other than sterling (or euro).

e) Only complete this column for deposits still outstanding at the reporting date.
f) Funds subject to the FSA's (previously SIB’s) client money regulations.
g) Funds held in accounts operated by a Financial Services Act authorised firm under a mandate signed by the

account holder.

| LR215 |




Private and confidential

To be used for all reports completed as at 1 December 2001 or after &5
N
NS

FORM M1 - Holdings of credit and financial institutions’
and non-financial companies’ capital instruments FSA

Reporting institution

as at.. FSA number *
(eg 31 12 2001)

Unconsolidated/solo consolidated/consolidated - tick as appropriate

Unconsolidated |:| Solo consolidated |:| Consolidated |:|

(sections 398 and 400 of the Financial Services and Markets Act 2000). SUP 15.6.1R and SUP 15.6.3R require an authorised person
to take reasonable steps to ensure the accuracy and completeness of information given to the FSA and to notify the FSA immediately
if materially inaccurate information has been provided. SUP 16.3.10R requires an authorised person to submit reports containing all
the information required. Contravention of these requirements may lead to disciplinary sanctions or other enforcement action by the
FSA. It should not be assumed that information is known to the FSA merely because it is in the public domain or has previously been
disclosed to the FSA or another regulatory body. Any additional information of relevance should be provided by letter direct to the
FSA.

| confirm the information in this form is accurate and complete to the best of my knowledge and belief and that | have read the
Guidance Notes to this form.

Signature of authorised signatory: Date

Name: Position held:
In the event of a query, the FSA or the Bank of England may, in the first instance, contact (block letters please)

Tel No Ext

Notes on Completion

If you have any difficulty in completing this return, please telephone your normal supervisory contact at the FSA.
Complete the return quarterly on an unconsolidated/solo consolidated basis in conjunction with Form BSD3.
Complete the return half-yearly on a consolidated basis in conjunction with Form BSD3.

Enter amounts to the nearest thousands omitting £000s/€000s

For definitions of items, refer to the Guidance Notes

To assist with the scanning process, please enter all data neatly within the relevant boxes and do not enter the % symbol in
any boxes on this return.

7 Submit within 10 business days for unconsolidated/solo consolidated returns and 20 business days for consolidated returns
or 12 and 22 business days respectively for those institutions reporting electronically to:

The Financial Services Authority

c/o Monetary and Financial Statistics Division
Domestic Banking Statistics (HO-4)

Bank of England

Threadneedle Street

London EC2R 8AH

8  Returns may also be delivered to the Works Gate at the Lothbury entrance of the Bank of England between 9.00am and
5.00pm, Monday to Friday. Envelopes should be clearly addressed as above.

D b W N =

FSA use only Logged in Data entered

September 2001

* For unconsolidated/solo-consolidated entities, this should be the FSA firm reference number. For consolidated reports, this will be
the FSA firm reference number of the institution on whom the requirement to report has been placed. This box must be filled in by all
reporters (SUP 16.3.7R).

FSA Handbook ¢ SUP e Pre-release 0.3 (20 September 2001)



1

Please tick if completion in Euros .......ccccccoovrreeaee

SECTION 1: Holdings in credit and financial institutions’ capital instruments

10

20

30

40

50

60

70

701
70.2
70.3
70.4

80

Trading Book concession granted (tick if yes)............ccocooiiiiiiiiiiiinn.

If Trading Book concession granted, what amount....................ooonne,

Concession to hold own group paper in Trading Book (tick if yes)

If concession granted, what amount.....................oo

Total amount of credit and financial institutions' capital instruments held

Total amount held (items 60 + 70)

Banking Book

Trading Book (items 70.1t0 70.4)........cocoviiiiiiiiiininnnn.

other institutions’ paper eligible for a Trading Book concession..................
holdings eligible for own group concession.................coeeiiiiennnn.

paper not eligible for Trading Book concession (deductible from Tiers 1 & 2).

holdings of own Tier 1 instruments (deductible from Tier 1)..............

Holdings in excess of 10% of other credit and financial institutions’ capital

Credit or financial institution Amount

[ ]

000s

[ ]
|
|
|

Excess

Page 1
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Total amount deducted from Tier 1 and Tier 2 capital or risk weighted as at
reporting date:

90 Banking Book on-Balance sheet (deductions)................c..ccocueeee

100 Banking Book off-Balance sheet (deductions).............................

110 Trading Book (dedUCHIONS)..........ouuiiiiiiii e

120 Banking Book (risk weighted) ..o

130 Trading Book (non deductible) ............ccooveiiiiiiiiiin

140 Five largest holdings in credit and financial institutions, at reporting date

Credit or financial institution

SECTION 2: Qualifying holdings in non-financial companies

150 Total amount of qualifying holdings
160 Total amount of qualifying holdings in excess of 15% of capital
170 Total amount of qualifying holdings in excess of 60% of capital

180 Total deductions from capital (also report this figure in item A180.4 on BSD3)

Page 2

FSA Handbook ¢ SUP e Pre-release 0.3 (20 September 2001)

000s

Amount




Private and confidential

To be used for all reports completed as at 1 December 2001 or after N
&?
NS

FORM SLR1 - Stock Liquidity Return FSA

Reporting Institution

asat............ FSA Number*

(eg 12 12 2001)

Knowingly or recklessly giving the FSA information which is false or misleading in a material particular may be a criminal offence
(sections 398 and 400 of the Financial Services and Markets Act 2000). SUP 15.6.1R and SUP 15.6.3R require an authorised person
to take reasonable steps to ensure the accuracy and completeness of information given to the FSA and to notify the FSA immediately if
materially inaccurate information has been provided. SUP 16.3.10R requires an authorised person to submit reports containing all the
information required. Contravention of these requirements may lead to disciplinary sanctions or other enforcement action by the FSA.
It should not be assumed that information is known to the FSA merely because it is in the public domain or has previously been
disclosed to the FSA or another regulatory body. Any additional information of relevance should be provided by letter direct to the FSA.
| confirm the information in this form is accurate and complete to the best of my knowledge and belief and that | have read the
Guidance Notes to this form.

Signature of authorised signatory: Date:

Name: Position held:

In the event of a query, the FSA or the Bank of England may, in the first instance, contact (block letters please)

Tel No Ext

Notes on completion
1 If you have any difficulty in completing this return, please telephone your usual supervisory contact at the FSA.
2 For definitions, refer to the Guidance Notes
3 Enter amounts to nearest thousands omitting £000s.
4

This form should be completed as at the SECOND WEDNESDAY OF THE MONTH. It should also be completed for any
exception within the month.

5 To assist with the scanning process, please enter all data neatly within the relevant boxes and do not enter the % symbol in
any boxes on this return.
6  Submit the monthly return within six business days of the reporting date, clearly addressed to:

FINANCIAL SERVICES AUTHORITY

c/o Monetary and Financial Statistics Division
Domestic Banking Statistics (HO-4)

Bank of England

Threadneedle Street

London EC2R 8AH

7 Returns may also be delivered to the Works Gate at the Lothbury entrance of the Bank of England between 9.00am and
5.00pm, Monday to Friday. Envelopes should be clearly addressed as above.

8  Submit any exception reports direct to your supervisor at the Financial Services Authority, 25 The North Colonnade, Canary
Wharf, London E14 5HS.

FSA use only Logged in Date entered

September 2001

* For unconsolidated/solo-consolidated entities, this should be the FSA firm reference number. For consolidated reports, this will be
the FSA firm reference number of the institution on whom the requirement to report has been placed. This box must be filled in by all
reporters (SUP 16.3.7R).

FSA Handbook ¢ SUP e Pre-release 0.3 (20 September 2001)




11
1.2
1.3
14
1.5
1.6
1.7
1.8

1.0

21

2.2

3.0

4.0

41

4.2

4.3

4.4

4.5

5.0

5.1

5.2

53

6.0

STERLING STOCK:

Eligible bank bills......... ..o

Eligible local authority bills................ooiiii

Certificates of tax depPOSItS. ... ...ccccveviiniiiiii e

(A)
(Item 1 should be equal or greater than item 2.2)

WHOLESALE STERLING NET OUTFLOW LIMIT.........................
5 WORKING DAYS as agreed with Bank of England

STERLING STOCKFLOOR.........ccooiiiiiiiiiiieee e
5 WORKING DAYS as agreed with Bank of England

WHOLESALE STERLING NET OUTFLOW.............coiviiiieeannns
5 WORKING DAYS

(B)

I

STERLING CERTIFICATES OF DEPOSITS HELD

Liquidity CONVErsion factor..............coevvviiieeeieiiii e X
Total discounted certificates of deposit...........cccceveiiiiiiiininn. = I:I

(Equal to item 4.1 times item 4.2)

Allowable certificates of dePOSIt.............oouiiiiiiiii I:I(C)
(Item 4.4 should not be greater than 50% of item 3.0)

Remaining certificates of deposit..............coocoviiiiniiiiin

(ltem 4.4 plus item plus 4.5 should equal 4.3)
STERLING RETAIL DEPOSITS:

Liquidity conversion factor.............ccooiii i X

Sterling retail deposits falling due in next 5 working days................ I:I

Sterling retail deposits to be covered...........ooiiiiii I:I(D)

(Equal to item 5.1 times item 5.2)
STERLING LIQUIDITY RATIO (LQR) (rounded to two decimal places and multiplied by 100, ie

PlACES INPUL @S INEEGETS ). . vttt et ettt ettt et ettt et ettt e et ettt et et ettt e et e et e e e e nenes

LeR= =07

Page 1
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SUP 16 Ann 2G: Guidance notes on completion of banks' reporting
forms (including validations)

1. FORM B7
2. FORM BSD3
3. FORM LE2
4. FORM LR
5. FORM M1
6. FORM SLR1

7. Supervisory guidance notes

FSA Handbook ¢ SUP e Pre-release 0.3 (20 September 2001)



Analysis of Profits, Large Exposures and Certain Other
Miscellaneous Information (Form B7)

Form B7 should be completed by UK branches of banks established outside the EEA (as defined in the
Handbook Glossary of Definitions) as at end-June and end-December, or at dates which coincide with
the branch’s accounting period and have been agreed with the Financial Services Authority (FSA). This
form should be completed using the accruals based accounting method, although market value based
accounting may be used if the branch prepares its financial statements on this basis. It will, however, be
assumed that branches are completing the form using the accruals based accounting method unless
they have otherwise notified the FSA in writing.

Please read the Supervisory Guidance Notes (SGN), the FSA Banking Supervisory Policy Guide and the
Interim Prudential Sourcebook for Banks in conjunction with these reporting instructions.

CURRENT YEAR’S PROFIT AND LOSS
1.1 Interest received and receivable
Include under this heading:

(a) interest income which had accrued during the current accounting period whether or not it has been
received;

(b) all income having the character of interest and, in particular, amounts arising from the amortisation
of discounts on the purchase of investment securities and fees and commissions which are similar
in nature to interest, including swap interest where the instrument is used for hedging purposes.
Interest which is identified as doubtful should not be credited to the profit and loss account but
should instead be credited to an interest suspense account on the balance sheet. The crediting of
interest to the suspense account should cease when there is no longer any realistic prospect of
receiving it, and the balance should be written off once it is beyond realistic prospect of recovery.

1.2 Dividend income

Reporting institutions should include here all dividend income received and receivable (ie where the
stock has gone “ex-div’) from equity shares. Dividends from equity shares should be included from the
announcement date or in the case of quoted shares from the “ex-div” date.

1.3 Fees and commissions received and receivable

Income from charges made for services provided by the reporting institution, eg for the provision of
current account facilities, trade finance activities, corporate advice, investment management and trustee
services, guarantees and indemnities, commission on foreign currency transactions, underwriting the
issue of securities etc.

Do not include here fees and commissions which are similar in nature to interest such as front end fees
in lieu of interest, as these should be reported under item 1.1.
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1.4 Dealing profit/(loss)

This is the buying or selling of any financial instrument. Interest should be reported gross except where
the interest flows arising from a contract are settled net, eg the interest flows on an interest rate swap
would normally be reported net.

Include:

(a) all profits and losses, including amounts resulting from marking-to-market from dealing in
securities, foreign exchange, and other financial instruments;

(b) fees received for dealing in securities such as brokerage costs; and
(c) amounts resulting from the marking-to-market of the financial instruments held for dealing.

Profits and losses from the sale of investment securities should not be reported here but under item 1.6.
The funding cost of the dealing operation may be included within this item where such a treatment is
adopted in the financial statements of the branch.

1.5 Intra-group income

Include all income here which would otherwise have been included under items 1.1 to 1.4 and 1.6, but
which has been earned from group companies. (This income should not also be reported under items
1.1 to 1.4.) The definition of group companies should include Head Office, fellow branches and other
group companies as defined in SGN12.

Where the systems of the branch are such that it would be unduly expensive, impractical or of little
benefit to the FSA to provide an analysis of intra-group income then such income need not be
separately reported. The written agreement of the FSA should be obtained for reporting on this basis.

1.6 Other operating income

Include here the profit or loss on the sale of investment securities and tangible fixed assets, rentals
receivable and sundry sources of income which do not fall into one of the other income categories.
Investment securities are defined as securities intended for use on a continuing basis in the activities of
the bank, but securities should not be treated as investment securities unless they are held for identified
purpose and the securities held are clearly identifiable. Amounts within other operating income that
represent more than 5% of the total income figure (item 1) should be entered in items 1.6A, 1.6B and
1.6C in descending order of size. Ignore further items if there are more than three breaking the 5% limit.

2.1 Interest paid and payable
Include under this heading:

(a) interest expense which has accrued during the current accounting period whether or not it has been
paid; and

(b) all expenditure having the character of interest, and, in particular, amounts arising from the
amortisation of premiums on the purchase of investment securities and fees and commissions
which are similar in nature to interest and swap interest where the instrument is used for hedging
purposes.
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2.2 Fees and commissions paid and payable

Include charges for all services rendered to the company by third parties, excluding those which have
the character of interest and are included under item 2.1.

2.3 Staff expenses

Include here:

(a) salary costs;

(b) employer’s national insurance contributions;

(c) employer’s contribution to any pension scheme; and

(d) costs of staff benefits paid on a per capita basis, such as private medical insurance and luncheon
vouchers.

2.4 Administration expenses
Include here any general staff benefits, together with rent, rates, electricity, stationery costs, etc.
2.5 Depreciation

This item should include depreciation, amortisation and other amounts written off in respect of tangible
and intangible fixed assets.

2.6 Intra-group expenditure

Include all expenditure which would otherwise have been included within items 2.1 to 2.4 and 2.7, but
which has been paid to, or is due to, group companies as defined in SGN12. Where the systems of the
branch are such that it would be unduly expensive, impractical or of little benefit to the FSA to provide an
analysis of intra-group expenditure then such expenditure need not be separately reported. The written
agreement of the FSA should be obtained before reporting on this basis.

2.7 Other operating charges

Include here those items of expenditure which do not fall within items 2.1 to 2.5. Amounts within other
operating charges which represent more than 5% of the total expenditure figure (item 2) should be
entered in items 2.7A, 2.7B and 2.7C in descending order of size. Ignore further items if there are more
than three breaking the 5% limit.

4.1 Provisions for bad and doubtful debts
Suspended interest should not be included here, nor should suspended interest be included within

item 1.1. This item should equal item 10.3. Specific and General should be as per the branch balance
sheet.
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4.2 Provisions for contingent liabilities and commitments

Include here charges for provisions against contingent liabilities and commitments which would, if not
provided for here, be shown under off-balance sheet items 7 and 8.

4.3 Taxation

Include here the tax charge for the period. Where this has not yet been arrived at, an estimation of the
tax charge should be included, based on the pre-tax profit figure and the average historic tax rate of the
institution in previous years. The historic rate of tax should be adjusted for any changes in
circumstances as appropriate, including changes in the rate of corporation tax, changes in the nature of
businesses, etc.

4.4 Provisions / Amounts written off fixed asset investments

Provisions / amounts written off, and adjustments to amounts previously written off, in respect of fixed
asset investments, including debt and equity securities held either to maturity or as long term
investments.

BALANCE SHEET ANALYSIS
6.1-6.5 Quoted investments

This should comprise the net long or short position of investments listed on recognised exchanges (the
UK and overseas official stock exchanges and the Unlisted Securities Market) and “over the counter”
stock markets for which a publicly ascertainable price is regularly available. In arriving at the market
valuation, long positions should be valued at bid price and short positions should be valued at the offer
price. In the event that the bank is only able to access the mid-market or single values, it should have
regard to the fact these prices will have to be adjusted to some degree in order to arrive at a prudent
valuation.

6.6-6.9 Unquoted investments

Include here, at the original cost valued at the reporting rate of exchange, those investments which are
not traded on a recognised exchange as defined for items 6.1 to 6.5, and those “over the counter”
investments which do not meet the criteria to be included under items 6.1 and 6.5.

OFF-BALANCE SHEET ITEMS
7.1 Acceptances and endorsements

Endorsements of bills for customers (including per aval endorsements) should be reported at the full
nominal amount, less any amount for bills which the branch now holds but had previously endorsed.
Where the reporting institution is the first endorser of a bill which has been accepted by a bank other
than the reporting bank, such endorsements should be reported in item 7.2. (Where a reporting
institution has endorsed its own acceptances no further amount should be reported than the acceptance
reported in item 7.2.) If the reporting institution is not the first endorser of a bill already accepted by a
bank, such endorsements need not be reported.

Endorsements of bills which have not been accepted by a bank should be reported here, but
endorsements of bills which have been previously endorsed by two or more banks need not be reported.

Acceptances, other than own acceptances which represent a genuine liability as opposed to a
contingent liability and should be reported on balance sheet, should also be reported here.
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7.2 Guarantees and irrevocable letters of credit (Direct credit substitutes)

Guarantees and irrevocable letters of credit (ie direct credit substitutes) relate to the financial
requirements of a counterparty, where the risk of loss to the reporting institution on the transaction is
equivalent to a direct claim on the counterparty, ie the risk of loss depends on the creditworthiness of
the counterparty (refer to Form BSD3 item A340 for detail of instruments which should be reported).

Letter of credit not eligible for inclusion in item 8.2 should be reported here. However, standby letters of
credit which are related to non-financial transaction should be reported in item 7.4.

7.3 Assets pledged by the bank as collateral security

Include all guarantee obligations incurred and assets pledged as collateral security on behalf of third
parties. Where the assets have been given as security in connection with the reporting institution’s
participation in a payments/settlements system such as CREST or Euroclear, the particular
payments/settlements system should be reported with the liabilities being secured at the reporting date.
Where assets have been given as security to secure the reporting institution’s other liabilities (for
example, property which has been mortgaged and hire purchase agreements pledged as collateral), the
assets reported should exclude any element of unearned finance charges.

7.4 Other contingent liabilities
Report all contingent liabilities which do not fall within one of the definitions for items 7.1 and 7.3.
8.1 Sale and option to resell transactions

Include all instruments where the purchaser of assets has the option to resell them to the vendor. They
should be reported under this item at the price agreed in the event of a repurchase. If there is no
repurchase price agreed then use the price at the reporting date.

8.2 Documentary credits and short-term trade-related transactions

Report short-term (defined as less than or equal to six months), self liquidating trade-related items such
as documentary letters of credit issued by the reporting institution which are, or are to be, collateralised
by the underlying shipment, ie where the credit provides for the reporting institution to retain title to the
underlying shipment. Such letters should be weighted according to the counterparty on whose behalf
the credit is issued and reporting whether or not the terms and conditions of the credit have yet to be
complied with.

Letters of credit issued by the reporting institution without provision for the reporting institution to retain
title to the underlying shipment or where the title has passed from the reporting institution should be
reported under Guarantees and irrevocable letters of credit (direct credit substitutes), ie item 7.2. A
memorandum of pledge and a trust receipt are not regarded as giving the reporting institution title, and
transactions secured by these should be shown under item 7.2.

Letters of credit issued on behalf of a counterparty back-to back with letters of credit of which the
counterparty is a beneficiary (“back-to-back” letters) should be reported in full.

Letters of credit advised by the reporting institution or for which the reporting institution is acting as
reimbursement agent should not be reported.
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8.3 Forward asset purchases and forward deposits placed

Include commitments for loans and other on-balance-sheet items with certain drawdown. Exclude
foreign currency spot deposits with value dates one or two working days after the reporting date.

8.4 Undrawn facilities

Include all undrawn committed credit facilities with uncertain drawdown, including those with bank
counterparties.

9 Exchange rate and interest rate related contracts

Counterparty risk on exchange rate and interest rate related contracts should be reported in this section.
Exposures should be reported on a gross basis, unless they are netted by novation or in accordance
with the guidance set out in Chapter NE (Collateral and netting) of the FSA Banking Supervisory Policy
Guide and/or the Interim Prudential Sourcebook for Banks.

Only contracts with a positive mark to market value should be included. However, institutions should
record a potential future credit exposure in respect of all OTC derivative contracts.

9.1 Exchange rate contracts

Only exchange rate contracts of over 14 days original maturity (excluding a settlement period of up to
2 days) should be reported in this section. Foreign currencies should be interpreted to include gold,
silver, platinum and palladium. Report the amount arising from cross currency swaps, cross currency
interest rate swaps, outright forward foreign exchange contracts, currency futures, currency options
purchased, equity futures, equity swaps, equity options purchased, commodity futures, commodity
swaps, commodity options purchased and similar instruments.

9.3 Interest rate contracts

Report the amount arising from single currency interest rate swaps, basis swaps, forward rate
agreements and products with similar characteristics, interest rate futures (including bond futures and
options purchased), interest rate options purchased, synthetic agreements for forward exchange
(SAFE), exchange rate agreements (ERA), forward exchange agreements (FXA) and similar
instruments.

For forward foreign exchange agreements, if the notional principal amounts, between the front and back
legs, differs by more than 10%, then the lower amount should be reported as the notional principal for
the interest rate treatment and the difference will attract exchange rate add-ons.

9.1&9.3 Notional principal

For exchange rate contracts, the notional principal should be taken as the contract amount or the
underlying principal amount of the contract. As regards the notional currency being received by the
reporting institution, this should be translated into sterling at the spot exchange rate on the reporting
date (see SGN34 for more detail generally).

Refer to SGN34 for guidance on remaining maturity.
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9.2&94 Credit Equivalent

Reporting institutions should complete these lines using either the replacement cost or original exposure
method. In general, where a reporting institution actively trades these instruments or where such
instruments form a significant part of its treasury operation, the replacement cost method should be
used. The original exposure method should only be used where the institution does not actively trade
and with written agreement from the FSA. Reporting institutions should indicate the method used in the
boxes provided.

Further guidance is included in Appendix 1 (replacement cost method) and SGN36 (original exposure
method).

MEMORANDUM ITEMS
Provisions against bad and doubtful debts
10.1 Previous balance

Show the balance outstanding on the specific and general provisions account at the end of the previous
accounting year relating to debts considered bad or doubtful. Do not include provisions made against
the value of investments. The date to which the balance refers should be shown in the space
provided.

10.2 Adjustments for exchange rate movements

Enter any adjustments made for exchange rate movements in respect of provisions denominated in
currencies other than sterling. Where the adjustment is negative, report the amount in brackets.

10.3 Charge/credit to profit and loss account

Enter the net charge or credit to the profit and loss account in respect of provisions; this should equal
item 4.1. A net credit should be shown in brackets. The gross charge for new provisions should be
offset by other items, including any provisions made in earlier years but now released in the current
year’s profit and loss account. The charge or credit for specific provisions should not include the charge
or credit for provisions in respect of suspended interest (unless it is the practice of the reporting
institution to show suspended interest as interest receivable in the P&L account).

10.4 Amounts written off

Enter the gross amount written off (before recoveries, which should be reported in item 10.5).
10.5 Recoveries of amounts previously written off

Enter the total amount of loans recovered which have previously been written-off.

10.6 Other

Enter any other items, including exceptional provisions and transfers between general and specific
provisions.
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10.7 Current balance

The current balance should be the sum of items 10.1 to 10.6.
LARGE EXPOSURES

11 Twenty largest exposures to banks and building societies

List in descending order of magnitude (ie the largest exposure first) the twenty largest credit exposures
to banks and building societies. The listing should commence on line 11A. Each large exposure should
only be reported once, at the top level. The total of each column of the large exposures should be
entered on the first line.

For the definitions of exposures and counterparties which should be used (see SGN9 to SGN13), for
banks, see SGN20 (excluding investment firms).

Exposures of up to and including 1 year remaining maturity at the reporting date should be
reported in column 4.

For interest rate and foreign exchange rate contracts, the amounts at risk should be reported as the
“credit equivalent amount” using the same basis of valuation as in item 9.

12 Twenty largest exposures to other counterparties

List in descending order of magnitude (ie the largest exposure first) the twenty largest credit exposures
to counterparties other than those covered in item 11 (both UK and overseas). Include the non-bank
private sector, central banks, international organisations (including regional development banks and the
Bank for International Settlements (BIS)), and the UK and overseas public sectors. The listing should
commence on line 12A. Each large exposure should only be reported once, at the top level. The total
of each column of the large exposures should be entered on the first line.

See SGN9 to SGN13, SGN18, SGN20 to SGN23.

Exposures of up to and including 1 year remaining maturity at the reporting date should be
reported in column 4.

For interest rate and foreign exchange rate contracts, the amounts at risk should be reported as the
“credit equivalent amount” using the same basis of valuation as in item 9.

Exposures should be valued in accordance with the Supervisory Guidance Notes, except that, in the
circumstances below, the exposure should be measured as less than the nominal exposure. In
reporting large exposures, credit balances should not be offset against debit balances unless consistent
with Chapter NE (Collateral and netting) of the FSA Banking Supervisory Policy Guide or the Interim
Prudential Sourcebook for Banks, whichever is current at the reporting date.

Underwriting commitments

The exposure arising from underwriting commitments should be taken as the full amount of the sum
underwritten, less amounts of the issue which the reporting bank has sub-underwritten with, or sold to,
another counterparty.
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APPENDIX 1 - REPLACEMENT COST METHOD

Reporting institutions should mark-to-market in a prudent and consistent manner. Institutions should
develop their own methodology for calculating market values, details of which should be made available
to the FSA on request; the following guidelines should however be observed.

For swaps, forward rate agreements and products with similar characteristics, outright forward foreign
exchange contracts and futures, the mark-to-market approach should be based on an estimation of the
net present value of the future cash flows of the contract, using interest rates based on current market
rates and relevant to periods in which the cash-flows will arise (commonly for example, the rates from a
derived yield curve for zero-coupon government bonds).

For options purchased, the mark-to-market approach should be based on a value of the option
reflecting, inter alia, the amount by which the option is “in the money” (ie the amount, if any, by which the
rate at which the option can be exercised is more favourable than the current market rate when applied
to the notional principal underlying the option), the time to expiry of the option, the volatility of the
underlying exchange or interest rate, and (for currency options) the interest rate differential between the
two currencies. Typically such valuations will be based on mathematically complex formulae, and will
value the option at an amount above its “in the money” value. Reporting institutions whose involvement
in options is limited and who have not developed suitable methodology may value options at their “in the
money” value. The written consent of the FSA should be obtained to valuing options in this way.

Credit equivalent amount

In order to calculate the credit equivalent amount of these instruments, a bank should add together:

(a) the total replacement cost (obtained by marking to market) of all its contracts with a positive value;
and

(b) an amount for potential future credit exposure which reflects the residual maturity of the contract,
calculated as a percentage of notional principal amount according to the following matrix.

Residual maturity Interest rate contracts Exchange rate contracts
One year or less Nil 1.0%
Over one year 0.5% 5.0%

Institutions should record a potential future credit exposure in respect of all OTC derivative contracts
that might in the future have a positive mark-to-market value. Thus for a given contract, an amount may
arise under (b) even if no amount arises under (a).

No potential exposure should be calculated for single currency interest rate basis swaps; the credit
equivalent amount on these contracts should be evaluated solely on the basis of mark-to-market value.
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FORM B7
ANALYSIS OF PROFITS, LARGE EXPOSURES AND CERTAIN OTHER MISCELLANEOUS
INFORMATION

INTERNAL VALIDATIONS

Ref no B7 item numbers

1 1 = 11+12+13+14+15+1.6

2 2 = 21+422+23+24+25+26+27

3 3 = 1-2

4 4 = 41+42+43+44

5 5 = 3-4o0r1-2-4

6 6 = B6.1+B6.2+B6.3+B6.4+B6.5+B6.6+B6.7+B6.8+B6.9
7 7 = T71+72+73+74

8 Superceded by validation 38, SRN/2001/1

9 S10.7 = S$10.1+810.2+S10.3 +S10.4 + S10.5 + S10.6
10 G10.7 = B10.1+B10.2+B10.3 + B10.4 + B10.5 + B10.6
11 T10.7 = T10.1+T10.2+T10.3+T10.4 +T10.5+T10.6
12 T10.1 = S$10.1+G10.1

13 T10.2 = 8$10.2+G10.2

14 T10.3 = 810.3+G10.3

15 T10.4 = S104+G104

16 T10.5 = 810.5+G10.5

17 T10.6 = 8$10.6 +G10.6

18 T10.7 = $10.7 +G10.7

19 T10.3 = 41

20 Superceded by validation 39, SRN/2001/1

21 Superceded by validation 40, SRN/2001/1

22 Superceded by validation 41, SRN/2001/1

23 Superceded by validation 42, SRN/2001/1

24 Superceded by validation 43, SRN/2001/1

25 Superceded by validation 44, SRN/2001/1

26 Superceded by validation 45, SRN/2001/1

27 Superceded by validation 46, SRN/2001/1

28 11LEA1 = 11LE1A + 11LE1B + 11LE1C + 11LE1D + 11LE1E + 11LE1F + 11LE1G

+ 11LE1H + 11LE1J + 11LE1K + 11LE1L + 11LE1M + 11LE1IN +
11LE1P + 11LE1Q + 11LE1R + 11LE1S + 11LE1T + 11LE1U + 11LE1V

29 11LE2 =  11LE2A + 11LE2B + 11LE2C + 11LE2D + 11LE2E + 11LE2F + 11LE2G
+ 11LE2H + 11LE2J + 11LE2K + 11LE2L + 11LE2M + 11LE2N +
11LE2P + 11LE2Q + 11LE2R + 11LE2S + 11LE2T + 11LE2U + 11LE2V
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30

31

32

33

34

35

36

37

38
39
40
41
42
43
44
45
46
47

FSA Handbook

11LE3

11LE4

11LE5

12LE1

12LE2

12LE3

12LE4

12LE5

1.6A
1.6B
1.6C
1.6

2.7A
2.7B
2.7C
2.7

FSA

IA

IN

IA

v

IA

IN

IA

[\

11LE3A + 11LE3B + 11LE3C + 11LE3D + 11LE3E + 11LE3F + 11LE3G
+ 11LE3H + 11LE3J + 11LE3K + 11LE3L + 11LE3M + 11LE3N +
11LE3P + 11LE3Q + 11LE3R + 11LE3S + 11LE3T + 11LE3U + 11LE3V

11LE4A + 11LE4B + 11LE4C + 11LE4D + 11LE4E + 11LE4F + 11LE4G
+ 11LE4H + 11LE4J + 11LE4K + 11LE4L + 11LE4M + 11LE4N +
11LE4P + 11LE4Q + 11LE4R + 11LE4S + 11LE4T + 11LE4U + 11LE4V

11LE5A + 11LESB + 11LE5C + 11LE5D + 11LESE + 11LESF + 11LE5G
+ 11LE5H + 11LES5J + 11LE5K + 11LESL + 11LESM + 11LESN +
11LE5P + 11LESQ + 11LE5SR + 11LESS + 11LEST + 11LE5U + 11LESV

12LE1A + 12LE1B + 12LE1C + 12LE1D + 12LE1E + 12LE1F + 12LE1G
+ 12LE1H + 12LE1J + 12LE1K + 12LE1L + 12LE1M + 12LE1N +
12LE1P + 12LE1Q + 12LE1R + 12LE1S + 12LE1T + 12LE1U + 12LE1V

12LE2A + 12LE2B + 12LE2C + 12LE2D + 12LE2E + 12LE2F + 12LE2G
+ 12LE2H + 12LE2J + 12LE2K + 12LE2L + 12LE2M + 12LE2N +
12LE2P + 12LE2Q + 12LE2R + 12LE2S + 12LE2T + 12LE2U + 12LE2V

12LE3A + 12LE3B + 12LE3C + 12LE3D + 12LE3E + 12LE3F + 12LE3G
+ 12LE3H + 12LE3J + 12LE3K + 12LE3L + 12LE3M + 12LE3N +
12LE3P + 12LE3Q + 12LE3R + 12LE3S + 12LE3T + 12LE3U + 12LE3V

12LE4A + 12LE4B + 12LE4C + 12LE4D + 12LE4E + 12LE4F + 12LE4G
+ 12LE4H + 12LE4J + 12LE4K + 12LE4L + 12LE4M + 12LE4N +
12LE4P + 12LE4Q + 12LE4R + 12LE4S + 12LEAT + 12LE4U + 12LE4V

12LE5A + 12LESB + 12LE5C + 12LE5D + 12LESE + 12LESF + 12LE5G
+ 12LE5H + 12LESJ + 12LE5K + 12LESL + 12LE5M + 12LESN +
12LE5P + 12LESQ + 12LESR + 12LESS + 12LEST + 12LE5U + 12LES5V

8.1 +8.2 +8.3 + 8.4 + 8.5 (Replaces validation 8, SRN/2001/1)
1.6 (Replaces validation 20, SRN/2001/1)

1.6 (Replaces validation 21, SRN/2001/1)

1.6 (Replaces validation 22, SRN/2001/1)

1.6A + 1.6B + 1.6C (Replaces validation 23, SRN/2001/1)

2.7 (Replaces validation 24, SRN/2001/1)

2.7 (Replaces validation 25, SRN/2001/1)

2.7 (Replaces validation 26, SRN/2001/1)

2.7A +2.7B + 2.7C (Replaces validation 27, SRN/2001/1)

0 (Introduced SRN/2001/2, effective December 2001)
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BSD3 REPORTING INSTRUCTIONS

These instructions should be read in conjunction with the Supervisory Guidance Notes as necessary.
For convenience, these reporting instructions will refer to the Supervisory Guidance Notes as ‘SGN’, the
FSA Banking Supervisory Policy Guide as ‘FSA Policy Guide’, and the Interim Prudential Sourcebook for
Banks as ‘IPRU (BANK)'.

A1 Currency of completion

The form should be completed in Sterling until further notice. This box has been included in
preparation of possible future entry to EMU by the UK.

SECTION A: BANKING BOOK
ASSETS
A10 Cash

Notes and coin, including holdings of notes issued by the appropriate authority which are
required to be held as backing for the reporting institution’s own issue of bank notes. (Gold coin
should be reported in item A20 unless there is difficulty in separately identifying such holdings.)

A20 Gold bullion and coin

Physical holdings of gold bullion and gold coin beneficially owned by the reporting institution,
including that held on an allocated basis by other institutions. Gold held as custodian for others
should not be reported. Short positions in gold should not be reported here but reported with
liabilities in this return.

The treatment of other precious metals (silver, platinum and palladium) should be discussed
with the Financial Services Authority (FSA). (See also item A260.)

A30 Cash items in the course of collection

The total amount of cheques, etc drawn on and in the course of collection on other banks, and
debit items in transit between domestic offices of the reporting institution in each country.
Report cheques that have been credited to customer’s accounts but are held overnight before
being presented or paid into the reporting institution’s account with another institution.

A40 Items in suspense

All debit balances not in customers’ names but relating to customers’ funds, eg debit balances
awaiting transfer to customers’ account rather than the reporting institution’s own internal funds.
Also report funds of the reporting institution lodged with applications for new issues, even if the
funds may be returnable, and items in the course of settlement (amounts receivable in respect
of transactions not due until a future settlement date, where the asset is to be reported on a
contract date basis).
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Items in the course of settlement resulting from securities transactions should be treated as
follows:

(a) Sales of securities from the banking book where delivery will only take place against
receipt of cash (“cash against documents”):

(i) amounts receivable where the transactions have not reached settlement date
should be reported in the 0% band;

(ii) amounts receivable where the transactions are up to and including 4 days past
due settlement date should be reported in the 0% band;

(iii) when an unsettled transaction is more than 4 days past the due settlement date,
a capital requirement should be calculated based on either the potential loss on
the deal, defined as the difference between the amount due and the current
market value of the security being settled (column one below) or the agreed
settlement price (column two below). That capital requirement should be
entered in item A40.5 and be weighted at 100%. The difference between the
capital requirement and the total amount receivable should continue to be
weighted at 0%.

Number of Working Days Column One Column Two
past due settlement date Percentage of Potential Loss Percentage of Agreed
Settlement Price
0-4 Nil Nil
5-15 8% 0.5%
16-30 50% 4.0%
31-45 75% 9.0%
46 or more 100% 100% of Potential Loss (as
Column 1)
(b) Transactions in tradeable securities involving the delivery of the securities (cash), when

the cash (securities) are not received at the same time (“free delivery”):-

(i) if settlement of the transaction is effected across a national border, amounts
receivable up to and including one business day after the securities (cash) have
been delivered without the cash (securities) being received in return should be
reported in the 0% band;

(i) all unsettled transactions more than one day past the due settlement date
should be weighted according to the counterparty of the transaction.

(c) Settlement risk arising from trading securities in the Trading Book should be reported in
the Trading Book column of item A40. The capital requirement should also be reported
in item B10 (Free Deliveries) or item B50 (Unsettled Transactions).

In the case of rolling settlement dates the due settlement date should be interpreted as the first
settlement date, ie the settlement date before the settlement date is rolled over.
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A50-A110 LOANS, ADVANCES AND BILLS HELD
Funds lent to or placed with customers/counterparties including :

(a) the book value of assets leased out under finance lease agreements net of deferred tax
provided, but legally owned by the reporting institution;

(b) holdings of certificates of deposit (other than those issued by the reporting institution)
and negotiable deposits made on terms identical to those on which a certificate of
deposit would have been issued, but for which it has been mutually convenient not to
have issued a certificate (these items should be reported on a contract date basis);

(c) loans made under conditional sale agreements and hire purchase contracts;
(d) acceptances discounted;
(e) advances purchased by or assigned to the reporting institution under a transferable loan

facility, purchase and resale agreements, factoring, or similar arrangement;

(f) initial margin payments with futures markets. These are effectively exposures to a
recognised exchange and will therefore attract a weight of 20% (unless the exchange is
not recognised for this purpose, see Chapter BC (Credit Risk In The Banking Book),
Section 5, of the FSA Policy Guide/IPRU (BANK), as relevant, in which case a weight of
100% will apply).

Exclude unearned finance charges.
Bills, etc

Enter at book value bills, promissory notes and other negotiable paper owned (including a forfeit
paper). These items (including those bills eligible for rediscount at the Bank of England and
other central banks) should be reported in the categories below according to the drawee; the
weighting for accepting bills, however, should be determined according to the acceptor.

Accruals

Wherever possible, accruals should be reported against the relevant category of counterparty
(see SGN7).

Export credit

Report in the 0% band of the relevant counterparty category all medium and long-term lending
(ie with an original maturity of two years and over) covered by an unconditional ECGD bank
guarantee (Supplier Credit Finance Facility, Buyer Credit, ECGD guaranteed Lines of Credit and
any outstanding lending under the, now discontinued, Specific Bank Guarantee, Comprehensive
Extended Terms Bank Guarantee and all lending supported by a FINCOBE endorsement of by
an irrevocable letter of credit, confirmed by a bank, which, in turn, has obtained an ECGD
guarantee on its confirmation).

Only the part of the loan fully and unconditionally guaranteed by ECGD should be reported in the
0% band (that part of the loan not guaranteed by ECGD should be reported in other weighting
bands as appropriate).
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The reporting institution should report in the 0% band its own participation in syndicated loans
made under ECGD bank guarantee, even if it does not itself hold the guarantee.

The following should not be reported in the 0% band:

(a) lending under ECGD bank guarantees where the cover is conditional in that it is
restricted to certain political risks (eg confiscation cover or, cover under option 1 or 2 of
the Project Financing Scheme);

(b) outstanding lending supported by an ABE endorsement under the (now discontinued)
ECGD Comprehensive Extended Terms Guarantee;

(c) loans made against assignments of rights by exporters to the reporting institution under
ordinary ECGD policies; and

(d) loans made against the security of ECGD insurance cover.

Lending under equivalent schemes operated by other Zone A countries, and Zone B countries
where denominated in local currency and funded in that currency, should be reported in the 0%
band to the extent of the cover. Reporting institutions should agree with the FSA which
schemes may be regarded as “equivalent” and merit a 0% weighting.

Where lower risk weights have been applied as a result of export credit guarantees, an entry
should be made in Appendix A-lII.

Factoring

Report the total amount of debts assigned to the reporting institution under factoring or other
similar arrangements as an exposure to the debtor.

Where the debt is assigned to the reporting institution with no recourse the debt should be
weighted as a claim on the debtor.

Where the debt is assigned to the reporting institution for no consideration and on a recourse
basis the debt should be weighted at 0%.

Where the debt is assigned to the reporting institution for a consideration and on a recourse
basis the amount of the consideration should be weighted as a claim on the debtor and the
remaining portion should be weighted at 0%.

Where a guarantee has been given eg from the assignor’'s parent, the risk weighting of the
guarantor may be applied.

A50 Central governments and central banks

Deposits placed with, and loans made to central governments and central banks, including
funds which the reporting institution is required to place on deposit with central banks and
monetary authorities. Include in the 10% weighting band Treasury bills and any other bills (by
definition with one year or less original maturity) issued by central governments and central
banks.

Include similar claims on the European Commission, the European Economic Community
(EEC), the European Coal and Steel Community (ECSC) and Euratom.
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Do not report balances with international organisations such as the Council of Europe, the
United Nations or European Space Agency in this item; they should be reported in item A100 in
the 100% band.

A60 Lending to group companies

Claims on those group companies which are not required to be consolidated for the purposes of
this return should be recorded. Only claims on group companies which meet the conditions set
out in Chapter CS (Consolidated supervision), Section 3, Paragraph 2(b), of the FSA Policy
Guide/IPRU (BANK) should be reported in the 0% band. Those claims which are eligible for
inclusion in the 0% band should first be agreed with the FSA.

For the unconsolidated return, include lending to subsidiaries and associates included in the
consolidated RAR and those that would be included were it not for the fact they are supervised
by another UK regulator until the Financial Services and Markets Act 2000 is in force.

A70 Banks and investment firms (including building societies & MDBs).

For the definition of banks, investment firms and multilateral development banks (MDBs), see
SGN20 and SGN Appendix E.

A80  Public sector entities
For the definition of public sector entities, see SGN23.
A90 Loans secured by mortgage(s) on residential property

Report loans to individuals secured by mortgage on residential properties (both freehold and
leasehold) which are or will be occupied by the borrower, or which are rented, where such loans
are fully secured by a first priority charge. If any part of the property is used for non-residential
purposes, the mortgage loan should not be reported here but should be reported in item A100.
However, mortgage loans secured on property where the occupier works at home but no
structural alterations are required to return the property to full residential use may be reported
here.

Report mortgage loans to housing associations™ registered with the Housing Corporation,
Scottish Homes and Tai Cymru (Housing for Wales), and to housing companies that are
registered with Scottish Homes, which are fully secured by a first priority charge on housing
association/company residential property which is rented.

Report loans to the Housing Finance Corporation which are secured by a first priority charge
over its assets.

Report mortgage sub-participations which are fully and specifically secured against residential
mortgage loans which are eligible for a 50% weight.

For the purposes of this item the following definitions apply:

* Also called 'residential social landlords'.
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“Fully secured” means that the value of the property is greater than or equal to the value of the
loan (ie a maximum loan to value ratio of 100%). Whilst there is no requirement for reporting
institutions to revalue properties on a regular basis, where such valuation has been made and it
is found that the loan to value ratio exceeds 100%, such loans should be weighted at 100% (and
reported in item A100). (However, if the shortfall in the security value is fully covered by a
specific provision, the net amount of the exposure may continue to be weighted at 50%).
Conversely, where revaluation indicates that the loan to value ratio has fallen to 100% or less,
the loan may be weighted at 50% and reported in item A90.

“First priority charge” means a first fixed (legal or equitable) charge or a first floating charge. In
the case of the latter, reporting institutions should ensure (by, for example, including a negative
pledge to this effect in the documentation) that no prior ranking charges can be taken over the
assets concerned.

The above treatment may also be applied to loans to special purpose mortgage finance vehicles
which include covenants restricting the vehicles’ activities to mortgage business and which
provide for the loan to be repaid on demand should the covenants be breached and which also
meet the criteria to be met by mortgage backed securities qualifying for a 50% risk weighting set
out in item A150.

A100 Other loans, advances and bills held

Report here exposures to counterparties not already included above, including exposures to
recognised clearing houses and exchanges.

The Council of Europe, United Nations and its agencies (other than the World Bank and
International Finance Corporation - see SGN Appendix E), European Space Agency and
Eurofirma should be included here rather than under item A50. Report balances with Euroclear
and Cedel in the 20% band.

A120-A190 INVESTMENTS

Report securities, together with any associated accrued interest, with an original maturity of over
one year such as equities, eurobonds and FRNs (instruments with an original maturity of one
year or less should be reported in items A50-A110). All securities (including British Government
stocks) should be reported on a contract day basis, with the payments due or receivable in
respect of such transactions to be shown gross in items A760 and A40. Only long positions in
securities should be reported in this section of the return (see SGN27). Where it is not possible
to identify separately interest accruals they should be reported in item A260 in the appropriate
risk weighting band.

Enter in items A130, A140, A150, A170 and A180 securities guaranteed by central governments
or central banks meeting the conditions for guarantees (see SGN28) at either 10% or 20%
depending on whether the residual maturity of the security is one year or less or over one year
respectively. If the guarantor is a Zone B central government or central bank, the security must
be in the local currency of the issuer and guarantor.

A120 Central governments and central banks
Holdings of securities and debt instruments (other than bills - see item A50) issued by central

governments and central banks. Include such instruments issued by the European
Commission, the European Coal and Steel Community and Euratom.
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Only holdings of certificates of tax deposit should be reported in the 0% band together with
interest accruals on holdings of securities and debt instruments where the issuer is a Zone A
central government or central bank or where the issuer is a Zone B central bank or government
and the security is in the local currency of the issuer. For the determination of the appropriate
weight band for other securities held, see SGN15. Where it is not possible to identify separately
interest accruals they should be reported in item A260 in the appropriate risk weighting bands.

Report both the gross long position and net long position (ie the gross long position minus the
gross short position - item A120 less item A710) in such securities (see SGN27). The total
(tem A120) should be the sum of the gross long positions. If there are no short positions
relevant to a particular band, the net long position box should nevertheless be completed
showing an amount equal to the gross long position.

See SGN27 for the treatment of short positions in these securities taken on behalf of the
reporting institution by related Gilt Edged Market Makers.

A130 Public sector entities
For the definition of public sector entities, see SGN23.
A140 Banks (unsubordinated FRNs etc)

Unsubordinated FRNs and similar types of non-capital debt instruments issued by banks and
investment firms (for definition, see SGN20) with an original maturity of over one year. In the
case of securities issued by Zone B banks, the weighting applied shouldbe 20% if the residual
maturity is one year or less and 100% if over one year.

Holdings of subordinated debt issued by Multilateral Development Banks (as listed in SGN
Appendix E) attract a risk weighting of 100%.

A150 Mortgage backed securities

Only holdings of US GNMA securities with a floating rate, or with a fixed rate if the residual
maturity is one year or less, should be reported in item A150.1. Fixed rate GNMA securities with
a residual maturity of over one year together with FHLMC and FNMA mortgage backed
securities should be reported in item A150.2.

Stripped bonds should be reported in the 100% risk weight category regardless of counterparty.

Report in item A150.3 holdings of securities issued by special mortgage finance vehicles which
meet the following conditions (also set out in Chapter BC (Credit risk in the banking book),
Section 3, Paragraph 7d, of the FSA Policy Guide/IPRU (BANK)). Holdings of securities which
do not meet these conditions should be reported in item A150.4.

(i) they are fully secured against residential mortgages which meet the conditions
set out in item A90, with a first priority charge;

(i) the vehicle’s activities are restricted by its articles of association to mortgage
business. The vehicle may also hold assets qualifying for a risk weighting of
50% or less;

(iii) the mortgage loans must are not in default at the time at which they are
transferred to the vehicle;
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(iv) the notes embody an express promise to repay the bearer;

(v) the issue documentation contains provisions which would ultimately enable
noteholders to initiate legal proceedings directly against the issuer of the
mortgage backed security. As an example such provisions would allow
noteholders to proceed against the issuer where the trustee, having become
bound to take steps and/or to proceed against the issuer, fails to do so within a
reasonable time and such failing is continuing;

(vi) the documentation contains provisions which would ultimately enable
noteholders to acquire the legal title to the security (ie the mortgagee’s interest
in it) and to realise the security in the event of a default by the mortgagor.

Report in item A150.4 notes:

(i) issued by those companies whose business is not limited as specified above by
their articles of association; and/or

(ii) which absorb more than their pro rata share of losses in the event of arrears or
default, eg junior notes, and/or

(iii) where the security agreement does not provide that noteholders remain fully
secured at all times; and/or

(iv) where mortgage loans backing the securities were in default at the time when
they were transferred to the vehicle.

A160 Investments in subsidiaries and associated companies

In determining which entities count as subsidiaries and associated companies, the same
accounting treatment should be adopted as that used in the preparation of statutory accounts.

Investments that have a negative value should not be offset against those with a positive value.
Investments that have a negative value should instead be reported in item A260.1 until they
again have a positive value.

Where the ‘embedded value’ method is used to value investments in life assurance subsidiaries
and associates, the value using this method should be reported here.

When completing this return on a consolidated basis, investments in subsidiary and associated
companies should not be included when those companies are included in the consolidation.

A170 Investments in bank and financial firm capital

All items reported here should be shown at full book value, with no reduction for any
amortisation which the issuer may be applying in calculating its own capital base. Any amounts
shown in respect of net underwriting commitments should be shown at book value and not
reduced to take account of any scaling factors which may have been agreed by the FSA; this
may result in a difference between the figures shown here and those on the Form M1. Banks
which have agreed a trading book or other concession with the FSA should complete the
Form M1.
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Report here

(i) all long, physical positions in instruments which are included in the capital of the
issuing credit or financial institution (including such instruments sold under sale
and repurchase or similar agreements, instruments carrying third party
guarantees (including central government guarantees), American depository
receipts, and net commitments to underwrite new issues of such instruments
(from working day zero);

(i) all indirect holdings of credit or financial institution’s capital taken via
instruments issued by their holding companies or vehicles whose business is
exclusively or mainly to hold or repackage credit and/or financial institutions’
capital instruments. (The FSA may however agree that it is appropriate not to
include these where the instruments are fully protected from any risk on the
underlying capital instruments);

(iii) equity holdings in investment trusts, and holdings of units in unit trusts, mutual
funds or other investment vehicle established exclusively or mainly to hold credit
or financial institutions’ capital instruments;

(iv) any other holdings of instruments of a capital nature relating to credit or financial
institutions.

A credit institution is an undertaking whose business is to receive deposits or other repayable
funds from the public and to grant credits for its own account. The term financial institution for
the purposes of this item should be taken to include all directly regulated or supervised
institutions or financial holding companies whose exclusive or main business is to carry out one
or more of activities listed in points 2-12 in Annex | to the Banking Consolidation Directive
(2000/12/EC). These activities are outlined in Chapter CA (Definition of capital), Section 10, of
the FSA Policy Guide/IPRU (BANK). Long and short positions in any of the above may be
netted only where they are in identical instruments.

Banks need not report here
(i) short positions in capital instruments; or

(i) exposures to capital instruments taken through forward purchases, futures,
options and other derivative instruments.

Where banks are unsure what instruments it is appropriate to deduct they should refer to their
line supervisor.

Unless the conditions set out in Section 10.3 of Chapter CA (Definition of capital) of the FSA
Policy Guide/IPRU (BANK) apply, all holdings of bank and financial institution capital
instruments held in the Banking Book should be reported in item A171 as deductible. Banks
which do not have a Trading Book concession should also report all holdings of bank and
financial institution capital instruments in the Trading Book as deductible in item A171. Banks
should ordinarily record the book value of their holdings. However, where banks are
underwriting the capital instruments of banks and financial institutions they may apply the
relevant scaling factors listed in Chapter TU (Underwriting in the capital adequacy framework),
Section 3, Paragraphs 8-10, of the FSA Policy Guide/IPRU (BANK).
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The value of items falling within the Trading Book concession as reported on Form M1 should
be entered in item A172. It may be appropriate to risk weight other holdings. The reporting
institution should obtain the FSA’s agreement before including such other holdings.

Where scaling factors have been applied to capital instruments reported in A171, the sum of
A171 and A172 will not necessarily equal to the amount reported in item A170.

A180 Qualifying holdings / other investments

Report here any qualifying holdings in commercial companies which are not reported as
subsidiaries or associates. A reporting institution’s holding constitutes a 'qualifying holding’ if it
is a direct or indirect holding in an undertaking which represents 10% or more of the capital or of
the voting rights or which makes it possible to exercise a significant influence over the
management of the undertaking in which the holding subsists.

Banks may not include positions where

the shares held are not financial fixed assets;

the FSA has agreed that non-deduction is appropriate in cases where the shares are held
temporarily during a financial reconstruction or rescue operation;

the shares are held during the normal course of underwriting;

the shares are held in the bank’s name on behalf of others; or

the shares are held in exceptional circumstances. Banks should obtain the FSA’s
agreement to non-deduction in such cases. The FSA is only likely to agree non
deduction is appropriate where the bank has increased its capital or taken other
equivalent measures, or has agreed to do so.

All banks which have qualifying holdings should complete the Form M1. Any qualifying
holding which is in excess of the thresholds indicated on form M1 should be reported as
deductible. The deductible amount reported in item A180.4 should equal the deductible holdings
reported on Form M1. Non-deductible holdings should be reported in items A180.1 to A180.3.

Other Investments in counterparties not already included in items above (ie items 120 to 170)
and are not qualifying holdings as defined in above should be reported in A180 and in items
A180.1 to A180.3 as appropriate.

A200-A260 OTHER ASSETS

A210 Other intangible assets
Only report in item A210.1 mortgage servicing rights where there is an active and liquid market
in which they can be traded. At present, this condition is only met in respect of mortgage

servicing rights traded in the US market. (Valuation of these items should be discussed with the
FSA.)
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A220 & A230 Own premises and other property/real estate

Own premises should include the value in its books of property occupied or being developed for
occupation by the reporting institution. Also report in item A220 property which is occupied or is
for the purpose of occupation by employees of the reporting institution. Other property and real
estate beneficially owned by the reporting institution but not occupied or used in the operation of
its business should be reported in item A230.

A240 Operating leases

Report equipment owned by the reporting institution which has been leased out under an
operating lease. Report any contracted future rental payments (net of future finance charges)
weighted according to the lease; the residual value of the asset should be reported in the 100%
weighting band.

A250 Plant, equipment and other fixed assets

This should include plant and equipment owned or recorded as such by the reporting institution
and used in connection with its own business. Equipment leased out under operating leases
should not be reported here but in item A240. Equipment leased out under finance leases
should be reported in items A50 to A110.

Where the reporting institution is the lessee under a finance lease, or a hirer under a hire
purchase contract, the asset should be recorded in the 100% band. If the reporting institution is
acting as a broker or agent for a sub-lease or back-to-back lease, the asset should not be
reported on the balance sheet provided that there is no recourse to the reporting institution in
the event of a default (see Chapter SE (Securitisation and asset transfers) of the FSA Policy
Guide/IPRU (BANK)).

A260 Other assets

Report any other assets not reported elsewhere, eg sundry debtors, prepayments and accruals
not identified elsewhere (see SGN7). Also include investments in subsidiaries and associated
companies where the value of these investments is currently negative (investments with a
positive value should be reported in A160).

Overall net positive mark-to-market valuations of interest rate, foreign exchange, equity,
commodity and precious metals related contracts in the Banking Book should be weighted at
0% here - see items A472, A474, A452. Overall net negative mark-to-market values should be
included under item A760.2. Assets relating to premia paid out on interest rate and foreign
exchange options contracts bought on exchanges and subject to daily margining requirements
should be reported under item A260.1. Also include in A260.1 negative investments in
subsidiaries and associated companies.

In appropriate cases, physical positions in respect of commodities may be reported here.
Reporting institutions should agree such cases with the FSA before reporting on this basis.
Physical positions should be weighted at 100%. Positions in different commodities should not
be netted.

Deferred tax assets should be included in item A260.4.
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A265 Assets consolidated via Aggregation Plus

When completing this return on a consolidated basis, which includes subsidiaries consolidated
via aggregation plus (rather than on a line by line basis), the total assets of the subsidiaries
consolidated in this manner should be reported in this box. Intra-group assets should be
excluded.

A280-A330 MEMORANDUM ITEMS
A280 Connected lending of a capital nature

Report all connected lending of a capital nature and indicate, in the lines provided, in which
weight band on the assets section of this return the lending has been reported. Also report both
long term subordinated loans and one-off payments by the reporting institution to vehicles
established for loan packaging schemes, where the reporting institution is the servicing agent
(see Chapter SE (Securitisation and asset transfers) of the FSA Policy Guide/IPRU (BANK)).
For the definition of a connected counterparty see SGN13.

Do not report loans to subsidiaries and associated companies where the loan has already been
reported in item A160.

Any items included here should be excluded from total risk assets in the appropriate risk weight
band in Section B (see note to item B330). If doubt exists as to the inclusion of an asset in this
item refer to the FSA for guidance.

A290 Loans to directors, controllers and their associates

Directors, controllers, and their associates are as defined in sections 417, 178/180, and 422 of
the Financial Services and Markets Act 2000 respectively (and in Section 105 of the Banking Act
1987 as amended by The Banking Co-ordination (Second Council Directive) Regulations 1992).
Loans to employees of a reporting institution’s parent undertaking should also be included here.
Indicate, in the lines provided, in which weight band on the assets of this return the lending has
been reported.

If a loan reported here is of a capital nature, it should be included additionally in item A280.
A300 Loans to non-group companies with which directors and controllers are associated

For the purposes of this item (refer to SGN12 and 13), include as a director/controller any
employee of the reporting institution who is appointed by the reporting institution to be a director
of another company.

Any employee of the reporting institution is deemed to be associated with another company,
whether the company is registered or domiciled in the UK or overseas, if any of the conditions
set out in SGN14 are met:

The definition should be consistent with that adopted for reporting on Form LE2.

Indicate, in the lines provided, in which weight band on the assets section of this return the
lending has been reported.

If a loan reported here is of a capital nature, it should be included additionally in item A280.
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A310 Direct credit substitutes give on behalf of connected counterparties.

For the definition of connected counterparties, see SGN13. Indicate, in the lines provided, in
which weight band within item A340 the direct credit substitute has been reported.

A320 Investments in central governments and central banks (net short positions)

Report net short positions in central government and central bank securities. This should equal
item A710.1 after allowing for any long positions in the same securities (see SGN27).

See SGN27 for the treatment of short positions in these securities taken on behalf of the
reporting institution by related Gilt Edged Market Makers.

All positions after weighting shown here should be reported with a positive sign.
A330 Encumbered assets

List in these lines any assets not freely available to meet the claims of the generality of creditors
in a liquidation of the reporting institution because they are subject to charge, pledge or other
restriction.

Under item A330.1, list the assets and the item number (indicating whether in the Banking Book
or Trading Book) within the return to which they refer, which have been given as security in
connection with the reporting institution’s participation in a payments/settlements system such
as CREST or Euroclear. The particular payments/settlements system should be listed with the
liabilities being secured at the reporting date recorded under column 1. For the purposes of
detailing the total amount of assets securing liabilities, assets pledged in excess of the actual
liability to individual systems at the reporting date should not be reported.

Under item A330.2, list the assets and the item number on the return to which they refer, which
have been given as security to secure the reporting institution’s other liabilities (for example,
property which has been mortgaged and hire purchase agreements pledged as collateral).
Assets reported should exclude any element of unearned finance charges.

Total liabilities being secured at the reporting date (item A330, column 1) should equal the sum
of items A330.1 and A330.2 below. Total assets at the reporting date securing liabilities
reported in column 1 (item A330, column 2) will not necessarily equal the sum of items A330.1
and A330.2 below as any asset which is securing more than one creditor should not be double
counted in the total.

A335 Deduction plus subsidiaries

When completing this return on a consolidated basis, which includes subsidiaries consolidated
via deduction plus, the total assets of the subsidiaries consolidated in this manner should be
reported in this box.
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OFF BALANCE SHEET
For off-balance items A340 to A440, the principal amount should be shown.

The credit equivalent amount for off-balance sheet items is derived by first multiplying the
nominal/principal amount by the given credit conversion factor. The weighted amount column is
then derived by multiplying the resultant credit equivalent amount by the appropriate risk weight
or by deducting it from the reporting institution’s capital base (see SGN15).

Intra group off-balance sheet items should be reported under the relevant item and weighted
according to the terms in the Chapter CS (Consolidated supervision), Section 3, Paragraph 2a,
of the FSA Policy Guide/IPRU (BANK).

Multi-option facilities and other composite products should be disaggregated into their
component parts, eg into a credit commitment, NIF, etc, and each component weighted
according to the usual classification. However, components carrying the lowest conversion
factors should be disregarded to the extent that the total value of all components exceeds the
value of the facility.

A340 Direct credit substitutes

Direct credit substitutes relate to the financial requirements of a counterparty, where the risk of
loss to the reporting institution on the transaction is equivalent to a direct claim on the
counterparty, ie the risk of loss depends on the creditworthiness of the counterparty. Report
instruments such as:

(a) acceptances granted and risk participations in bankers’ acceptances. Where a
reporting institution’s own acceptances have been discounted by that institution the
nominal value of the bills held should be deducted from the nominal amount of the
bills issued under the facility and a corresponding on-balance sheet entry made:

(b) guarantees given on behalf of customers to stand behind the current obligations of
the customer and to carry out these obligations should the customers fail to do so,
eg a loan guarantee;

(c) guarantees of leasing operations;

(d) guarantees of a capital nature such as undertakings given to non-bank company
authorised under the Financial Services Act (being replaced by the Financial
Services and Markets Act 2000) which are considered as capital by the appropriate
regulatory body until the Financial Services and Markets Act 2000 applies. Such
guarantees given to a company which is not connected to the reporting institution
should be weighted at 100% and those to a connected company should be
deducted from the reporting institution’s capital base (item A340.6);

(e) letters of credit not eligible for inclusion in item A360;

(f) standby letters of credit, or other irrevocable obligations, serving as financial
guarantees where the bank has an irrevocable obligation to pay a third party
beneficiary if the customer fails to repay an outstanding commitment, eg letters of
credit supporting the issue of commercial paper, delivery of merchandise, or for
stock lending (standby letters of credit which are related to non-financial
transactions should be reported in item A350 below);
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(9) re-insurance or window letters of credit;

(h) acceptances drawn under letters of credit, or similar facilities where the acceptor
does not have specific title to an identifiable underlying shipment of goods (eg
sales of electricity);

(i) confirmations of letters of credit.
Direct credit substitutes of a capital nature

Any direct credit substitutes which are of a capital nature and connected to the reporting
institution or given to another bank should be reported in item A340.6 and will be deducted from
capital in the calculation of the risk asset ratio.

Include:
a) guarantees of other credit and financial institutions’ capital instruments given by the
reporting institution;
b) guarantees given by the reporting institution which are included in the supervisory

capital of another credit or financial institution eg the subordinated guarantee of
loan stocks raised by vehicle company subsidiaries of the reporting institution,
where the loan stock is treated as subordinated term debt of the reporting
institution should not be included here. (The FSA may however agree that a
different treatment is appropriate. Reporting institutions should discuss such cases
with the FSA.)

A350 Transaction-related contingents

Transaction-related contingents relate to the on-going trading activities of a counterparty where
the risk of loss to the reporting institution depends on the likelihood of a future event which is
independent of the creditworthiness of the counterparty. They are essentially guarantees which
support particular non-financial obligations rather than supporting customers’ general financial
obligations. Report such items as:

(a) performance bonds, warranties and indemnities (indemnities given for lost share
certificates or bills of lading and guarantees of the validity of papers rather than of
payment under certain conditions should not be reported in this return);

(b) bid or tender bonds;
(c) advance payment guarantees;

(d) VAT, customs and excise bonds. The amount recorded for such bonds should be
the reporting institution’s maximum liability (normally twice the monthly amount
being guaranteed);

(e) standby letters of credit relating to a particular contract or to non-financial
transactions (including arrangements backing, inter alia, subcontractors’ and
suppliers’ performance. labour and materials, contracts, and construction bids).
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A360 Trade-related contingents

Report short-term, self liquidating trade-related items such as documentary letters of credit
issued by the reporting institution which are, or are to be, collateralised by the underlying
shipment, ie where the credit provides for the reporting institution to retain title to the underlying
shipment. Such letters should be weighted according to the counterparty on whose behalf the
credit is issued and reporting whether or not the terms and conditions of the credit have yet to
be complied with.

Letters of credit issued by the reporting institution without provision for the reporting institution to
retain title to the underlying shipment or where the title has passed from the reporting institution
should be reported under direct credit substitutes (item A340). A memorandum of pledge and a
trust receipt are not regarded as giving the reporting institution title, and transactions secured by
these should be shown under item A340.

Letters of credit issued on behalf of a counterparty back-to back with letters of credit of which
the counterparty is a beneficiary (“back-to-back” letters) should be reported in full.

Letters of credit advised by the reporting institution or for which the reporting institution is acting
as reimbursement agent should not be reported.

A370 Sale and repurchase agreements
See SGN29.
Repos

Report sale and repurchase agreements (“repos”), ie when the reporting institution is the seller
of the asset where the asset sold is not reported on the balance sheet. If the asset sold is kept
on balance sheet it should not be reported here but in the relevant line in the on-balance sheet
section of this return. When the asset does not appear on the balance sheet the weighting
category is to be determined by the issuer of the security (or borrower in the case of a loan) and
not according to the counterparty with whom the transaction has been entered into.

Purchase and resale agreements (“reverse repos”)should not be reported in item A370; the
liability under such reverse repos should be reported under item A720.

The reporting institution should refer to the FSA where it has a repo in item A370 and offsettable
short stock positions on balance sheet in item A320 or A710.2 which would comply with the
guidance for the netting of stock positions (see SGN27).

A380 Asset sales with recourse

Asset sales with recourse where the credit risk remains with the bank fall into the weighting
category determined by the asset and not according to the counterparty with whom the
transaction has been entered into. Report put options written where the holder of the asset is
entitled to put the asset back to the reporting institution, eg if the credit quality deteriorates. Also
report put options written by the reporting institution attached to marketable instruments or other
physical assets.
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A390 Forward asset purchases

The weight should be determined by the asset to be purchased, not the counterparty with whom
the contract has been entered into. Include commitments for loans and other on-balance sheet
items with certain drawdown. Exclude foreign currency spot deposits with value dates one or
two working days after trade date.

A400 Forward forward deposits placed

Agreements between two parties whereby one will pay, and the other receive, an agreed rate of
interest on a deposit to be placed by one with the other at some predetermined date in the
future. Exclude foreign currency spot deposits with value dates one or two working days after
trade date.

The weight should be determined according to the counterparty with whom the deposit will be
placed.

A410 Uncalled partly-paid shares and securities

Only report if there is a specific date for the call on the unpaid part of the shares and securities
held. If there is no specific date, the unpaid part should be treated as a long-term commitment
(see item A440).

A420 NIFs and RUFs

Note issuance facilities and revolving underwriting facilities should include the total amounts of
the reporting institution’s underwriting obligations of any maturity. Where the facility has been
drawn down by the borrower and the notes are held by anyone other than the reporting
institution, the underwriting obligation should continue to be reported at the full nominal amount.

The reporting institution’s own holding of the notes should be reported in items A50 to A110 and
therefore the nominal amount of the notes held should be deducted from the nominal amount of
the facility to be shown here.

A430 Endorsements of bills

Endorsements of bills (including per aval endorsements) should be reported at the full nominal
amount, less any amount for bills which the reporting institution now holds but had previously
endorsed.

Where the reporting institution is the first endorser of a bill which has been accepted by a bank
other than the reporting bank, such endorsements should be reported in item A430.1. (Where a
reporting institution has endorsed its own acceptances no further amount should be reported
than the acceptance reported in item A340.) If the reporting institution is not the first endorser of
a bill already accepted by a bank, such endorsements may not be reported.

Endorsements of bills which have not been accepted by a bank should be reported in items
A430.2 to A430.4 according to the risk weight category of the issuer; where such a bill has been
previously endorsed by a bank, the reporting institution’s endorsement will justify a 20% weight.
Endorsements of bills which have been previously endorsed by two or more banks may not be
reported.
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A440 Other commitments
Report here other undrawn commitments, classified as to whether:

(i) they have an original maturity of one year or less or are unconditionally cancellable
at any time (item A440.1); or

(ii) they have an original maturity of over one year (items A440.2 to A440.7) and are
not unconditionally cancellable at any time.

The reporting institution is regarded by the FSA as having a commitment regardless of whether
it is revocable or irrevocable, conditional or unconditional and, in particular whether or not it
contains a “material adverse change” clause.

Rolling or undated/open-ended commitments (“evergreens” and including overdrafts) should be
included under (i) providing that they are unconditionally cancellable at any time without notice
and subject to credit review at least annually. Other rolling or undated commitments should
normally be reported under (ii) (but see (b) below).

Unused credit card lines should be reported under (i).
Securities underwriting

Securities underwriting commitments should not be reported on this return, with the exception of
NIFs and RUFs (item A420).

Commitments to provide capital to connected counterparties (and other banks)

Amounts reported under item A440.7 should be multiplied by the 50% credit conversion factor
before entering, so that an appropriately reduced amount is carried through to Section D (item
D420). If, however, the item would normally attract a credit conversion factor of 0% for the
reasons above, it should continue to be reported under item A440.1.

Commitments with certain drawdown

Commitments for loans and other on-balance sheet items with certain drawdown should not be
reported here but under item A390.

The maturity of a commitment

See SGNS8 for general guidance on maturity. The maturity of a commitment should be
determined in accordance with the following:
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(a) Original maturity

The maturity of a commitment should be measured from the earlier of (i) thirty days
(sixty days in the case of syndicated facilities) following the date of 'firm offer' or (ii) the
date at which the facility becomes available to be drawn down, until its expiry date, after
which the facility is no longer available to be drawn down.

The date of 'firm offer' will often be earlier than the date of signature of the agreement to
provide a facility. For example, a 'firm offer' may still be subject to documentation and
material adverse change. However, if an offer is made prior to the credit assessment of
the customer and/or the institution reserves the right to withdraw the offer at its
discretion, this should not be regarded as firm. In the case of a non-underwritten (or
best efforts) syndicated facility, the date of 'firm offer' is deemed to be that on which the
arranger(s) confirms to the potential borrower that the facility is fully subscribed. Where
an institution(s) underwrites a facility which is subsequently to be syndicated
(notwithstanding the fact that the offer to underwrite may be subject to documentation
and 'force majeure’ clauses), it should measure its commitment from the date of its 'firm
offer'. However, if the subsequent syndication is 'successful', the underwriter(s) may
then measure its commitment afresh from the same date as the syndicate banks ie the
earlier of 60 days after the date on which the underwriter(s) confirms to the borrower the
results of general syndication or the date at which the facility becomes available for
draw down. Syndication of an underwritten commitment is deemed to be 'successful' if,
after the close of syndication, the underwriter(s) is not left with more than:

(i) any specified target amount (in circumstances where such a precise target has
been set and advised to the bank); or

(i) 50% of the total underwritten amount.

The thirty day (sixty day in the case of syndicated facilities) 'window' is intended
to be a reasonable period after the date of firm offer during which the
practicalities of arranging a facility (eg finalising documentation) can be
completed.

Even if the formal agreement to provide the facility indicates an original maturity
of one year or under, a commitment should be reported as having an original
maturity of over one year if the reporting institution assumes additional legal or
moral obligations which imply a maturity of over one year. Reporting institutions
should satisfy themselves that no such additional obligations exist.

Examples of facilities with such obligations include, but are not limited to:-

(i) facilities with provisions for extension in the documentation, other than
in accordance with (b)(i) or (ii) below;

(ii) facilities which the customer reasonably expects to be extended
automatically; and

(iii) facilities on terms which may be used to penalise an institution if it
declines to extend a commitment in accordance with (b)(i) below; eg for
the remaining period of the commitment the customer has the right to
make drawings of a longer maturity or on otherwise better terms than if
the institution had not declined to extend; or, in a syndicated facility
where the borrower is able to draw on the institution individually before
the other syndicate banks (up to the limit of its commitment) for the
remaining period of the facility.
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(b) Extensions/renegotiations of commitments prior to their expiry date

In cases where the terms of a commitment have been renegotiated and/or the maturity
of a commitment extended, the original maturity should be measured from the start of
the initial commitment (see (a) above) until the expiry date of the renegotiated/extended
facility. The only exceptions should be where either:

(i the 'firm offer' to extend the commitment is given in the final thirty days (sixty
days in the case of syndicated facilities) of the initial commitment period,
following a full credit assessment of the customer; or

(i) the renegotiation/extension involves a full credit assessment of the customer
and the reporting institution has the right, without notice, to withdraw the existing
commitment at the time when the renegotiation/extension is requested and to
refuse the request for the renegotiated/extended commitment.

In these two cases the extended/renegotiated facility may be reported as a new
commitment. This applies equally to extensions/renegotiations of facilities of one year
and under and facilities of over one year. Again the thirty day (sixty day for syndicated
facilities) 'window' is considered a reasonable period after the date of firm offer in which
the practicalities of extending a facility (eg finding replacement banks in a syndicate)
can be completed. Reporting institutions should note that completion of new
documentation may not be sufficient to cause a facility to be considered as a new
commitment.

(c) A commitment to provide a loan (or purchase an asset) which has a maturity of over one
year but which must be drawn down within a period of one year or under.

Such commitments should be treated as having a maturity of one year or under
provided any undrawn portion of the facility is automatically cancelled at the end of the
draw-down period.

(d) A commitment to provide a loan (or purchase an asset) to be drawn down in a number
of tranches, some where the availability of the commitment is one year or under, some
where it is over one year.

The whole commitment should be considered as having a maturity of over one year.
(e) Commitments for fluctuating amounts

Where a commitment provides for a customer to have a facility limit which varies during
the period of the commitment, eg for seasonal reasons, the amount of the commitment
should at all times be taken as the maximum amount that can be drawn under the
commitment for the remaining period of the commitment.
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(f) Forward commitments

A forward commitment is where the reporting institution is committed to making a facility
available at a future date. The original maturity of the commitment should be measured
from the earlier of

(i) thirty days following the date of 'firm offer' or

(ii) the date at which the facility is available to be drawn down, until the facility
expires.

(9) Commitments for off-balance sheet transactions

A distinction is drawn between a commitment to provide an off-balance sheet facility
which may or may not be drawn by the customer, and a commitment to provide an off-
balance sheet instrument with certain draw-down. For example:

(i) a commitment of over one year to provide a trade related contingent facility at a
future date which may or may not be drawn down should be given a credit
conversion factor (ccf) of 50% (the ccf for long-term commitments) multiplied by
20% (the ccf for trade-related contingents), ie an effective ccf of 10%; report
20% of the principal amount in the relevant section in item A440, depending on
the counterparty weight. Similarly, a long-term commitment to provide a
guarantee facility would receive a ccf of 50% multiplied by 100%, ie an effective
ccf of 50%; report 100% of the principal amount in the relevant section of item
A440; but

(i) a commitment (short-term or long-term) to provide a trade-related contingent
item where it is certain that the draw-down will occur at some date, or range of
dates, in the future should be given a ccf of 20% (ie without multiplying by the
relevant ccf for a commitment) and reported in the relevant section of item
A360. Similarly, a commitment to issue a guarantee with certain draw-down at
a particular date, or range of dates, in the future should receive a ccf of 100%
and be reported under item A340.

(h) ‘Linked' commitments

Two or more commitments may be regarded as 'linked' if they are arranged
simultaneously for the same or connected customer(s). Where a reporting institution
enters into one or more commitment(s) of over one year and one or more
commitment(s) of one year and under, these should be reported as 'linked' (ie
aggregated and reported according to the maturity of the longer/longest of the
commitments) where either:

(i the facilities cannot be drawn down, renegotiated or cancelled separately; or

(ii) the customer is seeking two or more commitments for the same purpose and
has no legitimate commercial reason for doing so.

Where a reporting institution enters into 'linked' commitments which begin and/or
mature at different dates, the maturity of the combined commitment should be
measured from the commencement of the first commitment (as set out in section (a)
above) to the expiry date of the last commitment. For example, where one 'linked'
commitment runs from January to January and another runs from June to June, the
institution would report a single commitment of over one year (ie ccf of 50%) running
from January to June.

FSA Handbook ¢ SUP e Pre-release 0.3 (20 September 2001)



A452 OTC Derivative Contracts (replacement cost method)

This item gives the capital requirement for counterparty risk on OTC derivatives contracts under
the replacement cost method. It equals the Weighted Amount in item 60 of Appendix A-I.

Note the general comments for Appendices A-l and A-ll on what appendices should be
completed.

A462 Aggregate net short open foreign currency position

Reporting institutions which also complete Section B should not report a number in this item, as
the capital requirement for foreign exchange risk should be calculated via item B180. All other
reporting institutions should complete this item. The figure reported here should have a positive
sign.

The aggregate net short position (net foreign exchange position) should be calculated in
accordance with Chapter FX (Foreign exchange risk), Section 3, of the FSA Policy Guide/IPRU
(BANK) as relevant. The amount reported in item A462 should be equal to Y+g in the notation
of Chapter FX (Foreign exchange risk), Section 4.4, of the FSA Policy Guide/IPRU (BANK).
However, where fx options business is undertaken, the following adjustments should be made:

(1) where the simple carve-out method is used, the options capital charges should be
multiplied by 12.5 and added to the net short position, so that the amount reported in
item A462 is equal to Y+g+12.5*(C+D) in the notation of Chapter FX (Foreign exchange
risk), Section 4.4, of the FSA Policy Guide/IPRU (BANK).

(2) where one of the write-off methods is used, the options should not be included in the
calculation of the net short position.

(3) where one of the other options methods are used, banks should consult their
supervisor.

Institutions whose net open position calculated according to Chapter FX (Foreign exchange
risk), Section 3, of the FSA Policy Guide/IPRU (BANK) is less than or equal to 2% of previous
period’s Large Exposures Capital Base may alternatively calculate their net open position as the
difference between the value of foreign currency assets and the value of foreign currency
liabilities (regardless of whether the result is long or short), on a consistent basis.

The basic method should be used to calculate foreign exchange risk unless the reporting
institution is using a VaR model.

A472 & A474 Original exposure method
The original exposure method is not considered to be appropriate after end March 1999. The

replacement cost method should be used to calculate the counterparty risk on OTC derivative
contracts. Consequently, these boxes should contain zeros in future.
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LIABILITIES
CORE CAPITAL - TIER 1
A480 Ordinary shares/common stock

This should be reported at nominal paid-up value; where shares have been issued at a
premium, the premium should be reported under reserves (item A500.1). Partly-paid shares
should be reported at the amount paid. Do not report the unpaid element of partly-paid shares,
or authorised but unissued share capital; also exclude holdings by the reporting institution of its
own shares and shares issued after 1 January 1992 by the capitalisation of property revaluation
reserves.

A490 Perpetual non-cumulative preferred shares/stock

Report perpetual non-cumulative preferred shares/stock and perpetual non-cumulative preferred
shares convertible into ordinary shares, including any such shares redeemable at the option of
the issuer and with the prior consent of the FSA. Only shares which have been issued and paid
up should be reported.

Preferred shares issued via limited purpose vehicles may be included here. Reporting
institutions should obtain the agreement of the FSA before doing this.

A500 Reserves
A500.1 Share premium account

Report any amount received by the reporting institution in excess of the nominal value of shares
reported in items A480 or A490. Any share premium in respect of Tier 2 instruments should be
reported indistinguishably with those instruments.

A500.2 Disclosed prior years reserves (excluding item A580), disclosed current year’s positive
movement on reserves and negative movements on reserves

Report the disclosed, undistributed balance on profit and loss account attributable to previous
years (ie revenue reserves), reserves arising from exchange rate translation differences and
other reserves (eg capital redemption reserves and capital gifts). Do not report reserves arising
from the revaluation of fixed assets; such reserves should be shown under item A580. Report
here any adjustment in respect of dividends which are not covered by current year’'s profit
verified by external audit.

Before publication of full year prior year reserves, include here any prior year’'s earnings which
have been verified by external auditors in accordance with Chapter CA (Definition of capital),
Section 5.3, of the FSA Policy Guide/IPRU (BANK).

Report here disclosed (ie published) current year’s positive movement on reserves (other than

those shown under item A580). If current year's movements on reserves are negative report
these here (whether or not disclosed).
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A500.3 Current year’s retained profit verified by external audit

A510

A520

A530

A540

A550

Report only current year’s earnings (net of foreseeable charges) where they have been verified
by external auditors (in accordance with Chapter CA (Definition of capital), Section 5.3, of the
FSA Policy Guide/IPRU (BANK)) at the date the return is submitted to the FSA. However, if this
verification took place after the date to which the return relates, the FSA should be alerted to
this fact when the return is submitted. No deduction need be made for dividends that have not
been announced by the reporting date. Interim retained earnings of subsidiaries within banking
groups which have been verified by external auditors may also be reported even if they are not
separately disclosed. Current year’s profit that has not been verified by external audit should be
reported in item A670. Current’s year’s losses should be reported in item A510.

If dividends paid or proposed before the reporting date exceed verified earnings, then that
excess should be deducted from item A500.2 and ‘0’ should be reported here.

Pension fund assets arising from either a pension fund surplus or deficiency should be deducted
from this item. Pension fund liabilities arising from pension fund surpluses should be added;
whereas pension fund liabilities arising from pension fund deficiencies should not be added back
but should be added to item A760.2.

Current year’s losses

Report all current year’s losses. Unpublished losses from the previous accounting period
should also be shown here.

Where the reporting institution has verified its position, in accordance with Chapter CA
(Definition of capital), Section 5.3, of the FSA Policy Guide/IPRU (BANK), up to an earlier
reporting date, subsequent unverified profits do not reduce the loss reported here, but should
instead be reported in item A670.

Minority interests (in Tier 1 capital)

Where the reporting institution reports on a solo consolidated or consolidated basis, enter the
claim by outside interests in Tier 1 capital items (see items A480 and A490) of any partly-owned
subsidiary company or minority owned company which is included in this particular return.

Total of items 480 to 520

This should equal the sum of items A480 to A520, taking account of any negative figures, ie
those with a minus sign.

Goodwill, other intangible assets and other adjustment

This should equal the sum of items A200 and A210.2. Include here the deduction for holdings
of own shares not held for trading but which have not been excluded in item A480.

Total Tier 1 capital

Tier 1 capital equals item A530 less any amounts reported in item A540.

SUPPLEMENTARY - TIER 2
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A580 Fixed asset revaluation reserves

Report reserves relating to the revaluation of fixed assets. Report also shares issued by the
capitalisation of property revaluation reserves after 1 January 1992.

A590 General provisions

Report general provisions that are held against possible or latent losses but where the losses
have not as yet been identified. Provisions earmarked or held specifically against lower
valuations of particular claims or classes of claims should not be reported here, but netted
against the value of the asset against which they have been made (see SGNG6). This item
should include any general provisions against the value of investments.

A600 Hybrid (debt/equity) capital instruments

Report:

(i) Perpetual cumulative preferred shares, including such shares redeemable at
the option of the issuer with the prior consent of the FSA, and including also
share premia on these instruments;

(ii) Perpetual subordinated debt which meets the conditions for primary perpetual

subordinated debt set out in Chapter CA (Definition of capital), Sections 6 and
8, of the FSA Policy Guide/IPRU (BANK), including such debt which is
convertible into equity, either mandatorily or at the option of either the issuer or
lender.

A610 Subordinated term debt

Report here the amount of subordinated term debt (ie the amount of principal outstanding
before amortisation) which has been approved by the FSA as qualifying for inclusion in Tier 2
capital under the terms of Chapter CA (Definition of capital), Sections 7 and 8, of the FSA Policy
Guide/IPRU (BANK) (see item A790). This item should equal the sum of items A790.21 column
"Sterling equivalent”, A790.22 column “Sterling equivalent” and A790.1.

A620 Minority interests in Tier 2 capital

Where the reporting institution reports on a solo consolidated or consolidated basis, enter the
claim by outside interests in any partly-owned subsidiary or minority owned company in the form
of any Tier 2 capital term.

ADJUSTMENT TO CAPITAL (see ANNEX 1 for details of calculation)
A621 Excess general provisions

The maximum amount allowable for inclusion in Tier 2 capital is 1.25% of total risk weighted
assets. This item equals the greater of item (A590 less total risk weighted assets multiplied by
1.25%) and zero.
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A622 Excess Tier 2 subordinated term debt

The maximum amount of Tier 2 subordinated term debt that qualifies for inclusion as capital is
50% of Tier 1 capital. Report here the subordinated term debt which exceeds the limit on Tier 2
subordinated term debt. This item equals the greater of (item A790 less 50% of A550) and
Zero.

Subordinated term debt that does not qualify for inclusion as capital (under the terms of
Chapter CA (Definition of capital), Sections 7 and 8, of the FSA Policy Guide/IPRU (BANK))
should be reported in item A670.

A623 Amortisation on Tier 2 subordinated term debt

Report here the difference between the nominal amount of the stock and the amortised amount
(ie item A610 less A790).

A624 Total of items A580 to A623
This equals the sum of items A580 to A620 less the sum of items A621 to A623.
A625 Tier 2 capital in excess of the overall limit / Excess Tier 2 capital

The maximum amount (ie the overall limit at the consolidated level, or the solo level when a
bank is not part of a consolidated group) of Tier 2 (or Tier 2 plus Tier 3 for institutions that are
subject to CAD capital requirements) which is eligible for inclusion as capital is 100% of Tier 1
capital. Where the reporting institution is exempt from the Capital Adequacy Directive capital
requirements at the reporting date (see Chapter CB (Trading book/banking book division),
Section 4, of the FSA Policy Guide/IPRU (BANK) for details of exemption), the amount by which
Tier 2 capital exceeds Tier 1 capital overall should be reported here (ie it equals the greater of
zero and (item A624 less item A550).

Where the reporting institution is subject to CAD capital requirement, the excess (Tier 2 plus
Tier 3) capital which is not eligible for inclusion as capital equals the greater of (the sum of items
A624, A631 and A633 less item A550) and zero. Tier 2 capital plus Tier 3 subordinated debt
used to meet the Trading Book capital requirement is limited to 200% of Tier 1 capital used to
meet those requirements. Tier 3 subordinated debt should first be designated as excess
capital, if any excess capital remains when Tier 3 subordinated debt has been used up, then
Tier 2 capital should be designated as being excess capital.

A630 Total eligible Tier 2 capital
This is item A624 less A625.
TRADING BOOK CAPITAL - TIER 3
A631 Short term subordinated debt
Report short term subordinated debt which has been approved by the FSA as qualifying for

inclusion in Tier 3 capital detailed in Chapter CA (Definition of capital), Section 9.2, of the FSA
Policy Guide/IPRU (BANK).
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A633 Minority Interests (in short term subordinated debt)

Where the reporting institution reports on a solo consolidated or consolidated basis, enter the
claim by outside interests in any partly owned subsidiary or minority owned company in the form
of Tier 3 capital.

ADJUSTMENT TO CAPITAL (see ANNEX 1 for details of calculation)
A635 Excess Tier 3 debt

The overall limit on (Tier 2 plus Tier 3) capital which is eligible for inclusion as capital is 100% of
Tier 1 capital. Excess (Tier 2 plus Tier 3) capital equals the greater of (the sum of items A624,
A631 and A633 less item A550) and zero. Tier 3 subordinated debt should first be designated
as excess capital, if any excess capital remains when Tier 3 subordinated debt has been used
up, then Tier 2 capital should be designated as being excess capital. Report here the amount of
Tier 3 capital which exceeds the overall limit.

A638 Total eligible Tier 3 Capital

Eligible Tier 3 capital is limited to 200% of Tier 1 capital left over after supporting the Banking
Book capital requirements. Report Tier 3 capital not eligible for inclusion in item A635. This
item equals the sum of items A631 and A633 less item A635.

OTHER CAPITAL
A660 Ineligible Tier 2 and Tier 3 capital

This is the capital which has been deducted from Tier 2 and Tier 3 capital as being not eligible
for inclusion as capital. This item equals the sum of items A621 to A623, A625 and A635.

A670 Other capital
Report preference shares, perpetual loan stocks and subordinated term debt not accepted by
FSA as qualifying for inclusion as capital within the terms of Chapter CA (Definition of capital),
Sections 6-8, of the FSA Policy Guide/IPRU (BANK).
Also report working capital provided by a non-resident office of the reporting institution.
Report current year’s profits which have not been verified by external audit in accordance with
Chapter CA (Definition of capital), Section 5.3, of the FSA Policy Guide/IPRU (BANK) and also
any undisclosed profits relating to the previous year which have not been so verified.

OTHER NON-CAPITAL LIABILITIES

A680 Own bank notes issued

Bank notes in circulation, ie the reporting institution’s issue of notes less any own notes held.

A700 Marketable securities issued:
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A700.1

A700.2

A700.3

A710

A720

A730

A750

A760

Certificates of deposit

Report all certificates of deposit issued by the reporting institution, whether at fixed or floating
rates, and still outstanding. Also report negotiable deposits taken on terms in all respects
identical to those on which a certificate of deposit would have been issued, but for which it has
been mutually convenient not to have issued certificates. If a reporting institution holds
certificates of deposits which it has itself issued, these should not be reported in this return.

Promissory notes and bills

Report promissory notes, bills and other negotiable paper issued (including commercial paper)
by the reporting institution including bills drawn under an acceptance credit facility provided by
another institution.

Unsubordinated FRNs and other long term paper

Report unsubordinated FRNs and other unsubordinated market instruments issued.
Subordinated capital market instruments should be reported under item A610 or A631 as
appropriate.

Investments (short positions)
See SGN27. Do not use brackets in the weighted amount column.

Report gross short positions in securities issued by central governments and central banks
under item A710.1 and gross short positions in other investments under item A710.2.

Liabilities in respect of sale and repurchase agreements
See SGN29.

This entry applies to sale and repurchase agreements associated with reverse repos. Where
the reporting institution reports assets reversed in on the balance sheet, the liability under such
agreements should be reported here.

Tax provisions

Deferred tax assets should be reported as an asset in item A260.4.

Other provisions

Report provisions made other than those reported above (items A590, A730 and A740).
Specific provisions (see SGN6) should also be excluded from this item, except where they have
been created in respect of off-balance sheet items.

Other

Report credit items in the course of transmission and items in suspense (including credit items
in the course of settlement, to be shown separately in item A760.1).

Also report all internal accounts and other liabilities not reported elsewhere, eg sundry creditors
and liabilities under finance leases.

FSA Handbook ¢ SUP e Pre-release 0.3 (20 September 2001)



Include net short positions in physical commodities where the FSA has agreed that commodity
transactions may be included in the Banking Book.

Include also liabilities arising in respect of pension scheme deficiencies; those arising in respect
of a pension fund surplus should be included under item A500.3.

A765 Non capital liabilities consolidated via aggregation plus

When completing this return on a consolidated basis which includes subsidiaries consolidated
via aggregation plus, rather than on a line by line basis, the total liabilities of those subsidiaries
should be reported here. Intra group capital and liabilities should be excluded.

A770 Total liabilities

This is the sum of items A530, A630 and A638 to A765. It should equal item A270.
A780-A790 MEMORANDUM ITEMS
A780 Deposits from connected customers

Connected customers are defined as other group companies (excluding those companies which
are included in the consolidation of this particular return), directors, controllers and their
associates, and non-group companies with which directors and controllers are associated as set
down in items A290 and A300, and SGN12 and SGN13.

A790 Subordinated term debt

Only the issues of subordinated term debt which the FSA has agreed qualify for inclusion in Tier
2 capital under the terms of Chapter CA (Definition of capital), Sections 7 and 8, of the FSA
Policy Guide/IPRU (BANK) should be reported here.

Report under item A790.1 only convertible subordinated term bonds which are mandatorily
convertible into equity (but see item A600 for treatment of convertible subordinated perpetual
debt). Subordinated bonds which are convertible into equity at either the issuer’s or investors’
option (where these bonds are not eligible for inclusion in item A600) should be reported under
item A790.2.

Dated preference shares and subordinated, unsecured loan stocks of over 5 years’ original
maturity issued by the reporting institution should be shown after amortisation in item A790.2.
The amount shown in item A790.2 should be further divided between items A790.21 and
A790.22 as necessary in the relevant sub-total boxes. The amount of principal outstanding
before amortisation should also be entered in the sub-total boxes in the “amount” column in the
currency of repayment, which should be entered in the “currency” column. The “sterling
equivalent” is then this amount converted to sterling at the current exchange rate for the
currency concerned on the day of the report unless, via a subordinated swap or some other
hedging mechanism that is an integral part of the original preference share or subordinated loan
stock agreement, the exchange rate has effectively been fixed - in which case that fixed rate
may with be used. The reporting institution should obtain the FSA’s agreement before doing
this.
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Individual stocks which are repayable in full on maturity should be listed in item A790.21 in lines
ato e. Where there are more than five stocks issued (ie a to €) annotate the form “see attached
list” in this section and attach a full list of such stocks. The amounts to be reported after
amortisation are shown below and relate to the period between the date of the return and
maturity date:

Years to maturity Amortised amount
more than 4 100% of nominal
less than and including 4 but more than 3 80% of nominal
less than and including 3 but more than 2 60% of nominal
less than and including 2 but more than 1 40% of nominal
less than and including 1 20% of nominal

The amount of subordinated, unsecured loan stock should be multiplied by the amortisation
values shown above. In the case of optional repayment dates the longest date should be used
to determine the final maturity if the exercise of the option lies with the issuer, and the shortest
date if with investors.

Report in item A790.22 in lines a to h the original outstanding value of individual stocks which
are repayable in instalments. Where banks have more than 10 such holdings, they may
aggregate the smallest holdings (by value) and record the total under A190.21j and A790.22;.
The amortised amount shown should be agreed with the FSA.

APPENDICES A-l & A-ll

For those reporting institutions that also complete Section B, Appendices A-l and A-ll should
include only those contracts that fall within the Banking Book. Contracts within the Trading Book
should be reported in Section B. Reporting institutions which do not complete Section B should
give details of all their interest rate, exchange rate, equity, commodity and precious metal
related contracts in these appendices.

Swaps aftached to loans and bonds.

Under certain conditions the risk attached to a floating (or fixed) rate loan/bond and a linked
interest rate or currency swaps may be equivalent to a fixed (or floating) rate loan. In this case
the swap need not be reported providing the following conditions are met;

(i) the swap and loan should have matching obligations (ie identical interest periods);
(i) the swap and loan should be explicitly linked such that if the counterparty defaults under
the loan or swap, or goes into liquidation, all payments under the swap agreement

cease and the loan becomes immediately repayable;

(iii) netting or floating (or fixed) rate payments on the loan and the swap should meet all the
existing (or future) on-balance sheet netting criteria (see SGN26).
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Appx A-l Counterparty exposure on OTC derivative contracts-Replacement Cost Method

The credit equivalent amount is the sum of the replacement cost and the potential future credit
exposure. The weighted amount is the product of the credit equivalent amount and the risk
weight. Claims in respect of foreign exchange contracts with original maturity of 14 days or less
should not be reported on this Appendix. Futures and options should not be reported on this
Appendix if the contracts concerned are traded on exchanges subject to daily margining
requirements.

All exposures in this section should be reported gross, unless they are netted by novation or the
terms set out in Chapter NE (Collateral and netting), Sections 5-8, of the FSA Policy
Guide/IPRU (BANK) have been met.

Note that Appendix A-l will not agree with Appendix A-ll, since Appendix A-1l is completed on a
gross basis and also includes exchange traded items.

Replacement Cost

See SGN34 for guidance more generally. Only contracts with a positive mark-to-market value
should be reported under this heading (however, institutions should record a potential future
credit exposure in respect of all OTC derivative contracts that might in the future have a positive
mark-to-market value). All contracts with a positive mark-to-market value should be reported in
Appendix | (unless netting is consistent with Chapter NE (Collateral and netting), Sections 5-8,
of the FSA Policy Guide/IPRU (BANK)). The overall net positive mark-to-market value should
be allocated to the 0% band in the on-balance sheet section of the form (see item A260).

Potential Future Credit Exposure
Potential FCE should be calculated in accordance with the guidance set out in SGN34.
Net reporting of Replacement Cost

Where the terms of Chapter NE (Collateral and netting) of the FSA Policy Guide/IPRU (BANK)
have been met then, on a bilateral basis (ie for each counterparty), the net replacement cost of
nettable contracts may be reported (see SGN26 and SGN35).

Net Reporting of Potential Future Credit Exposure

The netting of add-ons is possible provided the terms of Chapter NE (Collateral and netting) of
the FSA Policy Guide/IPRU (BANK) have been met. (See SGN26 and SGN35.)

Forward FX Contracts undertaken through Multilateral Netting Schemes

The credit equivalent amount for a reporting institution using a multilateral netting scheme
should also be reported in Appendix | as outlined in SGN35.
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Appendix A-ll: Supplementary Information On Derivative Contracts
Replacement Cost Method

This section should be completed on a gross basis, even where legally enforceable netting
agreements are in place, and is used for general supervisory information. As a result, this
section will not necessarily reconcile with the previous section. All contracts (ie those with
positive, negative and zero mark to market values) should be reported under the heading
‘Notional Principal Amounts by Residual Maturity’.

Reporting institutions’ exposure to OTC contracts should be reported by the relevant product
and counterparty type. Their exposure to exchange traded contracts should be reported by
product type only.

Reporting institutions should include their exposures arising from options with their other
contracts, but should also identify them separately as a memo item. Within the memo item on
options, those which are exchange traded should be separately identified from those originating
from the OTC market.

Interest Rate Contracts

Report single currency interest rate swaps, basis swaps, forward rate agreements and products
with similar characteristics, interest rate futures, interest rate options purchased and written
(including caps, collars and floors purchased as stand-alone contracts), forward purchases and
sales of bonds, and similar instruments. Bond futures and bond options purchased and written
should also be reported here.

Foreign Exchange Contracts

Only exchange rate contracts of over 14 days original maturity (excluding a settlement period of
up to 2 days) should be reported. Foreign exchange contracts with a shorter original maturity do
not require regulatory capital for counterparty risk (but do require capital for market risk).

Report cross currency swaps, cross currency interest rate swaps (the exchange of principal on
such swaps should be excluded from the on-balance sheet section of this return), outright
forward foreign exchange contracts, currency futures, currency options purchased and written
and similar instruments. Contracts based on gold should be included here.

For the reporting of SAFEs (synthetic agreements for forward exchange), ERAs should be
treated as interest rate instruments; FXAs may also qualify for interest rate add-ons unless the
notional principal amounts for the first (front-end) and second (back-end) contracts differ by
more than 10%, in which event the lower amount should be treated as the notional principal for
the interest rate contract and the difference in the contract amounts should attract the exchange
rate add-ons.

Equity Contracts

Equity options purchased and written, forward purchases and sales of equities, and equity
futures should also be reported here.
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Commodity Contracts

All positions in respect physical commodities and derivative positions relating to commodities
should be reported in the Trading Book for CAD banks. The reporting institution may agree with
the FSA a different reporting treatment.

Precious Metals Contracts

All positions in respect of physical amounts of precious metals (not gold) and derivative
positions relating to precious metals (other than gold) should be reported in the Trading Book for
CAD banks. The reporting institution may agree with the FSA a different reporting treatment.

Notional principal amounts by maturity

The notional principal amount for each contract should be reported in these items, regardless of
whether it is matched by another contract or whether it has a positive mark to market value.
This section should include all derivative contracts to which the reporting institution is party,
including options written and purchased (see SGN35 for more detail generally).

For exchange traded contracts, margins paid to exchanges should be separately identified and
reported on the counterparty risk section of Sections A and B. The value of the underlying
contracts should be reported here.

Remaining maturity

The remaining maturity of a swap should be taken as the time until final expiry of the swap. For
FRAs and similar products, the remaining maturity should be taken as the time from the
reporting date until the end of the period to which the interest rate underlying the contract relates
(see SGN35 for more detail generally).

APPENDIX A-lll: EXPOSURES COLLATERALISED/GUARANTEED/NETTED

When exposures being netted for the calculation of counterparty risk all fall in the Banking Book,
the net exposure should be reported as a risk in Section A (in the Banking Book column).
Similarly if all exposures fall in the Trading Book, the net exposure should be reported as a risk
in the Trading book (in Section B, with a corresponding entry in the Trading Book column in
Section A). If the exposures are divided between both Banking and Trading Book, the net
amount should be reported as a risk in the Trading Book in Section B. As soon as a
counterparty ceases to be a counterparty to an exposure in the Trading Book, the net amount
should be considered to be in the Banking Book.

The residual netted amount should be reported in the relevant risk weighting band for
counterparty risk. But see SGN5. If the statutory accounting treatment is gross but the terms of
Chapter NE (Collateral and netting) of the FSA’s Policy Guide/IPRU (BANK) have been met,
and the FSA has agreed netting is appropriate for the Trading Book (Section B) reporting
purposes, those exposures netted out should be reported in the zero percent band in the
relevant asset category. The adjustments made by the reporting institution to the Trading Book
(Section B) in respect of netted exposures should be shown additionally in Appendix B-X.

The above treatment should be applied to netting of on balance sheet exposures, the netting of

the replacement cost of off balance sheet exposures and any netting of the potential future
credit exposure (add-on).
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APPENDIX A-IV - CURRENT YEAR’S PROFIT & LOSS ACCOUNT

This appendix covers the reporting institution’s profit & loss account for the current financial year up to
the reporting date. For those reporting institutions which have elected to report at dates which do not
coincide with their financial year end, this appendix should be completed as at their last management
accounts. In such instances, the specific period and relevant quarter covered should be inserted in the
space and box provided.

INCOME
10 & 20 Interest received and receivable/interest paid and payable

Include under these headings both interest actually received and paid, and interest receivable
and payable which has accrued but has not yet been received or paid. Amounts accrued should
be based on the latest date to which these calculations were made; thus for an institution which
accrues profits on a daily basis, accruals should include amounts up to and including the
reporting date. Also include under this heading income accrued in respect of the amortisation of
discounts (and premiums) on the purchase of fixed maturity investments which are not held for
dealing (eg Treasury Bills).

30 Net interest income

Show under this heading the net interest received and receivable (ie item 10 less item 20).
Where interest paid any payable exceeds interest received and receivable the net figures should
be shown with_a minus sign (not brackets) to indicate a negative figure.

40 Profit/(loss) on foreign exchange dealing

Revelations of foreign exchange positions and, if identifiable, fees and commissions of foreign
exchange business should be included under this heading. If it is not possible to identify fees
and commissions derived from this activity separately, they should be included with other fees
and commissions in item 70.

A net loss should be shown with_a minus sign (not brackets) to indicate a negative figure.

Where the reporting institution is engaged in deposit swap dealing (also sometimes known as
interest arbitrage dealing) and does not distinguish between profits and losses on the foreign
exchange element of the transaction and the interest differential, the whole transaction should
be shown under items 10 to 30; a deposit swap profit should be treated as income (item 10)
and a loss as an expense (item 20).

50 Profit/(loss) on investments held for dealing
Include all profits or losses (including revaluation profits or losses) other than those arising from
the sale of investments in subsidiary or associated companies, trade investments or the

amortisation of premiums or discounts on the purchase of fixed maturity investments which are
not held for dealing.
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70 Income from fees and commissions

Include charges made for services provided by the reporting institution, eg for the provision
current account facilities, corporate advice, investment management and trustee services,
guarantees and indemnities, commission on the sale of insurance of travellers cheques etc.
Only include fees and commissions from customers for the provision of foreign exchange
services if they cannot be separately identified and included under item 40.

80 Dividends/share of profits from subsidiary and associated companies

Reporting institutions reporting on an unconsolidated basis should include the dividends from
other group companies only, together with the revaluation of any investment in subsidiaries or
associates if equity accounting; those reporting on a consolidated basis should include only the
share of profits from associated companies according to the normal convention of accounting as
currently set out in Financial Reporting Standard 9, “Accounting for the Results of Associated
Entities”.

920 Profit/(loss) on fixed assets (including revaluation)

Include the profit or loss on the sale of non-trading assets of the reporting institution, eg
premises, equipment, subsidiary and associated companies and trade investments. In respect
of revaluation surpluses/deficits, reporting institutions should follow normal accounting practice:
amounts in respect of surpluses/deficits normally taken to the profit and loss account, eg
movements in provisions against trade investments, should be included in this item; amounts
normally taken direct to reserves should not be included here.

100 Other income

Include under this heading income from any other source (other than extraordinary items which
should be included under item 200).

EXPENSES

Operation expenses

110 Staff
Include salary costs, employer’s national insurance contributions, the employer’s contribution to
any pension scheme, and the costs of staff benefits paid on a per capita basis such as private
medical insurance and luncheon vouchers; general staff benefits, such as subsidised

restaurants, should be included under “occupancy” (item 120) or “other’ (item 130) as
appropriate.

120 Occupancy
Include rates, rent, insurance of building, lighting, heating, depreciation and maintenance costs.
130 Other

This comprises all other expenditure.
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140
150

160

170

200

Net charge/(credit) for provisions

This should equal item 40 on Appendix A-V (see relevant definition).
Provisions for taxation

For returns covering less than a year, the taxation charge should be estimated by applying a
reasonable estimate of the reporting institution’s effective tax rate applicable for the year in
question.

Provisions for dividends

For returns covering less than a year, provision should be made for an appropriate portion of the
estimated total dividend to be paid for the year.

Extraordinary items

Extraordinary items, as defined by Financial Reporting Standard 3, should be reported net of
attributable taxation. Where extraordinary charges exceed extraordinary income, the net
negative figure should be shown with a minus sign (not brackets).

APPENDIX A-V - PROVISIONS AGAINST BAD AND DOUBTFUL DEBTS AND INVESTMENTS

10

20

30

Previous balance

Show the balance outstanding on the specific and general provisions account at the end of the
previous accounting year relating to debts considered bad or doubtful. From end December
2001, this should include provisions made against the value of investments. The date to which
the balance refers should be shown in the space provided.

Adjustments for acquisitions/disposals

Enter any adjustments made as a result of an acquisition or disposal of a subsidiary company
the balance sheet of which includes specific or general provisions and is included in the
consolidation for the particular return. Where the net adjustment is negative, report the amount
with a minus sign (not brackets).

Adjustments for exchange rate movements

Enter any adjustments made for exchange rate movements in respect of provisions
denominated in currencies other than sterling. Where the adjustment is negative, report the
amount a minus sign (not brackets).
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40

50

60

70

80

90 -
150

160

170 -
230

Charge/credit to profit and loss account

Enter the net charge or credit to the profit and loss account in respect of provisions; this should
equal items 140 & 150 on Appendix A-IV. A net credit should be shown with a minus sign (not
brackets). The gross charge for new provisions should be offset by other items including any
provisions made in earlier years but now released in the current year’s profit and loss account.
The charge or credit for specific provisions should include the charge or credit for provisions in
respect of suspended interest where it is the practice of the reporting institution to show
suspended interest as interest receivable in the profit and loss account.

Amounts written off

Enter the gross amount written off (before recoveries which should be reported in item 60).
Recoveries of amounts previously written off

Enter the total amount of loans recovered which have previously been written-off.

Other

Enter any other items, including exceptional provisions and transfers between general and
specific provisions.

Current balance

The current balance should be the sum of items 10-70. The figure in column 1 should, from
December 2001, equal the total of items 150 and 230.

Specific provisions against bad and doubtful debts

In the relevant boxes, show the assets (by risk weights) against which specific provisions have
been made. Total specific provisions (item 150) should equal the total of items 90 to 140.
Include in column 1 earmarked general provisions which are in the nature of specific provisions.
Such cases should be agreed with the FSA. All figures should be positive. Specific provisions
against the value of investments should be reported in items 170-230.

Gross value of loans against which specific provision have been made

Enter the total gross value, before deduction of provisions, of loans against which specific
provisions have been made.

Where specific provisions have been made against credit card lending, the aggregate value of
these provisions should be reported here, and the FSA informed as to the amount of this item
relating to such provisions.

Specific provisions against the value of investments other than trading investments

Where the reporting institution carries provisions in its books for the diminution in value of
investments other than trading investments they should be shown here, analysed according to
the risk weighting of the investment to which they relate. Total provisions (item 230) should
equal the total of items 170 to 220. All figures should be positive.

FSA Handbook ¢ SUP e Pre-release 0.3 (20 September 2001)



ANNEX 1: CALCULATION FOR ELIGIBLE TIER 2 AND TIER 3 CAPITAL

CAPITAL BASE BEFORE ADJUSTMENT £000s

1 Total Tier 1 :(Section A item A550) |:|

2 Total Tier 2 : Supplementary capital before adjustments (sum of items A580 to A620 of Section A) |:|

3 Total Tier 3 : Trading book capital before adjustments (Section A items A631 + A633) |:|
ADJUSTMENTS TO CAPITAL

General Provisions Adjustment

4 Total Risk Weighted Assets from Section D item D510 |:|
5 Limit on general provisions (1.25% of item 4) I:I
6 Eligible general provisions (lower of item A590 and item 5) |:|
7 Excess general provisions (higher of [item A590 - item 5] and zero) |:|
Subordinated Term Debt Adjustment
8  Amortisation on Tier 2 subordinated term debt (item A610 - item A790) |:|
9 Tier 2 subordinated term debt after amortisation (item A610 - item 8) |:|
10 Limit on Tier 2 subordinated term debt (50% of item 1) I:I
11 Eligible Tier 2 subordinated term debt (lower of item 9 and item 10) |:|
12  Excess Tier 2 subordinated term debt (higher of [item 9 - item 11] and zero) |:|

Eligible Capital Adjustment
13 Tier 2 less excess general provisions and excess Tier 2 subordinated term debt (item 2 - [items 7+8+12] ) |:|

Non-CAD Banks only (exempt from CAD capital requirements at reporting date)

14 Overall limit on Tier 2 (100% of item 1) |:|

15 Tier 2 capital in excess of the overall limit (higher of [item 13 - item 14] and zero) |:|

CAD Banks only:
16 Overall limit on Tier 2 plus Tier 3 (100% of item 1) |:|

17 Excess Tier 2 and Tier 3 capital (higher of [items 3+13-16] and zero) |:|

of which:
Excess Tier 3 capital (subordinated term debt not eligible for inclusion)

Excess Tier 2 capital (item 17 - item 17.1)

18 Eligible Tier 2 capital (items 13 - [item 15 or item 17.2] ) [ ]

Capital Allocated To The Banking Book

19 Banking Book Capital Requirements (RWA for the current reporting period x B Book trigger ratio) I:l

20 Tier 1 capital (item 19 - item 21)
21 Eligible Tier 2 capital (lower of item 18 and 50% of item 22)

22 Total capital allocated to the Banking Book (items 20+ 21) |:|
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ELIGIBLE CAPITAL AVAILABLE TO SUPPORT THE TRADING BOOK

23 Tier 1 capital remaining after supporting the Banking Book (item 1 - item 20) |:|

24  Eligible Tier 2 capital remaining after supporting the Banking Book (item 18 - item 21) |:|

25  Limit on Eligible Tier 3 capital (item 23 x 2) |:|

26 Eligible Tier 3 capital (lower of [item 3 - item 17.1] and item 25) I:l
27 TOTAL ELIGIBLE CAPITAL (TIERS 1, 2 AND 3) (items 1+ 18+26) [ ]
Note.

Iltems 14 and 16 are the overall limit at the consolidated level, or the solo level when a bank is not part of
a consolidated group.

Where the reporting institution is subject to CAD capital requirement, at a solo-consolidated and
consolidated level, tier 2 capital plus Tier 3 subordinated debt used to meet the Trading Book capital
requirement is limited to 200% of Tier 1 capital used to meet those requirements. For item 17, Tier 3
subordinated debt should first be designated as excess capital, if any excess capital remains when Tier
3 subordinated debt has been used up, then Tier 2 capital should be designated as being excess
capital.

Total capital allocated to the Banking Book (ltem 22) should equal the capital required to support the
Banking Book as reported in item 19 unless there is insufficient capital available to meet the regulatory
capital requirements while satisfying the constraints on capital. ltem 22 should equal the sum of Tier 1
and Eligible Tier 2 capital (ie items 20 and 21). Use as much Tier 2 capital as possible subject to the
constraint that at least half the capital used to support the banking book should be Tier 1 capital: eligible
Tier 2 capital allocated to the Banking Book (ie item 21) should be less than or equal to Tier 1 capital
allocated to the Banking Book (item 20). Item 21 should equal item 22 divided by 2 unless (item 22/2) is
greater than eligible Tier 2 capital (ie item 18); in this case item 21 should equal 18, and item 20 should
equal item 19 less item 21. Tier 3 capital should not be held against Banking Book risks. If item 22 is
less than item 19 then the institution may have insufficient capital to meet its regulatory capital
requirements and should contact its line supervisor immediately.

Item 7 equals Section A item A621.

Item 8 equals Section A item A623.

Iltem 12 equals Section A item A622.

Iltem 15 or item 17.2 equals Section A item A625.

Item 17.1 equals Section A item A635.
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BSD3-SECTION B: TRADING BOOK FOR SOLO BANK AND LINE BY LINE
CONSOLIDATED ENTITIES

General Notes

1 For consolidated returns, the companies to be included in the consolidation should be those
agreed between the reporting institution and the FSA in accordance with the FSA’s Policy on
Consolidated Supervision (Chapter CS (Consolidated supervision) of the FSA Policy
Guide/IPRU (BANK)).

The Trading Book

2 The coverage of this section is limited to the Trading Book of a bank. Banks which have agreed
with the FSA that they do not have a Trading Book should not fill in this section, and should
proceed to Section D.

3 Article 2.6 of the Capital Adequacy Directive (CAD - 93/6/EEC) and its subsequent amendment
(98/31/EC) provide the Trading Book definition.

In accordance with this, a bank’s trading book consists of:

a) an institution’s proprietary positions in financial instruments, commodities and
commodity derivatives which are held for resale and/or which are taken on by the
institution with the intention of benefiting from actual and/or expected short-term price or
interest rate movements, matched principal broking positions in financial instruments
commodities and commodity derivatives, and positions in financial instruments,
commodities, commodity derivatives and other non-financial instruments taken in order
to hedge other elements of the Trading Book.

b) the exposures arising from unsettled transactions, free deliveries and over-the-counter
(OTC) derivative instruments referred to in paragraphs 1, 2, 3 and 5 of Annex Il of the
CAD (as amended),

c) the exposures due to repurchase agreements (repos) and securities and commodity
lending which are based on securities or commodities included in the Trading Book as
defined in (a) referred to in paragraph 4 of Annex Il of the CAD (as amended),

d) those exposures due to reverse repurchase agreements and securities and
commodities borrowing transactions described in the paragraph 4 of Annex Il of the
CAD (as amended), which meet all the following conditions:

i) the exposures are marked to market daily following the procedures laid down in
Annex Il of the CAD unless they are cash items;

i) the collateral is adjusted daily to take account of changes in the value of the

securities or commodities involved and the bank’s rule for collateralisation
should be acceptable to the FSA;
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iii}) the agreement or transaction provides for the bank’s claims to be automatically
and immediately offset against its counterparty’s claims if the latter defaults;

iv) such agreements or transactions are confined to their accepted and appropriate
use and artificial transactions, especially those not of a short-term nature,
should be excluded;

Where the contractual relationship fails to meet conditions (ii) and (iii) above,
the contract may still be included in the Trading Book but should be treated as
an undocumented reverse repo.

exposures in the form of fees, commission, interest, dividends, and margin on
exchange-related derivatives directly related to the items included in the Trading Book
referred to in paragraph 6 of Annex Il of the CAD (as amended).

Whether particular items fall to be included or excluded from an institution’s Trading Book
should be decided in accordance with objective procedures including, where appropriate,
accounting standards in the institution concerned. A reporting institution should set out its
procedures in its Trading Book policy statement.

4 The financial instruments referred to in the preceding paragraph are defined in Section B of the
Annex to the Investment Services Directive (ISD - 93/22/EEC). These are:

1) a) Transferable securities;
b) Units in collective investment undertakings.

2) Money-market instruments'.

3) Financial-futures contracts, including equivalent cash settled instruments.

4) Forward interest rate agreements (FRAs).

5) Interest-rate, currency and equity swaps.

6) Options to acquire or dispose of any instruments falling within this section of the annex
including equivalent cash-settled instruments. This category includes in particular
options on currency and on interest rates.”

Valuation
5 See SGN5. Each bank should have agreed a Trading Book policy with the FSA which, amongst

other items, covers the valuation of positions. Positions should be valued for reporting on this
form in line with the valuation procedure set out in the Trading Book policy. However, positions
in the Trading Book should be marked to market on a daily basis and valued on this basis for
inclusion on this form.

' This does not include deposits and loans.
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6 The valuation of individual complex instruments might not be covered explicitly in the Trading
Book policy, but the policy should outline a procedure for dealing with such instruments. Advice
should be sought from the FSA on the treatment of such instruments.

Specific Provisions

7 All items reported for the purpose of calculating the capital requirement for counterparty risk
(items B10 to B100) should be reported net of any specific or earmarked general provisions
made.

Transfers of general market risk

8 See SGN33.

B10-B100 COUNTERPARTY RISK ARISING FROM:
Analysis of Categories

For each category of counterparty risk there is a breakdown of the total into different weighting
bands (0%, 10%, 20% 100%) depending on the risk weight attributed to the counterparties. For
a list of items and more detail on risk weights, see SGN15.

B10 Free deliveries

Reporting institutions should include here any transactions in tradable securities which involve
the delivery of the securities (cash) when the cash (securities) is not received at the same time
[this is termed a "free delivery"]. When the securities (cash) have been delivered this will be
considered to be a claim on the counterparty equivalent to the current market value of the
tradable security for the provider of the cash or the cash for the provider of the securities,
whichever is outstanding. This includes exchange-traded contracts involving physical delivery.

If settlement of the transaction is effected across a national border, the capital requirement may
only be triggered one business day after the securities (cash) have been delivered without the
cash (securities) being received in return.

B20 Margins

Reporting institutions should include both initial margin payments and any surplus margin
payments placed with exchanges and clearing houses. These are taken to be exposures to the
exchanges and clearing houses and will attract the relevant weight for the exchange.

B30 Fees and commissions

Reporting institutions should include any fees due to them which arise from transactions falling
in the Trading Book, which have not yet been received.
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B40

B50

B60

B70

B80

B90

B100

Other counterparty risk in the Trading Book

Reporting institutions should report here all other counterparty risk that arises in the Trading
Book. For example, if a loan is transferred to the Trading Book because it is hedging a position
in a financial instrument (see Chapter CB (Trading book/banking book division), Section 3,
Paragraph 9, of the FSA Policy Guide (in IPRU (BANK), Section 3, Paragraph 11)), the
counterparty risk on the loan should be reported here. When the reporting institution has
transferred general market risk from the Banking Book to the Trading Book (see Chapter CB of
the FSA Policy Guide, Section 3, Paragraph 11 (Paragraph 13 in IPRU (BANK)), there is no
associated transfer of specific or counterparty risk and the transfer will not result in an entry in
item B40. Off balance sheet items reported here should attract the standard Credit Conversion
Factors prior to be risk weighted (see Reporting Instructions to Section A for details of these
factors).

Unsettled transactions

Reporting institutions should report here the total capital requirement for counterparty risk on
unsettled transactions. ltem B50 should equal item 120 of Appendix B-I.

OTC Derivatives

Reporting institutions should report here the total capital requirement for counterparty risk on
OTC derivatives. The weighted amount in item B60 should equal line 60 of Appendix B-II.

Undocumented repos/reverse repos

Reporting institutions should report here the total capital requirement for undocumented
repos/reverse repos, and, if line supervisors have so requested, documented repos/reverse
repos. The weighted amount in item B70 should equal line 50 of Appendix B-1V. Additionally,
repos will give rise to a general market risk position that should be reported in either item B200
or B240 and their underlying Appendices.

Documented repos

Reporting institutions should report here the total capital requirement for documented sale and
repurchase agreements (repos). The weighted amount item in item B80 should equal item 100
of Appendix B-IV. Additionally, repos will give rise to a general market risk position that should
be reported in either item B200 or B240 and their underlying Appendices.

Documented reverse repos

Reporting institutions should report here the total capital requirement for documented reverse
sale and repurchase agreements (reverse repos). The weighted amount item in B90 should
equal item 150 of Appendix B-IV. Additionally, reverse repos will give rise to a general market
risk position that should be reported in either item B200 or B240 and their underlying
Appendices.

Total counterparty risk in the Trading Book

This equals the sum of items B10 to B9O.
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B110-B140 LARGE EXPOSURES IN THE TRADING BOOK

When an exposure arising from tradable securities in the Trading Book exceeds 25% of
adjusted capital base, it should be broken down on the Form LE2 into the individual exposures
undertaken with the group of connected counterparties. The nature of each exposure should be
identified along with the appropriate capital charge for counterparty or specific risk. The
reporting institution should show how these capital charges have been used to generate the
additional capital charge for large exposures reported in items B120 and B130.

The calculation for determining the incremental capital requirement involves the following
sequential steps:

a) Net any short securities positions against long securities positions, netting the short
items against the highest long specific risk weighted items (Note: the specific risk
weights of netted items need not be identical).

b) Rank the remaining net long securities positions in order according to specific risk
weighting factors (ie lowest weighted items first, highest weighted items last).

c) Taking the lowest weighted items first, apply these exposures to the difference between
the non securities exposure to the counterparty and 25% of the amended capital base
(ie the “headroom” up to 25% of the amended capital base is employed to cover the
lowest weighted exposures)

d) Incremental capital is considered necessary for remaining net long securities exposures
as follows:

i) if the excess exposure has been extant for 10 days or less, the specific risk
weighting for exposures ranked in excess of 25% of the amended capital are
multiplied by 200%.

i) if the excess exposure has been extant for more than 10 days, the specific risk

weightings for exposures ranked in excess of 25% of the amended capital base
are multiplied by the following factors.

Excess exposure over 25% of amended Factor applied to specific

capital base (acb) risk weighting

Up to 40% of acb 200%
From 40% to 60% of acb 300%
From 60% to 80% of acb 400%
From 80% to 100% of acb 500%
From 100% to 250% of acb 600%
Over 250% of acb 900%
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B110 Adjusted large exposures capital base

Report here the adjusted large exposures capital base (ie the adjusted capital base shown on
Form LE2 (part 5) as at BSD3 reporting date) which the bank has agreed with the FSA.

B120 Excesses that have existed for 10 days or less

Report here the aggregate specific risk capital requirement of any large exposures excesses
that have arisen on tradable securities in the Trading Book which have been in existence for 10
days or less. Only the amount of the exposure over 25% of the adjusted capital base should be
reported here.

B130 Excesses that have existed for more than 10 days

Report here the aggregate specific risk capital requirement of any large exposures excesses
that have arisen on tradable securities in the Trading Book which have been in existence for
more than 10 days. The excess should be broken down into those parts within each band above
25%. Only the amount of the exposure over 25% and up to 40% of capital should be reported in
item B130.1, that part of the exposure over 40% and up to 60% should be reported in item
B130.2, etc. Item B130 should be the sum of items B130.1 to B130.6.

B140 Capital Requirement for Large Exposures
Report here the sum of the capital requirements generated from items B120 and B130.
B150-B180 FOREIGN EXCHANGE POSITION RISK

For more detailed information on the specification of capital for foreign exchange risk, see
Chapter FX (Foreign exchange risk) of the FSA Policy Guide/IPRU (BANK).

B150 For basic approach
The total capital required for foreign exchange risk treated under the basic approach should be
reported here. Item B150 should equal the item for the capital requirement for the basic method
from Appendix B-V (column 2).

B160 For Backtesting Approach

The total capital required for foreign exchange risk treated under the backtesting approach
should be reported here. ltem B160 should equal the item for the capital requirement for the
backtesting method from Appendix B-V (column 3).

B170 Additional Capital Charge for Options
The way in which these items should be completed should depend upon the method under
which the reporting bank has agreed with its supervisor that it will calculate the capital
requirement on its options portfolio.

B170.1 Using the Carve Out Approach

Banks should report here the capital requirement arising from options on foreign exchange
instruments treated under the carve out approach to options.
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B170.2 Using CAD1 Models (Scenario Matrix/Buffer) Approach

Banks should report here the capital requirement arising from options on foreign exchange
instruments treated under the scenario matrix or buffer approach to options.

B180 Total foreign exchange risk

This item should be the sum of the capital requirement for foreign exchange risk treated under
each of the different methods plus any additional capital requirements reported for options.
Iltem B180 should equal the sum of items B150, B160 and B170.

B190-B220 INTEREST RATE POSITION RISK

For more detailed information on the specification of capital for interest rate risk, see Chapter Tl
(Interest rate position risk) of the FSA Policy Guide/IPRU (BANK).

B190 Specific Risk

Report here the sum of individual net position (as defined in Chapter Tl (Interest rate position
risk) of the FSA Policy Guide/IPRU (BANK) within each risk weighted amount. Specific risk on
positions arising from underwriting should be included here. The risk weights refer to those
applicable for interest rate specific risk. Item B190 should equal the sum of items B190.1 to
B190.5.

The specific risk weights are:
0.00% Certain Central Government debt instruments;
Debt instruments should be given a 0% specific risk weighting if:

a) they are issued by, fully guaranteed by, or fully collateralised by securities issued by
Zone A? central governments and central banks, including the European
Communities; or

b) they are issued by, or fully guaranteed by, Zone B central governments and central
banks with a residual maturity of 1 year or less and are denominated in local
currency and funded by liabilities in the same currency.

0.25% Qualifying Items up to 6 months residual maturity
1.00% Qualifying Items over 6 and up to 24 months residual maturity

1.60% Qualifying Items over 24 months residual maturity

*See SGN Appendix C.
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Debt instruments should be treated as qualifying if any of the following conditions apply:

a)

they are issued by, or fully guaranteed by, Zone B central governments and central
banks with a residual maturity of over 1 year and are denominated in local currency
and funded by liabilities in the same currency.

They are securities issued by, or fully collateralised by claims on, a multilateral
development bank as listed in the Solvency Ratio Directive. The European
Commission may amend this list periodically (see SGN Appendix E for more
detail).

They are issued, guaranteed, endorsed, or accepted, by a credit institution
incorporated in a Zone A country (see SGN Appendix C for details of Zone A and B
countries);

They are issued, or guaranteed, endorsed, or accepted, by a credit institution
incorporated in a Zone B country and have a residual maturity of 1 year or less;

They are issued, or guaranteed, by an investment firm that is incorporated in a
Zone A country and subject to the Capital Adequacy Directive, or to a regime that
FSA deems to be CAD equivalent;

They are issued, or guaranteed, by an investment firm that is incorporated in a
Zone B country and subject to the Capital Adequacy Directive, or to a regime that
the FSA deems to be CAD equivalent; and they have a residual maturity of 1 year
or less;

They are issued by, or guaranteed by, Zone A public sector entities (see SGN23);

They are issued by, or guaranteed by, a company whose equity is eligible for 2%
equity specific risk weighting.

The issue, or an issue of equivalent ranking in a liquidation, or an issue of
equivalent ranking in a liquidation of the guarantor, is rated investment grade (or its
equivalent for money market obligations), or above and the reporting bank is
unaware of any sub-investment grade3 rating issued by any of the relevant credit
rating agencies (see SGN Appendix H for the list of agencies which are considered
relevant).

Convertible securities, such as bonds and preference shares, that are treated as debt instruments
should be given a specific risk weighting identical to other debt items for the same issuer as described in
the preceding paragraphs. Convertible securities (as defined in Chapter TE (Equity position risk),
Section 2, Paragraph 4, of the FSA Policy Guide/IPRU (BANK)) should be treated as equities when:

a)

b)

the first date at which conversion may take place is less than three months ahead,
or the next such date (where the first has passed) is less than a year ahead, and:

the convertible is trading at a premium of less than 10%, where the premium is
defined as the current mark to market value of the convertible less the mark to
market value of the underlying equity, expressed as a percentage of the mark to
market value of the underlying equity.

3 Chapter BC (Credit risk in the banking book), Section 5, of the FSA Policy Guide/IPRU (BANK)
includes a list of the relevant cut off points for investment grade for each relevant ratings agency.
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Otherwise, a bank may treat equity convertibles as either:-

a) an equity position based upon conversion of the bond and deducting from capital
(by including in item B215) any losses, including accrued interest, that may arise
from this “conversion” for the purposes of calculating the capital requirements, but
limiting the size of any profits from the “conversion” to the sum of the specific and
general risk requirements; or

b) a debt item.
8.00% Non-Qualifying Items

Debt instruments where the issuer does not meet the requirements established above are
deemed to be non-qualifying items.

B200 General Market Risk

This item should contain the total capital requirement for general market risk arising from
positions in interest rate instruments and their derivatives. The detail behind this calculation
should be reported in Appendix B-VI. ltem B200 should equal the total Item in the Total General
Market Interest Rate Risk column of Appendix B-VI.

B210 Additional Capital Charge for Options

The way in which these items are completed should depend upon the method under which the
reporting bank has agreed with its supervisor it will calculate the capital requirement on its
options portfolio.

B210.1 Using the Carve Out Approach

Banks should report here the capital requirement arising from options on interest rate
instruments treated under the carve out approach to options (see in Chapter Tl (Interest rate
position risk), Section 7, of the FSA Policy Guide/IPRU (BANK)).

B210.2 Using CAD1 Models Approach

Banks should report here the capital requirement arising from options on interest rate
instruments treated under the scenario matrix or buffer approach to options.

B215 Interest Rate Risk on Equity Derivatives

Reporting institutions should include in this box any interest rate risk arising from equity
derivatives (including options) which is not processed via either an approved model or the usual
methods for interest rate general market risk (see in Chapter TE (Equity position risk), Section
5, Paragraph 5, of the FSA Policy Guide/IPRU (BANK)).

Reporting institutions should also report here the absolute value of any loss on “conversion” for
those convertibles and depository receipts that are being treated as equities for regulatory
reporting purposes. Where there is a profit on “conversion”, this profit may be reported here as
a negative number up to a maximum of the sum of the specific and general risk requirements
reported on the underlying equities.
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B220 Total Interest Rate Position Risk
This item should be the sum of items B190, B200, B210 and B215.

B230-B270 EQUITY POSITION RISK

B230 Specific Risk
This item should contain the total capital requirement for specific risk arising from positions in
equities and their derivatives. The details behind this calculation should be reported in

Appendix B-VII. Item B230 should equal 8% of the total of Columns 1 plus 4% of the total of
Column 2 on Appendix B-VII.

B240 General Market Risk

This item should contain the total capital requirement for general market risk arising from
positions in equities and their derivatives. The details behind this calculation should be reported
in Appendix B-VII. Item B240 is 8% of the sum of the total of Columns 5 and 6 on Appendix B-
VILI.

B250 Additional Capital Charge for Options

The way in which these items are completed should depend upon the method under which the
reporting bank has agreed with its supervisor it will calculate the capital requirement on its
options portfolio.

B250.1 Using the Carve Out Approach

Banks should report here the capital requirement arising from options on equities treated under
the carve out approach to options.

B250.2 Using CAD1 Models Approach

Banks should report here the capital requirement arising from options on equities treated under
the scenario matrix or buffer approach to options.

B270 Total Equity Position Risk

This item should be the sum of the capital requirements for specific and general market risk on
equities plus any additional capital requirements reported for options.

B280 Commodity position risk

Report here the total capital requirement for commodity position risk under the standard
approach. This item should equal item 50 (column F) from Appendix B-VIII.

B282 Additional Capital Charge for Options
The way in which these items are completed should depend upon the method under which the

reporting bank has agreed with its supervisor it will calculate the capital requirement on its
options portfolio. This item should equal the sum of items B282.1 and B282.2
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B282.1 Using the Carve Out Approach

Banks should report here the capital requirement arising from options on commodity
instruments treated under the carve out approach to options.

B282.2 Using CAD1 Models (Scenario Matrix/Buffer) Approach

B284

Banks should report here the capital requirement arising from options on commodity
instruments treated under the scenario matrix or buffer approach to options.

Total commodity position risk

Report here the total capital requirement for commodity position risk. This item should equal
the sum of items B280 and B282.

B290-B340 INTERNAL MODELS APPROACH

B290

B300

B310

B320

B330

B340

Previous day’s value at risk

This equals the bank’s regulatory (10 day, 99%) VaR calculated for the previous day.
Average of previous 60 days’ value at risk

This equals the average of the bank’s regulatory VaR figures over the last 60 business days.
Multiplication factor

This equals item 40 of Appendix B-IX. This item should be rounded to 2 decimal places and
multiplied by 100 and entered in the relevant box as integers, eg a multiplication factor of 3.0
should be entered as 300.

Capital charge for general market risk

This equals the greater of (item B300 multiplied by B310/100) and item B290.

Capital surcharge for specific risk

A bank that models specific risk should increase its market risk capital requirement by a
surcharge for specific risk. A bank may choose to calculate its surcharge as either:

(a) an amount equal to the specific risk portion of the VaR measure calculated according to
the Guidelines on internal models.

(b) an amount equal to the VaR measures of sub-portfolios that are subject to specific risk.

In both cases, the surcharge for specific risk should be calculated as an average over the
previous 60 business days.

Total capital requirement for risk subject to internal models

This equals the sum of items B320 and B330.
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APPENDIX B-I: UNSETTLED TRANSACTIONS

Reporting institutions should report any transactions (excluding repurchase and reverse
repurchase agreements and stock borrowing and lending) where delivery of the instrument
takes place against receipt of cash, but which remain unsettled 5 business days after their due
date. Banks should report the difference between the contracted amount due and the current
market value of the instrument as the “potential loss” (Lines 10 to 60) but may agree a different
treatment with the FSA. This should be multiplied by the relevant factor in column 1 of the table
below to obtain the capital requirement. A bank may instead report the agreed settlement price
(Lines 70 to 110), which should be multiplied by the relevant factor in column 2 of the table
below. This treatment should be agreed with the FSA before being adopted. Transactions 46
or more days past due should be reported on the basis of “potential” loss.

Note that the capital requirement for such transactions should not be multiplied by the
counterparty risk weight.

Number of Working Days | Column 1 Column 2
after due Settlement Date

0-4 Nil Nil

5-15 8% 0.5%

16 - 30 50% 4.0%

31-45 75% 9.0%

46 or more 100% 100% of Potential Loss

(as per Column 1)

Within Appendix B-I, item 60 should equal the capital charge figure for Rows 10 to 50 and item
110 should equal the capital charge figure for Rows 70 to 100. Item 120 is the sum of items 60
and 110.

APPENDIX B-ll - COUNTERPARTY EXPOSURE ON OTC DERIVATIVE CONTRACTS
(REPLACEMENT COST METHOD)

OTC Contracts

The credit equivalent amount is the sum of the replacement cost and the potential future credit
exposure. The weighted amount is the product of the credit equivalent amount and the risk
weight. This section should be filled in only for OTC derivative contracts within the Trading
Book. Capital charges for counterparty risk on forward sales and purchases of equities and
bonds should not be reported in this Appendix, but in Appendix B-IV. All forward transactions in
the Trading Book should, however, also be reported in Appendix B-lll. Similar contracts in the
Banking Book should be reported in Section A. The reporting instructions for Appendix A-l
should also be applied to this Appendix. Foreign exchange contracts with original maturity of 14
days or less should not be reported on this Appendix. Futures and options should not be
reported where the contracts concerned are traded on exchanges subject to daily margining
requirements.

Appendix B-Il will not agree with Appendix B-lll, since Appendix B-lll is completed on a gross
basis and includes exchange traded items.
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Replacement Cost

For the purposes of measuring counterparty risk inherent in derivative contracts, a risk weight of
50% should be applied in respect of counterparties which would usually attract a counterparty
risk weight of 100% (see SGN34 for more detail generally).

These instruments should be valued in line with the valuation policy included in the Reporting
Institution’s Trading Book policy statement.

Potential Future Credit Exposure

All OTC derivative contracts that may in the future have a positive mark-to-market value should
be subject to a capital charge for potential future credit exposure (see SGN34 for guidance on
calculation).

Net reporting of Replacement Cost

Where the terms of Chapter NE (Collateral and netting) of the FSA Policy Guide/IPRU (BANK)
have been met then, on a bilateral basis (ie for each counterparty) the net replacement cost of
nettable contracts may be reported (See SGN26, SGN35).

Net Reporting of Potential Future Credit Exposure
See SGN35.
Forward FX Contracts undertaken through Multilateral Netting Schemes

The credit equivalent amount for a reporting institution using a multilateral netting scheme
should also be reported in Appendix B-Il as set out in SGN35.

APPENDIX B-lll: SUPPLEMENTARY INFORMATION ON OTC DERIVATIVE CONTRACTS
(REPLACEMENT COST METHOD)

This appendix should be completed on a gross basis, even where legally enforceable netting
agreements are in place. It is used for general supervisory information. All derivative contracts
should be reported on this section, including options written and other contracts with negative
mark to market value. As a result, this section will not usually reconcile with the previous
section. Contracts which do not have positive mark to market values should be reported in the
Notional Principal Amounts section (the first four columns) only.

Reporting institutions’ exposure to OTC contracts should be reported by the relevant product
and counterparty type. Their exposure to exchange traded contracts should be reported by
product type only.

Reporting institutions should include their exposures arising from options with their other
contracts, but should also identify them separately as a memo item. Within the memo item on
options, those which are exchange traded should be separately identified from those originating
from the OTC market.
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Interest Rate Contracts
The reporting instructions for Appendix A-ll should also be applied to this item.
Foreign Exchange Contracts

Only exchange rate contracts of over 14 days original maturity (excluding a settlement period of
up to 2 days) should be reported. The reporting instructions for Appendix A-Il should also be
applied to this item.

Equity Contracts
The reporting instructions for Appendix A-ll should also be applied to this item.
Commodity Contracts

All positions in respect of physical commodities and derivative positions relating to physical
commodities should be reported here. Reporting institutions may however seek the agreement
of the FSA that a different reporting treatment is appropriate. Commodity futures and options
should not be reported where the contracts concerned are traded on exchanges subject to daily
margining requirements.

Precious Metals Contracts

Include here futures, forwards, swaps, options and similar instruments involving precious metals
other than gold. Futures and options should not be reported where the contracts concerned are
traded on exchanges subject to daily margining requirements.

Notional principal amounts by maturity

The notional principal amount for each contract should be reported in these items, regardless of
whether it is matched by another contract or whether it has a positive mark to market value.
This section should include all derivative contracts to which the reporting institution is party,
including options written and purchased (see SGN 34 for more detail generally).

For exchange traded contracts, margins paid to exchanges should be separately identified and
reported on the counterparty risk section of Sections A and B. The value of the underlying
contracts should be reported here.

Replacement Cost

Reporting institutions should include here the replacement cost (mark-to-market) on off balance
sheet contracts. Items with a negative mark to market value should be excluded.

APPENDIX B-IV: COUNTERPARTY RISK ON REPOS AND REVERSE REPOS

This appendix covers all repos, reverse repos and other transactions with a similar economic
effect (eg stock borrowing/stock lending or sell-buy/buy-sell).

In the Trading Book, repo transactions are deemed to give rise to counterparty exposure.
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Counterparty Risk On Documented Repos/Reverse Repos

In these sections, banks should report all Trading Book transactions, regardless of the
terminology used, that meet the following criteria (arrangements where the bank has lent a third
party's securities at its own risk are included):

i) a bank has sold (or lent) Trading Book securities to a counterparty subject to buy back
(or a return clause), and

i) the documentation forming the written agreement (whether a master agreement, or
documentation used on specific occasions) provides for the claims of the bank to be
automatically and immediately set off against the claims of the counterparty in the event
of the latter's default, and the bank has the right to call for variation margin daily when
there is a material adverse market move against it.

Transactions which fail to meet these criteria should be reported as undocumented
repos/reverse repos.

Transactions that are fully collateralised should still be reported in columns 1 and 2. As the
amount reported in each of these two columns will be the same for fully collateralised deals, the
counterparty risk requirement will be zero. However, it is important that these deals are
included otherwise these items would understate the volume of repo/reverse repo business
being transacted.

When completing Lines 60 to 90 and Lines 110 to 140, it should be assumed that each
individual repo or reverse repo cannot be overcollateralised in the absence of netting.
Regarding repos (lines 60 to 90): if collateral held is worth more than 100% of the market value
of the securities sold or lent, then the reported value of collateral on that deal should be the
same as the market value of the securities. Excess collateral held for a repo with one
counterparty should not offset a shortfall in collateral held for another repo with the same
counterparty or another counterparty. Regarding reverse repos (lines 110 to 140): if the market
value of securities bought or borrowed on a reverse repo is more than 100% of the market value
of the collateral given, the reported value of the securities on that deal should be the same as
the market value of the collateral. Excess securities received under a reverse repo with one
counterparty should not offset a shortfall in securities received under another reverse repo with
the same counterparty or another counterparty.

This Appendix only captures counterparty risk on repos and reverse repos. Consequently, the
market risk arising from transactions that are reported in this section should still be reported in
those sections of the form which capture market risk exposures arising from interest rate and
equity position risk, depending on the nature of the security underlying the repo or reverse repo.

In both cases, Column 3 should be Column 1 minus Column 2. The weighted amount in
Column 5 should be the multiple of the amount at risk (Column 3) and the Weight (Column 4).
Item 100 is the sum of the Weighted Amount (Column 5) in rows 60 to 90. Item 150 is the sum
of the Weighted Amount (Column 5) in rows 110 to 140.
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Documented Repos

For documented repos, the weighted amount should be the higher of zero and:
{Market value of securities sold or lent - Market value of collateral taken}
x counterparty risk weight x 8%

If it seems to the FSA that the nature of a bank's repo/reverse repo business is such that the
risks are significant (eg in terms of the volume or nature of activity), the FSA may require that all
such transactions are treated as forwards (ie with risk cushions applying). Where the terms of
Chapter NE (Collateral and netting) of the FSA Policy Guide/IPRU (BANK) are met, the
replacement cost of a bank’s repos and reverse repos with a single counterparty may still be
netted, but the risk cushion factors should not be netted.

Securities, and if appropriate collateral, should be marked to market at least once a day. The
amounts to be received or given should include all cashflows related to the securities and the
transactions - manufactured dividends, interest, fees. Thus the amount to be received would
include payments which the counterparty should have made to the bank but which have not yet
been received, and the amount to be given would include payments which should have been
made to the counterparty but which have not yet been paid. Receivables may not be included
on the day when they are due, but they should be included if not received the following business
day.

Collateral received may take the form of a guarantee, letter of credit, or similar instrument
provided by a Zone A bank if that bank would not be considered to be a connected lender if it
was making a loan to the recipient of the securities. In the event that the guarantor is not a
Zone A bank or is a connected bank, the capital requirement for the securities lender should
be:-

Market Value of Securities lent x Counterparty Risk Weight x 8%

Documented Reverse Repos

For documented reverse repos, the weighted amount will be the higher of zero and:
{Market value of collateral given - Market value of securities bought or borrowed}

x counterparty risk weight x 8%

If it seems to the FSA that the nature of a bank's reverse repo business is such that the risks
are significant (eg in terms of the volume or nature of activity), the FSA may require that all such
transactions are treated as forwards (with the application of risk cushion factors). Where the
terms of Chapter NE (Collateral and netting) of the FSA Policy Guide/IPRU (BANK) are met, the
replacement cost of a bank’s repos and reverse repos with a single counterparty may still be
netted, but the risk cushion factors should not be netted.
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Undocumented Repos / Reverse Repos

Repos/reverse repos that do not meet the documentation and margining requirements set out
above are referred to as undocumented repos and should be treated as follows: the measure
used takes account of both the current replacement cost of the contract, and its potential value.
The latter is incorporated through use of risk cushion factors (RCF) which reflect the likely
volatility of security prices. These risk cushion factors are derived from the matrix of add-ons
used to calculate the capital requirements for potential future exposures on off-balance sheet
contracts. In determining the size of the risk cushion factor, reference is made to the maturity of
the securities and of the collateral, rather than to the maturity of the transaction. The risk
cushion factors are:

Interest rate products

Residual maturity: risk factor
less than one year 0.25%
to five years 0.50%
five years or over 1.50%
Equities 6.00%

Where one side of a transaction is denominated in a currency other than that of the other side,
and circumstances are such that a risk cushion factor applies, the risk cushion factors should be
each increased by 1%.

In assigning risk cushions, banks should be aware of the following:

Where the collateral is provided in the form of cash, a guarantee, a letter of credit, or an
instrument performing a similar function issued by a Zone A bank, a risk cushion factor of 0%
should be applied.

Where the bank is receiving securities in exchange for cash (or collateral), the weighted amount
is:

{replacement cost of forward + potential future credit exposure}
x counterparty risk weight x 8%

where

replacement cost

= higher of zero and the difference between market value of securities to be received and
contracted value for forward delivery (in the case of forward purchases) or market value
of collateral (in the case of repos);

potential future credit exposure

= the risk cushion factor applicable to the securities (or collateral if it is higher) multiplied
by the contracted value for forward delivery;

FSA Handbook ¢ SUP e Pre-release 0.3 (20 September 2001)



Column 3 should be the sum of Columns 1 and 2. The weighted amount in Column 5 should
be the multiple of the amount at risk (Column 3) and the Weight (Column 4). Item 50 is the
sum of the Weighted Amount (Column 5) in rows 10 to 40.

Netting Of Counterparty Risk On Repos/Reverse Repos

Counterparty risk on repos and reverse repos with the same counterparty may be netted when
the terms of Chapter NE (Collateral and netting) of the FSA Policy Guide/IPRU (BANK) have
been met. Counterparty risk on repos arises when the value of the collateral reversed in is less
than the value of the securities repoed out, while counterparty risk on reverse repos arises when
the value of the securities reversed in is less than the value of the collateral given. This
counterparty risk can be offset either by excess collateral on other repos or excess securities
received on other reverse repos with the same counterparty.

Lines 60 to 90: If the total amount of collateral held on repos with the same counterparty is
worth more than 100% of the market value of the securities sold or lent, the reported value of
collateral on these deals should be the same as the market value of the securities. Excess
collateral held on repos with one counterparty (lines 60 - 90 column 2) may be used to offset a
shortfall in securities received on reverse repos with that counterparty (by transferring the
excess to column 2 of lines 110 - 140). In other words if reverse repos with one counterparty
are undercollateralised, any excess collateral received on repos with that counterparty may be
included to increase the market value of securities received on reverse repos.

Lines 110 to 140: If the market value of securities bought or borrowed on reverse repos with the
same counterparty is worth more than 100% of the market value of the collateral given, the
reported value of the securities on these deals should be the same as the market value of the
collateral. Again, excess securities received on reverse repos with one counterparty (column 2
lines 110 - 140) may be used to offset a shortfall in collateral held on repos with that
counterparty (by transferring the excess to column 2 of lines 60 - 90). In other words if repos
with one counterparty are undercollateralised, any excess securities received on reverse repos
with that counterparty can be included to increase the market value of collateral taken on repos.

Example

Repos: market value of securities sold = 100mn

market value of cash received = 95mn

Reverse repos: market value of cash forwarded = 200mn

market value of securities bought = 202mn

All transactions are conducted with a Zone A bank (weighted at 20%).

Reporting: Line 80 column 1 =100mn; column 2 = 97mn; column 3 = 3mn;

Line 130 column 1 =200mn; column 2 =200mn; column 3 =0mn.

In this particular example, the 2mn of excess securities on the reverse repos has been
transferred to collateral taken on the repos (column 2).
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Repos
When netting is allowed, the weighted amount will be the higher of zero and:

{Market value of securities sold or lent - Market value of collateral taken - Reductions from
netting} x counterparty risk weight x 8%

Reverse Repos
When netting applies, the weighted amount will be the higher of zero and:

{Market value of collateral given - Market value of securities bought or borrowed - Reductions
from netting} x counterparty risk weight x 8%

APPENDIX B-V: CAPITAL REQUIREMENT FOR FOREIGN EXCHANGE RISK

Appendix B-V should be completed on the basis of underlying positions and not capital
requirements. The capital requirement derived from the positions reported in this Appendix
should be reported in items B150 and B160.

Banks should identify their “base currency” in the “Base currency” box. A UK-incorporated
bank’s base currency will generally be sterling, in which case the bank should write the 2 and 4
character country codes (UK / UKIN) in the base currency box. Where a bank wishes to use
another currency as base, it should first discuss the matter with its supervisor.

The net open position in each currency (including gold but excluding the base currency) should
be calculated according to Chapter FX (Foreign exchange risk), Section 3, of the FSA Policy
Guide/IPRU (BANK). Positions in composite currencies may either be broken down into
positions in the component currencies according to the quotas in force, or treated as positions in
a separate currency. However, one or other method should be used consistently. Positions in
American depository receipts should be treated as positions in the currency of the underlying
instrument.

For consolidated returns, net open positions should include the non-base currency exposures of
any subsidiaries where the Trading Book is consolidated line-by-line. When subsidiaries’
Trading Books are consolidated by aggregation-plus, the subsidiaries’ foreign exchange
exposure should be calculated separately. Where a reporting institution has a non-base
currency investment in an aggregation-plus subsidiary and the foreign exchange risk in that
subsidiary is calculated using that currency as the base currency, then the investment, including
retained earnings, should be included in the reporting institution’s foreign currency position for
the purposes of this appendix. Where the foreign exchange risk in the subsidiary is calculated
using the same base currency as in the reporting institution then the investment in the
subsidiary, plus retained earnings, should not be included in the calculation of the reporting
institution’s foreign currency position for the purposes of this appendix.

The net position in all currencies in which either the gross long or the gross short position
exceeds £1million equivalent should be separately identified in column 1. Institutions should
enter the 2 and 4 character country codes in the relevant boxes for any additional currencies not
listed on the appendix. Where the number of currencies exceeds the number of lines provided,
these (the smallest in value) should be aggregated and reported on lines U8 / UNAS (for net
long positions) and U9 / UNAL (for net short positions).
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The net position in other currencies (ie individual positions below £1million) should be
aggregated according to whether they are long or short and included in the lines OTHL and/or
OTHS. Net positions in gold should be separately identified in the “gold” section of column 1.

The base currency item in Column 1 (usually sterling) is a balancing item. It should be
calculated as the amount required to make the sum of the positions in currencies (excluding
gold) reported in Column 1 equal to zero.

Positions in Column 1, other than the balancing item in the base currency, should be allocated
to either Column 2 or 3 in line with the agreed policy set out in the Trading Book Policy
Statement. (In certain circumstances, it may be appropriate to split the position in one pre-
determined currency, with only a proportion included in the backtesting method. Such a
treatment should also be agreed in advance with the supervisor).

The capital requirement for the basic method, which should be reported at the bottom of
Column 2, is 8% of the higher of the aggregate net short/long open currency positions reported
in Column 2 plus 8% of the absolute value of gold position reported in column 2. This will
appear in item B150.

The capital requirement for currency and gold positions included in the backtesting method
should be reported at the bottom of column 3 and in item B160. The minimum requirement is
2% of the sum of the higher of net short/long open currency positions and the absolute value of
the position in gold in Column 3: the entry at the bottom of Column 3 and in item B160 must be
at least as large as this in order for the return to be processed.

From 1 September 1999, only the basic method should be used to calculate foreign exchange
risk unless the reporting institution is using a VaR model. Accordingly, Columns 2 and 3 are no
longer applicable, as column 1 is the same as column 2.

APPENDIX B-VI - CAPITAL REQUIREMENT FOR INTEREST RATE GENERAL MARKET RISK

Chapter Tl (Interest rate position risk) of the FSA Policy Guide/IPRU (BANK) contains three
alternative methods that may be used for the calculation of interest rate general market risk.
Reporting institutions should specify which method they use for each category of instrument, but
this will form part of their Trading Book policy statement and will not be reported on this form.
Reporting institutions are not required to report the full details of the calculation performed under
those methods to arrive at the capital requirement for each currency. However, banks should
maintain systems to perform this calculation, and their supervisors might sometimes ask to see
the detailed calculations for particular currencies. These need not be produced in a standard
format, as the supervisor will accept a printout from the reporting bank’s internal system.

Reporting institutions should report the weighted net long and net short position in interest rate
products in each zone, broken down by currency of denomination (rather than country of issue,)
as listed (for unlisted currencies, use the 2 and 4 character country codes where appropriate) on
the appendix: ie for banks reporting under the duration-based approach,
nominal*price*duration*assumed move in rates (or if using models, PV01*assumed move in
rates), and under the maturity-based approach, nominal*price*weighting factors. These figures
should be derived from the individual net positions used in either the maturity or duration based
approaches or from models recognised by the FSA, and will not necessarily (depending on
whether the duration or maturity approach, or a combination of the two, is used) cross reference
with the capital requirement arising from the maturity based, duration based and simple
approaches (Columns 1 to 6 do not equal Columns 7 to 10). The total general market interest
rate risk position will be the sum of the columns for maturity based approach, duration based
approach and simplified method.
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Simplified Method: Interest Rate

Reporting institutions which have chosen to apply the simplified method (Chapter Tl (Interest
rate position risk), Section 4, of the FSA Policy Guide/IPRU (BANK)) for interest rate risk should
report the resultant capital requirement for each currency in the simplified method column. The
figures input to this column should be derived using the simplified approach.

Maturity Based Approach

The capital requirement for positions treated under the maturity based approach should be
reported in column 7. The maturity bands covered by each zone are:

Maturity Based Approach Maturity Based Approach
Coupon of 3% or more Coupon under 3%
Zone One 12 Months & Under 12 Months & Under
Zone Two Over 12 Months & Up to 4 Years Over 12 months & Up to 3.6 Years
Zone Three Over 4 Years Over 3.6 Years

Duration Based Approach

The capital requirement for positions treated under the duration based approach should be
reported in column 8. The duration bands covered by each zone are:

Duration Approach

Zone One 12 months & Under
Zone Two Over 12 months and up to 3.6 Years
Zone Three Over 3.6 Years

General

Positions in sterling index linked gilts should be reported in a separate line.

From 1 January 1999, the euro and the participating national currency units should be treated
as the same currency and be reported in the line for the euro. The euro should not be
capitalised.

Details should be provided for each individual currency listed on this form. Details for individual

currencies in which the reporting institution has aggregate long and short positions equivalent to
£1million or more should be entered in the blank rows provided.
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Business in currencies with aggregate long and short positions below £1million should be
aggregated and reported in the row for non material countries. This row should be completed
on a gross basis. Positions in one currency should not be used to offset positions in another
currency.

Reporting institutions which prefer to submit data on interest rate positions in each currency
(using the 2 and 4 character country codes) regardless of materiality may do so. Where the
number of currencies exceeds the number of lines provided, these (the smallest in value)
should be aggregated and reported on the line U9 / UNAL.

Embedded Interest Rate Risk On Equity Derivatives (Including Options)

For general interest rate position risk on equity derivatives, an amount equal to the notional
underlying equities may be included in Appendix B-VI as government securities with a coupon
below 3% in the currency concerned. Banks should only report in this way if the FSA is
satisfied, and has given express written agreement, that sufficient controls are in place to
monitor this interest rate exposure and to take account of dividend exposures and liquidity risk.
If a bank has an approved interest rate sensitivity model, the interest exposure may be
incorporated into that model.

Unless otherwise agreed with the FSA, embedded interest rate exposures in equity derivatives
should be calculated as in Chapter TE (Equity position risk), Section 5, Paragraphs 5-7, of the
FSA Policy Guide/IPRU (BANK) and reported in item B215.

APPENDIX B-VII: EQUITY POSITION RISK

Banks should report their equity portfolio subdivided by country of issuer (rather than by
currency). Banks should report separately their equity position in each country listed in
Appendix B-VII. For all other countries, banks may choose to report these using the additional
lines (using the 2 and 4 character country codes, largest in value first) or aggregate the material
countries and report on line U9 / UNAL where the number of currencies exceeds the number of
lines provided, or aggregate into a single row (XF / NONM) the reported figures for those
countries in which the total gross equity position is less than £1 million, but offsetting of positions
should not be applied between countries so aggregated (ie net equity positions for each country
should be aggregated disregarding sign).

Standard Method

Gross equity positions (including positions in indices) should be reported in Columns 1, 2 or 3
according to the tests and definitions set out in Chapter TE (Equity position risk), Section 4, of
the FSA Policy Guide/IPRU (BANK). Under the standard method positions in “highly liquid”
stocks which form a “diversified portfolio” for the country concerned should be reported in
Column 2. Positions in highly liquid indices which attract a charge for execution risk should be
reported in column 3. All other positions should be reported in Column 1. Banks should include
any notional equity instruments underlying positions in derivatives, but should exclude positions
in “highly liquid” equity indices, unless they have been broken down into their components for
the purpose of offsetting other positions. The capital requirement for specific/execution risk
calculated from these positions is the total of Column 1 multiplied by 8% plus the total of
Column 2 multiplied by 4% plus the total of Column 3 multiplied by 0%. This capital requirement
should not be reported in Appendix B-VII, but in item B230. Column 4 is the sum of Columns 1,
2 and 3.
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The absolute value (ie disregarding sign) of net equity positions should be reported in Columns
5 and 6. Banks should include any notional equity instruments, underlying positions in
derivatives and also any positions in indices. For “concentrated” positions, ie those which form
more than 20% of the total gross equity position for the country concerned, the value of the
position in excess of 20% should be reported in Column 5 (disregarding sign), the remainder of
the position being included in Column 6. If more than one concentrated position exists within a
country portfolio, the reported excess positions should be aggregated without offsetting (ie
disregarding sign) or use zone A/B distinction.

Column 7 is the sum of Columns 5 and 6. The capital requirement for general risk calculated
from these positions is the total of Columns 5 and 6 multiplied by 8%. This capital requirement
should not be reported in Appendix B-VII, but in item B240.

Equity positions arising from underwriting should be included within the gross and net equity
positions reported for the relevant country. When discount factors are applied to underwriting
positions prior to Working Day Zero and for the subsequent five days, the discounted position
should be aggregated with other net equity positions for that country without offsetting (ie
disregarding sign). [See Chapter TU (Underwriting in the capital adequacy framework) of the
FSA Policy Guide/IPRU (BANK) for more details on the treatment of underwriting.]

Equity Simplified Method

Banks which have chosen to apply the simplified method for equity position risk should report
gross equity positions either entirely in Column 1 (attracting an 8% charge). Equity index
positions should be included in the gross position for the relevant country. The capital
requirement for specific risk, which should be reported in item B230, is the total of Column 1
multiplied by 8%.

Under the simplified method the general risk requirement is calculated in the same way as
under the standard method: the capital requirement for general market risk, which should be
reported in item B240, is the total of Columns 5 and 6 multiplied by 8%.

APPENDIX B-VIIl - COMMODITY POSITION RISK

This section outlines the calculation of capital charges for commodity position risk. For the
purposes of this section, a commodity includes any physical product which is or can be traded
on a secondary market and positions in respect of contracts whether tangibles or intangibles not
covered elsewhere in these reporting instructions. Commodities therefore include agricultural
products, base metals, other minerals and various precious metals; however, gold is excluded
and is treated as a foreign currency according to the methodology set out under Appendix B-V.
Any bank which is unsure whether a particular type of contract should be treated as a
commodity for the purposes of this note should contact its line supervisor.

The capital requirements outlined here are intended to cover market-related risks. Banks may
in addition face counterparty credit risk; the methodology for calculating the capital
requirements in respect of such credit risk remains unchanged as is explained in Appendix A-1.
The funding of commodities positions may, moreover, result in a bank incurring interest or
foreign exchange exposure. If this is so, then such positions should be recorded as described
in Appendices B-V and B-VI.

There are three alternatives for measuring commodity position risk: the internal models
approach, the maturity ladder approach and the simplified approach. This section is concerned
with the maturity ladder and simplified approaches only. Banks may choose themselves
whether they wish to use the simplified or maturity ladder methodologies or some combination
of the two.
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Definition of a single commodity

Capital charges should be calculated for each commodity separately; long and short positions
in the same commodity only should be matched (see below) prior to determining the net open
position. For the purpose of these calculations, specific items may be considered as being
elements of the same commodity if:

(a) positions in different sub-categories are deliverable against each other; or

(b) positions in commodities which are close substitutes for each other such that price
movements over a minimum period of one year can be shown to have a stable and reliable
correlation of at least 0.9.

Banks may undertake the matching of positions under option (b) above. However they should
obtain the prior approval of their line supervisor before doing so. A bank wishing to treat
positions in respect of non-identical items as the same commodity should be able to
demonstrate that the correlation is valid and to monitor its continuing validity.

Derivative positions

All commodity derivatives and off-balance sheet positions which are affected by changes in
commodities prices should be included in the calculation of commodity risk capital charges.
These include commodity futures, commodity swaps and options. In applying the maturity
ladder and simplified approaches, commodity derivative positions should be converted into
notional commodity positions and assigned a maturity as follows:

e futures and forward positions relating to individual commodities should be included as
notional amounts of barrels, kilos etc. and should be assigned a maturity based on their expiry
date;

e commodity swaps where one leg is fixed price and the other is the current market price
should be incorporated as a series of positions equal to the notional amount of the contract, with
one position corresponding with each payment on the swap and slotted into the maturity ladder
accordingly. The positions will be long positions if the bank is paying fixed and receiving floating
and short positions if the bank is receiving fixed and paying floating; and

e for commodity swaps where the legs are in different commodities, each leg should be
included in the relevant maturity ladder. No matching or off-setting should be carried out unless
the commodities belong to the same sub-category as defined above.

e options and warrants on commodities may be treated under one of two methods. A simple
method, called the carve-out, may be used for portfolios which contain (at most) only a small
number of written options or warrants, and providing also they contain only plain vanilla and
shorter-dated instruments. Banks with larger and/or more complex options portfolios should
seek recognition for one of the option risk management models described in Chapter TS (CAD1
models) in the FSA Policy Guide/IPRU (BANK).

Maturity ladder approach

In utilising this methodology, each commaodity position (spot plus forward) should be expressed
in terms of a standard unit of measurement (barrels, tonnes, kilos). The adjustment of
derivative items into notional commodity amounts is dealt with below. For each commodity,
contracts or holdings expressed in a standard unit of measurement should be assigned to one
of seven maturity or time bands (see below). Physical stocks should be entered into the first
time band. A separate maturity ladder will apply to each commodity as defined above.
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Table 1 - Time bands and spread rates

Time bands and spread rates

Time band Spread rate
0-1 month 1.5%
1-3 months 1.5%
3-6 months 1.5%
6-12 months 1.5%
1-2 years 1.5%
2-3 years 1.5%
over 3 years 1.5%

Matched long and short positions in each time band should incur a capital charge. When
calculating this charge, the sum of matched positions (i.e. both long and short positions) should
be multiplied first by the spot price for that commodity and second by the spread rate for that
band (1.5%). Any remaining unmatched position in a time band may be carried forward to the
next time band. This amount may then be used to off-set positions in time bands that are
further out. As the hedging of positions in different time bands is imprecise, a surcharge equal
to 0.6% of the net position carried forward should be added in respect of each time band that
the net position is carried forward.

In addition to matching within time bands set by the maturity ladder, banks may also engage in
pre-processing (also known as off-setting or optimisation) in respect of commaodities which have
daily delivery dates. Under this procedure, banks may off-set long and short positions in a given
commodity which mature on the same day or which mature within ten days of each other and
are not required to carry these positions into the maturity ladder calculation. Banks may treat
these ten-day periods as referring to business days. In addition, such ten-day periods need not
be fixed and sequential and may overlap; a bank may therefore off-set a long position on day
45 with a short position on day 54 and another long position on day 48 with a short position on
day 57 (all expressed in terms of working days). Ten-day off-set periods may cross maturity
time bands.

A capital charge of 15% is applied to the residual net open amount after any pre-
processing/optimisation, matching and carrying forward is complete.

Simplified approach

In calculating the capital charge for directional risk under the simplified approach, a similar
procedure is adopted to that under the maturity ladder approach but with the important
exception that all positions are treated as if they are in the same time band. A capital charge
equal to 15% of the net position, long or short, is incurred in respect of each commodity. To
guard against basis risk, interest rate risk and forward gap risk, the total capital charge for each
commodity is subject to an additional capital charge equal to 3% of a bank’s gross positions,
long plus short, in the relevant commodity.
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Reporting instructions - definitions

The total gross value of short and long positions for each commodity group should be recorded
in columns A and B. Net open positions for each commodity group should be represented in
column C. The total capital charge incurred in respect of the simplified approach should be
recorded in column D and the total capital charge incurred through the maturity ladder approach
in column E. The total of columns D and E should be recorded in column F.

Banks should use their judgement as to which commodities fall within a particular group. The
same data as defined in the preceding paragraph should also be given for the top ten
commodity positions, ranked by capital, which are held by the reporting bank. The definition of a
commodity is given above. Banks may however agree materiality levels with their line
supervisor. In such cases, banks may report separately commodity positions or capital charges
that fall below the materiality threshold.

APPENDIX B-IX - BACKTESTING RESULTS
10 Minimum multiplication factor

This is the minimum muiltiplication factor which the FSA considers to be appropriate. This item
should be rounded to 2 decimal places, multiplied by 100 and entered in the relevant box as
integers (eg, a multiplication factor of 3.15 should be reported as 315).

20 Number of recorded backtesting exceptions

Reporting institutions should determine daily whether an exception has occurred. In order to
determine whether an exception has occurred, the institution should compare the 'actual profit
and loss' for the previous trading day with the corresponding VaR forecast for that trading day
(calibrated to a one-day holding period and a 99% one-tail confidence limit). An exception
occurs each time the actual daily loss exceeds the corresponding VaR estimate. This exception
should be recorded. However the FSA may agree in particular cases that it is appropriate for
such exceptions not to be recorded.

For this purpose, 'actual P&L' means the day's P&L arising from trading activities within the
scope of the model. This measure should be 'cleaned' by excluding material non-market
elements which might mask a loss. As part of the model recognition process, a reporting
institution will agree its backtesting procedures with the FSA. Inter alia, the reporting institution
and the FSA will agree on a definition of profit and loss to be used in backtesting, and on the
scope of activities which should be included in the calculation of profit and loss. The profit and
loss figures reported here should be based on this agreed definition and scope.
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30 Plus factor

The plus factor is based on the number of recorded backtesting exceptions in item 20 :

Exceptions Pus Factor
Upto4 0.00
5 0.40
6 0.50
7 0.65
8 0.75
9 0.85
10 or more 1.00

The plus factor should be multiplied by 100 and entered in the relevant box as integers (eg, a
factor of 0.40 should be reported as 40).

40 Multiplication factor
This equals the sum of items 10 and 30.
50 Number of backtesting exceptions on total portfolio

A reporting institution should report the number of exceptions recorded over the last reporting
period (ie quarter for solo-consolidated/unconsolidated return, half year for consolidated return).
These exceptions should be specified under item 51.0. In addition, the five largest daily losses
and the five largest VaR measures (based on the one-day holding period and 99% confidence
interval) should be reported separately under item 52.0 and item 53.0 respectively.

The VaR measure for backtesting purposes should be calibrated to a one-day holding period
and a 99% one-tail confidence limit, and the actual profit and loss is the day’s actual profit and
loss arising from trading activities within the scope of the model. The VaR for a particular date
should be the VaR forecast that was produced as at close of business on the previous trading
day.

60 Number of backtesting exceptions on interest rate specific risk

A reporting institution should report the number of exceptions on portfolio for specific risk over
the last reporting period. At a minimum, a reporting institution should conduct backtesting on
the portfolios containing interest rate specific risk and the portfolios containing equity specific
risk separately. The exceptions for interest rate specific risk should be specified under item
60.1. If the reporting institution conducts backtesting on a sub-portfolio level, this should be
repeated for each sub-portfolio that is subject to interest rate specific risk.

The VaR measure for backtesting purposes should be calibrated to a one-day holding period
and a 99% one-tail confidence limit, and the actual profit and loss is the day’s actual profit and
loss arising from trading activities within the scope of the model. The VaR for a particular date
should be the VaR forecast that was produced as at close of business on the previous trading
day.
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70 Number of backtesting exceptions on equity specific risk

Report here the exceptions reported on backtesting on the portfolios containing equity specific
risk. If the reporting institution conducts backtesting on a sub-portfolio level, this should be
repeated for each sub-portfolio that is subject to equity specific risk.

The VaR measure for backtesting purposes should be calibrated to a one-day holding period
and a 99% one-tail confidence limit, and the actual profit and loss is the day’s actual profit and
loss arising from trading activities within the scope of the model. The VaR for a particular date
should be the VaR forecast that was produced as at close of business on the previous trading
day.

APPENDIX B-X: EXPOSURES COLLATERALISED/GUARANTEED/NETTED

When exposures being netted for the calculation of counterparty risk all fall in the Banking Book,
the net exposure should be reported as a risk in Section A (in the Banking Book column).
Similarly if all exposures fall in the Trading Book, the net exposure should be reported as a risk
in the Trading book (in Section B, with a corresponding entry in the Trading Book column in
Section A). If the exposures are divided between both Banking and Trading Book, the net
amount should be reported as a risk in the Trading Book in Section B. As soon as a
counterparty ceases to be a counterparty to an exposure in the Trading Book, the net amount
should be reported as part of the Banking Book.

The residual netted amount should be reported in the relevant risk weighting band for
counterparty risk. But see SGN5 for guidance. If the statutory accounting treatment is gross
but the terms of Chapter NE (Collateral and netting) of the FSA Policy Guide/IPRU (BANK) on
netting have been met, and netting has been agreed for Trading Book (Section B) reporting
purposes, those exposures netted out should be reported in the zero percent band in the
relevant asset category. The adjustments made by the reporting institution to the Trading Book
(Section B) in respect of netted exposures should be shown additionally in Appendix B-X.

The above treatment may be applied to netting of on balance sheet exposures, the netting of
the replacement cost of off balance sheet exposures, and any netting of the potential future
credit exposure (add-on).
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BSD3 SECTION C - CONSOLIDATION VIA AGGREGATION PLUS INTO THE
TRADING BOOK

Reporting institutions using the aggregation plus methodology to consolidate entities into the
consolidated Trading Book should complete this section on consolidated returns. Each entity
consolidated via aggregation plus should be entered on a separate line. Entities consolidated
using the line-by-line method should not be reported here, but should be included in the
consolidated Section B.

Note that incremental capital for large exposures is calculated on a line-by-line basis.

The Trading Book capital requirement for each entity is based on either the FSA’s capital
requirements or those of the subsidiary’s local regulator; each reporting institution should have
agreed with its line supervisor which the appropriate treatment for each subsidiary, and should
annotate this on each line of the form.

Part of the Trading Book may be consolidated using line by line consolidation and part using
aggregation plus; in this case, only the capital requirement for risks consolidated using
aggregation plus should be reported here, with the remaining Trading Book positions reported In
the consolidated Section B.

The FSA may agree with reporting institutions which are part of large groups that it is
appropriate for them to report at the level of an intermediate holding company. The way in
which this should be reported on the form will be agreed directly with the institution concerned.

Column A FSA / local regulator’s rules applied

Where the FSA’s requirements are applied, enter ‘1’. Where the local regulator’s rules are
applied, enter ‘0’. The local regulator’s rules should only be used where they are considered to
be equivalent to the CAD. The bank should seek the FSA’s opinion on whether this is the
position in particular cases. For further details see Chapter CS (Consolidated supervision) of

the FSA Policy Guide/IPRU (BANK).
Column B Trigger ratio applied

Where the FSA’s requirements are applied, the trigger ratio applied should be the consolidated
Trading Book trigger ratio. The ratio (ie percentage rounded to 2 decimal places) should be
multiplied by 100 and entered in the relevant boxes as integers (eg, a ratio of 8.50% should be
reported as 850).

Where local regulator’s rules are applied, some local regulators set more than one supervisory
ratio, the first ratio being the figure below which the subsidiary risks withdrawal of authorisation
or some formal sanction, and another ratio being a figure below which the subsidiary must
report its position immediately to the local supervisor but no remedial action or sanction will be
imposed. In such cases, the capital requirement reported here should be that according to the
former ratio.

Where no supervisory ratio is used, and instead a capital requirement is directly computed, then
the subsidiary should report 8% here.
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Column C Trigger capital requirement

Institutions should report here for each subsidiary the total capital requirement set by the
supervisor whose rules or requirements are applied. If the FSA requirements are applied, the
capital charges should be calculated for the subsidiary in accordance with Chapters CS
(Consolidated supervision) and CO (Capital adequacy overview) of the FSA Policy Guide/IPRU
(BANK) and should be scaled up (ie the capital charge divided by 8% and multiplied by the
trigger ratio) by institution’s consolidated Trading Book trigger ratio.

If another (CAD-equivalent) supervisor’s rules are applied, the capital requirement is the amount
set by that supervisor. FSA'’s consolidated Trading Book trigger ratio should not be applied.

Where the subsidiary’s capital requirement for market risks is partly or wholly determined by use
of a recognised internal model, then any plus factor applied on a solo basis to that subsidiary
should also be applied during the process of aggregation plus consolidation: that is, the capital
requirement reported should include the plus factor. It should also use the same multiplication
factor as that imposed by the local regulator.

Where the capital requirement of the subsidiary includes an incremental capital charge for large
exposures on a solo basis, this charge should not be included in column C; the exposures of
each entity should be consolidated line-by-line instead and any incremental capital for large
exposures will be reported in a consolidated Section B.

Column D Notional risk weighted assets

Report here the notional risk weighted assets applicable to the capital requirement reported in
each subsidiary. The notional risk weighted assets equal (column C divided by column B)
multiplied by 10000.

Column E Incremental capital for large exposures

Column E is a memorandum item. The incremental capital charge applied to each subsidiary
should be reported here.

Columns F-J Capital requirement against which Tier 3 capital may / may not be held

Report in column F the capital requirement for market risks, where local regulator’s rules are
applied and the local regulator allows the use of Tier 3 capital, or where the FSA requirements
are applied.

Report in column G the capital requirements for market risks, where the local regulator does not
allow the use of Tier 3 capital.

Tier 3 capital should not be used to support counterparty/settlement risks. However, where the
local regulator permits a subsidiary to use Tier 3 capital to support counterparty/settlement risks,
the institution may apply to the FSA for permission to use Tier 3 capital to support
counterparty/settlement risks in that subsidiary on consolidation. Where the FSA has given
express written agreement, these counterparty/settlement risks should be reported in column H.

Report in column J the capital requirement for counterparty/settlement risks against which Tier 3
may not be held.
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Column K Plus factor

Report here the plus factor applied to the internal model in each entity (where applicable).
Where no internal model is used for regulatory purposes, report ‘N/A’. Where an internal model
is used for regulatory purposes, but the plus factor applied is zero, report ‘0’ (where the factor is
greater than zero, this should be multiplied by 100 and reported as integers).

Column L Target capital requirement

Report here the capital requirement when the target ratio is applied. Where the FSA
requirements are applied to a subsidiary, the capital requirements reported in column C should
be multiplied by the consolidated Trading Book target ratio and divided by the consolidated
Trading Book trigger ratio. Capital requirements for subsidiaries consolidated using local
regulators’ rules need not be scaled up.

Thus, column L equals the greater of column A * column C * (item D150/Column B) and column
C
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BSD3 SECTION D: CAPITAL ADEQUACY SUMMARY
D10-D30 CAPITAL BASE
D10  Tier 1: Core capital
This equals item A550.
D20 Eligible Tier 2
This equals item AG30.
D30 Eligible Tier 3
This equals item A638.
D40  Total Eligible capital
This equals the sum of item D10 to item D30.
D50-D90 BANKING BOOK CAPITAL REQUIREMENTS / RISK WEIGHTED ASSETS
D50 Banking Book trigger ratio

This item equals the Banking Book trigger ratio set by the FSA. The ratio (ie percentage
rounded to 2 decimal places) should be multiplied by 100 and reported as integers (eg, a ratio of
10.5% should be reported as 1050).

D60 Banking Book target ratio

This item equals the Banking Book target ratio set by the FSA. The ratio (ie percentage
rounded to 2 decimal places) should be multiplied by 100 and reported as integers (eg a ratio of
12% should be reported as 1200).

D70 Total Banking Book risk weighted assets

This item collects totals for risk weighted assets and off-balance sheet items, by weighting band,
reported in Section A.

Item D70.1 equals zero.

Item D70.2 equals the sum of the amounts reported in the column of weighted Banking Book
amounts for the 10% band for all assets and off-balance sheet items in Section A (ie all the 10%
band assets from item A40.2 to item A260.2, all the 10% band off-balance sheet items from
item A340.2 to item A 440.3) plus the weighted Banking Book amount column for memorandum
item A320.2 (which should be a positive number), less the weighted Banking Book amount for
memorandum item A280.2. (Memorandum item A280. 2 is deducted in the above sum because
it will be deducted elsewhere from capital, and yet has also been included within one of the
amounts recorded in the risk weighted items above.)
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Item D70.3 equals the sum of the amounts reported in the column of weighted Banking Book
amounts for the 20% band for all assets and off-balance sheet items in Section A (ie all the 20%
band assets from item A30 to item A260.3, and all the 20% band off-balance sheet items from
item A340.3 to item A 440.4) plus the weighted Banking Book amount column for memorandum
item A320.3 (which should be a positive number), less the weighted Banking Book amount for
memorandum item A280.3. (Memorandum item A280.3 is deducted in the above sum because
it will be deducted elsewhere from capital, and yet has also been included within one of the
amounts recorded in the risk weighted items above.)

Item D70.4 equals the sum of the amounts reported in the column of weighted Banking Book
amounts for the 50% band for all assets and off-balance sheet items in Section A (ie all the 50%
band assets from item A40.4 to item A150.3, and all the 50% band off-balance sheet items from
item A340.4 to item A440.5), less the weighted Banking Book amount for memorandum item
A280.4. (Memorandum item A280.4 is deducted in the above sum because it will be deducted
elsewhere from capital, and yet has also been included within one of the amounts recorded in
the risk weighted items above.)

ltem D70.5 equals the sum of the amounts reported in the column of weighted Banking Book
amounts for the 100% band for all assets and off-balance sheet items in Section A (ie all the
100% band assets from item A40.5 to item A260.4, and all the 100% band off-balance sheet
items from item A340.5 to item A440.8) plus the weighted Banking Book amount column for
memorandum item A320.4 (which should be a positive number), plus item A462, less the
weighted Banking Book amount for memorandum item A280.5. (Memorandum item A280.5 is
deducted in the above sum because it will be deducted elsewhere from capital, and yet has also
been included within one of the amounts recorded in the risk weighted items above.)

ltem D70.6 is the sum of the original exposure and replacement cost methods for OTC
derivatives in the Banking Book (ie the sum of items A452, A472 and A474).

D80 Banking book capital requirements

This equals total Banking Book risk weighted assets (item D70) multiplied by the Banking Book
trigger ratio (item D50/10000).

D90-D110 CAPITAL ALLOCATED TO THE BANKING BOOK

Iltem D110 should equal the capital required to support the Banking Book as reported in item
D80 unless there is insufficient capital available to meet the regulatory capital requirements
while satisfying the constraints on capital.

Total capital allocated to the Banking Book (ie item D110) should equal the sum of Tier 1 and
Eligible Tier 2 capital (ie items D90 and D100). Use as much Tier 2 capital as possible subject
to the constraint that at least half the capital used to support the banking book should be Tier 1
capital : eligible Tier 2 capital allocated to the Banking Book (ie item D100) should be less than
or equal to Tier 1 capital allocated to the Banking Book (item D90). Item D100 should equal
item D110 divided by 2 unless (item D110/2) is greater than eligible Tier 2 capital (ie item D20);
in this case item D100 should equal D20, and item D90 should equal item D80 less item D100.

Tier 3 capital should not be held against Banking Book risks. If item D110 is less than item D80,

then the institution may have insufficient capital to meet its regulatory capital requirements and
should contact its line supervisor immediately.
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D120-D320 TRADING BOOK CAPITAL REQUIREMENTS/NOTIONAL RISK WEIGHTED ASSETS
D120 Exempt from CAD reporting date

This is a simple YES/NO field. If reporting institutions were exempt from the Capital Adequacy
Directive capital requirement at the reporting date (see Chapter CB (Trading book/banking book
division), Section 4, of the FSA Policy Guide/IPRU (BANK) for details of exemption), they should
tick “YES” and progress to item D130. Non-exempt institutions should progress to D140.

D130 If Yes, number of days over threshold in reporting period

If a reporting institution is exempt from the CAD capital requirement at the reporting date, it
should report here the number of days on which it has exceeded the lower threshold (euro 15mn
or 5% of its combined on- and off-balance sheet positions, see Chapter CB (Trading
book/banking book division), Section 4, Paragraph 2, of the FSA Policy Guide (Section 4,
Paragraph 3 of IPRU (BANK)) for details) since the last reporting date. If on any day it has
exceeded the higher threshold (euro 20mn or 6%), it should complete Section B.

D140 Trading Book trigger ratio

This is the Trading Book trigger ratio set by the FSA for CAD banks. The ratio (ie percentage
rounded to 2 decimal places) should be multiplied by 100 and reported as integers (eg, a ratio of
11% should be reported as 1100).

D150 Trading Book target ratio

This is the Trading Book target ratio set by the FSA for CAD banks. The ratio (ie percentage
rounded to 2 decimal places) should be multiplied by 100 and reported as integers (eg, a ratio of
11.50% should be reported as 1150).

D160-D220 CAPITAL REQUIREMENTS FOR SOLO AND LINE BY LINE CONSOLIDATED
ENTITIES

The Standard Approach takes the Trading Book capital “haircuts” from Section B (ie the capital
which would be required for these exposures if the Basle minimum 8% capital ratio were
applied) and calculates the capital requirements by applying the reporting institution’s Trading
Book trigger ratio. Where this form is completed on a consolidated basis, the institution’s
consolidated Trading Book trigger ratio will apply. If the FSA has agreed that it is appropriate for
an institution to use a Value at Risk model (Internal Model Approach) in calculating capital
requirements, it will also have discussed with the institution extra reporting appropriate to its
particular circumstances. The numbers for the Internal Model Approach are reported in item
B290 to item B340, and may replace all or part of the Trading Book capital requirements
reported in items D180 to D210 above, or for aggregation plus consolidated subsidiaries
reported in item D300 below.

D160 Counterparty/Settlement risk

This equals item B100 divided by 8% and multiplied by the institution’s Trading Book trigger
ratio.
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D170 Incremental capital for large exposures

This equals item B140 of section B divided by 8% and multiplied by the institution’s Trading
Book trigger ratio. Note that when this form is completed on a consolidated basis, item B140
will include incremental capital for large exposures for the consolidated group as set out on
Form LE2 (part 5) (ie including subsidiaries consolidated using the aggregation plus method as
well as those consolidated line-by-line), since large exposures are consolidated line-by-line only.

D180 Foreign exchange risk

This equals item B180 divided by 8% and multiplied by the institution’s Trading Book trigger
ratio.

D190 Interest rate position risk

This equals item B220 divided by 8% and multiplied by the institution’s Trading Book trigger
ratio.

D200 Equity position risk

This equals item B270 divided by 8% and multiplied by the institution’s Trading Book trigger
ratio.

D210 Commodity position risk

This equals item B284 divided by 8% and multiplied by the institution’s Trading Book trigger
ratio.

D220 Total capital requirement for trading book risk not subject to models
This equals the sum of item D160 to item D210 above.

D230-D250 INTERNAL MODELS APPROACH

D230 Capital charge for market risk

This equals item B320 divided by 8% and multiplied by the institution’s Trading Book trigger
ratio.

D240 Capital charge for specific risk

This equals item B330 divided by 8% and multiplied by the institution’s Trading Book trigger
ratio.

D250 Total capital requirement for risk subject to internal models
This item should equal the sum of items D230 and D240.

D260-D300 CAPITAL REQUIREMENTS FOR ENTITIES CONSOLIDATED VIA AGGREGATION
PLUS

Reporting institutions should complete these items only when the return is submitted on a
consolidated basis. The capital requirements for individual subsidiaries consolidated using the
aggregation plus methodology (see Chapter CS (Consolidated supervision) of the FSA Policy
Guide/IPRU (BANK)) are reported in Section C.
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D260

D270

D280

D290

D300

D310

D320

Market risk against which Tier 3 capital may be held

This equals item C30 column F.

Market risk against which Tier 3 capital may not be held

This equals item C30 column G.

Non-market risk against which Tier 3 capital may be held
This equals item C30 column H.

Non-market risk against which Tier 3 capital may not be held
This equals item C30 column J.

Total capital requirements for entities consolidated via aggregation plus
This equals item C30 column C.

Total Trading Book capital requirements

This item is the sum of items D220, D250 and D300.

Total Trading Book notional risk weighted assets

This equals items ([D220 plus D250] divided by item D140)*10000 plus item C30 column D.

D330-D360 CAPITAL ALLOCATED TO THE TRADING BOOK

D330

D340

These items depend on the total Trading Book capital requirements and on the capital
remaining after allocating capital to support the Banking Book. Tier 1 capital remaining after
supporting the Banking Book equals item D10 less item D90; eligible Tier 2 capital remaining
after supporting the Banking Book equals item D20 less item D100.

Tier 1 capital
This item must not exceed the amount of Tier 1 remaining after supporting the Banking Book.
Eligible Tier 2 capital

This item should not exceed the amount of eligible Tier 2 capital remaining after supporting the
Banking Book. It should not exceed 200% of Tier 1 capital used to support the Trading Book (ie
item D330 multiplied by 2).
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D350 Eligible tier 3 capital

This item must not be greater than item D30 for the form to be processed. Institutions should
allocate as much Tier 3 capital as possible to the Trading Book, since it should not be allocated
to the Banking Book and should not contribute to the adjusted capital base if it is not used.
Therefore, maximise the use of Tier 3 subject to the following two constraints: first, capital
requirements for counterparty/settlement risk should not be satisfied using Tier 3 capital;
second, the amount of Tier 2 capital and Tier 3 subordinated term debt used to satisfy the
Trading Book capital requirements should not exceed twice the amount of Tier 1 capital used to
meet those requirements (ie item D330 should be at least 50% of the sum of items D340 and
D350).

The following method may be used to fill in item D330 to item D350:
(i) Item D330 should be at least one third of item D310.

(i) Item D350 should be maximised subject to it not exceeding either the available Tier 3
capital (item D30) or the capital requirement against which Tier 3 capital may be used
(the sum of items D220, D250, D260 and D280 less item D160).

(iii) Item D340 is the remaining capital which has not yet been met by either Tier1 or Tier 3
capital. This should equal item D310 less the sum of items D330 and D350.

Tier 3 capital should not be used to meet counterparty / settlement risk capital requirements.
D360 Total capital allocated to the Trading Book

This equals the sum of items D330 to D350. If the institution has sufficient capital after
supporting its Banking Book requirements to support its Trading Book requirements, then item
D360 should also equal item D310. If item D360 is less than item D310, then the institution may
have insufficient capital to meet its regulatory capital requirements and should contact its line
supervisor immediately.

D370-D390 ELIGIBLE CAPITAL NOT USED TO SUPPORT EITHER BOOK
D370 Tier1

This is the amount of Tier 1 capital remaining after supporting the Banking Book and the
Trading Book but before deductions (ie item D10 less the sum of items D90 and D330).

D380 Eligible Tier 2

This is the amount of Eligible Tier 2 capital remaining after supporting the Banking Book and the
Trading Book but before deductions (ie item D20 less the sum of items D100 and D340).

D390 Total excess Tier 1 and eligible Tier 2 capital before deductions

This is the amount of total Tier 1 and eligible Tier 2 capital remaining after supporting the
Banking Book and the Trading Book but before deduction (ie item D390 equals the sum of items
D370 and D380). If item D390 is less than item D470, then the reporting institution may have
insufficient Tier 1 and 2 capital left over after supporting the Banking Book and the Trading Book
capital requirements to support the deductions from capital; it should contact its supervisor
immediately in this case.
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D400-D470 DEDUCTIONS FROM CAPITAL

D400

D410

D420

D430

D440

D450

D460

D470

D480

Investment in subsidiaries and associated companies
This equals item A160.

Connected lending of a capital nature

This equals item A280.

Off-balance sheet items of a capital nature

This equals item A340.6, A370.6, A380.6, A390.6, A410.5 and A440.7.
Investments in bank and financial firm capital

This equals item A171.

Qualifying holdings

This equals item A180.4

Deduction plus consolidation

Where a reporting institution is exempt from capital requirements under CAD at both the solo
level and consolidated level, and where it has been determined that some or all of its
subsidiaries should be consolidated using deduction plus, these deductions should be reported
here. The amounts deducted should be the higher of the investment in the affiliate and the
affiliate’s capital requirement as determined by its deduction from capital base. The assets of
the affiliate should not be included in the calculation of weighted risk assets.

Other deductions

All deductions from capital under The Banking Consolidation Directive (2000/12/EC) arising
from subsidiaries which are consolidated using aggregation plus are reported here. For
subsidiaries consolidated according to the FSA’s requirements, the deductions should be for
items which would correspond to item D400 to item D460 for that subsidiary. For subsidiaries
consolidated using a local regulator’s rules, the deduction should be all the deductions from
capital made by the local regulator; for example, for subsidiaries of a securities and futures firm,
this would include any deductions made from capital when assessing the “financial resources”.
However, in that case, if a deduction related to a firm which is part of the group consolidation
(and which would then result in a double deduction), the institution should agree with the FSA
the method of reporting. The FSA may require further deductions relating to any part of the
consolidated reporting institution on a case by case basis; these would probably relate to
amounts reported in items A290, A300 and A310.

Total deductions
This equals the sum of item D400 to item D460.
Own Funds

This is ‘own funds’ as defined in Article 34 of the Banking consolidation Directive (2000/12/EC),
as amended by CAD Annex V. This directive replaces The Directive on Own Funds, “OFD”
(89/229/EEC). This should equal total eligible capital (ie item D40) less total deductions from
Tier 1 and eligible Tier 2 capital (ie item D470).
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D490

D500

D510

D520

D530

D540

Adjusted capital base

The adjusted capital base is the sum of Tier 1 capital, eligible Tier 2 capital and used Tier 3
capital less deductions from capital (ie the sum of items D10, D20 and D350 less item D470).

Total capital requirements

This represents the Banking Book and Trading Book capital requirements when the trigger
ratios are applied. This equals the sum of items D80 and D310.

Total risk weighted assets

This represents the Banking Book risk weighted assets and Trading Book notional risk weighted
assets. This item equals the sum of items D70 and D320.

Published risk asset ratio

This is an expression of the institution’s capital adequacy relative to the Basle minimum 8%
capital ratio. It is the ratio of the institution’s adjusted capital base to the sum of its Banking
Book risk weighted assets and its Trading Book notional risk weighted assets, expressed as a
percentage. It equals item D490 multiplied by 100 and divided by item D510.

The ratio (ie percentage rounded to 2 decimal places) should be multiplied by 100 and reported
as integers in the relevant box (eg, a ratio of 10.50% should be reported as 1050).

Trigger capital adequacy ratio

This is the institution’s capital adequacy relative to its trigger capital requirements. It is the ratio
of the institution’s adjusted capital base to its supervisory capital requirement according to the
trigger ratios set by the FSA (or by the local regulator for entities consolidated using the
aggregation plus methodology). The ratio is expressed as a percentage: an institution with a
trigger capital adequacy ratio less than 100 has insufficient capital to meet its regulatory
requirements and it should contact its line supervisor immediately. This item should equal (item
D490 multiplied by 100) and divided by item D500.

The ratio (ie percentage rounded to 2 decimal places) should be multiplied by 100 and reported
as integers in the relevant box (eg a ratio of 110.40% should be reported as 11040).

Target capital adequacy ratio

This is the institution’s capital adequacy relative to its supervisory target capital requirements. It
is the ratio of the institution’s adjusted capital base to its supervisory capital requirement
according to the target ratios set by the FSA. The ratio is expressed as a percentage: an
institution with a target capital adequacy ratio less than 100 has insufficient capital to meet its
regulatory requirements and it should contact its line supervisor immediately. This item should
equal item D490 multiplied by 100 and divided by the sum of (item D70 multiplied by
itemD60/10000, item D150 divided by item D140 and multiplied by items [D220 plus D250], and
item C30 column L).

The ratio (ie percentage rounded to 2 decimal places) should be multiplied by 100 and reported
as integers (eg a ratio of 105.35% should be reported as 10535).
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FORM BSD3 - CAPITAL ADEQUACY RETURN

GENERAL
Ref No Item Number
G1 FSA > 0 (Introduced in SRN/2001/2, effective December 2001)

SECTION A : BANKING BOOK
INTERNAL VALIDATIONS

Ref No Item Number

1 AB40 = AB40.1 + AB40.2 + AB40.3 + AB40.4 + AB40.5
2 AB50 = AB50.1 + AB50.2 + AB50.3 + AB50.4

3 AB60 = AB60.1 + AB60.2 + AB60.3 + AB60.4

4 AB70 = AB70.1 + AB70.2 + AB70.3 + AB70.4

5 AB8O = AB80.1 + AB80.2 + AB80.3 + AB80.4

6 AB100 = AB100.1 + AB100.2 + AB100.3 + AB100.4
7 AB120 = AB120.1 + AB120.2 + AB120.3 + AB120.4
8 ANL120.1 < AB120.1

9 ANL120.2 < AB120.2

10 ANL120.3 < AB120.3

11 ANL120.4 < AB120.4

12 AB130 = AB130.1 + AB130.2 + AB130.3

13 AB140 = AB140.1 + AB140.2 + AB140.3

14 AB150 = AB150.1 + AB150.2 + AB150.3 + AB150.4
15 AB170 >AB171 + AB172

16 AT170 > AT171 + AT172

17 AB180 = AB180.1 + AB180.2 + AB180.3 + AB180.4
18 AB210 = AB210.1 + AB210.2

19 AT210 = AT210.1 + AT210.2

20 AB240 = AB240.1 + AB240.2 + AB240.3

21 AB260 = AB260.1 + AB260.2 + AB260.3 + AB260.4
22 AT270 = AT10 + AT20 + AT30 + AT40 + AT50 + AT60 + AT70 + AT80 +

AT100 + AT110 + AT120 + AT130 + AT140 + AT150 + AT160 +
AT170 + AT180 + AT190 + AT200 + AT210 + AT220 + AT230 +
AT240 + AT250 + AT260 + AT265

23 AB270 = AB10 + AB20 + AB30 + AB40 + AB50 + AB60 + AB70 + AB80 +
AB90 + AB100 + AB110 + AB120 + AB130 + AB140 + AB150 +
AB160 + AB170 + AB180 + AB190 + AB200 + AB210 + AB220 +
AB230 + AB240 + AB250 + AB260

24 AB280 = AB280.1 + AB280.2 + AB280.3 + AB280.4 + AB280.5
25 AT280 = AT280.1 + AT280.2 + AT280.3 + AT280.4 + AT280.5
26 AB290 = AB290.1 + AB290.2 + AB290.3 + AB290.4 + AB290.5
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27 AB300 = AB300.1 + AB300.2 + AB300.3 + AB300.4 + AB300.5

28 AB310 = AB310.1 + AB310.2 + AB310.3 + AB310.4 + AB310.5

29 AB320 = AB320.1 + AB320.2 + AB320.3 + AB320.4

30 A330.01 = A330.11 + A330. 21

31 A330.02 < A330.12 + A330.22

32 A330.01 < A770

33 A330.02 < AB270 + AT270

34 AB340 = AB340.1 + AB340.2 + AB340.3 + AB340.4 + AB340.5 + AB340.6
+ AB340.7

35 AB350 = AB350.1 + AB350.2 + AB350.3 + AB350.4 + AB350.5 + AB350.6

36 AB360 = AB360.1 + AB360.2 + AB360.3 + AB360.4 + AB360.5 + AB360.6

37 AB370 = AB370.1 + AB370.2 + AB370.3 + AB370.4 + AB370.5 + AB370.6
+ AB370.7

38 AB380 = AB380.1 + AB380.2 + AB380.3 + AB380.4 + AB380.5 + AB380.6
+ AB380.7

39 AB390 = AB390.1 + AB390.2 + AB390.3 + AB390.4 + AB390.5+ AB390.6
+ AB390.7

40 AB400 = AB400.1 + AB400.2 + AB400.3 + AB400.4 + AB400.5.

41 AB410 = AB410.1 + AB410.2 + AB410.3 + AB410.4 + AB410.5 + AB410.6

42 AB420 = AB420.1 + AB420.2 + AB420.3 + AB420.4 + AB420.5

43 AB430 = AB430.1 + AB430.2 + AB430.3 + AB430.4

44 AB440 = AB440.1 + AB440.2 + AB440.3 + AB440.4 + AB440.5 + AB440.6
+ AB440.7 + AB440.8

45 AW452 = Appendix A-l W60

46 Superseded by validation 68 (val 3), SRN/1998/4

46 A530 = A480 + A490 + A500 + A510 + A520

47 A540 > AT200 + AB200 + AT210.2 + AB210.2

48 A550 = A530 - A540

49 A590 = Appendix A-V 80G

50 Superseded by validation 69 (val 3), SRN/1998/4

51 A610 - A623 = A790

52 AB22 = max (0,(A790 - (50% A550))

53 Superseded by validation 70 (val 3), SRN/1998/4

54 AB24 = A580 +A590 + A600 + A610 + A620 - A621 — AB22 - A623

55 Duplication of validation 56 (val 2), SRN/1998/4

56 AB30 = A624 - A625

57 AB38 = A631 + AB33 - A635

58 A660 = AB21 + AB22 + AB23 + A625 + AB35

59 AB90 = A690.1 + A690.2

60 A700 = A700.1 + A700.2 + A700.3

61 A710 = A710.1 + A710.2

62 A730 = A730.1 + A730.2

63 A760 = A760.1 + A760.2
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64 A770 = A530 + A630 + A638 + A660 + A670 + A680 + A690 + A700 +
A710 + A720 + A730 + A740 + A750 + A760 + A765

65 A770 = AT270 + AB270

66 A790 =A790.1 + A790.2

67 A790.2 = AA790.21+ AA790.22

68 A500 = A500.1 + A500.2 + A500.3

69 AG10 - AG22 - AG23 < 50% A550

70 AG23 = (AS790.21+AS790.22)-(AA790.21+AA790.22)
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APPENDIX A-l VALIDATIONS

Ref No Appx A-l Item No

1 R60 =R10 + R20 + R30 + R40 + R50

2 P60 = P10 + P20 + P30 + P40 + P50

3 C60 =C10 + C20 + C30 + C40 + C50

4 W60 =W10 + W20 + W30 + W40 + W50
5 W60 = Section A W452

APPENDIX A-ll VALIDATIONS

Ref No Appx A-ll tem No

1 ND10 = NA10 + NB10 + NC10

2 ND20 = NA20 + NB20 + NC20

3 ND30 = NA30 + NB30 + NC30

4 ND40 = NA40 + NB40 + NC40

5 ND50 = NA50 + NB50 + NC50

6 ND60 = NAGBO + NB60 + NC60

7 ND70 = NA70 + NB70 + NC70

8 ND80 = NA8O + NB80 + NC80

9 ND90 = NA90 + NB90 + NC90

10 ND100 = NA100 + NB100 + NC100
11 ND110 =NA110 + NB110 + NC110
12 ND120 = NA120 + NB120 + NC120
13 ND130 = NA130 + NB130 + NC130
14 ND140 = NA140 + NB140 + NC140
15 ND150 = NA150 + NB150 + NC150
16 ND160 = NA160 + NB160 + NC160
17 ND170 = NA170 + NB170 + NC170
18 ND180 = NA180 + NB180 + NC180
19 ND190 = NA190 + NB190 + NC190
20 ND200 = NA200 + NB200 + NC200
21 ND210 = NA210 + NB210 + NC210
22 ND220 = NA220 + NB220 + NC220
23 ND230 = NA230 + NB230 + NC230
24 ND240 = NA240 + NB240 + NC240
25 ND250 = NA250 + NB250 + NC250
26 ND260 = NA260 + NB260 + NC260
27 ND270 = NA270 + NB270 + NC270
28 ND280 = NA280 + NB280 + NC280
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29 ND290 = NA290 + NB290 + NC290

30 ND300 = NA300 + NB300 + NC300

31 ND310 = NA310 + NB310 + NC310

32 ND320 = NA320 + NB320 + NC320

33 ND330 = NA330 + NB330 + NC330

34 ND340 = NA340 + NB340 + NC340

35 ND350 = NA350 + NB350 + NC350

36 ND360 = NA360 + NB360 + NC360

37 ND370 = NA370 + NB370 + NC370

38 ND380 = NA380 + NB380 + NC380

39 ND390 = NA390 + NB390 + NC390

40 ND400 = NA400 + NB400 + NC400

41 ND410 = NA410 + NB410 + NC410

42 ND420 = NA420 + NB420 + NC420

43 NAGO < NA10 + NA20 + NA30 + NA40

44 NB60 < NB10 + NB20 + NB30 + NB40

45 NC60 < NC10 + NC20 + NC30 + NC40

46 NDG60 < ND10 + ND20 + ND30 + ND40

47 NA70 < NA50

48 NB70 < NB50

49 NC70 < NC50

50 ND70 < ND50

51 NA130 < NAS8O0 + NA90 + NA100 + NA110
52 NB130 < NB80 + NB90 + NB100 + NB110
53 NC130 < NC80 + NC90 + NC100 + NC110
54 ND130 < ND80 + ND90 + ND100 + ND110
55 NA140 < NA120

56 NB140 < NB120

57 NC140 < NC120

58 ND140 < ND120

59 NA200 < NA150 + NA160 + NA170 + NA180
60 NB200 < NB150 + NB160 + NB170 + NB180
61 NC200 < NC150 + NC160 + NC170 + NC180
62 ND200 < ND150 + ND160 + ND170 + ND180
63 NA210 < NA190

64 NB210 < NB190

65 NC210 < NC190

66 ND210 < ND190

67 NA270 < NA220 + NA230 + NA240 + NA250
68 NB270 < NB220 + NB230 + NB240 + NB250
69 NC270 < NC220 + NC230 + NC240 + NC250
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70 ND270 < ND220 + ND230 + ND240 + ND250

71 NA280 < NA260

72 NB280 < NB260

73 NC280 < NC260

74 ND280 < ND260

75 NA340 < NA290 + NA300 + NA310 + NA320
76 NB340 < NB290 + NB300 + NB310 + NB320
77 NC340 < NC290 + NC300 + NC310 + NC320
78 ND340 < ND290 + ND300 + ND310 + ND320
79 NA350 < NA330

80 NB350 < NB330

81 NC350 < NC330

82 ND350 < ND330

83 NA410 < NA360 + NA370 + NA380 + NA390
84 NB410 < NB360 + NB370 + NB380 + NB390
85 NC410 < NC360 + NC370 + NC380 + NC390
86 ND410 < ND360 + ND370 + ND380 + ND390
87 NA420 < NA400

88 NB420 < NB400

89 NC420 < NC400

90 ND420 < ND400

91 RD10 = RA10 + RB10 + RC10

92 RD20 = RA20 + RB20 + RC20

93 RD30 = RA30 + RB30 + RC30

94 RD40 = RA40 + RB40 + RC40

95 RD80 = RA80 + RB80 + RC80

96 RD90 = RA90 + RB90 + RC90

97 RD100 = RA100 + RB100 + RC100

98 RD110 = RA110 + RB110 + RC110

99 RD150 = RA150 + RB150 + RC150

100 RD160 = RA160 + RB160 + RC160

101 RD170 = RA170 + RB170 + RC170

102 RD180 = RA180 + RB180 + RC180

103 RD220 = RA220 + RB220 + RC220

104 RD230 = RA230 + RB230 + RC230

105 RD240 = RA240 + RB240 + RC240

106 RD250 = RA250 + RB250 + RC250

107 RD290 = RA290 + RB290 + RC290

108 RD300 = RA300 + RB300 + RC300

109 RD310 = RA310 + RB310 + RC310

110 RD320 = RA320 + RB320 + RC320
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111 RD360 = RA360 + RB360 + RC360

112 RD370 = RA370 + RB370 + RC370

113 RD380 = RA380 + RB380 + RC380

114 RD390 = RA390 + RB390 + RC390

115 NA360 = NA10 + NA8O + NA150 +NA220 + NA290
116 NB360 = NB10 + NB80 + NB150 +NB220 + NB290
117 NC360 = NC10 + NC80 + NC150 +NC220 + NC290
118 ND360 = ND10 + ND80 + ND150 +ND220 + ND290
119 RA360 = RA10 + RA80 + RA150 +RA220 + RA290
120 RB360 = RB10 + RB80 + RB150 +RB220 + RB290
121 RC360 = RC10 + RC80 + RC150 +RC220 + RC290
122 RD360 = RD10 + RD80 + RD150 +RD220 + RD290
123 NA370 = NA20 + NA9O + NA160 +NA230 + NA300
124 NB370 = NB20 + NB90 + NB160 +NB230 + NB300
125 NC370 = NC20 + NC90 + NC160 +NC230 + NC300
126 ND370 = ND20 + ND90 + ND160 +ND230 + ND300
127 RA370 = RA20 + RA90 + RA160 +RA230 + RA300
128 RB370 = RB20 + RB90 + RB160 +RB230 + RB300
129 RC370 = RC20 + RC90 + RC160 +RC230 + RC300
130 RD370 = RD20 + RD90 + RD160 +RD230 + RD300
131 NA380 = NA30 + NA100 + NA170 +NA240 + NA310
132 NB380 = NB30 + NB100 + NB170 +NB240 + NB310
133 NC380 = NC30 + NC100 + NC170 +NC240 + NC310
134 ND380 = ND30 + ND100 + ND170 +ND240 + ND310
135 RA380 = RA30 + RA100 + RA170 +RA240 + RA310
136 RB380 = RB30 + RB100 + RB170 +RB240 + RB310
137 RC380 = RC30 + RC100 + RC170 +RC240 + RC310
138 RD380 = RD30 + RD100 + RD170 +RD240 + RD310
139 NA390 = NA40 + NA110 + NA180 +NA250 + NA320
140 NB390 = NB40 + NB110 + NB180 +NB250 + NB320
141 NC390 = NC40 + NC110 + NC180 +NC250 + NC320
142 ND390 = ND40 + ND110 + ND180 +ND250 + ND320
143 RA390 = RA40 + RA110 + RA180 +RA250 + RA320
144 RB390 = RB40 + RB110 + RB180 +RB250 + RB320
145 RC390 = RC40 + RC110 + RC180 +RC250 + RC320
146 RD390 = RD40 + RD110 + RD180 +RD250 + RD320
147 NA400 = NAS0O + NA120 + NA190 +NA260 + NA330
148 NB400 = NB50 + NB120 + NB190 +NB260 + NB330
149 NC400 = NC50 + NC120 + NC190 +NC260 + NC330
150 ND400 = ND50 + ND120 + ND190 +ND260 + ND330
151 NA410 = NAG0 + NA130 + NA200 +NA270 + NA340
152 NB410 = NB60 + NB130 + NB200 +NB270 + NB340
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153 NC410 = NC60 + NC130 + NC200 +NC270 + NC340

154 ND410 = ND60 + ND130 + ND200 +ND270 + ND340
155 NA420 = NA70 + NA140 + NA210 +NA280 + NA350
156 NB420 = NB70 + NB140 + NB210 +NB280 + NB350
157 NC420 = NC70 + NC140 + NC210 +NC280 + NC350
158 ND420 = ND70 + ND140 + ND210 +ND280 + ND350

APPENDIX A-IV VALIDATIONS

Ref No Appx A-IV Item No

1 30 =10-20

2 60 =30+ 40 + 50

3 180 =110+ 120 + 130 + 140 + 150 + 160 + 170

4 180 + 190 =60+70+80+90+100

5 210 =190 + 200

6 140 + 150 = Appendix A-V 40T (Introduced SRN/2001/2, effective
December 2001)

APPENDIX A-V VALIDATIONS

Ref No Appx A-V Item No

1 80S =10S + 20S + 30S + 40S + 50S + 60S + 70S

2 80G =10G + 20G + 30G + 40G + 50G + 60G + 70G

3 80T =10T + 20T + 30T + 40T + 50T + 60T + 70T

4 150 = 80S

5 150 =90+ 100 + 110 + 120 + 130 + 140

6 230 =170+ 180 + 190 + 200 + 210 + 220

7 80S =150 + 230 (Introduced SRN/2001/2, effective December

2001)

8 160 > 150 (Introduced SRN/2001/2, effective December 2001)

9 90 > 0 (Introduced SRN/2001/2, effective December 2001)

10 100 > 0 (Introduced SRN/2001/2, effective December 2001)

11 110 > 0 (Introduced SRN/2001/2, effective December 2001)

12 120 > 0 (Introduced SRN/2001/2, effective December 2001)

13 130 > 0 (Introduced SRN/2001/2, effective December 2001)

14 140 > 0 (Introduced SRN/2001/2, effective December 2001)

15 150 > 0 (Introduced SRN/2001/2, effective December 2001)

16 160 > 0 (Introduced SRN/2001/2, effective December 2001)

17 170 > 0 (Introduced SRN/2001/2, effective December 2001)
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18 180 > 0 (Introduced SRN/2001/2, effective December 2001)

19 190 > 0 (Introduced SRN/2001/2, effective December 2001)
20 200 > 0 (Introduced SRN/2001/2, effective December 2001)
21 210 > 0 (Introduced SRN/2001/2, effective December 2001)
22 220 > 0 (Introduced SRN/2001/2, effective December 2001)
23 230 > 0 (Introduced SRN/2001/2, effective December 2001)

SECTION A AND SECTION D - CROSS SECTION VALIDATIONS

Ref Item Number

1 Superseded by validation 3 (val 9), SRN/1999/1

2 A625 = if D120 = “yes” then max [(A624 - A550), 0)] else max{[max(A624
+ A631 + A633 - A550), 0) - A635],0}

3 AG21 > max[(A590-(D320+D70)*1.25%),0]
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FORM BSD3 - SECTION B : TRADING BOOK FOR SOLO BANK AND LINE BY LINE
CONSOLIDATED ENTITIES

INTERNAL VALIDATIONS

Ref No Item No

1 B10 =B10.1 + B10.2 + B10.3 + B10.4

2 B20 =B20.1 + B20.2 + B20.3 + B20.4

3 B30 =B30.1 + B30.2 + B30.3 + B30.4

4 B40 = B40.1 + B40.2 + B40.3 + B40.4

5 Superseded by validation 33 (val 10), SRN/1998/4

6 BW60 = Appendix B-I1l W60

7 BW70 = Appendix B-IV W50

8 BW80 = Appendix B-IV W100

9 BW90 = Appendix B-IV W150

10 B100 =B10 + B20 + B30 + B40 + B50 + B60 + B70 + B80 + B90
11 BS130 =BS130.1 + BS130.2 + BS130.3 + BS130.4 + BS130.5 + BS130.6
12 B130 =B130.1 + B130.2 + B130.3 + B130.4 + B130.5 + B130.6
13 BS140 =BS120 + BS130

14 B140 =B120 + B130

15 B150 = Appendix B-V Column 2 Capital Requirement

16 B160 = Appendix B-V Column 3 Capital Requirement

17 B170 =B170.1 + B170.2

18 B180 =B150 + B160 + B170

19 B190 =B190.1 + B190.2 + B190.3 + B190.4 + B190.5

20 B200 = Appendix B-VI Column 10 Total

21 B210 =B210.1 + B210.2

22 B220 =B190 + B200 + B210 + B215

23 Superseded by validation 34 (val 10), SRN/1998/4

24 Superseded by validation 35 (val 10), SRN/1998/4

25 B250 = B250.1 + B250.2

26 B270 = B230 + B240 + B250

27 B280 = Appendix B-VIIl Column F, Total capital requirement
28 B310 = Appendix B-1X 40

29 B320 = max (B300 * B310/100, B290)

30 B340 =B320 + B330

31 B282 =B282.1 + B282.2

32 B284 =B280 + B282

33 B50 = Appendix B-1 C120

34 Superseded by validation 36 (VAL 11), SRN/2001/2

35 B240 = 8% Appendix B-VII (Column 5 Total + Column 6 Total)
36 B230 = (8% Appendix B-VII Column 1 Total) + (4% Appendix B-VII

Column 2 Total) (from SRN/2001/2)
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APPENDIX B-l VALIDATIONS

Ref No

0 N O 0o b~ W DN -

11
12
13
14
15

Appx B-l Item No

C10
C20
C30
C40
C50
C60
C70

C110
C120
C80
C90
C100

APPENDIX B-Il VALIDATIONS

Ref No

a A WO N =

Appx B-ll ltem No

R60
P60
C60
W60
W60

APPENDIX B-lll VALIDATIONS

Ref No

N OO o~ W N -

FSA Handbook

Appx B-lll Item No

ND10
ND20
ND30
ND40
ND50
NDG60
ND70

= Zero

= 8% x P20

=50% x P30

=75% x P40

= P50

=C10 + C20 + C30 + C40 + C50

= Zero

Superseded by validation 13 (val11), SRN/1998/4
Superseded by validation 14 (val11), SRN/1998/4
Superseded by validation 15 (val11), SRN/1998/4
=C70 + C80 + C90 + C100

= C60 +C110

=0.5% x P80

= 4% x P90

=9% x P100

=R10 + R20 + R30 + R40 + R50

= P10 + P20 + P30 + P40 + P50
=C10 + C20 + C30 + C40 + C50
=W10 + W20 + W30 + W40 + W50
= Section B (item B60) W60

= NA10 + NB10 + NC10
= NA20 + NB20 + NC20
= NA30 + NB30 + NC30
= NA40 + NB40 + NC40
= NA50 + NB50 + NC50
= NAG0 + NB60 + NC60
= NA70 + NB70 + NC70
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8 ND80 = NA80 + NB80 + NC80

9 ND90 = NA90 + NB90 + NC90

10 ND100 = NA100 + NB100 + NC100
11 ND110 = NA110 + NB110 + NC110
12 ND120 = NA120 + NB120 + NC120
13 ND130 = NA130 + NB130 + NC130
14 ND140 = NA140 + NB140 + NC140
15 ND150 = NA150 + NB150 + NC150
16 ND160 = NA160 + NB160 + NC160
17 ND170 = NA170 + NB170 + NC170
18 ND180 = NA180 + NB180 + NC180
19 ND190 = NA190 + NB190 + NC190
20 ND200 = NA200 + NB200 + NC200
21 ND210 = NA210 + NB210 + NC210
22 ND220 = NA220 + NB220 + NC220
23 ND230 = NA230 + NB230 + NC230
24 ND240 = NA240 + NB240 + NC240
25 ND250 = NA250 + NB250 + NC250
26 ND260 = NA260 + NB260 + NC260
27 ND270 = NA270 + NB270 + NC270
28 ND280 = NA280 + NB280 + NC280
29 ND290 = NA290 + NB290 + NC290
30 ND300 = NA300 + NB300 + NC300
31 ND310 = NA310 + NB310 + NC310
32 ND320 = NA320 + NB320 + NC320
33 ND330 = NA330 + NB330 + NC330
34 ND340 = NA340 + NB340 + NC340
35 ND350 = NA350 + NB350 + NC350
36 ND360 = NA360 + NB360 + NC360
37 ND370 = NA370 + NB370 + NC370
38 ND380 = NA380 + NB380 + NC380
39 ND390 = NA390 + NB390 + NC390
40 ND400 = NA400 + NB400 + NC400
41 ND410 = NA410 + NB410 + NC410
42 ND420 = NA420 + NB420 + NC420
43 NAGO < NA10 + NA20 + NA30 + NA40
44 NB60 < NB10 + NB20 + NB30 + NB40
45 NC60 < NC10 + NC20 + NC30 + NC40
46 NDG60 < ND10 + ND20 + ND30 + ND40
47 NA70 < NA50

48 NB70 < NB50

49 NC70 < NC50
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50 ND70 < ND50

51 NA130 < NA8O + NA90 + NA100 + NA110
52 NB130 < NB80 + NB90 + NB100 + NB110
53 NC130 < NC80 + NC90 + NC100 + NC110
54 ND130 < ND80 + ND90 + ND100 + ND110
55 NA140 < NA120

56 NB140 < NB120

57 NC140 < NC120

58 ND140 < ND120

59 NA200 < NA150 + NA160 + NA170 + NA180
60 NB200 < NB150 + NB160 + NB170 + NB180
61 NC200 < NC150 + NC160 + NC170 + NC180
62 ND200 < ND150 + ND160 + ND170 + ND180
63 NA210 < NA190

64 NB210 < NB190

65 NC210 < NC190

66 ND210 < ND190

67 NA270 < NA220 + NA230 + NA240 + NA250
68 NB270 < NB220 + NB230 + NB240 + NB250
69 NC270 < NC220 + NC230 + NC240 + NC250
70 ND270 < ND220 + ND230 + ND240 + ND250
71 NA280 < NA260

72 NB280 < NB260

73 NC280 < NC260

74 ND280 < ND260

75 NA340 < NA290 + NA300 + NA310 + NA320
76 NB340 < NB290 + NB300 + NB310 + NB320
77 NC340 < NC290 + NC300 + NC310 + NC320
78 ND340 < ND290 + ND300 + ND310 + ND320
79 NA350 < NA330

80 NB350 < NB330

81 NC350 < NC330

82 ND350 < ND330

83 NA410 < NA360 + NA370 + NA380 + NA390
84 NB410 < NB360 + NB370 + NB380 + NB390
85 NC410 < NC360 + NC370 + NC380 + NC390
86 ND410 < ND360 + ND370 + ND380 + ND390
87 NA420 < NA400

88 NB420 < NB400

89 NC420 < NC400
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90 ND420 < ND400

91 RD10 = RA10 + RB10 + RC10

92 RD20 = RA20 + RB20 + RC20

93 RD30 = RA30 + RB30 + RC30

94 RD40 = RA40 + RB40 + RC40

95 RD80 = RA80 + RB80 + RC80

96 RD90 = RA90 + RB90 + RC90

97 RD100 = RA100 + RB100 + RC100

98 RD110 = RA110 + RB110 + RC110

99 RD150 = RA150 + RB150 + RC150

100 RD160 = RA160 + RB160 + RC160

101 RD170 = RA170 + RB170 + RC170

102 RD180 = RA180 + RB180 + RC180

103 RD220 = RA220 + RB220 + RC220

104 RD230 = RA230 + RB230 + RC230

105 RD240 = RA240 + RB240 + RC240

106 RD250 = RA250 + RB250 + RC250

107 RD290 = RA290 + RB290 + RC290

108 RD300 = RA300 + RB300 + RC300

109 RD310 = RA310 + RB310 + RC310

110 RD320 = RA320 + RB320 + RC320

111 RD360 = RA360 + RB360 + RC360

112 RD370 = RA370 + RB370 + RC370

113 RD380 = RA380 + RB380 + RC380

114 RD390 = RA390 + RB390 + RC390

115 NA360 = NA10 + NA8O + NA150 +NA220 + NA290

116 NB360 = NB10 + NB80 + NB150 +NB220 + NB290

117 NC360 = NC10 + NC80 + NC150 +NC220 + NC290
118 ND360 = ND10 + ND80 + ND150 +ND220 + ND290
119 RA360 = RA10 + RA80 + RA150 +RA220 + RA290

120 RB360 = RB10 + RB80 + RB150 +RB220 + RB290

121 RC360 = RC10 + RC80 + RC150 +RC220 + RC290
122 RD360 = RD10 + RD80 + RD150 +RD220 + RD290
123 NA370 = NA20 + NA9O + NA160 +NA230 + NA300

124 NB370 = NB20 + NB90 + NB160 +NB230 + NB300

125 NC370 = NC20 + NC90 + NC160 +NC230 + NC300
126 ND370 = ND20 + ND90 + ND160 +ND230 + ND300
127 RA370 = RA20 + RA90 + RA160 +RA230 + RA300

128 RB370 = RB20 + RB90 + RB160 +RB230 + RB300

129 RC370 = RC20 + RC90 + RC160 +RC230 + RC300
130 RD370 = RD20 + RD90 + RD160 +RD230 + RD300
131 NA380 = NA30 + NA100 + NA170 +NA240 + NA310
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132 NB380 = NB30 + NB100 + NB170 +NB240 + NB310

133 NC380 = NC30 + NC100 + NC170 +NC240 + NC310
134 ND380 = ND30 + ND100 + ND170 +ND240 + ND310
135 RA380 = RA30 + RA100 + RA170 +RA240 + RA310
136 RB380 = RB30 + RB100 + RB170 +RB240 + RB310
137 RC380 = RC30 + RC100 + RC170 +RC240 + RC310
138 RD380 = RD30 + RD100 + RD170 +RD240 + RD310
139 NA390 = NA40 + NA110 + NA180 +NA250 + NA320
140 NB390 = NB40 + NB110 + NB180 +NB250 + NB320
141 NC390 = NC40 + NC110 + NC180 +NC250 + NC320
142 ND390 = ND40 + ND110 + ND180 +ND250 + ND320
143 RA390 = RA40 + RA110 + RA180 +RA250 + RA320
144 RB390 = RB40 + RB110 + RB180 +RB250 + RB320
145 RC390 = RC40 + RC110 + RC180 +RC250 + RC320
146 RD390 = RD40 + RD110 + RD180 +RD250 + RD320
147 NA400 = NAS50 + NA120 + NA190 +NA260 + NA330
148 NB400 = NB50 + NB120 + NB190 +NB260 + NB330
149 NC400 = NC50 + NC120 + NC190 +NC260 + NC330
150 ND400 = ND50 + ND120 + ND190 +ND260 + ND330
151 NA410 = NAG0O + NA130 + NA200 +NA270 + NA340
152 NB410 = NB60 + NB130 + NB200 +NB270 + NB340
153 NC410 = NC60 + NC130 + NC200 +NC270 + NC340
154 ND410 = ND60 + ND130 + ND200 +ND270 + ND340
155 NA420 = NA70 + NA140 + NA210 +NA280 + NA350
156 NB420 = NB70 + NB140 + NB210 +NB280 + NB350
157 NC420 = NC70 + NC140 + NC210 +NC280 + NC350
158 ND420 = ND70 + ND140 + ND210 +ND280 + ND350
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APPENDIX B-IV VALIDATIONS

Ref No Appx B-IV Item No

1 A10 =R10 + P10

2 W10 = Zero

4 A20 = R20 + P20

5 W20 =10% x (R20 + P20)

6 A30 =R30 + P30

7 W30 =20% x (R30 + P30)

8 A40 = R40 + P40

9 W40 = R40 + P40

10 W50 =W10 + W20 + W30 + W40
12 A60 = S60 - C60

13 W60 = Zero

14 A70 =870-C70

15 W70 =10% x (S70 - C70)

16 A80 =S80 - C80

17 W80 =20% x (S80 - C80)

18 A90 =890 - C90

19 W90 =890 -C90

20 W100 = W60 + W70 + W80 + W90
21 A110 =C110-S110

22 W110 = Zero

23 A120 =C120-S120

24 W120 =10% x (C120 - S120)

25 A130 =C130-S130

26 W130 =20% x (C130 - S130)

27 A140 =C140 - S140

28 W140 = C140 - S140

29 W150 =W110 + W120 + W130 + W140
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APPENDIX B-V VALIDATIONS

Ref No

= © 0 N O O,

Appx B-V Item No

Column 1
NSOP Column 1
NSOP Column 2

NSOP Column 3

SUMG Column 1
SUMG Column 2
SUMG Column 3
CAPR Column 1
CAPR Column 2
CAPR Column 3

APPENDIX B-VI VALIDATIONS

Ref No

APPENDIX B-VII VALIDATIONS

Ref No

FSA Handbook

e SUP

Appx B-VI Item No

Column 10

Appx B-VIl item No

Column 4

Column 7

= Column 2 + Column 3
0

= higher of the sum of the negatives or the sum of the positives (if
equal defaults to positive)

= higher of the sum of the negatives or sum of the positives (if equal
defaults to positive)

0

sum of the absolute values of gold

sum of the absolute values of gold

Zero

8% of absolute value of NSOP in Column 2 plus SUMG in Column 2

> 2% of absolute value of NSOP in Column 3 plus SUMG in Column
3

= Column 7 + Column 8 + Column 9

= Column 1 + Column 2 + Column 3

= Column 5 + Column 6
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APPENDIX B-VIIl VALIDATIONS

Ref No Appx B-VIil item No

1 10 Column C =10 Column A + 10 Column B

2 20 Column C =20 Column A + 20 Column B

3 30 Column C = 30 Column A + 30 Column B

4 40 Column C =40 Column A + 40 Column B

5 10 Column F =10 Column D + 10 Column E

6 20 Column F =20 Column D + 20 Column E

7 30 Column F = 30 Column D + 30 Column E

8 40 Column F =40 Column D + 40 Column E

9 50 Column F =10 Column F + 20 Column F + 30 Column F + 40 Column F

APPENDIX B-IX VALIDATIONS

Ref No Appx B-IX Item No

1 30 ={0if 20 < 4; 0.4*100if 20 = 5; 0.5*100 if 20 = 6; 0.65*100 if 20
=7; 0.75*100 if 20 = 8; 0.85*100 if 20 =9; 1*100 if 20 > 10}

2 40 =10+ 30

FSA Handbook ¢ SUP e Pre-release 0.3 (20 September 2001)



FORM BSD3 - SECTION C : CONSOLIDATION VIA AGGREGATION PLUS
INTERNAL VALIDATIONS

Ref No

0 N O 0o b~ W DN -

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

FSA Handbook

e SUP

Item Number

C10.1 column D
C10.2 column D
C10.3 column D
C10.4 column D
C10.5 column D
C10.6 column D
C10.7 column D
C10.8 column D
C10.9 column D
C10.10 column D
C10.11 column D
C10.12 column D
C10.13 column D
C10.14 column D
C20.1 column D
C20.2 column D
C20.3 column D
C20.4 column D
C20.5 column D
C20.6 column D
C20.7 column D
C20.8 column D
C20.9 column D
C20.10 column D
C20.11 column D
C20.12 column D
C20.13 column D
C20.14 column D
C30 column C
C30 column C
C30 column D
C30 column E
C30 column F

= (C10.1 column C / C10.1 column B)*10000

= (C10.2 column C / C10.2 column B)*10000

= (C10.3 column C / C10.3 column B)*10000

= (C10.4 column C/ C10.4 column B)*10000

= (C10.5 column C / C10.5 column B)*10000

= (C10.6 column C/ C10.6 column B)*10000

= (C10.7 column C / C10.7 column B)*10000

= (C10.8 column C / C10.8 column B)*10000

= (C10.9 column C / C10.9 column B)*10000

= (C10.10 column C / C10.10 column B)*10000
=(C10.11 column C / C10.11 column B)*10000
= (C10.12 column C / C10.12 column B)*10000
= (C10.13 column C / C10.13 column B)*10000
= (C10.14 column C / C10.14 column B)*10000
= (C20.1 column C / D20.1 column B)*10000

= (C20.2 column C / D20.2 column B)*10000

= (C20.3 column C / C20.3 column B)*10000

= (C20.4 column C / C20.4 column B)*10000

= (C20.5 column C / C20.5 column B)*10000

= (C20.6 column C / C20.6 column B)*10000

= (C20.7 column C / C20.7 column B)*10000

= (C20.8 column C / C20.8 column B)*10000

= (C20.9 column C / C20.9 column B)*10000

= (C20.10 column C / C20.10 column B)*10000
= (C20.11 column C / C20.11 column B)*10000
= (C20.12 column C / C20.12 column B)*10000
= (C20.13 column C / C20.13 column B)*10000
= (C20.14 column C / C20.14 column B)*10000
= C10 column C + C20 column C

= C30 column F + C30 column G + C30 column H + C30 column J
= C10 column D + C20 column D

= C10 column E + C20 column E

= C10 column F + C20 column F
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34 C30 column G = C10 column G + C20 column G

35 C30 column H = C10 column H + C20 column H
36 C30 column J = C10 column J + C20 column J
37 C30 column L =C10 column L + C20 column L

SECTION C AND SECTION D - CROSS SECTION VALIDATIONS

Ref No Item Number

1 Column L = max [column A * column C * (D150/column B), Column C]
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FORM BSD3 - SECTION D : CAPITAL ADEQUACY SUMMARY
INTERNAL VALIDATIONS

Ref No Item Number

1 D40 = D10 + D20 + D30

2 D70 =D70.1 + D70.2 + D70.3 + D70.4 + D70.5 + D70.6
3 D80 = (D70 * D50)/10000

4 D90 > D110 * 50%

5 D90 = D80 - D100

6 D100 = IF(D110/2 > D20, D20, D110/2)

7 D110 = D90 + D100

8 D110 = D80

9 D220 =D160 + D170 + D180 + D190 + D200 + D210
10 D250 = D230 + D240

11 D300 = D260 + D270 + D280 + D290

12 D310 = D220 + D250 + D300

13 D330 > 0.5 * (D340 + D350)

14 D330 >D310/3

15 Superseded by validation 34 (val 21), SRN/1998/4
16 Superseded by validation 35 (val 21), SRN/1998/4
17 D340 < D330*2

18 Superseded by validation 36 (val 21), SRN/1998/4
19 D350 < D30

20 D350 < D170 + D180 + D190 + D200 + D210 + D250 + D260 + D280
21 D360 =+ D330 + D340 + D350

22 D360 = D310

23 D370 =D10- D90 - D330

24 D380 = D20- D100 - D340

25 D390 = D370 + D380

26 D390 > D470

27 D470 = D400 + D410 + D420 + D430 + D440 + D450 + D460
28 D480 = D40- D470

29 D490 = D10 + D20 + D350 - D470

30 D500 = D80 + D310

31 D510 = D70 + D320

32 D520 = round [(D490 * 100) / D510, 2] * 100

33 D530 = round[(D490 *100) / D500, 2] * 100
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34
35
36

D330
D340
D340

< D10-D90
< D20 - D100
< D310 - (D330 + D350)

SECTION D AND SECTION A - CROSS SECTION VALIDATIONS

Ref

A WO N =

10
11

12
13
14

FSA Handbook

e SUP

Item Number

D10
D20
D30
D70.2

D70.3

D70.4

D70.5

D70.6
D400
D410
D420

D430

D440

= A550
= A630
= A638

=10% [AB40.2 + AB50.2 + AB60.2 + AB70.2 + AB80.2 + AB100.2
+ ANL120.2 + AB130.1 + AB140.1 + AB150.1 + AB180.1 +
AB260.2 - AB280.2 + absolute value of AB320.2 + AB340.2 +
(AB350.2/2) + (AB360.2/5) + AB370.2 + AB380.2 + AB390.2 +
AB400.2 + AB410.2 + (AB420.2/2) + (AB440.3/2) ]

= 20% [AB30 + AB40.3 + AB50.3 + AB60.3 + AB70.3 + AB80.3 +
AB100.3 + ANL120.3 + AB130.2 + AB140.2 + AB150.2 + AB180.2
+ AB240.2 + AB260.3 - AB280.3 + absolute value of AB320.3 +
AB340.3 + (AB350.3/2) + (AB360.3/5) + AB370.3 + AB380.3 +
AB390.3 + AB400.3 + AB410.3 + (AB420.3/2) + AB430.2 +
(AB440.4/2) ]

= 50% [AB40.4 + AB90 + AB150.3 - AB280.4 + AB340.4 +
(AB350.4/2) + (AB360.4/5) + AB370.4 + AB380.4 + AB390.4 +
(AB440.5/2)]

= 100% [AB40.5 + AB50.4 + AB60.4 + AB70.4 + AB80.4 + AB100.4
+ AB110 + ANL120.4 + AB130.3 + AB140.3 + AB150.4 + AB172 +
AB180.3 + AB190 + +AB210.1 + AB220 + AB230 + AB240.3 +
AB250 + AB260.4 - AB280.5 + absolute value of AB320.4 +
AB340.5 + AB340.7 + (AB350.5/2) + (AB350.6/2) + (AB360.5/5) +
(AB360.6/5) + AB370.5 + AB370.7 + AB380.5 + AB380.7 +
AB390.5 + AB390.7 + AB400.4 + AB400.5 + AB410.4 + AB410.6 +
(AB420.4/2) + (AB420.5/2) + AB430.3 + AB430.4 + (AB440.6/2) +
(AB440.8/2) + AW462 |

= AW452 + AW472 + AW474
= AT160 + AB160
= AT280 + AB280

> (AT340.6 + AT370.6 + +AT380.6 + AT390.6 + AT410.5 +
AT440.7 + AB340.6 + AB370.6 + +AB380.6 + AB390.6 + AB410.5
+ AB440.7)

=AT171 + AB171
Superseded by validation 14 (val 22), SRN/1998/4
= AB180.4
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SECTION D AND SECTION B - CROSS SECTION VALIDATIONS

Ref No Item Number

1 D160 =B100 * 12.5 * D140/10000
2 D170 =B140 * 12.5 * D140/10000
3 D180 =B180 * 12.5 * D140/10000
4 D190 =B220 * 12.5 * D140/10000
5 D200 =B270 * 12.5 * D140/10000
6 D210 = B284 * 12.5 * D140/10000
7 D230 =B320 * 12.5 * D140/10000
8 D240 =B330 * 12.5 * D140/10000

SECTION D AND SECTION C - CROSS SECTION VALIDATIONS

Ref No Item Number

1 D260 = C30 column F

2 D270 = C30 column G

3 D280 = C30 column H

4 D290 = C30 column J

5 D300 = C30 column C

6 D320 = [(D220 + D250)/D140] * 10000 + C30 column D

7 Superseded by validation 8 (val 23), SRN/1998/5

8 D540 = round{(D490 * 100) / [(D70 * D60/10000) + (D150 / D140) *

(D220 + D250) + C30 column L],2} *100
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CROSS FORM VALIDATIONS : FORM M1 AND FORM BSD3

Ref no BSD items M1 items
Removed, SRN/1998/5
AB180.4 =180
Removed, SRN/1998/5
Removed, SRN/1998/5
Superseded by validation 8 (val 24), SRN/1998/4
Removed, SRN/1998/5
AT172 =130
Removed, SRN/1998/5

0 N O 0o b~ W DN -

CROSS FORM VALIDATIONS : FORM LE2 AND FORM BSD3

Ref no BSD items LE2 items
1 Appendix A-V 80S > Y A4+ B4+3.C4+> D4+ E4+> FB4 (SRN/1998/5)
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Large Exposures (Form LE2)

Introduction

Form LE2 should be completed quarterly by UK banks only, as defined in the Handbook Glossary of
Definitions. These notes should be read in conjunction with all relevant chapters set out in the Financial
Services Authority Banking Supervisory Policy Guide or the Interim Prudential Sourcebook for Banks
(and the Supervisory Guidance Notes (SGN) in this folder) in force at the date to which the form relates.
There are a number of ways in which the Financial Services Authority (FSA) may seek additional
information to be reported by the reporting bank either regularly or in respect of certain reporting dates
only.

For convenience, these reporting instructions will refer to the FSA Banking Supervisory Policy Guide as
‘FSA Policy Guide’ and the Interim Prudential Sourcebook for Banks as ‘IPRU (BANKY)'.

Denomination of Reported Exposures

Exposures should be reported in £000s but a different currency denomination may be agreed in writing
with the FSA. Claims, loans and advances, whether denominated in currencies other than sterling, gold
and other precious metals or other commodity units should be translated into sterling at the closing
middle market spot rate for the day of the report. Where the maximum exposure during a reporting
period is required to be reported, the closing middle market spot rate for the day on which the maximum
exposure occurs should be used.

Exposure Limits and Concessions

Prior agreement should be obtained from the FSA before an exposure is entered into which
exceeds 25% of LECB. Such agreement may be obtained for: (1) exempt exposures eg interbank

exposures with a maturity of one year or less; (2) exposures covered by collateral’ 5 (3)

exposures covered by guaranteesz,' (4) exposures within the scope of a connected exposure
concession; (5) exposures covered by a 1-3 year derivative concession; or (6) exposures subject
to soft limits. The written prior agreement of the FSA should be obtained before any exposures
falling into any of the aformentioned categories are entered in the appropriate columns.

An exposure

See SGN9. For the purpose of reporting large exposures on both an unconsolidated/solo-consolidated
and consolidated basis, an exposure should be measured as the amount at risk arising from the
aggregate of the reporting bank’s business, whether conducted on or off-balance sheet’.

' Only cash and Zone A central government and central bank securities should be regarded as eligible collateral.
2 Either parental or third party guarantees.

*NOTE : Exposures entered into by a bank as a trustee are excluded from the scope of the large
exposures return.
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A counterparty
See SGN11 to SGN13 and SGN19 to SGN23.

References to banks hereafter in these reporting instructions are intended to include banks, building
societies and recognised investment firms (as defined in SGN20), as well as recognised clearing
houses and recognised exchanges (these being listed in Chapter BC (Credit risk in the banking book),
Section 5, of the FSA Policy Guide/IPRU (BANK)).

The identity of a counterparty will generally be one of the following:

(i) the borrower (customer);

(i) the person guaranteed (where the reporting bank is providing such guarantee);

(iii) in the case of a security held, the issuer of a security;

(iv) orin the case of a derivatives contract the party with whom the contract was made.

In some circumstances, it may be uncertain which of two counterparties is the primary obligor (eg on a
bill where there is a claim on both the drawer and the acceptor). When in doubt, the reporting bank
should either report the exposure twice, as an exposure to each counterparty, or ask the FSA for its
view. However, in the case of:-

(a) bills held which have been accepted by a bank (other than the reporting bank), the claim should be
reported as a claim on a bank;

(b) per aval endorsements on the bills held by the reporting bank, the claim should be reported as a
claim of over one year maturity on the avalising bank;

(c) transactions where a third party has provided an explicit unconditional irrevocable guarantee, may
be reported as an exposure to the guarantor. Banks should seek the FSA’s agreement to their
reporting in this way. In agreeing this, the FSA would expect banks to include a section on
guaranteed exposures in their large exposures policy statement. In particular, the FSA would
expect a consistent approach to be adopted in the reporting of such exposures. The FSA does not
expect banks to report exposures to guarantors without having first approved the credit risk on the
guarantor and the type of the exposure under the bank’s normal credit approval procedures. In the
case of bills issued by Westminster Council on behalf of London boroughs (within the terms of S.35
of the Greater London (General Powers) Act 1969) the exposures should be reported as an
exposure to Westminster Council; and

(d) banks should exercise care in identifying the entity with whom they have entered into a contract.
For example, where the reporting institution funds the activities of a company that trades on an
exchange, whether for that company’s own account or on behalf of clients, the full amount of such
funding should be reported as an exposure to that company. An alternative reporting method may
however be agreed with the FSA in writing.
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Coverage

Form LE2 should be completed both on an unconsolidated/solo-consolidated basis and, where relevant,
a consolidated basis:-

(a) Exposures arising in all of the bank’s branches (including overseas branches) and any subsidiaries
which are included for the purpose of the bank’s ‘solo’ (unconsolidated) capital ratio should be
reported in Form LE2 completed on an unconsolidated/solo-consolidated basis. Where
subsidiaries are included, this should be agreed in writing with the FSA.

(b) Exposures in companies reported under (a) above, together with exposures arising in group
companies which are included for the purpose of the bank’s consolidated reporting, should be
reported on Form LE2 on a consolidated basis. Where such group companies are included, this
should be agreed in writing with the FSA.

Important: All companies subject to consolidation should be included in a reporting bank’s consolidated
large exposures return regardless of the technique used for consolidation on the Form BSD3. The
scope of a bank’s solo and consolidated supervisory returns should be determined by the principles set
out in Chapter CS (Consolidated supervision) of the FSA Policy Guide/IPRU (BANK). Whether there
are such companies to be included should be agreed in writing with the FSA.

Large Exposures Capital Base (LECB)

The capital base used as the basis for monitoring and controlling large exposures should be calculated
in the same way as that used for capital adequacy monitoring ie the sum of allowable Tier 1 and Tier 2
capital less any deductions. The LECB should be agreed in writing with the FSA on an annual basis and
reported on the front of Form LE2. Where holdings of tradeable securities subject to soft limits have
been agreed with the FSA, an adjusted capital base incorporating Tier 3 capital may be used to
measure exposures against. This adjusted capital base should be reported in Part 5.

Netting

The circumstances in which net exposures are considered appropriate for LE2 purposes are set out
below.

1 On balance sheet

(a) credit balances should not be offset against debit balances unless the provisions set out in
Chapter NE (Collateral and netting) of the FSA Policy Guide/IPRU (BANK) are met.

Note: Back-to-backs allowed to be netted out on returns made to the Bank of England for
statistical purposes should not be netted out in calculating the size of an exposure for LE2
purposes.
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(b) where a repo/reverse repo or similar transaction is involved, this should be consistent with
Chapter NE (Collateral and netting) of the FSA Policy Guide/IPRU (BANK). Netting of claims
and obligations arising from all repos/reverse repos held in the trading book will then be
considered acceptable.

However, note that in the banking book netting of counterparty risk will not generally be
considered acceptable because:

(i) repos should attract issuer risk on the securities repoed out;

(i) reverse repos where eligible collateral® is reversed in should attract issuer risk on that
eligible collateral.

As there is no counterparty risk reportable in the above circumstances it follows that there are
no claims capable of being netted.

The only circumstances in which counterparty risk will arise is when a reverse repo is
undertaken where the collateral reversed in is ineligible. Such reverse repos should be
reported as if an unsecured cash loan had been made to the counterparty to the reverse repo.
It is acceptable for such counterparty risk to be reported net of obligations to the same
counterparty arising from:

(i) other reverse repo business where eligible collateral has been taken, with the same
counterparty and only to the extent that the value of the collateral taken is in excess of the
cash paid away;

(i) on repos with the same counterparty and similarly only to the extent that the cash
reversed in exceeds the value of the securities repoed.

Reporting banks wishing to net counterparty risk arising from repo business in the banking
book should first contact their line supervisors. The FSA would consider that it was
appropriate to report on this basis where the bank’s systems were adequate for this purpose.

Risk cushion factors, when applicable, should be reported gross. The residual maturity of the
securities should be used to calculate the risk cushion factor (not the maturity of the repo
transaction). Where both legs of the transaction involve securities, the risk cushion factor
should be calculated using the maturity of the longer dated securities.

2  Off balance sheet netting

Amounts due in respect of foreign exchange, interest rate, equity and commodity related
transactions may be reported net if the net amount derived is pursuant to the application of a
bilateral agreement (between two counterparties) based upon netting by novation (see SGN26).

* For these purposes eligible collateral is restricted to Zone A central government and central bank securities.
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To benefit from close-out netting, the terms of Chapter NE (Collateral and netting) of the FSA
Policy Guide/IPRU (BANK) should be met; if they are, then the credit equivalent amount of a bank’s
portfolio of contracts with each counterparty should be obtained by adding together:

(a) the net replacement cost of all nettable contracts with a positive mark to market value offset by
all contracts with a negative mark to market value;

(b) for each contract in the portfolio the amount for the potential future credit exposure (add-on) as
described elsewhere.

NOTE: For these purposes, the maturity of the net replacement cost should be taken as <1 year if
there is at least one <1 year obligation included under the netting agreement. In such
circumstances reporting of net current exposure to banks may only be reported in Part 3(i) of the
Form.

If there are no <1 year obligations but there exist obligations of >1 year but <3 years then the
maturity of the net replacement cost figure should be taken to fall between 1 and 3 years also.

The netting of add-ons is considered acceptable where the terms of Chapter NE (Collateral and
netting) of the FSA Policy Guide/IPRU (BANK) have been met (see SGN35). However, where the
potential future exposures (add-ons) cannot be netted, these should be calculated and reported
according to the residual maturity of the contract (ie add-ons relating to >1 year contracts should be
reported gross in either Part 3(i) or 3(ii)).

When dealing with a counterparty incorporated in a netting friendly jurisdiction but which has
subsidiaries or branches located in netting unfriendly jurisdictions, transactions with those
subsidiaries and branches should continue to be reported gross. Thus the aggregate exposure to
such a counterparty will be a mixture of net and gross exposures.

The Amount at Risk

For exposures arising in the banking book the amount at risk should, with certain exceptions detailed
below (or otherwise advised to the reporting bank), be reported as the book value of the reporting bank’s
actual or potential claims, contingent liabilities or assets.

Exposures should be calculated in accordance with UK generally accepted accounting practice. In
certain cases the reporting bank may wish to adopt an alternative accounting practice. Such cases
should be discussed with the FSA in order to determine whether reports are acceptable on that basis.
The accounting practice adopted for the reporting of exposures should, unless otherwise stated below,
be consistent with that used for the calculation of the reporting bank’s capital base.

For exposures arising in the trading book, all positions should be marked-to-market daily. (However, if
for cash items with a residual maturity of one month or less the bank wishes not to do this, it should
seek the prior approval of the FSA in writing.) Where a market determined price is not readily available,
the reporting bank may generate its own mark-to-market valuation. Positions should be valued in
accordance with the procedures outlined in the trading book policy statement agreed with the FSA.
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Interest and Dividends

The value of outstanding claims should include interest and dividends due but not yet received if such
amounts are reflected in the reporting bank’s capital base. However, in recognising the systems
difficulties of reporting inclusive of such amounts, the FSA may agree, in writing, for the following
treatment to be applied to exposures in the Banking Book. Provided the exposure is well below 25% of
LECB, or a pre-agreed limit, there is no need for the bank to include the accrued interest element in the
reported figure. If an exposure is close to the 25% level, or a pre-agreed limit, then the bank should be
able to demonstrate that the exposure, inclusive of the accrued interest element, is below the limit and
to guarantee that the limit is not breached. This treatment should not be adopted for Trading Book
exposures. Since these exposures are marked to market daily, the accrued interest element is included
in the mark to market valuation. (Unearned finance charges in relation to instalment lending should be
excluded.)

Securities Positions and Positions Arising from Derivative Contracts
(i) Issuer risk

Where a bank deals in securities the exposure (to the issuer of the security) should be calculated
as follows:

(a) Banking Book - the sum of the excess, where positive, of the book value of all long positions
over all short positions, (ie the net long position), for each instrument issued by the issuer. A
long position in one security issue should not be offset by a short position in another security
issue made by the same issuer except for securities issued by central governments and
central banks.

Netting of long and short positions may be adopted for securities issued by central
governments and central banks, where the criteria set out in SGN27 are all met.

(b) Trading Book - the excess of the current market value of all long positions over all short
positions for each instrument issued by the counterparty should first be calculated. The
exposure is then calculated as the excess, where positive, of the current market value of all
long positions over all short positions in all the financial instruments issued by the
counterparty. (Positions should not be netted within groups of closely related counterparties.)

Positions should not be netted between banking and trading books.

Forward Transactions

For both Banking and Trading Book calculations, commitments to buy securities at a future date
(including futures contracts) should be included as long positions and forward sales as short
positions. Where a bank has made a commitment to an issuer under a note issuance facility to
purchase, at the request of the issuer, securities which are unsold on the issue date, these should
be added to the long positions. (Note issuance facilities include revolving underwriting facilities,
Euronote facilities and any similar arrangements.) A net short position does not give rise to an
exposure covered by this return.
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Options Positions

The following treatment should be given to options:
(a) on securities
(i) Written Put - long position in the underlying security.
(i) Purchased Put - short position in the underlying security

(i) Purchased Call (where the contract has been given a book value in the accounts of the
reporting institution) - long position in the underlying security.

(iv) Written Calls - do not give rise to an exposure covered by this return.
(b) on an index

(i) Broadly based and cash settled indices - there is no requirement for these indices to be
broken down into their constituent elements. The highly liquid equity indices listed in
Chapter LE (Large exposures), Section 12, of the FSA Policy Guide/IPRU (BANK) may
be regarded as broadly based.

(i) Narrowly based/non-cash settled indices - these indices should be decomposed into their
component stocks in order to calculate the issuer risk on the underlying.

In order to calculate the amount to be included in the issuer risk calculation, the notional principal
valued at the strike price should be used.

Repos/Reverse Repos

(a) Banking Book - For repos in the banking book the security sold should be included as a long
position. Reverse repos should be treated as loans unless eligible collateral is held (ie Zone A
government securities and cash) in which case they should be regarded as collateralised
loans and the collateral held included as a long position. (The forward leg should not be
included as a short position.) Where collateral is ineligible the counterparty risk on the cash
loan should be reported in full.

(b) Trading Book - For both repos and reverse repos in the trading book include outgoing security
if the reporting bank is the ultimate owner. In addition the counterparty risk on both repos and
reverse repos should be reported (see below Counterparty Risk - Repos/Reverse Repos).

For stock lending transactions the same reporting treatment as in respect of repos apply and those
in respect of reverse repos should be adopted for stock borrowing.

Underwriting commitments

This covers discrete issues of securities (equities and bonds) only. The treatment for underwriting
set out here does not extend to any commitment of a continuing or revolving nature. The exposure
arising from other underwriting commitments should be taken to be the full amount of the sum
underwritten.
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There are two distinct phases in the reporting of underwriting commitments in respect of securities
issues: (i) date of initial commitment until Working Day Zero and (ii) Working Day Zero onwards.
(Date of initial commitment and working day zero are defined in Chapter TU (Underwriting in capital
adequacy framework) of the FSA Policy Guide/IPRU (BANK).)

(i) Date of initial commitment until working day zero - for both non-expert and expert underwriters
notification should be on the basis of a credit equivalent amount (CEA). Amounts sub-
underwritten or sold forward should only be offset against the underwriting commitment when
calculating the CEA when such commitments are received prior to the reporting institution
committing to the client. The CEA should be calculated (on the basis of the net amount where
applicable) using the credit conversion factors set out in the following table:

Implied Post-notify Pre-notify Maximum
Conversion (10%) (1) (25%) (2) “‘expert”

Factor guideline (3)
All debt instruments 18.75% 53% 133% 400%
Preference share, 23% 44% 108% 325%
constituents of the FT-SE
100 index, and related
convertibles, US S&P
500, Japan Nikkei 225
Constituents of FT All- 30% 34% 83% 250%
share index & related
convertibles; other major
non-UK equities
Other equities with a 43% 24% 58% 175%
normal market size and
other second tier non-
equities
Other UK and non-UK 75% 14% 33% 100%
equities and related
convertibles

(1)  The nominal amount (expressed as a percentage of capital) which corresponds to the
post-notification threshold when converted into credit equivalent terms.

(2)  The nominal amount (expressed as a percentage of capital) which corresponds to the
post-notification threshold when converted into credit equivalent terms.

(3) The lower of 400% nominal or three times the pre-notification trigger. (The latter
applies in all cases other than debt underwriting.)
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(i) Working Day Zero Onwards - post working day zero exposures for both experts and non-
experts are calculated on the same basis. The measure of exposure is based upon the net
underwriting position (= gross underwriting commitment + purchases - sales - sub-
underwritings) multiplied by a discount factor. Discount factors should be applied as

follows:

Working Day 0 100%
Working Day 1 90%
Working Day 2 75%
Working Day 3 75%
Working Day 4 50%
Working Day 5 25%
after Working Day 5 0%

The amount to be reported = the net underwriting position x (100% - discount factor). This
net exposure should be aggregated with other exposures to the issuer. Holdings of
securities as a result of an underwriting commitment are also eligible for soft limits as set
out below.

(ii) Counterparty risk

Forward Transactions

Forward sales and purchases of securities in both the banking and trading books give rise to a
counterparty exposure. When receiving securities in exchange for cash or securities the reporting
bank should report the higher of:

(i) zero plus an add-on for potential future exposure; or

(i)  the difference between the market value of the securities to be received and the contracted
value for forward delivery plus an add-on for potential future exposure.

When receiving cash or securities in exchange for securities, the reporting bank should report the
higher of:

(i) zero plus an add-on for potential future exposure; or

(i) the difference between the contracted value for forward delivery and the market value of the
securities to be delivered plus an add-on.

The amounts to be received or given should include all cash flows related to the securities and the
transactions.

The add-on should be calculated in accordance with the risk cushion factors set out in Chapter TC
(Counterparty risk in the trading book), Section 3.3.3, of the FSA Policy Guide/IPRU (BANK).

In addition to these types of exposure, where compensation is due to be paid in the future in
exchange for a contract, the current market value of the payment due should be reported.
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Settlement of transactions

(a) Free Deliveries

An immediate exposure arises where the reporting bank has settled its side of the transaction
but not yet received the countervalue ie final funds or an undertaking to effect transfer of funds
by close of business on the same business day. Where the reporting institution has provided
the cash the current market value of the asset being purchased should be reported for trading
book exposures, and the book value for banking book exposures. Where the reporting
institution has the asset the cash due should be reported for both banking and trading book
exposures. (Where the transaction is effected across a national border there is a window of
one working day.)

(b) Unsettled Securities Transactions

In both the banking and trading books, claims on a counterparty arising in the course of
settlement of a securities transaction where neither the reporting institution nor the
counterparty have settled their side of the transaction should be reported where settlement is 5
days overdue. The exposure should be calculated as the difference between the amount due
and the current market value of the instrument.

Repos/Reverse Repos

For repos/reverse repos in the trading book the exposure to the counterparty should be calculated
as the mark-to-market differential between the collateral provided by the reporting bank and that
received from the counterparty. In the case of undocumented repos, an add-on for potential future
exposure should be included in accordance with the risk cushion factors set out in Chapter TC
(Counterparty risk in the trading book), Section 3.3.3, of the FSA Policy Guide/IPRU (BANK).

Interest Rate, Foreign Exchange Rate, Equity and Commodity Related Contracts

For exposures relating to over-the-counter interest rate (OTC), foreign exchange rate, equity and
commodities contracts the amount at risk for the reporting of large exposures may be less than the
nominal exposure. These exposures should be reported and aggregated with other exposures to
the same counterparty.

Interest rate related contracts: single currency interest rate swaps, basis swaps, forward rate
agreements and products with similar characteristics, interest rate options purchased (including
caps, collars and floors purchased as stand-alone contracts) and similar instruments should be
reported as interest rate related contracts. Contracts of a similar nature concerning bonds should
also be included in this category.

Foreign exchange rate related contracts: cross currency swaps, cross currency interest rate swaps,
forward foreign exchange contracts, currency options purchased and similar instruments should be
reported as foreign exchange related contracts. Contracts of a similar nature concerning gold
should also be included in this category.
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Equity and Commodities Contracts: Equity options purchased, swaps and similar contracts,
commodity options purchased, swaps and similar instruments involving physical commodities.

The amount at risk should be calculated as the credit equivalent amount (CEA) of these items
which should be arrived at by the replacement cost method. For Banking Book transactions, this
should be consistent with reporting on Form BSD3. For Trading Book exposures, valuations
should be made in line with the valuation procedures outlined in the Trading Book Policy Statement
which should be agreed with the FSA.

Note: No CEA should be reported for either contracts traded on exchanges where they are subject
to daily margining requirements or for OTC foreign exchange contracts (except contracts
concerning gold) with an original maturity of 14 calendar days or less. When trading on an
exchange with daily margining requirements, credit exposure only arises in respect of initial margin
and excess variation margin payments. These exposures should be reported as on-balance sheet
exposures to the exchange (or its associated clearing house).

Mark-to-market amount

Reporting banks should mark-to-market in a prudent and consistent manner. See SGN34 for further
guidance.

Notional principal amount

For exchange rate contracts and bond options, the notional principal amount should be taken as the
amount of principal underlying the contract, as regards the asset (currency, equity, bond or commaodity)
being received by the reporting bank, translated into sterling at the spot exchange rate on the reporting
date.

For an amortising swap, ie one based on a steadily declining notional principal, the notional principal
should be taken as the amount outstanding at the reporting date.

For a swap based on a fluctuating level of principal, the notional principal should be taken as the
maximum notional principal outstanding over the remaining life of the swap.

For amortising interest rate swaps with cash-flow mismatches in payments, the notional principal may
differ between the two sides of the swap. The notional principal amount should be taken as the amount
of principal underlying the contract as regards the asset being received by the reporting bank.

For swaps involving reference assets, the notional principal should relate to the total volume over the
whole contract (not simply the volume per settlement period).

For options purchased, the notional principal should be taken as the underlying principal on the option,
using for currency options, the received currency at the spot rate on the reporting date.

For contracts with multiple exchanges of principal the potential future exposure should be multiplied by
the number of payments still to be made under the contract.
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Banks should not generally enter into contracts at off market prices. If any contracts are undertaken at
off market prices banks should contact their line supervisor to discuss the background and to agree a
reporting treatment. Where swaps are arranged at off-market rates or where options begin deep in the
money, contracts may include an element of “disguised” credit exposure. In general, the FSA would
consider a disguised credit exposure to be present where the contract either starts with a significantly
positive mark to market, or because of an assumption of unchanged interest and exchange rates. In the
case of interest rate or cross currency swaps arranged at off-market prices, the FSA will require special
treatment for contracts which have been created in order to disguise a credit exposure to the
counterparty. Such cases should be discussed with the FSA.

Remaining maturity

The remaining maturity of a swap should be taken as the time until the final expiry of the swap. For
FRAs and similar products, the remaining maturity should be taken as the time from the reporting date
until the end of the period to which the interest rate underlying the contract relates (see SGN34 for more
detail generally).

For contracts that are structured to settle outstanding exposure following specified payment dates and
where the terms are reset such that the mark to market value of the contract is zero on these specified
dates, the residual maturity should be set equal to the time until the next reset date. However, in the
case of interest rate contracts with a residual maturity of more than one year, the potential future
exposure matrix multiplier may be subject to a floor of 0.5% even if there are reset dates of a shorter
duration.

Replacement cost methodology

The credit equivalent amount should be calculated in accordance with the reporting instructions set out
in SGN34.

Reportable Exposures

Exposures to the following categories of counterparties should be reported separately:-

(i) An individual non-banks counterparty

(ii) Closely related counterparties

(iii) A connected counterparty

(iv) A bank, building society, recognised investment firm, recognised clearing house or

recognised exchange
(v) A central government
(vi) Zone A/Zone B countries

Exposure to individual, or groups of closely related, counterparties should be reported in columns 2 and
3 in each category of counterparty in descending order by size. Exposures to individual counterparties
which constitute a group of closely related counterparties (see SGN12) should be reported as one
exposure.
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Where reporting is on a gross basis, the exposure at the reporting date should be included in column
2(a) and the maximum during the period in 2(b). Where the terms outlined in Chapter NE (Collateral
and netting) of the FSA Policy Guide/IPRU (BANK) are met, such that reporting is on a net basis, the
exposure at the reporting date should be included in column 3(a) and the maximum during the period in
3(b).

Exposure Categories
PART 1

Exposures to individual non-bank counterparties and groups of closely related non-bank counterparties
should be reported in this section. Exposures to international organisations (including multilateral
development banks and the Bank for International Settlements (BIS)) should be included here.

The 20 largest exposures should be listed (unless a lower number has been agreed by the reporting
bank with the FSA) and any other exposure which exceeds 10% (unless a lower % has been agreed
with the FSA) of the reporting bank’s capital base.

PART 2

This includes exposures to individual non-bank counterparties and groups of closely related non-bank
counterparties which are connected to the reporting bank should be reported in Part 2(i). Exposures to
banks connected to the reporting bank should be included in Part 2(ii). Any amounts exempt under a
connected exposure “concession”, agreed in writing with the FSA, should be reported in column (7).

PART 3

This covers exposures to banks, building societies, recognised investment firms, recognised clearing
houses and recognised exchanges. Additionally, where the reporting bank is exposed to a bank which
is closely related to a non-bank counterparty to which the reporting bank is also exposed and the
exposure to the bank and the non-bank counterparties taken together exceeds 10% of the reporting
bank’s capital base, the exposure to the bank should be reported here in Part 3(i) if the exposure is < 1
year in maturity and that part of the exposure > one year maturity, if any, reported in Part 3(ii).
Exposures to counterparties closely related to the counterparties reported in column 1 should be
reported in column 5.

The 20 largest exposures (unless a lower number has been agreed by the reporting bank with the FSA)
and any other exposures which exceed 10% of the reporting bank’s large exposures capital base
(LECB) should be reported. Where a loan is repayable in instalments the amounts should be reported
in parts (i) and (ii) in accordance with the maturity of the instalments, such that the amount repayable
within one year will be included in Part 3(i) and that part due to be paid in over 1 year will be included in
Part 3(ii). A security with optional redemption dates which are exercisable by the holder should be
classified according to the first optional redemption date. Exposures arising from repos/reverse repos
should be reported in 3(i) or 3(ii) according to the maturity of the repo contract not the security repoed.
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PART 4

Exposures to central governments and central banks which exceed 10% of the reporting bank’s capital
base should be included in this section. Exposures to local authorities, states, other public sector
bodies and state owned banks which it is appropriate to treat as an exposure to a central government
should also be reported here (such cases should be agreed with the FSA). The reported exposures
should be split between Zone A and Zone B.

PART 5

Holdings of tradeable securities in the Trading Book which are subject to soft limits should be included in
this section.

Where an exposure to an issuer arising as a result of inclusion of holdings of tradeable securities in the
Trading Book exceeds 25% of LECB the FSA may agree in writing that the use of soft limits is
appropriate. Where the FSA has been pre-notified of and agreed a reporting institution’s limits for soft
limited exposures, exposures which do not exceed these limits need not be further pre-notified to the
FSA although they should be post-notified on the Form LE2 and subject to incremental capital
requirements. Such exposures should be marked with an (S) and listed in Part 5 of the Form. The
capital charges listed here should be carried across to items B120 and B130 of the Form BSD3 and any
incremental capital charge calculated on that form.

Reducing an Exposure
Syndicated loans/Sub-participations

Where the reporting bank acts as manager or co-manager of a loan financed by more than one
institution, the other participating institution’s share of the loan should not be reported as an
exposure by the reporting bank. The participating institution, however, should have made a deposit
with the manager covering its full share of the loan, and there should be no recourse to the
manager by the participating institution should the borrower fail to repay. A participating institution
should report its exposure as an exposure to the ultimate borrower.

Bad debt provisions

The book value should be reported gross of provisions for bad and doubtful debts. Similarly, where
an exposure is marked to market the valuation should be gross of any provisions. Such provisions
should however be reported in column 4 and the calculation of exposures against large exposures
limits in Chapter LE (Large exposures) of the FSA Policy Guide/IPRU (BANK) should be made
using exposures net of specific provisions (ie figures in column 2 or 3 of the return net of column 4).
Exposures should also be reported net of write-offs which have occurred since the last reporting
date. These write-offs should be reported in a schedule to the form.

Exposures secured by Eligible Collateral

Where an exposure is fully secured by cash collateral in accordance with the terms of Chapter NE
(Collateral and netting) of the FSA Policy Guide/IPRU (BANK), the value of collateral held should
be reported in column 5(a) of Parts 1, 2 and 4, and column 6(a) of Parts 3(i) and 3(ii). Where Zone
A government securities are held as collateral, the value of the securities held should be reported in
column 5(b) of parts 1, 2 and 4, and 6(b) in parts 3(i) and 3(ii).
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Exposures covered by guarantees

Where an exposure is guaranteed, either by the parent bank of the reporting bank or a third party,
the amount so guaranteed should be reported in column 6(a) and 6(b) respectively in Parts 1, 2 and
4 and column 7(a) and 7(b) in parts 3(i) and 3(ii). If an exposure to the original counterparty is
reduced by virtue of a guarantee the exposure to the guarantor should be recorded.

1-3 year derivative concession

Derivative exposures with a maturity of over one year but under three years may be weighted at
20% for the calculation of exposures against limits in appropriate cases. Such cases should be
agreed in advance in writing with the FSA. For reporting, these exposures should be included un-
weighted in amounts reported in column 2 or 3 of Part 3(ii). The amount exempt under this
treatment should be reported in column 8.

Connected exposure concessions

Where a connected exposure concession eg a treasury concession has been agreed, amounts
covered by the concession should be included in column 7 of Part 2(i) and Part 2(ii).

Amount included in clustering ratio

This should be the gross/net exposure less any amounts allowed to be set off under columns (4)-
(9) where relevant. Care: amounts reported as being covered by a third party guarantee may not
be excluded from the clustering ratio calculation depending upon the status of the guarantor. All
entries in the clustering ratio columns in Parts 1-4 should be summed and the total reported in the
box provided in Part 4. This total should be measured as a % of capital base so as to monitor
compliance with the limit agreed with the FSA for the reporting bank.
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FORM LE2
ANALYSIS OF LARGE EXPOSURES

INTERNAL VALIDATIONS

Ref no LE2 column number

1
2

0 N O O

10
11
12

13
14
15
16
17
18
19

20
21
22
23
24
25
26

27
28

FSA Handbook

e SUP

A2A
A3A
A4
A7

B2A
B3A
B4
B8

C2A
C3A
C4
C8

D2A
D3A
D4
E2A
E3A
E4
E9

FA2A
FA3A
FA4
FB2A
FB3A
FB4
FB7

FTOT
FSA
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AN IN

IA

IA

IA

IA

N IA

IA

IA

IA

IA

IA

IA

IA

IA

IA

IA

IA

IA

IA

A2B
A3B
A2A+A3A

if ((A2A+A3A-A4-A5A-A5B-ABA-A6B)<CB1*0.1, 0,
>(A2A+A3A-A4-A5A-A5B-ABA-ABB))

B2B
B3B
B2A+B3A

if (B2A+B3A-B4-B5A-B5B-B6A-B6B-B7)<CB1*0.1, 0,
>(B2A+B3A-B4-B5A-B5B-B6A-B6B-B7))

C2B
C3B
C2A+C3A

if ((C2A+C3A-C4-C5A-C5B-C6A-C6B-C7)<CB1*0.1,
0, >(C2A+C3A-C4-C5A-C5B-C6A-C6B-C7))

D2B
D3B
D2A+D3A
E2B
E3B
E2A+E2B

if ((E2A+E3A-E4-E6A-E6B-E7A-E7B-E8)<CB1*0.1, 0,
>(E2A+E3A-E4-E6A-E6B-E7A-E7B-E8))

FA2B
FA3B
FA2A+FA2B
FB2B
FB3B
FB2A+FB3A

if (FB2A+FB3A-FB4-FB5A-FB5B-FBGA-
FB6B)<CB1*0.1, 0, >(FB2A+FB3A-FB4-FB5A-FB5B-
FB6A-FB6B-FB7))

SA7+YB8+YC8+YE9+YFB7

0 (Introduced SRN/2001/2, effective December
2001)



FORM LE2
ANALYSIS OF LARGE EXPOSURES

CROSS FORM VALIDATIONS
LE2 AND BSD3

Ref no LE2 items BSD3 items
1 YA4+YB4+> C4+>D4+>E4+>FB4 < Appendix A-V 80S (SRN/1998/5)
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LIQUIDITY RETURN (FORM LR)

These instructions should be read in conjunction with the Supervisory Guidance Notes as necessary.
For convenience, these reporting instructions will refer to the Supervisory Guidance Notes as ‘SGN’, the
FSA Banking Supervisory Policy Guide as ‘FSA Policy Guide’ and the Interim Prudential Sourcebook
for Banks as ‘IPRU (BANK)'.

General Notes'
Completion and submission to the FSA

1 Institutions should submit completed and signed returns to the Financial Services Authority
(FSA) c/o Monetary and Financial Statistics Division of the Bank of England. All returns should
be sent to the address printed on the cover page of the form within ten business days after the
reporting date, or twelve business days for those institutions reporting electronically. For
reporting dates and the basis of reporting, see SGN3 and SGN Appendix | respectively.
Institutions should note that the reporting cycle is dependent upon the basis on which they
report to the Bank of England on Form BT (see Note 3 on the front of the Form LR)Z.

2 Institutions may choose whether they report on a trade date or settlement date basis. However,
the institution should report consistently on one basis both across the return and between
reporting periods.

3 Branches of European Union and non-European Union institutions (EEA banks and UK
branches of banks established outside the EEA) who have agreed a global concession with
regard to liquidity reporting will not normally be required to complete this return. This is
because their liquidity is supervised by the home supervisor. However, the supervisor may
request such information in a similar format should the need arise. .

Cross validation
4 This return does not cross reconcile with any other prudential or statistical returns.

5 Validations are carried out internally within the form. In addition, the FSA will wish to compare
for reasonableness the figures provided on this return with those provided on other returns.

Liquidity reporting in individual currencies

6 This return should be completed on the basis of all currencies combined. Currencies should be
translated into sterling (or euros if appropriate, see SGN2a) at the closing spot mid price on the
reporting date and entered in the relevant time band. However, the FSA may require
institutions to provide management information on positions in individual currencies in the event
of difficulties either in the individual institution or with the currency in question.

' The FSA has produced a text-based Distance Learning pack titled "Measuring banks' liquidity: Form
LR". Itis designed to help users understand the FSA’s liquidity reporting guidance using Form LR. lItis
principally targeted at those responsible for overseeing liquidity reporting to the FSA and managers in
treasury functions; but it could also be of benefit to a wider audience. It is suitable for a range of banks
carrying out a wide range of activities.

The material comes in two packs - the Resource Pack and a Learning Pack, one providing a source of
information and the other exercises to test understanding. A set of both packs costs £95. Special
offers are available if you want more copies of the Learning Pack to go with one Resource Pack.

For more information or to order a copy, please contact the Industry Training Helpline on

020 7676 0752
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Cashflow vs maturity analysis approach

7

10

11

12

13

14

15

The policy aim is to ensure that institutions hold sufficient liquid assets to meet their obligations
as they fall due and the FSA agrees mismatch guidelines to help secure the policy objective.

The form is there to monitor institutions’ compliance with their guidelines.

It does this in two ways: firstly, by including a maturity analysis of known and/or potential
cashflows out to six months and secondly, by a maturity analysis of assets and liabilities from 6
months to 5 years. Non-marketable assets, and liabilities with a maturity of more than five
years or which have no maturity, are not covered . During the transitional period, institutions
should only provide an analysis of cashflows out to 1 month; the period beyond 1 month may
be reported as a maturity analysis of assets and liabilities. Institutions may decide how and
when they effect the transition to reporting cashflows out to six months but the transition should
be completed by the fourth quarter 2001. Marketable assets with a maturity greater than 1
month should generally be shown separately and not included in the cashflow ladder (but see
paragraph 44 below).

Institutions should report both inflows and outflows on the same basis. Therefore, if an
institution reports inflows on the cashflow basis out to three months it should also report
outflows on the cashflow basis out to three months. The split between the cashflow basis of
reporting and the maturity analysis should occur at the same timeband throughout the
return.

Items reported on a cashflow basis should include both interest and principal amounts, together
with any other income relating to them.

Items reported on a maturity basis should be reported at their value on the institution’s books.
However, any cashflows arising from these items (eg interest payments) within the cashflow
reporting period should be included in the relevant cashflow periods.

Thus cashflows (eg interest payments on a loan) arising from items (however reported) should
be entered in the relevant cashflow timebands (ie those which the institution reports) when they
fall due.

Part 2 of this return is divided into sections asking for details of ‘Retail’ and ‘Wholesale’ inflows
and outflows. The exact division between the two sections is a matter for individual institutions
to decide and include within their liquidity policy statement.

Where the amounts of cashflows are not material in relation to the total cashflows, the
institution may agree with their supervisor that they need not be reported.. The institution
should agree in advance with their supervisor which flows are not considered ‘material’ for the
purposes of liquidity reporting. Any such arrangements should be included within the
institution's liquidity policy statement, particularly for the purposes of reports commissioned
under Section 39 of the Banking Act 1987 or Section 166 of the Financial Services and Markets
Act 2000.

%In general, any change in Form LR reporting dates as a result of the Bank of England changing the
institution’s reporting frequency of the Form BT will take effect within the subsequent quarter.
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“Contractual” vs “Behavioural” approach to liquidity position measurement: Parts 2 and 3 of the
return

16 For supervisory monitoring, the FSA will normally wish to assess an institution’s liquidity
position on a “worst-case” basis. Therefore, in Part 2 of this return (Contractual basis), cash
inflows should be assumed to occur at their latest contractual maturity, while cash outflows
should be assumed to occur at their earliest contractual maturity.

17 The contractual maturities pertaining to some assets and liabilities do not bear close relation to
their actual behavioural characteristics. Examples might be overdrafts and credit card
receivables. For this reason, for some limited categories of inflow and outflow, it is considered
appropriate for institutions to report data on one of two bases. The basis of reporting should
be agreed in advance with the FSA. First, the “contractual” basis, under which it will generally
be assumed that items behave in accordance with their contractual terms; second, with certain
“behavioural” assumptions factored into the calculations. In certain circumstances, the FSA
may require an institution to report behavioural adjustments, particularly in respect of overdrafts
(see items B1C and items B2A-B5A).

18 In instances where institutions apply for behavioural treatments, the FSA will expect such
applications to be properly supported by empirical data running over an appropriate period of
time.

Arrears and overdue

19 Where assets or other items giving rise to cashflows are non-performing, poorly performing or
there is reasonable doubt about the certainty of receipt of inflows of funds pertaining to them,
cashflows arising from them should not be included as receivable in the timeband columns.
Rather the items should be reported in the ‘overdue’ column.

20 Non-performing or poorly performing assets are described as assets where on any reporting
date, the asset or part of it, has passed the due date for repayment by fourteen days or more
(or, in the case of lending under unconditional ECGD bank guarantee, ie Buyer Credit and the
Supplier Credit Financing Facility, by thirty days or more). Assets, where the institution does
not consider there is reasonable doubt over the certainty of receipt of inflows, but which have
passed the due date by fourteen days or less (or less than thirty days for lending under
unconditional ECGD bank guarantee, ie Buyer Credit and the Supplier Credit Financing
Facility), should be entered as ‘next day’.

21 Unless the whole of the loan or asset has been formally declared to be in default within the
terms of the contract, only that part of a loan/interest or other asset actually overdue should be
reported in the ‘overdue’ column on a contractual basis. If the whole of the loan or asset has
been formally declared to be in default within the terms of the contract, the institution should
exclude any unmatured instalments of a loan which is partially in arrears. The institution should
also report the amount of their debt portfolio which is in arrears in item D2B of the memo items
to Part 2.

22 Where an asset or cashflow previously reported according to the treatment in paragraphs 20
and 21 is contractually rescheduled according to a written agreement, institutions should cease
to report these items as ‘overdue’ and report them according to the new agreed dates for
repayment.
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However, certain institutions work on a recency basis, ie the customer is not deemed to be in
arrears if repayments are still being met, even if one or more payments have been missed. In
this case, they may report the debt accordingly on the maturity ladder, ie reporting the number
of payments at their prescribed intervals with an extension on the maturity of the loan to
account for the missed payments. Such treatment should however be regarded as an
exception and institutions should contact their supervisor before adopting this method of
reporting, which should be shown in the behavioural adjustments section of the Form (Part 3).

Provisions

24

Items should be reported net of specific provisions. General provisions should not be recorded
on this return.

Residual Maturity

25

26

27

28

29

30

Unless otherwise stated in the reporting instructions, all references to maturity for the purpose
of this return refer to residual maturity.

Cash inflow and outflow items and assets and liabilities should be classified according to their
remaining maturity. Cashflows such as receipts of interest on performing loans or payments of
interest on deposits should be recorded in the timeband in which they will occur.

Deposits placed with the reporting institution should - as appropriate - be reported either as
outflows occurring on the earliest possible repayment date, or as liabilities maturing at the
earliest possible repayment date. In this context, the earliest repayment date means the first
rollover date or the shortest period of notice required to withdraw the funds or to exercise a
break clause, where applicable.

Loans made by the reporting institution should - as appropriate - be entered as inflows
occurring on the latest possible repayment date or as liabilities maturing at the latest possible
repayment date. Purely technical break facilities should be disregarded for fixed term loans.
Where the institution has loans outstanding at the reporting date under revolving credit lines
and has not received notification that they will be redrawn on maturity, the intermediate date
should be taken as the maturity date.

Where an institution holds a security where the issuer has the option to repay over a range of
dates, the last repayment date should be taken as the date of repayment, unless notice has
been given of redemption at an earlier date. Where the institution has issued such a security
the first repayment date should be taken as the date of repayment, unless notice has been
given of redemption at a later date.

The treatment of spot foreign exchange deals will depend upon whether the institution reports
on a trade or settlement date basis. Those reporting on a trade date basis should only include
the effect of any transactions which take place on the reporting date, whereas those reporting
according to the settlement date may need to report deals from previous days which have yet to
settle. This should not affect an institution’s decision about the basis on which it should report
the Form LR. As long as the Form LR is reported consistently on one basis across the form
and between quarters, it will not have any impact on an institution’s compliance with its
mismatch guidelines.
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32

33

34

35

36

37

Where an institution has entered into a forward deal where it is fully committed (eg a
loan/deposit with a start date of two days forward and spot foreign exchange trade) and the
cashflows will take place within the sight to 8-day time band, it should be reported on the return
as such. However, where the institution intends to enter into an agreement in two days time but
has not yet committed itself, this should not be reported as this return is intended to be a
snapshot at the end of the quarter.

The timeband ‘next day’ comprises cashflows or asset items due, available or maturing on the
next business day after the reporting date.

Cashflows arising or assets/liabilities maturing on a non-business day should be reported as
taking place on the following business day.

Funds callable at one day’s notice should be entered as two-day maturity unless notice has
been received or given on the reporting date.

Funds callable at seven days’ notice should be entered in the ‘8 days and under (excluding next
day)’ maturity band, even if not called.

Where the period to remaining maturity is to be entered in months, it should be calculated on a
calendar month basis starting from the reporting date.

The following example sets out in which timeband cashflows and assets/liabilities due, available

and maturing on the reported dates stated will be reported. All dates are inclusive.

Reporting date

28/29 February

31 May

31 August

30 November

‘Demand (inc. | 1 March/next 1 June/next 1 September/ 1 December/next
next day)’ business day business day next business business day
covers: day

‘8 days and Up to 8 March* Up to 8 June* Upto 8 Upto 8

under’ covers: September* December*

‘over 8 days — | 9- 31 March 9 - 30 June 9-30 9 - 31 December
1 month’ September

covers:

‘over 1 month 1 April - 31 May | 1 July — 31 1 October - 30 1 January - 28/29
— 3 months’ August November February

covers:

‘over 3 months | 1 June - 31 1 September - 1 December - 1 March - 31 May
- 6 months’ August 30 November 28/29 February

covers:

‘over 6 months
- 1 year
covers:

1 September -
28/29 February

1 December -
31 May

1 March - 31
August

1 June - 30
November

* but excluding next day
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Netting of debts and claims

38 All claims and liabilities should be reported gross. Reporting institutions should not net (or
offset) claims on counterparties or groups of counterparties against debts owed to those
counterparties or groups of counterparties, even where a legal right of set off exists. Where the
maturity of the claims and debts falls within the same timeband, the claims and debts will
automatically offset each other on the return in the calculation of the mismatch.

39 Institutions should report long positions in marketable assets on Part 1 of this return. Long
positions in ‘non-marketable’ items should be entered in Part 2 of the form as inflows. Short
positions should be reported on Part 2 of the return. Short positions arising from either forward
sales/purchases or repos have their own designated lines on Part 2, items C2G and C3C. An
outflow relating to these types of short position should be reported in the timeband
corresponding to the maturity of the contract. In the case of short positions arising from
anything other than forward sales/purchases or repos, eg short-selling a bond, the outflow
should be reported in Part 2 in the line corresponding to the expected counterparty eg C2D
(interbank), C2E (corporate) or C2F (government). If the counterparty is not known, the outflow
should be reported by default in C2D (interbank). These types of short positions should be
reported as outflows in the demand timeband. In the case of marketable assets, institutions
should enter the marked-to-market value of the asset as an outflow in the demand timeband.
Non-marketable assets should be reported in the demand timebands at their redemption value
or, where this is unavailable or inappropriate (eg in the case of equities), the book value should
be reported.

40 For example, assume two months before the reporting date, an institution made a loan to a
customer of £1mn for 6 months and that customer placed funds with the institution of £500,000
for three months. Assuming that the institution reports on a cashflow basis out to 6 months, it
should record an inflow of £1mn in the ‘Over 3 months - 6 months’ column under the
appropriate category and an outflow of £500,000 in the ‘Over 8 days - 1 month’ column under
the appropriate category. In addition, any interim cashflows such as interest payments and
receipts should be recorded in the appropriate timebands. During the transition period
however, the institution may only report on a cashflow basis out to one month. In this case, the
Form will show an asset of £1mn maturing in the ‘Over 3 months - 6 months’ column and an
outflow of £500,000 in the ‘Over 8 days - 1 month’ column. Only the outflow would include any
interim cashflows in the appropriate timebands.

Marketable securities

41 In reporting liquidity positions, institutions should normally apply “worst case” assumptions
about the timing of inflows and outflows of funds. However, some categories of asset are
clearly marketable and could be readily converted into cash where necessary. These assets
are reported in Part 1 of the Form, Marketable Assets. Institutions should enter the full value of
the marketable asset concerned in columns 1 and 2 according to the currency of denomination.
The following two columns then set out the discount which will need to be applied to the full
value of the asset. Discounts are applied to reflect that an institution may realise less than the
market price quoted for an asset where the institution is seeking to realise assets quickly
because of liquidity problems pertaining either to itself, or to general market conditions, or both.
The institution should then allocate the discounted value of the assets to either of columns 3 or
4,
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42 The timeband into which a marketable asset may be brought is determined by the length of the
settlement period for the instrument in question. This reflects the length of time it would take for
an institution to receive the proceeds of any sale. For example, equities quoted in the FTSE
100 index may be reported as funds receivable in the sight - eight days category because
settlement for equities sold today occurs in less than eight days. Where the settlement period
for items is more than eight days, or where there are other factors which mean that funds would
not be received within the sight to eight days category were the asset sold or repo’d today, then
the funds should be recorded as receivable in the over eight days to one month column of
Part 1. Where settlement or other delays mean that funds would not be received within one
month, then the items should be recorded in Part 2 of this return.

43 Marketable assets maturing at exactly one month should be reported in Part 1 of the return.
Institutions however, may include the full value of the asset in the one month timeband and not
to discount at all during the life of the asset

44 Where assets have a residual maturity of less than one month, the FSA recognises that it is not
relevant to automatically apply a discount to such assets. In general, these assets should be
entered as cashflows in the relevant timeband in Part 2 of the form (not Part 1) and no discount
will be applied. The FSA acknowledges, however, that certain assets may be marketable right
up to the day before they mature, and the agreement of the FSA should be sought before such
assets are included in Part 1.

45 Assets which do not meet the criteria in paragraph 46 below, or which cannot be fitted into the
tables below, are non-marketable assets for the purposes of this return and should be reported
in Part 2 of the form according to their residual maturity. This covers:

(a) Non-investment grade debt instruments (as rated by a recognised credit agency)
issued by a Zone B issuer;

(b) Non-investment grade debt instruments (as rated by a recognised credit agency)
issued by a non-government Zone A issuer;

(c) Commercial paper and certificates of deposit that do not meet the definition of
marketable assets as set out in paragraph 46 below and Chapter LM (Mismatch
liquidity), Section 5.1.3, of the FSA Policy Guide/IPRU (BANK).

46 Marketable assets need to fulfil all the following criteria:
(a) prices are regularly quoted for the item by a range of counterparties;
(b) the item is regularly traded;

(c) the item may be sold (or repo’d) either on an exchange or in a deep and liquid market,
for payment in cash; and

(d) settlement is according to a prescribed timetable rather than a negotiated timetable.

47 To avoid double counting, cashflows (of principal or interest) arising from holdings of
marketable assets should not be included in Part 2 of this return.
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48 Where Brady bonds have been issued by Zone A governments, these securities should be
reported as zone A government debt under items A2A/A2B/A2C rather than as Brady bonds in
item A4A.

49 The value included at demand-eight days or demand-one month will normally be a discount to
the marked-to-market value of the asset (taken from the bid price) at the reporting date. The

range of discounts is set out below.

(i) Zone A items issued in zone A currencies

Asset

Discount factor

Central government and central government guaranteed marketable
securities, including Treasury bills, eligible local authority paper and
eligible bank bills with 0 - 12 months residual maturity. Also Brady
Bonds issued by Zone A governments of similar maturity.

0% (20% if
denominated in a
zone B currency)

Other central government, central government guaranteed and local
authority marketable debt with over 12 months - 5 years residual
maturity or issued at variable rates with over 12 months residual
maturity. Also Brady Bonds issued by Zone A governments of similar
maturity.

5% (25% if
denominated in a
zone B currency)

Other central government, central government guaranteed and local
authority marketable debt with over five years residual maturity. Also
Brady Bonds issued by Zone A governments of similar maturity.

10% (30% if
denominated in a
zone B currency)

Non-government debt securities which are either issued by a zone A
credit institution or an investment firm subject to a CAD equivalent
regime or which are classified investment grade by a relevant credit
ratings agency (see paragraph 50) and which have 0 - 6 months
residual maturity.

5% (25% if
denominated in a
zone B currency)

Non-government debt securities which are issued by a zone A credit
institution or an investment firm subject to a CAD equivalent regime or
which are classified investment grade by a relevant credit ratings
agency (see paragraph 50) and which have over 6 months - 5 years
residual maturity.

10% (30% if
denominated in a
zone B currency)

Non-government debt securities which are issued by a zone A credit
institution or an investment firm subject to a CAD equivalent regime or
which are classified investment grade by a relevant credit ratings
agency (see paragraph 50) and which have over 5 years residual
maturity.

15% (35% if
denominated in a
zone B currency)
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(ii) Zone B items (irrespective of currency)

Asset Discount factor

Central government and central government guaranteed marketable 20%
securities, including Treasury bills, with 0 - 12 months residual maturity
which are classified investment grade by a relevant credit ratings
agency (see paragraph 50).

Other central government and central government guaranteed 30%
marketable debt with over 12 months - 5 years residual maturity, or at
variable rates, which is classified investment grade by a relevant credit
ratings agency (see paragraph 50).

Other central government and central government guaranteed 40%
marketable debt with over five years residual maturity which is
classified investment grade by a relevant credit ratings agency (see
paragraph 50).

Non-government debt securities which are classified investment grade | 30%
by a relevant credit ratings agency (see paragraph 50) and which have
0 - 6 months residual maturity.

Non-government debt securities which are classified investment grade | 40%
by a relevant credit ratings agency (see paragraph 50) and which have
over 6 months - 5 years residual maturity.

Non-government debt securities which are classified investment grade | 50%
by a relevant credit ratings agency (see paragraph 50) and which have
over 5 years residual maturity.

(iii) Brady Bonds

Brady Bonds (other than those issued by Zone A governments) 20% (40% if
denominated in a
zone B currency)

(iv) Equities
Equities which are listed on a recognised stock index (see paragraph 20% (40% if
51). recognised stock
index in a zone B
country)
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50 The list of relevant credit ratings agencies is given in SGN Appendix H and in Section 9
(Appendix 2) of Chapter Tl (Interest rate position risk) of the FSA Policy Guide/IPRU (BANK).

51 The list of recognised stock indices is listed in Section 6 of Chapter TE (Equity position risk) of
the FSA Policy Guide/IPRU (BANK).

Collateral/assets pledged

52 Where an institution has pledged assets as collateral (ie where those assets remain on the
institution’s balance sheet but have been charged as collateral), it should no longer count them
either as being available for sale as discounted marketable assets (in Part 1 of the form), or at
their residual maturity in the timebands (in Part 2 of the form) for the period until they are again
available for immediate sale. However, where an institution receives coupon or interest
payments arising from pledged assets, it may record those cashflows as receivables in the
timeband according to their receipt.

53 Where an institution has collateral pledged to it, or does not have full legal title to collateral, it
should not count the assets that make up the collateral as available for sale as marketable
assets. Only where full legal title to the assets received as collateral has passed to the
reporting institution, and the assets are available for immediate resale, may that institution treat
them as marketable assets.

54 Where an institution has received assets as collateral but they are not beneficially owned nor
available for sale by the institution immediately (for example, unless there is an event of default
by the counterparty), they should not be reported as forming part of the institution’s stock of
marketable assets.

Public Sector Entities (PSEs)
55 See SGN23 for the definition of PSEs.
Off balance sheet cashflows

56 For forward sales and purchases, when the institution sells forward an asset on Part 1 of the
return, that particular asset may continue to be reported in Part 1 of the form until the date of
the forward sale, when the asset leaves the institution's ownership. The inflow of the cash and
the outflow of the asset should still be reported in Part 2 of the return at the 'residual maturity' of
the deal. This treatment is the same as for repos where the asset ceases to appear on Part 1
from the start of the repo (paragraphs 63-67 below).

57 Swaps, FRAs and futures should be reported according to the cashflows they entail. Fixed legs
of swaps should be recorded as the amount of the known cashflow; floating legs of swaps,
FRAs and futures will be recorded according to the cashflow implied by their market value at
the reporting date.

58 Option inflows and outflows are reported as memo items in items D1A and D1B in Part 2 of the
return. Institutions may use one of two methods (see the instructions for items D1A and D1B).
Whichever method is adopted, it should be specified in the institution’s liquidity policy
statement. Margin payments on exchange traded options should be reported according to the
treatment outlined in paragraph 61; amounts relating to the principal on exchange traded
options should be reported in the same way as other option inflows and outflows.
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59 Warrants should be reported according to the treatment for options outlined in the previous
paragraph.

60 Convertible debt securities should be treated as equities where the convertible debt security is
trading at a premium of less than 10%, where the premium is defined as the current mark-to-
market value of the convertible debt security less the mark-to-market value of the underlying
equity, expressed as a percentage of the mark-to-market value of the underlying equity.
Convertible debt securities other than those defined above may be treated as equity or debt
securities.

Margin

61 Since variation margin payments on exchange traded futures take place every day, no amount
should be recorded on the form for these payments. Held options should be reported in the
memo items for options (items D1A and D1B). For other futures, institutions should enter the
mark-to-market value of the future in the appropriate band. Where there is no exchange of
principal, the institution should only report the flows in the timebands which it reports on a
cashflow basis. However, should the institution hold an additional amount at the clearing house
to cover variation margin, this should be entered as a demand asset on Part 2 of the form under
‘Other inflows’. The amount of initial margin held by the institution at a clearing house should
be entered in the ‘Corporate’ item B2D in the relevant timeband according to the residual
maturity of the longest delivery date on the account.

62 For deposits with brokers, where the broker is acting as an intermediary, the same treatment
should be applied to the deposits as that applied to variation and initial margin posted with
clearing houses. Where institutions cannot distinguish between variation and initial margin, the
amount should be entered at the furthest maturity of all contracts on the exchange.

Repos and reverse repos

63 The treatment of repos, reverse repos, stock lending and stock borrowing is essentially
analogous to that of forward sales and purchases and is described in Appendix 1 to these
instructions. Stock lending and borrowing is treated as being analogous to repo and reverse
repo where ownership of the items borrowed and loaned is transferred under the transaction;
the item borrowed is then available for sale immediately by the borrowing institution. The
following treatment should therefore be applied:

(a) The borrowed item should be reported in Part 1 of the form; the loaned item should
cease to be reported in Part 1 of the form.

(b) Report the discounted value of the loaned item as an inflow; report the discounted
value of the borrowed item as an outflow in the ‘Repo/Reverse Repo’ line at the
maturity of the transaction where both are marketable assets.

(c) Should either asset be classed as ‘non-marketable’, the relevant adjustments should be
made to the non-marketable assets line in Part 2 of the form.

64 It has been assumed throughout this definition that the cash leg of the transaction is effected
through Nostro accounts.
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66

67

Throughout this section of the General Notes, the term ‘discounted value of the security’ will
refer to the value of the security once the supervisory discount has been applied to the market
value of the asset.

During the lifetime of a repo, the discounted value of the asset should be reported in item B2F
according to the timeband corresponding to the maturity of the repo. Assets repo’d out will
re-appear in Part 1 of the form once the asset has been received back by the reporting
institution. Reappearance in Part 1 therefore occurs at the settlement date of the asset, which
may not necessarily be the next working day.

For reverse repos, the discounted value of the asset received should only be reported in Part 1
from the first working day after the start of the reversed repo. The asset should be removed
from the Form LR on the day of the maturity of the reverse repo not the first working day after
the maturity of the reverse repo.

Repo against DBV

68

Where an institution has undertaken an (overnight) repo/stock lending in return for unknown
collateral, it should report as though non-government debt of over 5 years residual maturity has
been received. Only where the quality of the collateral received is constrained and the
institution can evidence the constraint should a more favourable treatment be adopted.

Swaps and FRAs

69

70

71

72

73

Institutions should report all projected flows associated with a swap (including any bullet
payments) during the periods where they report on a cashflow basis. Interest amounts on
swaps should only be reported in the cashflow section.

With currency swaps, where an exchange of principal is effected at the start or maturity of the
swap, the two amounts should be treated as a forward foreign exchange contract and reported
in both the cashflow and maturity analysis sections of the form, in either item B3B or item C3B.

For interest rate swaps, eg a 5-year fixed rate against a 3 month LIBOR swap, institutions
should report the known amount of the fixed leg of the cashflow out to the last cashflow
timeband (initially this will be the ‘Over 8 days to 1 month’ period, but by the fourth quarter of
2001, this will be the ‘Over 3 months to 6 months’ timeband). The floating leg should be
reported out to the same timeband according to the cashflow implied by yields prevailing at the
reporting date (or alternatively a forward LIBOR rate). Both legs should be reported in items
B3A or C3A.

For fixed legs, the known amount of the fixed leg should be entered. For floating legs, the
amount of the cashflow to be received should be derived from the swap’s present value at
yields prevailing at the reporting date and entered as an inflow in the relevant timeband. Where
the floating leg has been agreed in advance for a specified period, institutions should report the
cashflow according to this rate.

Cashflows arising from FRAs should only be reported in the cashflow section, NOT in the
maturity analysis section. The present marked-to-market value of the FRA, or the settlement
amount post fixing, should be recorded in the time period based on the actual settlement date
of the FRA, ie when the institution makes a payment or receives funds.
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REPORTING INSTRUCTIONS

A Reporting in euros
Only institutions which the FSA has agreed should report in euros (see SGN2a) should tick this box.

Part 1: Marketable Assets

General Notes

This section is used for reporting holdings of marketable assets which are in the institution’s ownership
and available for sale immediately at the reporting date.

Assets should be reported at their mark-to-market value (bid price) at the reporting date. Where the
institution’s system does not operate on this basis, they may follow their own valuation pract