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Section 5 — Market risk

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 22: Linkages between line items in the balance sheet and the income statement with

positions included in the traded market risk disclosures

Market risk balance sheet linkages
{Umandited)

Tlee mformation below amns 1o feilitate the
understandimg of lmkages between lme mtems m the

L |
Marker visk linkages to e accounting balance sheet

balance sheet and positions wchuded m our market
nisk disclosures, m lme with reconuuendations made
by the Enhanced Disclosure Task Force,

Trading avsets amd Babilities

The Group®s trading asvets and habalities are in subatantially all
cases origmated by GBEM. The assets and hiabilities are chinsafied
lnhuhrﬂn;dwhwbmm-dumﬂ
principally for the purpose of selling or repuirchasing im the near
m-hnﬁafipnﬁnof:huﬁ-dhnﬂm
that are managed together md for which there is evadence of a
recent patsern of short-tenn profit-taking. These ssets and
halnlities are treated o traded nak fior the purposes of market mk
management, ofher than a lmited mismber of exceptions, primanly
m Global Banking where the short-tonm acquasition and disposal of
the assets ane Hinked 1o ather non-trading related activities such as
loan origination.

Fimanclal assets decignated ot falr valse
Financial svets designated ar fair valoe witha HSBC are

Iseld withizm the Inwarance entitnes. The majonry
of these avsets are linked vo palseyhelder Habalities for sither
umit-hmked or mssrance snd investment contracts with DPF. The
riks of these assets larpely offict the market risk on the haldhines
u&rhpn‘nq-hokhmun.ndmmkmpdu
 mon-trading basia

Financlsl liabilides designated at falr value
Finencial lishilities designared st fair valne within HSBC are
prinmnly frved-rate secussties ivsued by HSBC entities for

mmummmmﬁu

were sed for a1 aportred cost b
hdnnmwmemmmllyhdummhmm
itien woik] be d fou a1 fair value with changes

recoguised i the intome staiensent. The market raks of these
Habilitics are treaied as non-traded nak. the princapal rsks being
mteresd rate andor foreign exchange msks. Wi also incar labilities
bo curloteers tnder et comtracts, whene the abdliies on
umtit-hmked contracts are baved on the fair valus of avets within the
umit-limked funds. The exposires on these funds are treated au
won-traded rivk and the principal risks are tiose of the underying
navets in the funds.

Drerivative aviets and liabilities

We undenake derivative sctivity for throe primary purpossi; fo
create rink management sobations for clients. to mamge the
portfolio riaks ansng from client business and to nuanage and

beedge our owm riskn. Most of our desivative exposuses asise from
sales and erading activities within GE&M and ase treated w teaded
wiak for market risk managenemt parpones.

Within derivative avsets and labilities there are portfolios of
demrvatives which are not risk managed om o trading mtent basis
and are treated as non-traded nak for VaR measurensent prrposes.
‘Thewe arive when the dervative was emtered mbo m order 10
mym&mﬁmm&mﬂ They inchude

hedgmg denvatives and denvatives qualifying

hhﬂhuﬂrﬂﬂww:mmmﬂ
mquhﬁu;hdanwbu pransary riaks relate bo imterest rate

and foreign exchange expowire i deseribed on page 185 Details
of dervatives im fadr valug and cash flow hedge accoumting
relatiomhaps are given m Note 18 on the Financial Siatementy,
Crar priznary risks i respest of these instransents relate to mherest
rute and foreign exchange risks.
Loans and sdvances te costomsrs

The primary risk on assets within loans and advaimees to cusiomen
i thee erediit risk of the borrower. The rink of these assets i treated

s monstradimg sk for market sk nunagement purpose.

Financial investments

Fimancial investments inchids avecrs held oo an available-for-sale
and helbd-ie-mabarity basis, An analyvis of the Group's baldings
of there wecurities by img cliviifestion snd taer fype v
provided m Note 19 on the Fismncial Statements aisd by busmess
activity on page 69, The magority of ihete secusities are mainly
uumunu.mmuwumumw
which are onginated in order to | mterest rate and
mﬂmwnm“ﬁﬁrhmﬁ
ket mk g v holdings.

mﬁnmmmbﬂh&umﬂmﬂn

largely held to back nom-linked insurance policyholder lisbilities.

The other main holdings of availablesfor-sale pssets are the
ABSs within GB&M s legacy credit bininevs. which are treated
s nod-trading sk for market mk nuanagement purposes., the
principal risk being the credin risk of the abligar

The Group's held-to-puanumnty securities are prncipally held
within the Insurance business. Risks of beld-so-aatunity avsess
nmdnmfunltmmtpupnm

For informarion or fe acconming policies appled & fimancial
rmgirwasener o fair valee, see Nooe N ow the Frnaweial
Satewmente

Marker risk for nrsrence operations i divosaned on page S5

Source: HSBC Annual Report 2013, p236-237

Balancey fnciuidedd amd sor fncluadied fa e |'.'l.'!_' IR
¥ L i)

Assrin

Cash and balances a7 comtral banks
Tinding sty

Finansial ssaatsy designated of fair valug
Dierivatives

Lossrs and adhvancss to banks

Loders and advances b customsm.
Fmangial iveemests

Assety held for ke

LisliiBiries

Diepoats by banks

Contomer scoomty

Trading habibtics

Fanangial halohties designated ot Bus valug
Deniatives

Dl sccuisties on il

Liabilisies of disposal grosegn beld for wale

Balamers  Balamees nod Primary
Balapee Imtbuded in imcluded in mariort rik
“hrwt trading Valt trading Valt sensbthities
USim US5m LU'S%m
166,500 166,509 B
ML ier AR 19.80% A
ARAMD AR AN A
I8 EN 2T48R] TR A
m.sn FIREAY B
1,080,204 1,080,304 B
AYSREN 425025 A
4050 4,050 C
1 19212 B
1482812 1482812 B
HT0rE 189010 17086 A
&0 084 B0,084 A
174184 168,657 4817 A
104,080 104,080 C
LE04 1804 C

Ar 3 December 2013

T bl rwpresents acvoww! lineg where there iy gome exporey o marke! rigk arcomding fo fie ollowing arset claznes

A Forvign evchang. inheavat ride, aquaty wed crodsd spreod.
B Forvgn ouchange and inferest rode.
©  Forripn evchamge, inferest roie and oveair spreca

The table above splits the assets and liabalitics
mio bwo calegories:

o thosc that are incladed in the rading book and
meeasamed by Vakl amd

s those that are 1ot 1 the trading beok and‘or
measured by VaR.

Tlhee breakdown of fimancaal mstnapents meloded
mnid ot mcheded in tading VaR provides a inkage
with nzrket nsk 1o the extent gt of is reflected in ou
nsk fransework. However, it 15 noportant to lnghlight
that the mble does not reflect ow we manage market
nsk. since wee do pod descrimumate between assets aml
lisbalities in our VaR model

Tlee assets and lalalines included in trading VaR
grve rise 1o o brge proportion of the income inchsded
m net rading moome. As disclosed m the income
statement on page 51, HSBC's pet trading mcome
2013 was US38,690m (2012: USS7.091m),
Adjnstments to trading mconse such as vahation
adjustments do not feed the trading VaR model.

Structural foreign exchange exposures
(Lmasedeird]

Far our polictes and procedures for managing
H | mwerwrnl forenge exchange expomees. see
i page 245 af e Appendiv to Rirk
Fur detatis of i) favengs evchange experaors iee
Nate 15 an the Fingeoal Salymeniz

Non-trading interest rate risk
(L namatt el

Faor our policies repaning the fisvar oansfer
"&E | pricing precess for non-traded peaeresr rate rizk

and ligquidety and fansdimg rizk, v prge 250 and
page I78, retpecinvely, of the Appendi e Risk,

Asset, Linbility and Capatal Monagement (" ALCM')
15 resposible for meeasunng and controlling
non-trading mterest rate risk wsder the superasion
of the Risk Management Meeting. I1s primary
responsibilitics are:

1o define the mbes povemme the wansfer of
non-traded meerest mie risk from the global
businesses to BSAL

to define the miles governing the interest rane sk
behaveoralisation applied to non-trading
assets/liabalities (see below):

1o enure that all masker imerest rare sk that
can be nentralised is transfemed from the global
basinesses to BSA: and

1o define fhe nales and metmcs for monstonng the
resicual imterest mte sk in the global busimesses,
inchedng any nuarket nsk that can be nentralised.

The different rvpes of pon-trading wlerest rate

sk and tee controds winch we e 10 quanhify and
lipat exposure to these risks can be categonised as
follows:



Section 5 — Market risk Enhanced Disclosure Task Force ¢ Examples of Leading Disclosure Practices

Recommendation 22: Linkages between line items in the balance sheet and the income statement with
positions included in the traded market risk disclosures

MARKET RISK LINKAGE TO THE BALANCE SHEET
The table below provedes a breatdown of the Bank’s balance sheat
ingp ansets and labilnies expoed 10 rading and non-1rading marker

rinks, Market rak of assets ard lahilites ancluded in the caloulation ol
VaR ard ather matncs used Tor regulatory marke! fisk capital pupases
s clagsified a5 Trading Market Risk

The following graph shows our interest rade risk expogure (a5 measured
by EVa®) on all mon-trading assets, babiites, and derraitive instruments
wied b isderest fate rrik eanageTRerl

The irvierest rase risk exposures from peodiacis with closed [ron-
apbomed] fimed-sate cash flows are measured ard manasged SEDEIElyY
Trom products thal aller cuslomens prepaynent opbond, We prgect
fumure cash flows by lookimg 31 the empact of:

* A rarpet imemest seesaaly profile for our coee deposi parol

TARLE #0 | MARKET RISKE LINKAGE TO THE BALANCE SHEET + Ch targeied mecsiment profile on our net equity porsbion,
T e - o = Liguadaton MIUTOLGRS BN Mosgeges other than fram embedded ALL INSTRUMENTS PORTFOLIC
: Driober pre-panpTRenl GpAnG Tennom: valss 38 Bk ATr-1aE -
n, 3 ‘Driobar §1, 3013 and Oriober ¥1, 2012
Balaris Trading  Mon Tradng Mon-Tradiesy Mark el Rik - The: chjective of portiolio manapement within the dicsed book i o imallicns of L aaganan Sl
Bhaet  MarketBisk  Marbet Rivk primany rivk heity liminate cash fiow Fies 10 the eatent practically possible, 5o .

ety wibject 1o markel risk 5 . g - that net inserest income becoemes more predictable. Product opsions, Ll
et e depouts wilh bank FIT L F11] F1E3 Inerest rate. whesher they are freestanding options such & morgage rae commi-
;ﬂ"f“?"::‘-m'-'"'“ i othee “'1"“:' :m :"" . - m"""' :ﬁ mems of embedded i loans and deponns, eNpos U bo 3 Sgmehoant L]
Frrancial anasts deigrated at lar vake 6,532 - 5,532 " intmrest raie e _g
Alabie-fo-sals securities 78541 - 79,581 Foreign exchange, inferes rate * Rate Commitments: We mosdel our exposure from freestanding 2 o -
Haldin-masunty Jeourter 9,551 = 29,961 Forsige sxchangs, interest rabe morlpege rate commitrment opton uung an ragecied lunding E /_z"'
Spcutlars purchaned under seens leprchaia sgresminty 4383 5331 58,952 Interest rate prolibe buned on hrtonial experence Culismen propemty o - y
Loans 41,777 - LTI Inerest rale fund and treir preferemce foe himed or floanng rate mongage El & B 11T 16T il
I'.;ﬁﬂm mm-:mﬁdewn Em - Em I\'IDN:'I“::; praducts i mnfluenced by laciors such s markel manigage rates, i /

= hiazae sn
Other ansets’ 191% - 1915 Infarest rate . il E \
Aoty not exposed to market sk &0, 580 it - l::ﬂ hﬂﬂﬁ‘nﬂfklwhfﬂ:ﬂlnmlumwm . E. \‘x

wmmibeddnd in cther products, tuch w1 14 40 prepay reixden osm

Totl A . el L._ii] oL morigage lases, based on snalysis of custormer behaviour. fconometrc | 2 A
Liabilithes subject 1o markel risk madels are wied to model prepayments and the effects of prepay- sy "t\
Trasching défariit AaT.583 1531 A6,062 Intit e ment betuiaur b the Rank In gerecal mogage prepayreets e
Dorteacivet 49,471 #5655 1816 Fonsign sxchangs, interst rate "
Sarueriirataoe latsbe a1 Tar v 11440 18,216 TR IntceIt Fte — "ﬁ'gnbg ""‘“’""#': ""“’"":::""d‘ — w Sl a5
Dither fircanarial liaklition desgnated at far vake thegh profit o ko 12 i 12 It et rte e growth. The combined impacts these parame- @m M@ am & 8 BF 18 1% 18
Depouts SA1ATE : SALATE Equity, intaret cate ters are i smnied t deterrine 3 core hauidation igmed which e —
ACCapLEnCE: B, = (%] I e rats it indépendent of market incentives.
Dhsgatonm relaied o s, soid shor 21539 353,470 2,350 Indmrest rate = Non Maturity Lisbiltles: We model our exposure 1o non-matunsy
Citbganon ralstod 50 Mt kil Usdr puUhas SgIRemant 34,414 (513 28,585 Ineret rate labilities such as core dep by assessing interest raie elasticity
Sa sce Jaunbubity amortized co 25,552 - 25,552 Interest rate z "
SA.B:I::'LM R :“mm”“ o e . i e :m and balshee permanendcs using histanical dats and Business judge- The Bk used. drnative Bapecisl inuwment, wholeiple iument
Liatsliy for prelermed thated > n = 7 n I Al ment. Fluctuatons of non-maturiy deposis can coour because of and funding sitruments a05d other capeial markel alternatved ard,
Linbeliry 100 Capitall trunl seDuriBied 1,740 - A, T4 ImtEfadl Fats facions Juch & ivierest rate movements. eguity maret movements less frequently, produdt pring Strabegees 1o Manage infefest rate sk,
Othae Rabitiny’ 1240 - 1260 Intareit rate e st 1o customed lauedty prebesencs A wt Ocrober 31, D013, 0 ivnedisne bnd pettsned 100 b poit
Liabilities and Equity ot sxpomed to market risk .19 = = Tis mruuge i E b mEHALT L W prart e gt of e increass in indenest rates would have decreated the economic walee of
Total Lisbilithes and squity ¥ B6LSH $100.706 % 6R0.487 Snamic Baiaing procest detianid 1o mEplickts the pavelf of & shareholders’ equity by 331 million {October 31, 2012 - $161.8 milion}

purchased option. We ako model the mangin compression that would
e cauted by dechreng srlerest rabes on cerlam rate tefiane demand
depat SEOoUnES,

ke market skt moniteted on 8 egular b inchade

+ Basls Rk The Bank 5 exposed 1o naks related o vanows
market indsCes

afver tam, Am enmediste and patsmed 100 bos decresse in Camadian
intenest rates and & 15 bpd decrease in LS. indenest rates would have
rechsced the economic value of shareholders’ equity by $5.4 milion
(October 31, 2002 = § 20,5 mallan) afer @

The folicwing iable thows the sensitvity of the economic walue of
shareholders” equity (afeer t] by currency lor these curencies wheee

10 has maienal espogore,

= Equity Risk: The Rank i exposed to equity rak through s squity
Inked GIC groduct offenng, The expoiune i mansged by purchasng
apfom o meplate the squily o]

| SENSITIVITY OF AFTER-TAX ECONOMIC VALUE
TabLr &2 | AT RISK BY CURRENCY

vl of . srusdien ol Datober 11, 1011 Ocloter 11, 3017
akes  WODE 1000w bOGEs
Curmncy MO SN RO ROwEd
Caraaan doiar T 9% S(13) 3 (A% (00
U5 deliar” [T T T E Y
T0I0) S0M 30618 jE0s

* EVak SHERWEY Nas Dosn Mmaasend Usng a IS bps rae decine for U, imarest
DS, CIMTESDONGING 10 3N IMEST F3E CreTonment that B fooeed a1 I peoent.

TD defines market risk in trading and non-trading risk separately across
multiple pages (p. 84-88); interest rate risk section shown above

Partial disclosure shown

59
Source: TD Annual Report 2013, p83-88



Section 5 — Market risk

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 23: Provide qualitative and quantitative breakdowns of significant trading and non-trading
market risk factors that may be relevant to the bank’s portfolio beyond interest rates, foreign exchange,

commodity and equity measures

Table 1.27. Key market risks for the Group (PBT impact measured against Group single stress scenarios)

Risk type

Interest rate Baslis risk
Defined benefit pension schemes L
Trading portfalios
ities -

Banking acti
Insurance portfolios ®

Fx Credit spread Ecquity Inflaticn
L @ L

Kiy:

Profit before tax:

=£500m ®
L£250-£500m L
<£250m L
<£50m

Eliriking scthitn

Tha Greup's banking sctivition sxpede it 0 the ik of sohoiris movemants in intecsdt rited, cradit igreads, axchangs rated snd quity prices,
wath litthe oo no exposure to commodity risk. The wolatibty of market valwes can be atfected by both the transparency of prices and the amount
of bty in the macket bar the relevant saset o hakiliny

Interest rate risk in the Group's divisional portfolios and in the Group's capital and funding activites arises from the diferent repricing
characteristics of the Geoup's nonetrading assets, kabilities (see loars and advances to customens and customer deposits in Table 126 above)
ard off balsncs shest positions of the Group, Intensdat rate risk srites predominaatly fram the mitmatch batwesn intersl rate 1805t ditets
and liakilities, but also 1o the irvestmaent teem of capital and reserves, and the need to minimise incomse volatility

Margin compression nisk also anses from the current low rate environment, whech may restrict the abdity to change interest rates applying to
CURIDn in resgonse 1o changes in interbank and central bank rates

Prapaymaent risk arises, predominantly in the Betal division, as customes balances amortise mone guickly or showdy than snticipated due to
ecanamic conditions oF uttoime’s respons 1 changes in economic conditions.

Pipeling and pre hedos ik ares whate rew biainess volumes aee highss of lower than forecastad, recquiring the business 1o e o
anwcuts addivonal hedging at rates which miay differ to what was expecied.

Base risk arses brom the possible changes inspreads, lTor sxsmpls whane the bunk lends with relerence 10 central bank rate but funds with
raference 1o LIBOR and the speead batvwean thess widens or tighlans.

Foreign curmency risk arises from

[a} translaticnal expoduns: the Group's Frvesbment i s oveiseas oparationi. Mel investiment expodures are disclosed e note 54 on
page 127} and it 5 Grous poley 10 hedge nan-fuhctione cusmensy axpodines, and

] transsctional exposure: whane assets and kabilities ae dencminatod i curmincess other than the business' functional currency. The Group
ki & policy of lorwand hedging its Iahetaated currendy incomes less iImparments io vear end

Source: Lloyds 2013 Annual Report, p. 166-167

Inserance portiolios

The Group's nsurance sctrilies expose it 1o market risk (encompassing equity, credin spread, nberest rate, exchange rate and property skl

= With-profits funds are managed with the aim of generating smoothed retums corsstent with polcyholden’ espectations. Exposune arises
whara the value of tha underying funds ane insufficent 1o maet the cbégations, termed burnthough

= Unit-lirfed funds where policyholders select their imestments. Exposure arises a8 future lee income s dependent upon the perdommance of
those assats. This fee income forms part of the Yalue of n-force business, see note 28 on page 257

- Anniities where policyholders’ future cashilows are guaranieed al retirement. Exposure atmes if the assets, predominamly fixed income,
backing the lkabiities dio not perform in ine with expectations

- Insistance’s surplus assets slo resull in mafket rek eaposute. These assets are held prmarily in three porthalios: ([ in the long-term funds
within the life insurance companies; (i) in tha cormesponding shareholder funds; and (§) in investment portfolios within the general inseance
brssinass.

= The majonty of insurance’s equity rsk exposune relates to urit-linked funds, theough the value of future fee mcome, and with-profs funds,
thicugh burmthrowgh, Cred spread risk exposure lacgely results from holding fxed income assets in the annuity portialic with the sim of
providing additional retums

60
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commodity and equity measures (1 of 2)
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Source: UBS Annual Report 2013, p190-204

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 23: Provide qualitative and quantitative breakdowns of significant trading and non-trading
market risk factors that may be relevant to the bank’s portfolio beyond interest rates, foreign exchange,

Other market risk expasures
Crwmn credit

W ane exposed 10 changes in UBSS own credit which are ne-
flected in the valuation of those finanoal labilities designated at
fair value, for which LIBS%S own credit risk would be considered by
market partopants. We also estimate debit valuation adjustments

(DA} to incorparate own credit in the valuation of dernvatmes

Changes in fair value due to changes in own credit are recognized
in the incoma statement and thesefore affect shareholders’ equity

and CET1 capital.
< Refer to “Note 24 Fair value measurement” in the “Financial
information” section of thia report for mare information on ewn
oradit

Structural foreign exchange nisk
On consolidation, assets and liabilies held o foreign operatons
are translated into Swiess francs at the closing foreign exchange
rate on the balance sheet date, and items of income and expense
are translated into Swiss francs an the average rate for the period
The resulting forgign exchange differences ane recognized in Oth-
o comprshensive income and therefore atfect shareholders’ eg-
wity and Based I CET1 capatal
Group Treasury employs strategis to manage this forsgn cur
rency exposung, inchading matched funding of assets and liabilites
and nat imeirment hidging
-rlﬂ-um‘lﬂqmwmﬂﬂ repert for
ST o amd of

e L

mmmm

Equity imestments

Under IFRS, equity mvestments not in the trading book may be
classified a5 Fnancial investments avadlable-for-sale, Financial as-
205 desigrated at G value of IveStments in associales,

Wi make dinect imestments in a vanety of entities and buy
equity holdngs in both listed and unlisted companies for a vanety
of purposes. This incledes imestments such as exchange and
cleanng house memberships that are held to support our busaness
actvities. We may also make irvestments i funds that we man-
e, in onder 1 fund or “seed” them at mception, or to demon-
strate that owr nterests conour with those of investors. We also
buy, and are sometemes required by agreement 1o buy, securites
and units from funds that we have sold to dients.

The fair value of equity nvestments tends 19 be dominated by
facnors specifc 1o the individual investments, Equity investments
are generally intended 10 be held for the medium or lang term
and may b subject 1o lockup agreements. For thise reasons, we
generally do nat control thise expodures using the markel risk
maasures appled 10 trading activitied. Such equity mvestments
are, however, subject 1o a different range of controls, ncluding
anwmﬂﬁﬂhm management and
Risk Control, portfolio and concentration kemits, and regular mon-
itonng and reporting to sensor management. They are abso in-
cluded in our Group-wede statistcal and stress testing metncs
wihich flow nto our risk appetite framework.

UES e share exporiure

Wi hold our own shares prienandy to hedge employee share and
opbion paticipation plans. A smaller number ae beld by the
Irvesiment Bank which relate o market-rakirg and hedgng
BTl

=+ Refer 1o "Halding of UES shares™ in the "Capitsl mansgement™
sectien of this repent for more information

Dbt investrrents

Dbt irvwestrrents classdied a5 Fnancial mvestments avallable- for
=gy are meaduenid at fair value with changes in far value reconded
through Bquity and can broadly be categorized a5 money market
irstruments and debt securites primarly bild for statunory, regu-
latcwy o bquesdity reasons.

The nsk controd framework appled 1o debt instruments dlass-
fied as Fimancia! mvestments avadable-for-sale depends on the
natwm al the mitruments and the purpose for which we hold
thesm. Our exposutes may be included m market risk imits or be
subgect to specific monitoring such a5 interest rate sensitnaty anal-
yiis. They ane abo mcluded in our Group-wide statistical and stres
testing metncs which flow mto our sk appetite framework

Dot irvitrurnents classilned a5 Francial mvestments feaiabie-
for-sale had a fair value of CHF 589 bilon a5 of 31 December
2013:m1pindhﬂhtk!6‘5?h|lmasnl3lbmnherm11

=+ Rafer 1o “Note 13 Fi la-for-sale” in the

“Financial information® wecticn of thi report for mars infarma.
tion

= Refet to “interest rate risk sarsitivity to parallsl shife in yleld

eurves” in this secsen lor made Infosmation

< Rafer 1o the "Treasury managament” section of this repor for
mars infarmation

Penzon rrik

We mairtan a number of defined benes pengion plans for past
and curment employees. The atwlity of each plan 10 meet the pro-
[ected pensian payments i mantained prinopaty through imest-
menis. Persion risk arses because the far value of these plan as-
sty might decling, thesr mvestrnent retums might decrease or the
estimated value of the defined benefit sbigation might mcroase
if plan assets are insufficient 10 meet the progected perdion pay-
renits, LIBS iy b repuined, of maght choose, 10 make exira con-
nbwtons 10 the pension plans.

Urader IFRS, remeasurements of the defmed benefit obligation
and the fair values of the plan assets are recognined through
Orther comprohenshee income and thenefone atfect sharsholders”
equity An increase n the overall net defned benedin kability of a
pensan plan (whene the delned benefit cbligation exteeds the
faur value of plan assets)will reduce our equety. Where the defined
benefit oblgation & less than the far value of the plan assets, the
penmon plan & in a surplus posibon, Such surplas can only be
mmmhmmmhmummmm
engeed Thie estimated fulune econamic benedit. Where the amaunt
of sufplus recognized has been capped, ary reducton in the est-
mated future econamic benefn will reduce equity Changes in the
suiplus, due to changes in the defined benefit obgation or far
walue of plan assets, will pot affect equity until the surplus fals
below any cap

Remeasurements of the defined benefit obligatons and plan
assets similarly affect our Basel W CET capatal on a fully appled
bbarses, albeit pension surpluses are not recognzed.

Imvestment pobcies and strateqes are in place for our defined
benefit penson plans which take account of the matunty profile of
plan kabiltes and ensure diversted portiolios of assets ae main-
taned Thisse strateges ane managed by maponiible gavernance
b in each jurisdction actonding 1o kocal s and requlatons.

Pension risk is indhuded in ow Growp-wede statistical and stress
tessting metncs which flow imbo our risk appetae framework

=& Bafur to "Mote I8 Pencon and other post-smploymant benaft

plans® im the “Financial information® section of this repart for
meare imformation
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Section 5 — Market risk

Blashet risk

taded market i1k

Hisioncal VR and the Group’s imglemeraaton of T sk medsurement
rdaitgy hdve B numbsr of khown [FREABons. B8 Jrmmiited Baiow,
ol Bhe Group's VaR ahould be intempted in igh of feas. The Groug's
approach s 1o supplement VaR with otfer risk medrics that address these
Iir 10 Ensune ag coverage of all maberial mariost risks.

Historical simulation VaR may not provide the best estrnate of future
rarkel mévements. It can only provide a forecast of portfolio losses
based on everdts that cocuired in the past. The Group mode] uses
the previous two yean ol data; this period represents a balance:
Espteman mods rEp i recard shocks aned ik faclor dats
ST g

The use of a 8% confidence level VaR, statalic does. nol provide
information about losses beyond this level, usially refemed 1o a8
LA resks. Thess ritks ane more approprinely sssetsed using
meansed such a8 Stressed VaR and siress 18sing

The use of a one-day time horzon will not fully capture e profit and
loss implications of posiions that cannot be liquidated or hedged
witthins ore dary. This mary ot fully refiect market risk at imes of
sarvane diquidity in the markst when a one-day pesiod may be
insufficient to liquidabe or hedpe positions fally. Thus, the neguiatory
ViR that is uied for modslied manos? risk capital uses & len-diy

T ROfEGn

1-Dhay B9% traded inbernal VaR, graph, 2013.°

[

When the Group uses ten-day sk tactor changes in e calculalion
of the reguiatony ValR, the len-day periods overlap, which can
iniraduce ah autocomelation bias in e #0% confidence ievel VaR
atatistic. Th anatyss perirmed Fusk shouwn B bids by be small and
accnplable Tor & ten-cly penced

The Group compates the 'ValR of trading positions at e close of
Business. Positiorn may change substantially durng the counse of
the trading day and so intra-day prics volatiity and trading may nol
be captured by the model

The cata used in the moded are collected from global sources. For
SO BOUnted, loca enchol-cy, rather han London end-of-day,
ciwin may D ussd, This trung misensich 5 mone material tor 1-day
relum penods than for 10-day perods [which ane used o
capialnation purpdses) as the overlaps ane nherently smallsr
across shorer pericds. When deciding whether o not o use local
end-ol-day tring. the inlemal rodel fevee commities balanoes ™
principle of aligring the treatment of pogitions and ther associsted
hedges aganst the poal of using London end-of-dary iming
consistenty

Risk factors relevan 1o a specific portfolis may be omited, due o a
lack of reliable data, or the use of proxy risk tactors, for example
loped the NI fra ik 10 address hese

The Group has de
Lt

[
T1h Ther e TP 1y T o Fod B bt (i apgrtirees (ot el Barvrskorm wachades o Derisider Ager of prischants,. Fheber 50 i 0 tiw chastummmoe of ey Vel

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 24: Provide qualitative and quantitative disclosures that describe significant market risk
measurement model limitations, assumptions, validation procedures, use of proxies, changes in risk measures
and models through time and descriptions of the reasons for back-testing exceptions

Market risk <

Traded markesl rsak

In adstion 10 the indeperdent VaR model viess camed out by GRA

[Ehicirasid on pag 3230 & dedicabed model-bexting Team within Market

Risk werks with Tha sk managens b

®  Testthe acauracy of the valuaton methods used in the 'V aR model
on appropriately chosen 188 porticlios and irades

*  Apply nchouse models 1o periomm advanced inlemal back-Sessing to
complement the reguialony back-Sesting.

*  Ensute thal iests capiure the sfect of using exiemal daia prosies
wihiste (i e used.

*  |dently sl not adequalely caphured in YaR. and ensure il such
risks are addressed wia the RN framework (see page 323),

*  |dentfy any model weaknesses of scope bmitations and their
impact.

= lgenitly and give saly warning of any manket of poriolo weakress
I Py Ectrng sagnificaed

A3 wel as being an important market risk measurement and conirol fool,
the VaR moded is also used fo determine a significant component of the:
market risk capial requirement (ses page 332 for more informaton on
eaiculation of capital requements). Therefore, it is subsect 10 ot anly
ahgoing Mermal rview Bhd validabion but alss reguiater -prescribed back-
lestrg

afl back-besting
The main approach smpioyed o assess fe ongoing model perfomrance:
s back-lesting, which counts the number of days when a loss exceeds

the coresponding daly VaR esbmate. r d ol o S confic
el
The graph befow Vedlary S5% reg

e |

b |

There are two types of profit and loss (PAL) used in back-besting
companisors: Cigan PSL and Hypothetical (Hypo) PAL

Thar Clean PEL figure for @ particulas business day s T frm's achual
FEL for that cary in redpaect of tha racing activities 'wifin the scope of B
fireri's reguiatory VaR mocel. edusind by siripping out

Fess and commassions:
Brokerage;

® Addioe to. and releases from, resenves that ane not dinectly related
o mariond righ; and

Any Day 1 PEL exgeedng &n amount of £500,000 (per ransacton|

The Hypo PAL refiects the Siom's Clean PAL excluding any intra-day
activiies.

& portfolio s said 1o produce a back-lesiing exception when e Clean or
Hypa PEL axcaeds the ValR bl on 8 ghven day, Such an avent may be
caused By B large rrbrkst movermsnt oF may highlight ssues such g
g riik Tacions of MaSOroprane Bk Serdd Afy Such miues
idersified are analysed and sddressed thicugh taking apgrcpriste
PRMEEanan of developrent betion. The Goup monion both Chaan and
Hypa back-testing exceptions

Reguiatory back-testing i perfomed and reported on a daly basis for
lega entities 8nd magr business porticlion. Devisional market ruk 18ams.
also perfomm back-testing at the iower levels as part of the imlermal
ongaing VaR mode! validation

The back-testing described above primarty applies to Markets and Mon-
Cone models, which are approved by e reguialors. However, whane
BEpreprite. back-1eeing is also parforned for Sther parfolios Bl ane
e Sulbpct 10 regulinory Bpproval

¥ YaR vs. Hypo PAL for RBS pic, the Group's langest legal enfity by market risk FiWAs and posiions

o OISR MR VTS I

v
ot |
- |

i $ i i i [

- F
[

i i

s Pl — ey Miguiatory Vbl

Partial disclosure shown

Source: RBS 2013 Annual Report, pp. 324-328 (324,326 shown)

62



Section 5 — Market risk Enhanced Disclosure Task Force ¢ Examples of Leading Disclosure Practices

Recommendation 24: Provide qualitative and quantitative disclosures that describe significant market risk
measurement model limitations, assumptions, validation procedures, use of proxies, changes in risk measures
and models through time and descriptions of the reasons for back-testing exceptions

Valt limitations

Actual realimed market risk losses may differ from those imphed by

our VaR for a vatety of reasons

| = TheVaR measure 5 calibrated to a specidied level of confidence
and may not indicate potential lowses. beyond this confidence
fevel,

= The 10-cuy tame horgpon wasd in the requlatony Valt measure,
o one-day in the case of Vak used for intemnal managermsent
puposes, may not fully capture the market risk of positions
that cannot be closed out or hedged within the specified
period.

" — In cevtain cases, VaR caboulations apprommate the impact of
changes in risk factons an the values of positions and portioli-
o, Ths may happen because the number of rsk factor n
chuded in the VaR model B necessarily limited, For example,
yield curve risk factors do not exist for all future dates.

— The efect of extreme markel movements is subject to estima-
oy erroes, which may result from non-bnear nsk senutivitios, as
well a5 the potential for actual volatility and comredation levels 1o
diffier from assumptions implicit in the VaR caloulations

- — The use of a fve-year window means that sudden increases in
market volatility wall tend not 1o incease Vall as quickly as the
e of shorter historical observation penods, but the increase
will Empact o VaR for a longer petiod of time, Similacy, fol

lowang a penod of increased volatility, as markets stabilize,
VaR predictons will remain mone consenvative for a period of
teme influenced by the length of the histoncal cbservation

period.

W recognize that no single measure may encompass the en-
tirety of msks associated with a position of portfofic. Consedgquent-
by, we employ a surle of various metrics with both overfappeng and
complementary characteristscs i order to create a holstic Trame-
work which ensunes material completensess of risk adentification
and measurement. As a statistical aggregate risk measure, Val
stpplements our comprehenshar stress. testing framework,

Furthermore, we have an established framework to sdentify
and quantify potential risks that aie not fully captued by our VaR
e, This frameveork & explained further oo

Val model developments in 2013

We made no significant changes to the VaR model dunng 2013,
During the year, we improved the VaR model by integrating se-
lected mk-nol-an-Val dems into the VaR model, The snpact of
mcorporating these itens into VaR was neglgible.

Source: UBS Annual Report 2013, p192, 198

Risks-not-in-VaR

Risks-riat-in-VaR defwstion

We have an established framework to identify and quantify po-
tential risk factors that are not fully captuned by owr Valk model,
We refer to these risk factors as nsks-not-in-VaR (Rniv). This
framework ts used 1o underpin these potential risk factons with
requlatory capital, caloulated as a multiple of requlatory VaR and
stiessed Val,

These Rniv anse from approximations made by the VaR model
to quantify the impact of risk factor changes on the peofit and loss
of prsitions and portiobos, as well as the use of prorses for cenain
market risk factoss. We categorize RniV by means of items and
keep track of which instrument classes are affected by each iterm.,

‘When new types of instruments are included in the VaR popu-
lation, we assess whether new iterms mast be added to the inven-
tory of RniV items,

Risks-not-in-VaRk quantification

Risk officers perform a quantitative assessment for each position
in the inventory of BraV iterms annually, as of a speafic date. The
Fsessment B made in terms of 3 10-day 99%-VaR measure ap-
phed to the difference between the profit and loss soenarios
which would have been produced based on our best estirmate
given avadable data, and the profit and boss scenarios gencrated
by the current model used for the regulatory VaR calculation,
Whenever the available market data allows, a hstoncal simulation
approach with five years of historical data s used to estimate the

10-cay 99%-VaR for an em. Other eigible methods are based
on anatytical considerations of stress test and worst-case assess.
ments. Statistical methods are wsed to aggregate the standalone
risks, yielding a Group-lewel 10-day 99%-VaR estimate of the en

tire snventory of Rniv items at the specific date, The ratio of this
amount to requlatory VaR is used 1o produce estimates for arbi-
trary posnts in time by scaling the comesponding requlatory WaR
figquees with that fied ratio. An analogows approach is applied for
stressed Valt,

Risks-not-in-Vak mitigation

Material Bnd iterrs are monitered and controlled by means and
measures other than Valk, such as position mits and stress limits,
Additionally, there ate ongoing initatnes 1o extend the VaR mod-
&l to better capture these risks.

Detrvation of BWA add-on for mks-not-in-val

Thes RV framework is used (o derve the Biniv-based component
of the market risk Basel I8 BWA, using the aforementoned ap
proach, which is approved by FINBLA and subject to an annwal
recalibration, As the RWA from Rnd are add-ons, they do not
reflect any diversification benefits across nisks capitalized through
Vak and stressed ViaRk,

In September 2013, followang a new calibration approved by
AMRAA, RniV VaR capital was set at 58% of VaR capital, and Rndy
stressed Vall capital was set at 32% of stressed VaR capital, com-
jpared with prioe ratios of 47% and 26% respectivaly. In addition,
FINMA requires that RniV stressed VaR capital & floored at Rndy
WaR capital.

Based on the regulatory Vak and stressed VaRt RWA noted
abowe, the Bni RWA add-ons as of 31 December 2013 were CHF
1,0 bilfion and CHF 1.0 bilion, respectively, compared with CHF
1.8 billion and CHF 1.5 bdllion as of 31 December 2012, The de-
creases in these BWA add-ons ane due 1o the decreases in VaR and
stressed VaRt over the period, partially offset by the increases in
the Rndy VaR and stressed VaR add-on multiphers noted above.
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Section 5 — Market risk

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 25: Describe market risk management techniques beyond VaR, such as stress tests, etc.

Sty of Measures lor s traded mmarket risk

Lot o] Cpniy ot f s bebey ok dh e e
1 to profec agasnst unes pex| (o emcews of e el
m% e broen wnd;

rage shock,

e market # the cunent

werre: 100 b held wnchanged o & set penod of Time.

kmwmmmlmammmmnmhmm

whe Balance Sheet under varnoos kevel of mress

Ther riak iy pach buiires i Fetiriued ahd controlied wirsg bath an
ircoene meinic (Areuasl Esenirgn ot Bk and vakie metrcs (Economic
Wk ol Fouity, Frormss Capnal ard Vafl).

durnual Earnings at Risk {AEaR}
AESR rresruures the serritsaty of net imierest income over the nest one

e ic Capital {fof prrpayment snd friidusl mi)
Eceaensr Capatal [EC ) Conmitent models ier ined i mesien
untapected lonaes b o BLRE% confdence intervl over | year pericd
which ieflects the level of corddence (oonsiten with the Bank’s Leget
A rating. 'Within nonstraded rk e messine aims [0 capiune
rrcnairment rak, prepayerent ik and residual rl lor hankng book

year potiod. 1 ik cakiulated i the dif% b the d
e useneg Ehe Currerd yisld curve and 1he lowees] eitimated mooome
lellorwing a paraliel incroais of decivase i ntereat Fabes [200bm),
byt o g P ederest rate of 0% J00h sFocka are comiient
with mduntry best practae and sugported by banking

T rrasrs model sdarmgition ans
@ The balance sheed o hepl 48 the current level Le. no geowthi i
wiremed and

= Balwnces are adperied for an asuered behayveural profle This
irchuaiaq the ematrnant of fued rate loar inchuding mangages.

AESE s appiied 10 The entiee barking book, mciudng the liguidey bufier
ard 1rackey 80 Fandgye gl ni-Braded market fik. The metne
pririches @ e of hove erenest rase nsk rmuy npac the Groups
Prodt & Lens, providing & wrmgphe oo b Fik el reburn.
hmmdhmnmmmﬁnnlwﬁ
measures the impact on @ poastion i the Brst 17 montia In order fo
ﬁmmnnwmmwwm

#hik i

See page 155 for a review of AEal in 7ML

Econmmic Yalue of Eguity (EVE)

Erencrnc Valee of Equety (EVE] caloulines the change in the present
e of e hanking back lor & pistaliel upwand and downwand interesl
iwte (M00bpe] ok, The shock i wvehul ko drswing compainsons
#oross portiosos, and i also a regulatory Hole

ok {aew e 106 [T mwircd Hescally resiuer canatam in
econorrss vishue from specific surces of rish, for ecaengle, prepeyment
risk EC for fnesd rate mortgages predicts the cost of hedging io reduce
ary mismaich exposire fewiting from the mmpact of an mleres! e
shack om cusiomes preparyment bevels,

[ m weed in The sctrer munageimen! of the barking book, Limits ser
Erigger

mdrminasiered rale portfolos are rot wbject 1o an EBC meaure.

Aa part of the Croop's risk aposetite and Bmit framewsork, brity sre et
by product snd portioks for the thiee FC coegones soioss each
nriareeis anit. Fach bustiniri undl, i bine with Tremsary, i Tmdod wath
gy the rink towithan the level thad in practme involyes snsuring
mny required pre or posd hedging takes place o imely Gabion o
i recruftimend and el ik,

A s of BT i hat it can caboulals uresperted kemes o an
appreprats degres af confiderse graen the rature ol the naka and
cowens sources of kows beyond the soobe of othes models {for instance,
AE3E orly powers incoime changes Over @ one year petiod: EVE only
OIS Eunnng buneis smd 006 not include sy
fyatermer Bihusaour Fsumpliom) The mae westnetse come Trom
necrsany srepliying susumpon. in the coree of modely based on
stativical corlidercr imprvaly, the chase of the tatmteal dastibution
mhmﬂmdmmm&g'ﬂumd

ﬂmwmmwmumdmm
wehile AESR e income sensitriby

The EVE minanw i appeland 5o the eriler barkerg book, nchaiing the
ity bafer and bades 1o hedge apainatl non-traded market fak and
ciowern the Sl Me of rarasctions and hedges, ensunng the rak over
the mitde e ol Jerkn pe Corradited The e mesnesie of thes
rastiel wivn i B mplety, i parcufat 1 dor nol captune the
gt of b groswth of of ol e e Al i b oy
the sl e sheet a1 81 The rejtg datr,

(L]
A 31 Decembes in

RBCTLEDment i m

1 ey e = Fat=taded™). To migaie fhe, the Croug continues
D eEprove ity models useg long time seres of Msisncal data o
cagiligy the extrers eftects

Sew page 196 for a review of BC n 301

Barrper BBR  Abrics BER R
= [

n__m

PrepayTnent il 38
RECTLETen Fl b
Bl ral L]

S B 13 2 B
E = 1 1
i i) 2 1

Total fronomee Capital (TC] mermed by 6% to {22300, predominately dus (o (e inconnie i rroiatisnl i, the Fiv that
e what The Group fontmily 1o prosiding i produdt i a predetermirssd peice for o futuee perad, Bt whiens [ Cuslonmes i i contisdhial
obiigabion 1o Take up the product. Reonatment risk EC in LK BN increased froen £27m to £111m driven by an increase in morigage pre-hedging

st 10y LATNLENG Mg wohurrees {pamioularty in 17 free year Term)

Source: Barclays 2013 Annual Report, pp. 196-197, 413-414

Mom-raded markel risk ieview

Sl sl income ey ity

The table below Shovs. sensility anabysis on the pre-tas ret interest income for e non: rading nancial assers and Snancial iabéties held at
T1 Dwcersiteer 2013 and 31 Duscernteer 2012 Th wensarary has beon mearned wareg the Annual Eamings o Bk (AFaR) methodiogy as
desribed on page 413, The herchwmark iienest rate for each cumency & 5ot 2528 31 Decernber 2018 The efect of siructural hedging i taken
il 3 < ol

Wt innerest incosme senslivity (AL} by tiainesy i

As 31 Dcamber ol St~ ~ s~ our SR~ 1
T

=2D0E0a il k] ik (2] L[:1] 53 (1 5] 25
« i 118 5 L 41} 58 n (57} i
100b¢ {140} n (8} *m e (5 56 (243
ROobps, ey i {15} FL3 {178} 23} A {203}
282

20 4 LT} 62 (o) 1] ] n o
* hixps 135 {2 n {a0) 41 b 3 182
100t (173 1 % i {143 1% sy
220%pa NEiLIE El e 18 _{147) (V6] L& {433

Total Al to & « X0bp shotk decreisd by 39% 10 [XFSm (H1E CENm), snd 10 8 - 30000 shock, tal AESR decrnised by 10% to (390 )m
{2002 £[433jmn). The dervers of these diflerences were predominantly due to lange change in UK RDB, Africa B8 and Other

Thee change in UK BEE was due 10 8 NeduUCTaon in SRS SEn COMIession sersinity tue i hedges beng
In el pricing asaumptions for Maruged Rate Deposits in that Ty wil lollow market monsments mone cabel

Thae chamgee in Afrca REB vwars prmarily due S0 exchange raies and & seduction in axset and kabity mismanch posson.

Thet charge in CRtwer wish @ Cormanation of Changess in T sguy At hedge durations {cioss CAF, EUR and USDH and a changs in the
Patcigas inesflexTivenisis Lensfinaty drheers by incomries in heetige prnition {parthy due 1o the rghts e in 2011)

Banking book exposures held o moesed by the Bank are dexd ary Bhese are meared and marsged using VaBL AESR o #00ER
shocis decreased 10 the Lms reasons a5 outined above and i spic by CLarency in The table below

dl arad a change

s at 31 December xon m

T Wb b A pgn
L RN Y ! —

e 2 159 % 73y
S0 {21 L] [FE}}
LR LEd] n [EL]
IAR " T 25)
Oher clmences M 9 (L1}
Toanl e BN T MY - TN S 1
Ay of nerl WAETEST inCome QI5% (0] 15 AL 21y
B CLEys FTHALITE ST RO Traded Market (ks eing an Eonamic Capetal (EC ) gy EC s mu-dm.gad.qm

raail Al Lt ACBked i 0 @ 1 e £ condadern insorval | L%, For mone rdormation on debritionm of prefuyedl, bedHtmens and
reabdhual Pl andd oo ho £C m wied S0 mmanage manied el wee B market rmk macagererd section on page 411

Anatysis of squity semaiisty
Tha table befow measiaes The oversll irpsct of 5 +/ - FD0I MoV in Fenetl rales on saslable for tale and coh Bow hedge resnves.
This. dats i captined g PV [Present valoe of Thbp) whach is am indecator of the shift i asset value for 8 1bp shéft in the yeld

Aruilyun of #QuaTY SETRANITY (auiited)
Az 5t 31 December

1'Dﬂ'?‘l IWIr:I
ot intoresd Fcome a2 Ty
Tanation aflectn o6 t sbowd : L
et on profe for the year % Il% '1111' {268}
Ay ol et after tas SADN  [1403%) 723 [l4ALTR
[Effect on ot dor the yea (per sbove) a3 (RLH] 13 (265}
Malable for Lale reseree {551} 51 (1T 673
Carth flow hedge ressne [rEan} 2,50 (L17E) 120
Tasaiion effects on the above [ rx] @7 799 (E21}
pinc o syulty T T l."'“H‘].. .x“J
s percentage of equity [l 0%

Ths Fegher sensilhly On AFS ReSnnes i drivien By an inCReass in el seourtiie heid for Bquasity purpers. The highsr seridfity on cath flow
Fedige reteree v driven by an rcressed volume of posiiorn during the period
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Section 5 — Market risk

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 25: Describe market risk management techniques beyond VaR, such as stress tests, etc.

7.2.1.6. Analysis of scenarios
mmmmﬁmmm
regularly in 2013 {at least every month) at the local and
ghobul levis for i the trading portiolios and using the
T Suppositions by risk tacior,

Maximum volatility scenario (woest case)

This scenano & given particular attenbon & i combines
hilonic movenents of sk Lacion with an ad-hoc analyesh in
order 10 reject very unbkely combinations of vasiations (for
example. sharp fally in $iock markets togather with a decling

In wolatibtyd. As regands the vanations, an histonc volatikty
equivalent 0 six typical deviations s applied. The scenarin
& defined by 1aking for each nsk facioe the movement
which represents the greatest potestial loss in the portiolo,
pispiecting this Mot unlisly combinalions in sConomic
financial terrrn. For year-end, that scendrio implied, lor the
global portfolio, intees rate imas, Talls in $iock markgts,
depreciatian of all currencies against the eurn, 158 in oeds
spreach and mined volatilty mowemnants. Tha foliowing table
shown the results of this scenario at the end of 2013,

B MAXIMUM VOLATILTY STRESS SCENARID (WORST CASE)

brviEred ratey [rpatias. i s 1t ekt Spread © et ksl
it o b L it b A O i L]
Europs (1 an ) s 0 ®£0
[reyrr—— L (1A an ‘an an & m
o5 s os =0 og oo @8
Gt BT (L] [1-] 1] -1 ;] oo T

Thit 5ness test shows that the economec 1oss suffensd by
thee Groap in 1is trading portfobos, in temms of the Mark
10 skt (M) resuh would be, if the Siress mowmints
dafined in the woenario matstialized, EUR 1306 millon, a
leris, that would be condentrated in Europe (n this order,
credit spraads, nteres rales and exchange rates) and Latin
Amsernica (intarest rabes, equites and enchanga rales)

Orther glabal streus et scenarios
anious global scenarices (simdar for all the Group's unitsh are
establshed

Subprime criki: Histons scenario of 1he LIS mortgags crise
Thie ohjectve of the analyss & o capture the impact on
risuis af thi reduction in liguidity in ihe maskets. The
scenfiod have two Lime Trames fone day and 10 dayal: in
both cases thene ane drops in stock markets and in interest
rates in core markets and resed in emaerging markets, and the
dollar appeeciatis against the st of curmencies.

Sawerpign crists: the severest histonic scenario by the
Committes of European Banking Supervisors {CEBS) 1o
measure the market's shock capacity between 15 Apeil and
1 September 2010 Ghven the Group's inemational spheve,

Abrupt criss; ad hos scenaris wath very sudden m g\
In markets, Rise in interest rate curees. sharp falls in stock

markeds, lage appreciation of the dollar against the rest of
CurTencies, e i volatdity and in credit speeads.

Cotsts 115 histonc scenano of the 11 Sepbembsr 2001
atacks with a significant impact on the LS and global
mariets. It & sub-dnaded ino Two cenarios 1} masimum
scoutrulstod boss until the worst mament of the orisis and
1) manimum koss i 8 day, In bolh cies, thaes aro drogs in
sock markets and in inbafeit ratés in core markets and rise
In pmsgng markets, and the dolle appreciates agamt the
riesd ol curnencies

four geographe: zonss are distinguihad (LS, Europe, Latin
Amenca and Askal, irterest rate rises, fall in stock markets
ani volatiities ane establshed, rises in oredi spreads and
depreciation of the sum and Latin Amencan cumendies and
apprecation of Asian cunendies against the dollar

Every manth a consolidted stress 1es] report i drawn

up with explanations of the main changes in fewutts for

the various scenarncs and units supervised by the global
cormmates of marked riks. An early waming mechantm has
alo bean establsibed 20 than when the lom of a stenano

5 high in historic terms andier he capilal consumed by
thee partiolio in question, the relevant busineds exscuthe B

 STRESS TEST RESULTS: COMPARSEOM OF THE 3011-2013 SCERARIDS (ANMUAL AVERAGET)
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Source: Santander Annual Report 2013, pp 215-216, 221-222

For the first tame another risk meteic is shown, the expectisd
shortfall. Its proximity to VaR shows that the nsk of high
lorsses, of tad risk s noit high, at least bearing in mind the
hstoeic window of the Lint two years.,

Thee sverage VaR increased a litthe in 2003 by EUR 2.5
million, atthough if companed with the year-end figures

W STRESSED VAR STATESTICS VERSUS VAR IN 2013
TREASUREES IN SPAIN AND BRAZIL
il eurcs. Stesed VaR and VaR a1 9% with tme frame of one day

03

Viear.
Mirimum  Average Maximm wre

VaRt dectined by EUR 5.4 million. By risk factor, the average soaiy B 4 10F 153 &0
Wall increased in interest rates, credit spreads and exchange Somed\aReiony 74 3 0 Ri s
rates, and declined in equities and commaodities. By onall VR 5] 50 21 e 53
geagraphic Fone, it rose in Europe and Latin Armerica and Streswiod VaRl [99%) 51 112 483 1zt
dropped in the Unsted States and Asia and global acthvities.
Rizk |1'|' factor
The average and year-gnd values in VaR terms at 29% for
the last thre years a5 well a5 their minimum and maxirmum
walues and the expected shortfall (ES) at 57.5%™ in 2013
were a5 folows:
o VAR STATISTICS BY RISK FACTOR™ &
Wiilon eurce. Vol at 99% with a Bme frams of one day
2013 oL F 2011
Vi (99%] B (97.5%) Val VRt
Year- Yoar-
ge M. wnad Yaarend ge  ‘uarond q wul
Total VaR " 174 »e 10 14 " 105 n4 159
Dweradicaton etfect |8 (B3 @an (23 e sy (135 m (e7
.f rtarast rate Vol &1 127 113 as 24 1ns 120 48 146
5 Epatyu 1 56 TE; 47 a5 70 (X a8 17
p!z PR 6 54 14% a7 a8 50 T 50 42
Tt apread Vas g1 GE Thd 72 75 i1 a1 150 948
Commodibe Val 01 03 07 al [ 04 0l 0E 04
Total vaR B2 139 16 29 L o 164 155 101
Dwaraficaton etfect T8 (AN 2em @ .6 2.8 @) (54 (1m
[r————— “ 81 93 8% 65 64 TS s ne
g Eqpatty WaR 1.8 43 2.2 16 25 &2 E] 39 38
FX vak 1.4 52 142 17 an 4 40 T
Crocht spveat Vol a2 9.0 151 Ly T 1a a9 [THEE
Commodmes VaA (X 0.3 07 0.3 [ 04 03 06 04
Total VaR FT) 1 FTE (1] 74 01 T ny  wr
g Dwveraification ettet N3 53 (6N 6T 7.4 E4) A8 64 BT
narest rate Vol i6 56 121 FT) 74 B8 &8 1121 105
i Bty vk T iz 81 29 FT) 3 16 i5 21
FX WaR 0T R w7 a7 46 ER 13 ir B |
Total Wak o4 o8 1.7 05 L] s ns 12 L]
§ DRATEREMIN ACh oo __ et e 0.2 ms 03 AN
= Fstaas [E] 0.7 1% 0s 05 07 [T [THT
S oy vaR 0.0 [T 1.8 00 0.0 02 o1 [X 0.1
P vaR o 0.4 1z o2 02 06 04 05 04
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Section 6 — Credit risk

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 26: Summarize credit risk profile, including significant credit risk concentrations. This should
include a quantitative summary of aggregate credit risk exposures that reconciles to the balance sheet

Loans Outstanding

[ — 2013 2 A1 A 2000 Newth Awmvwricar Rismicerelan’ Firs! Morfpapes— Sl Delguercy Tremls
The follrwing tables set forth, for total Citigrop, the sis st and/or negiors with the highest concentration of Citi's neilential firg montgages s of
Consumes lsans R o b P
nUS offices December 31, 2003 and Decanber 31, 2012
Worigaga and real esiaie 108453 $15.046 ST $151,468 =Tt
Instaliment, revohing coedil, and olfer 13,50 14,070 15618 2. S0 e e o iy Dacambsar 1, 2013 December 31, 212
Cants 116,851 111,40 1758 177,304 28851 n )
Commential and indusiral ] 5344 4T ] 5 640 ENA  9040PD  LW>  Refreshed A mef0 V> Feheshed
Lisass fnarcng — — 1 2 1 Stade ™ EMR®= % 100% RGO BEE  [siibuion % 100% RCO
$2ML0M  Goe 0 SO0 MR a0l el Janen cA 102 % 10% % ™M $HA 2%, 21% % 130
Ini e cutece T U5 NEHICTS "y 1 F1] 1 ™ A 18 4 [ 123
Wrigaga and real astate S MM § 0§ EATS §aTET HOHME " a ] as i 65 40 i ) 31 B
Intaimant, FevoN coRaiL. Bnd ol e ik gl P . ¥B59 = a1 5 a4 F- (=] 18 y &1 i (711
Cans 35,740 0 £ 05 140 L® 27 " a8 % 03 1 1 5 e 1| i
[ommencisl ad nosial 24107 el .8 18008 171 A 15 2 a7 Fel o 19 3 48 50 e
Lesase fnarcrg Té8 & it L] <l Cother 231 ] i ] [} 27 ] 54 15 BT
SN ST SIENTT SIAFBE S1aSE Tola PR e = e ™ &7 o T pe
Tetal Cosrumsat lapnd £ 304,800 S400.080 S423 745 S4EE 115 §422 852
Lraamad ncoma [L1r1] 18 405 [} 08 ftr Litah s e s ranig
1Fy ‘T of e siries we mchaded a8 Do of 3 Fegon Raeed on CAY view o 1émsly =% w8 T regen
Consumes loans, net of uneamed income S3E1ET Sa0EEN 47330 $455 184 43 860 it et meten. [k o Gt o Pt Fes, o g by UL & gttt g, Bors neoeded s S v and s mmet BP0 et o b wtes D07 o T e
Carperste laans e
. B i WO, b ey Coevecioat nelare T Fioncs nd lece W ueiosl e
nUS oo
Commercis s roera §ZIM § pRAE § AL §AES § 1AE4
Loans i fnancal nstiusons Fealicy 18158 12113 g BT
Werigage ard redl eviate | ] 24,705 20,518 13,770 22560 Emerging Markels Exposnires subsidliary of 3 Switnerland-bosed coeporation will generally be cateporizad
:’1""""““‘ Fivoling ch and ol :I:WM z :‘F nl{i :":ﬁ ':3:5: Cill generally defines emenging muarkets a5 coumiries in Lol Amerias, Ade 53 boan I Chiina. Trading account assets anad [nvesiment secusithes ae
= ! ol = - . (ether than Japan, Awstralia and Sew Zealand), coral and exstem Europe, categiriznd bedow basead on the domicile of the isaer of the seoarity or the
[ {F 2% TF] £ 103, 708 £ 91,911 £ TR § BLIEE 3
o e the Midlle Fast and Mnica underfying ndenenoe emtity
Commercial il FEEE  pn0m fToTM ETLIEE % AT Thee Followineg table presents Citicony's principal emesging markets aets
Loans 16 fnancial iRE8RSong mIT I e bl 15113 asof December 31, 2013, For purgess of the tabde befow; loan amounts ase
Marigage and raal astate BT B,a85 B RES X e bevsend i thee dhivimsicile of the hosmower. For examyle, @ boan 10 Ohinese
Instalmant. revoing CTRdiL Bnd oihar 18714 14958 14114 11823 Q6EY
L ise ey &7 A L. En 155 As of December 31, 2013 GCE WCL Aain
[scwrmmants an offoal et 2341 1,158 1,576 1644 7043 Trading Mecount | inveshnant : R =
BB S1GAm SIO00 SUISEW  SISUR oo Egals Assets®  Securties™  KCGloans ™= GCHloams 203 3012
Takal Corporaie ko fIrzam R S B2 S0 55 f1ams Meran §T42 357 SITE L 1] $ma A 1%
Lraamad incoma (] (78N it T 2274 Ko L (L] jra} 48 a9 (] 1.1
Cormorate ans_ net of uneamad ncoma STBA  SMETH S0 SIGAGI0 SiGALM L e 4 - o 2 23 s
Total eams—vet of unearmed incom SBERATE  See s feram  gemoar  gE0EMd iadRi e 18 ar oh i o4
AN R K Kt —On driwn aoeLnes {19,648) [ 255 0115 a0 L) [ Jice i ® 955 13 18 144 i &0 e
Tatal lsans—nat of unsarsd incoma and Allowancs 1or cridl loises T S 63000 S617.17 $608.120 $5E5.4T1 e 208 o8 11 121 a7 0z ol
Alwance lor koan losses 75 a percentage of total keans—oed of ) ) . ) Tawar 184 13 14 53 [T on i)
UneaEed ncoms < i i A5 4 5% E31% B Fodan 12 04 a0 0 23 (L] nr
Alrwance Tor Consumer kan lases a4 3 percentage of total Consumes L] na L) 14 65 1 1.8 1.1
Jeans—ned o unearned incossy & 4.34% 557% GAS% 1A% A7 iy L 12 L L 55 o7 oA
ﬁ s pryw - Indonissia 64 oz 0E a3 13 25 38
P P P F - Coliermiin 54 s (‘L] i F ] 25 52 J4
w80 8 AT ORI L Lu% Ltk 2% A% ey I o 7 24 0 oo or
L Py ——— Taitandl a8 [E] 15 04 3] 1.7 15
£1 A parocs qeris i0ars T W CaTad I W ke LAE al (18 ]] [ 8] 24 13 5 11
Priipyanes a1 [ ] (K] 15 10 4z a7
Amening ] (A ] (1] 18 11 10 (1]
Crech Repubc 24 oz s 10 ['L] 1.3 (E ]
Hurgary 22 [E] 1.1 04 [ ] 1.5 23
Ll i %) e s L

Citigroup presents a summary of credit risk related to loans outstanding,
including details regarding specific credit risk for concentrations such as
residential first mortgages and emerging markets

Source: Citigroup Inc. 2013 Annual Report, p75-88, 121
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Section 6 — Credit risk Enhanced Disclosure Task Force ¢ Examples of Leading Disclosure Practices

Recommendation 26: Summarize credit risk profile, including significant credit risk concentrations. This should
include a quantitative summary of aggregate credit risk exposures that reconciles to the balance sheet

Corporate credit risk disclosure _ . ) Retall eredit rick disclasure
This table presents READ, segmented by relevant factors, and the analysis for the exposure class ‘Corporates”. The Industry breakdewn — This table presents the READ, seqmented by relevant factors, and the analyss for the exposure dass ‘Retall
for this table is based on the NAICS system (North American Industry Classification System),

T

Comorale  Total perrating 216,408 41,043 -10.2% felal Total per rating b 353,007 ~030%

Purlorming 206.452 231535 10.80% Puarlorming 441 347508 -6.60%

I|:||:n.|||1l||."l'\lc3|1 |||\|Ic:|||1|ir||_| g GEE GEOR 4 T lmpmmn'pmng 6,187 2,499 1250%

Loporate  Geography/business units 116,408 241,044 =10.20% Retal Customer Segment 330,598 353,007 =b.30%

Afnca 727 T -0.60% Private Persons 02,437 321,384 =5,90%

Arwica 231626 7R573 17 308, Smiall Mid-sized Enterprses 20,372 21,281 -8, 60%

Asia 20,464 22074 -7 30 Private Banking 1,536 3,551 19 70%

Mustrala 2711 3,343 -18.30% Other 4,253 £ 790 -38,90%
Europe 168,570 186,332 540

Retail Geoqraphy/business units 130,598 353,007 -6 30%

Europe WRON 186332 2 -940% Alrica 56 57 1.00%

Notherlands seAZs GA%2  -1310% America 17 M6 2060%

e T A B 68 2608

- E’ur TS Tror ) Australia 28,451 39,438 =17.40%

ope : / ' Other 30 -100.00%

Copordle Industry 26408 291043 10.20% Europe foilias At oA
Rusal Extialie 432,279 51,371 17 7%

Rartural Risauree 17048 I 11.10% Europe 300,184 EALAEY -5 0%

Transportation & Logistics 21,438 5,752 131.70% Netherlands 152,254 164,171 =1.60%

hood, Beverages & Personal Care 15.717 22,060 -28.60% Begium 40,278 33,703 1. 40

Ciryic= 15,108 18 084 16 GOV, Gurrmany 71,388 AR 457 4 I

Cther 24,823 QBRI 14 00, Rest of Furope 36,204 43715 17.00%

Corporate PD Bands 216,408 291,043 ~18.40% Rietail PO Bands 130,598 383 007 £.30%

<0.06% §.106 13989 -34.80% £0.05% 13.185 22,009 5.30%

0.05% 10 0.5% a9z,315 89,922 =19.20% 0.05% 1o 0.5% 184,525 1572 850 470%

0.5% 10 5% E4.0%9 104,006 =14.60% 0.5% 1o 5% 100495 113,563 -11.50%

5% 1o 10% 1235 9,054 -20.10% 5% 10 10% 5804 8075 31.90%

;g i Eg;‘: ::;I: gggg f;':g: 10% 1o 20% 5,529 b, 1l -18.60%

e 2 9361 2620 S 20% 10 50% 35N 3,769 -5,30%

mare than =50% 7,088 L, 45 2B,

Includes hath AIRE and SA partfolios; rachudes squities and ONCOA
Includes hath AIRE and SA partfnliens; excludes equities and ONCOA

The off balance commitment calculations, which is a factor of the READ, has now been brought more in line with the actual experience for
the bt rated Comporates and Institubons portfobers, reulling n o sgoificant BEAD dicrease. ING mioa has o long track recond of sheaing
that it & too conservative as a minimal amount of guarantees and LC's has been called resulting in a significant READ decrease. The
targeted reduction of the REF portfolo, the sale of ING's Real Estate Finance (US) assets to Wells Fargo and the further dedine of the ING

Lesarsr run-of f portfolo have contnbuted to the dechoe and have led to an mproverment of the ek profile of the Corporates portiobo

ING provides additional granularity on credit risk concentrations for retail and
consumer lending by geography and industry in a subsequent section; however,
balances shown do not reconcile to the balance sheet

68
Source: ING Annual Report 2013, p390 - 391



Section 6 — Credit risk

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 27: Policies for identifying impaired or non-performing loans, including how the bank
defines impaired or non-performing, restructured and returned-to-performing (cured) loans as well as

explanations of loan forbearance policies (1 of 2)

E. Trestment of customrs expariencing firuncal st

The Group cperates a numiber of schames to assat bomowers who ane expenenong inancial stress. The matenal slements of these schemes
ane cesrrined in tha Risk Mananamant repnrt on pages 137 and 138 and further details relating an thesa cases whane the Group has granted a
concession, whathar temparanly o permanenty, ane wef out halow

Retail custemars
Forbearance activites
Tha Creugs classifias tha rearmanss nflerad wn retal cusinmars wiva have sspanenced Ainancial diffculiy inen the fallowing cateqorias:

= Medired contractual monthly payment 3 temparary acoount change o atsist customers through pencds of firancial difficulty whera armaears
whonod scorue at the eriginal contrac el payments, fon eample mpors y interest enly arangements and shorblerm payment holidays
granted in collechons. Any amearns eoisbing at the commencement of the amangement ana retaned,
Fedvoed puramuent amangements. 2 bemponary arangernent har cesbomens in financial dis ress where ariears oo at e contracbeal
paymant, fnr avample shorm-Term arangemants in pay;

= Tormn extorsions 3 permaner! sooount changs hor osslomens in financial distrees whees the ovsall i of the morigage i extended
rasubting in a lowser comiractual rmanthly payment; and

= Mepar: 3 pemanent account changs used 1o repair 3 Customer's position where they Fave emenged from finanoal dfficulty, for sxample
capi Laliation of aroan.

s bormmers nocemvirg s § rom UK Gosememnt spronsoned programims

Tha Creag participatas in a numiber of UK Governmern sponsored peogrammas desianad insuppan kauseholds, whick are dascribad on
page 137, Whwew these schermin proviche borowoens with & stale bere it that is used o service the loan, Seee & o change in e reported
sxanue of tho haan which i managed and reponod in accordance with it original wms.

The Group assesses whether a laan benefitting from 3 UK Government sponsored programme & impared using the same atoounting
hirudprmnisndmiurlmmnmhiméﬂmgmmdupmgm Mﬁmdrmmmmmmmm:?mdi
ﬂwrruu] tha Marinage Aescua schamas, a5 thess schamaes invohe tha | I sala, of tha . Tha lnans
ntuded within B Incorme Support for keorigage Intewst scheme may be ||mmi in mdﬂumlh e el L}ulnl'l.mu ui mpaiment.
Tha Incomaa Suppart for Morigane interest schama remains the mast successhd of the Govarenant hackad schamas. It s tha longast-nening,
15 the most widely known and provides both the customer and the Group with an ssturance a6 1o the mantenanoe of at kst two years worth
of interest paymants. Thi Group estmates thal cusIDmETs representing appeosmanely £2.4 bilion of its morgage exposures are receiving this
benafit. This ncludes those who are also recaiving other reatments for finanoal diffiouity.

Cistomens infinancal difficulty recosing aupport under offer schamas

Thee Grosgs measares. e sucoess of 2 forbeaance scheme bused wgeon the proporion of cusbomens mainlaining o improving e snmeans
psition cvar tha 17 mantes fanllowing tha exit from a farbaarance reaemant. For temparary maatmants, 87 per ceet of customans who have
sccepted temporary interast-onfy concesssons and I per cent of customens accepting reduced payment arrangemsnts have maintaned
er imprersad thair amagrs position. For parmanant eeatmants, 77 par cant of cussnmees wha have accepiad capealisatices of srrears and
A0 prer cent o customees whe huwe scoepled Yo eabierrions havwe maintained o imgroed el areans position,

Frrbaarancs identificasion and classification

Thea Growgs has applivd revised forbearance definitions based upon principles. desslopssd throwgh the British Bankers” Association. 84 3
resub of this, forbearance data for 2012 ks baan restated i reflect the new dafinimans. Tha restated data fiee 2017 shows ovenall ferbaaranca
sl ances o s hi than previous Snancial stabements o e baleroes now include scoeants which ane rolonges on a ke beananc
troatrrment, knat whorne tho exprosurs s knewn to ke, or may still be, in Bruncid difficulty.

The Groug classifies a retail account as forboms at the time a customer in financal difficulty is granted 2 concession. Accounts ane classfed

a forboma ool for the porod of timse which the oxpeogure i known to b, or may sill be. in financial diffioulry. Whane temgsarary forboarance
s qraraed, axit critena are applad o includa accounts urel they aro ke 1o no lomager ba in financial difficulty. Detaik of tha exit criteeia ara
shewen in the arahyss bolow. Whene the Beatment imolvs 2 posmarsent charge 1o the cortracbua busis of the customen’s soount sech o 2
capitalisation of arears or term etensinn, the Croup rlassifies the balanee as farborna for a perind of 24 monshs, afrer which no distinetion is.
i butwoun e scounts o ot whese no change haes Been made.

Source: Lloyds Banking Group Annual Report 2013, p340-346

Secured read lending - LK

Al Deovernbaer 2003, bl soound koans ard sdhrances curently or recently subject o ok anoe vare 20 por cort 31 Dovembar 2012 29 por cond)
of total retail secured loans and advances. The Group no offers temparary interast only as a forbearance traatmant o secunad kanding
customaens in financial difficulty, which i tho primary driver of the reduction in forboaranco balances in 2013, Furthor analysis of the forbome
boan bralaroes is sl out beabow:.

Total unrest aml roevent [abnene Impairmes pruisema o % ol

Fetal leans snd sdvances whetk Leara snd sdvances whch are leaems and sdemnnn which are
are rurreacly oe rerenrly inshame impaaed’ rurremry o recenthy
ma e m3 e an3 o
L) m im L] = =
At 1 Dacember
Temporary forbearance arrangements
Reduced contractual monthly paymaont’ P95 4504 226 538 a0 25
Reduwood payrment amargernents’ 1,374 1,412 160 0 12 40
2m 5926 s BsA a5 ?a
Parmanent treatments
Ropair and term exensions® 4,008 3,565 s 259 34 %
Total 4,379 249 &1 1,147 34 32
Inchadad in the total above:
Tomgarary 2Tangements currently on
lraatrnent 1,100 303 1 514 34 ir
Parmanent treatmants within last 12 months 2187 1513 T 0 an 43

" b rrollony ool carrentl ard reven Forbu v boor ard advarmues were s mwsened it 31 Secernber 200300 Couermber 207 04 malluril.
“Reated sa refiedt the charge in lerbeatencs probuton penads. Prowiswaly onfy lempornery smangements o place ot the year ond snd permanent changes commenced durng o yoar
wars chown
¥ bt Mty et ey g ool bttt peyerenni bbb grovinel e sl pins whpss e tastparest I trorvaetly Reproslimieng B i
mh‘nulnlu-l.l-:h-p-nu.--rmhrrrwq-un:uulnrdumlhmhhlulhmim
" ircheden antomen whe had sn smargemest 1o pay keaa than #a contracted amownt ot 11 Decemises arwhers sn smargement ended withen the previca threo montha,

Uindudes capialnstion of srean and term sstmenons whech 3tk pr M eroenthe wed 3 30 cumicenen 2% the year endl

the

Colloctivo impaimmont assogment of rowil socured leans subject i forbaarance

Loans which are forfborme ane grouped with othar assets with similar risk characteristios and assessed colloctively for impaiment as describad
beliow. The loans ane not consedened as impained boans unless they meet the Group's definition of an lrpau'odzsnl.

Thia Groa's aach is B0 ensurs that prosisicni n'n'hh_ﬂ.pfrrmd managament ju u'han'rm reflact thi wnder ot
ik duum Thiz Geongs muﬁﬂ'xmwd ariour 3l scoring b J':m cuslomrs’ tlmﬁl risk. The underlying behadoural umd&
consider many different characteristics of customer behaviour, both static and dynamic, trom intemal sources and also from credit bureaun:
data, incheding characterstics that may identify when a customer has baen in arrears on products held with other fms. Hence, these modals
‘take 3 range of potontial indicators of ousiomior financial distress imo acoount.

Thi porformance of such models is mononed and challenged on an cngoing basis, in king with the Group's model govemance policies. The
oty are alvo reqularly recalibrated o rellect up todabe customer behaiow and merket conditions. Spoecilically, regula detaled snalysis
nfn'n‘hlbdfrcmu’mnn'rptmnllrﬂnﬂkmmmmﬂﬁnm&n!m:rrﬂwwxmn e that tha
outcorme pericd sdegquately captures the risk and that the undesbying risk i appropristely rellected. Where this i not the case, sdditional
prowisions ana applied to caphure the risk
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Section 6 — Credit risk Enhanced Disclosure Task Force ¢ Examples of Leading Disclosure Practices

Recommendation 27: Policies for identifying impaired or non-performing loans, including how the bank
defines impaired or non-performing, restructured and returned-to-performing (cured) loans as well as
explanations of loan forbearance policies (2 of 2)

Commendal oxstomens

it from fovhasrance dlassfication
Forooannce A customarwhare fortsoaranco has boen grarmed will remain troated and recordod 2t forbome umil it ovidences accoptable performance
.A.hnryw|rtzdn1‘nrn1nl1n_1#hﬂ'lur:hn[impmurmdmm“hmmnﬂmrﬂmmnhmm to & horrowar who s owor 3 period of tme. This porodwill depend on 2 numiber of facners cuch 20 whothor th customas s wading in bro wish oo revicod plan,
in financial difficulty. it It Dprating wishin the row tonms and conditians (ncuding obcorvation 1 rviced covenants and coaractual paymonts), i financial
Loans that hiawe bean ranegotiated andicr restructured for solely commancial reascns, whaee theng is no financial diffioulty would not be perlormance is stable of improving, and there ane no undue concenms o its future perfonmance. As a miniemem, this peried i currently
treatond 2% forkworme. Thi Grou dous not kel the concept o ferdesrance attadhes to thie rading book wheee assets are marked s expoctod to be at least 12 months following 3 fartsarance event fduring 2014, the minimum cure period will b reviewed again in conjunction
markat caly with regulatory requirements). However, notwithstanding this, the cwarnding reguirement is that the financial difficulty previously seen has
Tha Ganup recogrises that infhearance alana s not nacassarily an indicator of mpaired status but ks 3 rigger dor tha review of the rusiomans Ewan remaoved, and the performance has stabiised.
credit profile. The Group grants forboarance whan it believes that there & 2 realistic prospect of the customss conbiruing o be abls 1o repay Omee a customer evidences acceptable performance over a period of time, the Growp would expect that it coulkd be returned 1o the
all Yarcilitiers in bull IF there i any concenm over Iuture cash Tows and the Group incuring a loss, then lorbome loans will by cassified as impaired mairsbrean good dessification srd they would no loenger be considensd Rarlbsorme. It is important 1o note that such 3 decision can b made
in accordane with e Groug's impainmend policy. writy by the indepmndent Risk Division,
Facavery can somatimes be through improvernant in markot or economic conditions, or the customer may bonefit from accese to altemative Currently, the sxcephon to this 17 manth minimum penod i whers a permanent structural curs is made (ior examgpla, this could be an injaction

saurcas af bquickty such s an aquity imaction Thasa can ba sspacially ralevant i raal estate or athar asat hacked transactans whiara a fira
sale ol et it aweak marked may be unalbactie,

Depanding on circumstances and when oparated within robust parameters and controls, the Group believes forbaarance can hedp support

of new collaeral security or partial repayment of bt 1o restore an LT back o within the covenant). In this case. the customaer may b
remaved from the forbearance category once the permansent cune has been made.

e cusbonmse in e short b medium. leem Further anabpis of the ferbroer kaan balance s set oat bolow;
Therefore the Group expects 1o have unimpaired forbome axsets within it ahthough as noted bebow, these are specifically Tertal hras mredl webwarues whink, [ L
cemrobed and managed Unimpaired forborne assets ane incuded in caloulating the overall coliective unimpaired provision, and which uses ars fachorna snd advancnn which sre forborne
the histoncal observed default rate of the portioho a5 2 whole as part of s cabculation. 03 o m3 oz
L= t= = =
Ty o kb aren impained .74 23945 436 417
Farbaarance maatmsets may includa changes ter Unimgairad &1 LT - -
Contractual payment torme for axamplo loan coonsians, or changos 1o debt sorvicing teerrs), and Total 20,995 7 w0 03
- Man-payment contractual tarms (for evampla covenant amendmenss o wakers) whara tha maodificacions enable dedault 1o be avaidad
Tha frier main types of farbaarancs concessions 1o commarcial customars in financial difficulry ans set oo below: allimpared assets are consedersd forborne. At 11 December 2003, L6, 221 millon (31 December 2012 £9,02F milkon] of its urampaired
- s This inckadias & ryand R—— - 5 [irch LT :;w?:gx:.a}mcmmhbmmaa mﬂtﬂu‘fprmc.m.mrn:na]gﬂnmin::.dca::ﬁfnbmmﬂmlnhnmldﬁmhu.mﬁsm
and inberest oower]. The granting of this typse of concession in itsellwould not nesull in the koan being clasified & impaired, LT il irk chicseifiod 32 nos-cone: with W rormcining E2AXZ million s
- ExtonsiorsiABorations: This inchudes axtension andior altoration of rapaymnt borms o 3 hovel cutside of markot or the Group's risk appatite Tha tabila below sats oot the Group's largest Lremparad forhorma knans and acvances to commarial customars eepasuras over £ million) 2
ot 1oy L st 's inabiibty to make exsting contractual repayment terms amendments o an interest rabe 1o a kel considened outside at 31 Docember 2013 by type of forbearance, together with a breakdown on which sxpogures are classified as Direct Feal Letats:
of market or tha Graup™ nsk appetite, o athar amandmants ach 2t channes 1o daht sandcing amangamants —
= Forgraness: This includes debt for eguty swaps or partial debt forgveness. This type of forbaarance will atways give rise to iImparment and Direct Bual Ratats “m Tatal
= Mudtiple type of forbearance (a mixture of the above thresl. Where a concession is granted 1o a customer that is not in finanaial diffculty or im im b
thee risk profile is consadened within cerment risk appetibe, e conoession would rot b considensd o be an acl of lorbearanoe. AL 31 Dacember 2013
A nambor of options 3 available 1o the Group whions 3 custome ik facing financal difficulty, and cach cac0 ks treated doponding on s own Typa of unimpaired forbearance
speific croumstances. UK snpemures’ = £5 milion
Thae Grmagy's stranagy and offer of forbeararce ks rosly deparndant on the indkadial sinssion and sarly iderification, coneml and monitoring Covenante 1,555 [T 2397
are kay in order 1o suppont the customen and peotect the Geoup. Concessions are often provided fo help the customen with theer day to day En " 200 243 53
liquidlity anvd werking capital.
Multiple 23 o 403
1778 1565 M3
R S E £5milkan and athar nos-LIK 2.ET8
Thee Group's policy & bo eat all impeined sssets in Commecial Banking 25 having been granted soms fom of kebearance, mpaired loans Tpesuras < fm " e .
and achances exist only in Business Support Global Men Core: and, for smaler SME customers, Customses Support. Unimpaired forbome Total 521
kmmdadwnrmn!mmhgmuim_ hﬂltmnnp{!nandhr&ﬁal han Cofe
Al noneratall nans and advances in Commenaal Banking ane reviewad at laact annuslly by the independant Rel Destion, A part of our long i the st of the ol il e -
wntakdhed Crodil Risk Classification system, every hawn and sdvaroe in the geod book i categonised as vithes "geod” o ‘walchisl’ iredand whoios sl [nart of Wealth, Asset Finance and iomations! diision)
The watchlist is hurther categorised depanding on the current and expected credit risk attaching bo the customss and the transaction. Al All lans and advances in Ireland wholesale fwbather impaired or unimpaired) are treated as forbome and all assets are dlassified as non-core,
wartchlist namses 2ro reviowod by the Business and Rigk 3t loast onco 2 manth, and the classfication i updated i roguired.
Tocal loana ard scdeancen which Impaimers proviaiean s % o loara
Any concassion qranted 1o a custome: s reviewad and must be approved by the indapendent Risk Divisinn, § Risk Dhision fetarminas are darhrr s and acvsnswnwhich ses frrhoars
that tha customer i in financial diificuley, then amy ofi-market concession qrantad i toated as forfhaarance and tha laan rndewad manthly 1 27 a1y i
Forbsaar ance does not arive il the oustomen & nob in linandal Sficulty o # e risk profile of the cusbomes Boliowing the concession is within the im fm 1 %
Groug's current risk appetize. hnpained 5322 10567 bET] SE0
Any evant that causas concam evar futune paymants fenm tha custames & Blely o rasult in tha assat baing assesad for impaimmant and, Unirmpained 1,108 1908 -
maquired, an imparmant allance recognised. impaimaent is identified, the customer & immedately transfernad to fusness Suppaort and Towl 7430 12675 45 520
the benudlirng will b Ureated 2 an impared sssel. IFng impairment is identified, the Risk Division will detemine if e ostomer shoadd remain in -

tha good hook frasaganissd as watchlivn, or ransfer i Business Suppaot for mans intansive manitorning

Al reviows porformaed in the good book, Business Support o Gliobal Mon Core indude analysis of lawest financial information, 2 considoration
of tha market and sactor tha cistomarn operaties in, performancs aqainst plan and revised term and conditions qranted as part of the
torbmear anu ks iun.
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Section 6 — Credit risk

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 27: Policies for identifying impaired or non-performing loans (1 of 2)

Definition of impaired and past-due exposures

Ammgbﬂuﬁn!lhh;wﬂm Irmpaired loans and recelvables are ciassified into the following categories;
Non-performing loans - formally impaired loans, being exposure 1o insolvent bomowers, aven if the ngalvency
has not been recognized in a court of law. or bomowers in a similar situation. Measurement is generally on a loan-
by-loan basis or, for loans singularty not significant, on a portfolio basis for homogeneous categories of loans;

+  Doubiful loans — exposure to bomowers experiencing temporary difficulties, which the Group befieves may be
overcome within a réasonable peried of time, Doubtful loans also mclude loans not classified as non-performing
mhmmmmmmmmfﬂlmmmmmﬂ

They have fallen dus and remained unpaid for more than 270 days (or for mone than 150 or 180 days for
consumer credit exposure with an onginal term of less than 38 months, or 38 months or ower,

respectively)

5 The amound of the above exposure 1o the same bomower and other defaulted payments that are less
than 270 days overdue, is a1 least 10% of the total exposure 1o that bomswer, Doubtful lsans are valued
analytically when special elements make this advisabde or by applying analytically flat percentages on a
historical or stochastic basis in the remaining cases,

- Restructured loans - exposune o borrowers with whom a rescheduling agreemen! has been enfened into
including renegotiated pricing at interest rates below market, the corversion of par of a loan into shares ("debd to
equity swap”) andor any reduction of principal; measurement is on a loan-by-ksan basis, including discounted cost
due 1o renegatiation of the interest rate at a rate kewer than the onginal contractual rate, Restructured exposures
can be reclassified under unimpaired loans only after bao years have passed from the date of signing of the
restruciuring agreement and a resolution has been adopled by the competent corporate bodies declanng that the
debtors full solvency has been restored and that there are no outstanding balances on all existing lines of credit.
Loans under renegotiation involving a deblequity swap are valued, pending swap finalization, on the bass of the
conversion agreements entered inlo on the balance-sheet date. Please see Section A3 of the Consolidated Annual
Report for the method used to calculate the fair value of shares ansing from these transactions. Any negative
differences between the value of the kans and the fair vakee of the shanes are taken to profit and loss as write-
dawns. For details on renagobiated exposures (so-called forbom exposures) see also Part E - Section 1 - Credit
Risk - Information on renegoliated exposures of the Consolidated Annual Repart.

*  Past-due loans - total exposwre to any barrower not included in the other categories, which at the balance-shest
dale has expired faciities or unauthorized overdrafts that are more than 80 days past due and meet the
requirements set out by supervisory regulations (ref, Bank of Italy’s Circular No. of December 27, 2006 "MNew
regulations for the prudential supervision of banks”) for their class#fication under the “past due exposures” category
(T5A banks) or under the “defaulted exposures” category (IRE banks).

Total exposure is recognized in this category if, at the balance.shest date, either:
- the expared o unauthorized borrawing,
o
= the average daily amount of expired or unauthonzed borrowings during the last preceding quaner is equal 1o of
exceeds 5% of tolal exposure.

Overdue exposures are valued using a statistical approach based on historical data, applying where available the degree of
risk as measured by the risk facior used for Basel 2 reporting (loss grven default),

Collective assessment ks used for groups of loans for which individually there are no indicators of impairment: 1o these

podtfolios a latent impaiment can be atiributed, according to the method described below, inter alia on the basis of the risk
faciors used wnder Basel 2.

Source: UniCredit 2013 Pillar 3, pp. 105-109

Description of methodology applied to determine write-

downs

Loans and receivables are non-derivative financial assets with fived or determinable payments that are not quoted in an
active market. Loans and receivables are recognized on the date of contract signing. which normally coincides with the date
of dsbursement 1o the barrower,

These items include debt instruments 'with the above characteristics or that are subject to portfolio reclassification in
accordance with the nules of 1AS 30 (see Part A.3.1 below - Transfers between portfolies) and the net value of finance leases
of assets under construction or awaiting lease, provided the leases have the characteristics of confracts entailing the trans fer
of risk.

After initial recognition at fair value, which usually is the price paid inchuding transacbon costs and income which ane dinectly
attributable to the acquisition of issuance of the financial asset (even if not paid), a loan or receivable is measured at
amortized cost using the affective interest method, allowances of reversals of allowances being made where necessary on
remeasuring.

A gain or loss on loans and recehables s recognized in profit or loss:
L when a loan or receivable i derecognized: in dem 100 (a) “Gains (losses) on disposal”;
o
= when a loan of receivable is impaired: in item 130 (a) “impaiment losses (a) lcans and receivables”,
Interest on loans and receivables is recognized in profit of loss on an accrual basis wnder ilem 10 “Interest income and similar
revenue”,
Delay interest is taken to the income statement on collection or receipt.

Loans and recefvables are reviewed in order 1o identify those that, following events cocurring after initial recognition, show
ohjsctive evidence of possible impairment. These impaired loans are revigwed and analysed periodically at least onoe a year.
A loan or récen/able is deemed impaired when it is considened thad it will probably nod be possible to recover all the amounts
due according to the contractual terms, or equivalent value.

Allowances for impairment of loans and recelvables are based on the present value of expected cash flows of prncipal and
inlerest; in determining the present value of fulure cash flows, the basic requirement is the identification of estmated
collections, the timing of payments and the rale used.

The amount of the loss on impaired exposures classiied s non-performing, doubtul or restrectured according 1o the
categonies specified below, is the difference between the carrying value and the presant value of estimated cash fiows
discounied at the original interest rate of the financial asset.

If the original interest rate of a financial assat being discounted cannot be found, or if finding it would be excessively onerous,
the average rate was applied that was reconded Tor positions with simiar characteristics, which had not deteriorated in the
year in which the original deteroration of the asset concemned occumed. For all fixed-rate positions, the rale determined in this
manner was also held constant in future years.

Recovery times are estimated on the basis of any repayment schedules agreed with the borrower or included in a business
plan or in forecasts based on historical ecovery experience obsersed for similar classes of loans, taking into accound the type
of lpan, the geographical location, the type of security and any other factors considered relevant.

Any subsequent change vis-3-vis initial expectations of the amount or timing of expected cash flows of principal and mienest
causes a change in allowances for impairment and is recognized in profit or loss in iterm 130a) “Impaiment losses (a) loans
and receivables”.

‘Write-dowmns of impaired loans are classified as specific in the relevant income statement iterm even when the calculation is
flat-rate or statistical, as indicated in the previous chapler,

‘Whaen the reasons for the impaimment no longer exist, and this assessment i objectively attinbutable to an event occurmed
after the impairment, a reversal is made in the same profit or loss itern, within the amount of the amortized cost that there
would have been if there had been no impaiments.

u!amammﬁummmﬁmmmnamnmmnma:
written off. Write-offs are directly in profit or loss under item 130{a) “impairment losses (a) loans and receivables”
and reduce the amount of the principal of the loan or receivable. Reversals of all or part of amounts previously written off are
recognized in the same fem.

Loans under renegotiation involving a Muuquhrmmmmd pending swap finalization, on the basis of the conversion
agreements entered into on the balance-shest dat
M?Mﬂllhidﬂmmﬂ‘dﬂuﬂ'H'NFOI-H‘SihﬂNlikkﬂﬁﬂmfﬂﬂlﬂmhmmlmﬂﬂfﬂﬂ-
dorwms.
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Section 6 — Credit risk

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 27: Policies for identifying impaired or non-performing loans, including how the bank
defines impaired or non-performing, restructured and returned-to-performing (cured) loans as well as

explanations of loan forbearance policies (2 of 2)

Disclosure related to Forborne exposures and new EBA
definition of Non-Performing exposures

In relation to ESMA document n. 20127853 of 20 December 2012 for disclasure on IFRS financial staterneants of
financial institutions on renegotiated exposures, it should be noted that the identification of the portfolio is relevant 1o
allnmﬂwfnlln-ﬂnn
prompt action: with a solid and effective process for monitoring and reporting, the timely identification of
possible credit quality deterioration enables the Group to promptly put in place either the necessary
aclivities aimed at an eventual renegotiation or the restrictive measures at a stage prior 1o the potential
"default” aimed at reappraising the level of risk; any activity aimed at a possible renegotiation has as
objective the timely identification and consequently the proper management of exposures with an
increased credit risk. when the bank has not yet launched legal enforcement actions still in presence of a
full repayment capacity of the customer;
. proper evaluation of impaired loans, in order to define the actions and classification within the "default”
classes;
»  start of recovery actions depending on the type, the amount of exposure and the customer charactenstics,
*  appropriate provisioning in the income statement, consistent with the outiook and recovery time of credit
and type of exposure. This activity is in line with 1AS 39 and " Basel I” nies;
+  accurate and regular reporting to monitor over time the risk of the portfolio at the aggregate level.

As for the evaluation and the provisioning of the ‘Forbome’ exposures, the accounting policies follow the general
principle in line with the provisions of 1AS 30, Le. whether there are objective evidences that it has incumed a loss for
mpairment of lcans or financial assets held 1o maturity (bocked at amortized cost), the amount of the loes is
measured as the diference between the assel carmying amount and the present value of estimated future cash flows
(excluding future credit losses that have not yet incurred) discounted at the original effective interest rate of the
financial asset. The amount of the loss is recognized in item 130, of the income statement under “Impaiment losses”
and the camying amount of the asset is reduced accordingly.

ESMA disposals and provisions of [AS 39 are mﬁemmnd by the instructions for financial reporting FINREP,
recently issued by the European Banking Authority (EBA)®, which introduced two new classifications for loans and
debt securities in the financial statements: Forborne exposures and Non-performing exposunes,

Forborne exposures are defined as exposures containing measures of renegotiation (Forbearance), Le.
concessions in respect of a deblor who has faced - or is about 1o face - difficulty in meeting its financial
commitments (“financial dfficulties”)

+  Mon-performing exposures under the new EBA definitions are those that meet one or both of the following
criteria:

= material exposures overdue by more than 80 days;

> the bank assesses unlikely that the deblor can fulfill entirely to its credit obligations, without
proceeding with the enforcement and realization of collateral, regardiess of whether exposures
are past due and'or overdue and regardiess of days past due.

These tvo new classifications introduced by EBA are effective as of the financial reporting FINREP 1o supervisory
authority of Seplember 2014,

The Group has already started, during the second haif of 2013, the project activities aimed at implementing in the
management and accounting systems the classification rules introduced by EBA. The new processes will allow to
improve the compliance of the rules to the above legislation, monitor the dynamics of these exp es and report to
the supervisory authority.

In line with the implementation plan, with reference to the balance sheet at 31 December 2013, the classification of
loans into risk categories remained unchanged compared to the previous year and reflects the regulations issued by
the Bank of ltaly. Therefore, the classification by each entity in the different classes of "default” is done in accordance
with the legal provisions and the regulations issued by the local Supervisory Autharities,

Regarding Forbome exposures, the full implementation of the ne'w processes will lead to a precise identification of
the Forbome performing exposures and 1o a subsegquent verification, on the new identified portion of the portfolic, of
any adjustments as may be appropriate in the internal rating systems and credit rating.

Source: UniCredit 2013 Pillar 3, pp. 105-109

Given that the Group s bound o follew the instructions of the ltalian Regulatory Authority, with reference to the
foreign legal entities specific amangements have been adopied with the aim of linking and aligning the dassification
of the “defaull” classes, othervise not fully cohenent.

The disclosune on lorbearance practices (s an approsdmation of the outcome of the new EBA definiion, based on the
infoernation currently available. Since the implernentation of the processes that will lead to the application of the new
definition is sl under~ay, the foliowing proades and limitations were used in preparing this disclosure:

*  With reference to the prouy adopted for the Forbome non performing category, please note that according
to the Bank of Raly classification, with specific reference fo forbearance praclices. a position is classified as
“restructured loan” when a restructusing agreement includes a the concedsion of a moralorium on
paymenis of the loan o the renegotiation al interest rales below market, the conversion of part of a loan
Into shares and'or reduction of principal. Measurement of restructured loans s on a loan-by-loan basis,
Including in the provisions the dscounted cost due bo renagotiation of the inlerest rate a1 a lower level than
the original contractual rate. Restruciured exposures may be reclassified 1o “performing loans” when at
least bwo years have elapsed from the closing of the restructuning agreemeant and a resolution has been
taken by the competent corporate bodies stating that the bosmower is again able 1o service the dabt and no
overdue amount is cutstanding. In the below table the “restructured loans” classified according 1o the Bank
of ltaly classification have been reported as Forbome non performing exposures.

*  As for the Forbome perfomming exposures. no consolidated disclosune could be provided. pending the
establishment of harmonized measunement procedures al Group hwl currendly underway. refer bo the
disclosed information, wherever available, in the separated financial statemants.

These criteria were used for both the identification of Forbome non performing exposures at December 31, 2012 and
at Cecember 31, 2013. Here beldow the resulting actual figures (in Euro million)
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Section 6 — Credit risk

loans in the period and the allowance for loan losses

Talide go: Analvsis of Changes in Nonaccral Loans

Dhunitor snded

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 28a: Reconciliation of the opening and closing balances of non-performing or impaired

Allowanee for Credit Losses
The allowames for credil bosses consists of the allownnee for loan losses and the allowance for unfiunded eredit commitments, Changes in
the allownnee for credit losses wepe:

Dec, 31,  Sept. 30,  Jume 30,  Mar, 31, ‘{oar ended Dec. 31,

[ millicen ) 013 2003 2013 hoi3 Joi3 o1z Yaar anced Decamber 31,

Comimerial nonaccrual lsans

Balance, beginning of perod s 2,606 4455 5242 5,824 5874 8,217 {in millions} 2013 2012 2011 2010 20404
Irflows 20 4590 57 11 FRF] aE12 Balance, baginning of year 17477 19,668 23483 5031 2,711
Outflows: Proviin for cradit lofses 1,300 a7 7.890 15,753 21,568

Rburrsed bo adcrisng [6r) {192) (AL )] [105) [406]) [65%5) Interest imcome on civtain impaired leans (1) [284) {315} {332} {28E) .
Forechosares (24) i (12m) (91} [EFEY [469}  Loan change-offs:
Charge-offs {191} {150 {193) [189) (23] {1.43%) Commarcial
Doty sabes and other (1) {53%) (250 [9a3) [Boa) [3o86] {2 6a6) Commwencial and industrial (715) (1,308} (1,598} [2,77%) (3365}
Tkl cubllows {931) [1,050] {1, 3] {8,103} [4,527] {6.705) Rieal estate mostgage (18] 1382} (636} (1151 1670}
T 21,475 1888 4455 5 M3 3,475 5 a7 Fipd @5EALE Lo EETUCTIEN [2&) {191} {351} (1,189 (1,063}

PR R — Leasa financing {33) (24} (38} {120} {22%)

Consumer nonaccrsal loans Fangign [27) {111} {173} {198} {237

Balance, heginning of period 13,007 13460 14,284 14,662 14,662 13,0687
Iriflowes 1,601 2,005 207 2,340 81T 1450 Tokis cobuodl {893 [2,014) (2796) [543%) {5%h4)
Dutflows: Corgumer

Returmed to accrsng {om3) (7] {1,1%5)  {1,031) (4037 (a9 Real estate 1-4 family first mortgage (1,439) [3,013) (3,883} (4,900} (3,31B)
Forecioiaies {167) {167) (%5) (173} [597) (?a5) Rl estate 1-4 family junior lien morbgage (1,578} (3,437} (3763} (4934} (4812)
Chargeolfs {437} {4m0) {a%1) [775) (1343)  (4,541) Cred card (1,022) (1301} {1,449} (2,796) (2,708}
Payrreils, sales and other (1} {953) (EF) Lk (3%} [3,509) {3,489} temabile (B23) {851} {Te9)  [108) (2,081}
Total cubflows (2,505]  (a4em)  (;Eos)  (2718)  {(losms)  (17.004) Qther ravelving cradit and instalment (753) (757) {925} (1,390 (1,360}
faiance, end of perind 12,000 13007 13460 14.7A8 12,193 14667 Total consumes [5,417]) (8,955) (30.815) (14667) (14,261}
Total nonaocrual loans 5 1%, B 16,853 17.81% 16,526 15 66N 20, L85 Total kean charge-offs (6.410]) {10573} (33615} (20100 (19,825}
|1} by uefiows ckade The offects of YIE Scomotdation and sdpeslments bor inass cartied of fa vl Loan redoveries:
Commasrcial;:
Cammencial ard industrisl o 4461 419 417 254

Table g5 Anabvsis of Changes in TDRs b Estate momgace 337 163 143 &8 33

Quarier oded Rddd #ECALE CONMSIFUCTCR 137 124 145 1o 16
: - Lewse financing 16 19 4 20 0
Dec. 31, Sept, 30, Jurs 30, Mar_ 31, Vaar nded Dec. 31, Farwign 27 33 45 53 40

{in milliore ] H00 2013 2013 213 2013 a2 Teal commercal TE? T 777 &7H 1

Commercial TDRs Corsumer:

Balance, boginning of period % 4219 4,351 4,818 5,145 5146 5349 Rieal estate 14 Family Frst mortgage 245 157 405 L+ 185
Infcrict m 534 48 0 1,4 1,550 Real estate 1-4 family punior llen mertgage 169 2859 218 m 174
Outiiow Credt card 126 185 1 18 180

Chrpa-crix 44 24 R4 (s0) (a (381} Automabile 321 %3 43 4 564
Porwchoay (16} (18} (28} () (28) (60} Othar revciving credit and instaSmant 153 177 276 219 191
Pargrreeds, sakes and other (1} (ELED ] (BI6) (6&5) {7581 {2,955%) (2328} o

Balance, end of poricd 3,765 4,710 4,551 4818 3,785 5146 e pil o - e e

Tatal s recovirss 1,501 1,939 2.316 2347 1,657

Comsumer TDHRs —

Balance, beginning of peried 11,789 12969 X REG 1,768 21,768 17,308 Hat logn charge-cfs (1) [4,508] 19.034) (31,309) (17753) (18,168}
Inflrws L1% 1282 L3 2,078 5,958 BOS0  mllowances relsted to business combinations/other (1] [42) (58] (63} () {180}
Dt flcws i

Charge-offs (2} (155} (183 (241 (2m0) (B5a) (1.400)  Balance sad of ysar L5 L T T
Forockosurs (417} (519) {24m) {114y {1,290) (426}  Components:

Payreerids, sabes and other (1} (rnn} (61} (7E5) 15m9) {2,816) (818} Allgwarce for loan losses 14,502 17,060 19,372 23022 24,516

et change in trial modifications {3} {68} 1 [} I8 5% 54 Algwange for unfunded gradit comeniments 460 417 96 441 515

Balance, ond of period 22,0696 22,708 22,965 12,885 11,696 21,768 Alipwance for credit losses (4] 14,971 17477 19668 33461 35001

Totel TOR 26461 27008 21,530, ZL77 26,361 20518 pat loan charge-offs as & percentage of average total koans (1) 056 % 117 143 130 i

{1} Dther cussfiown. inchode narmal amamizsbonscoreton of knan Baan sdstmenty and loans tramalerred to Reld-for -, 11 aho inclades. §29 millon, $40 milion acd Aliowance for loan losses a5 a peroentage of total loans (4] 1.76 213 2,582 304 313
$15 malfbon of loans refnanced or eI 5 new i and remowed frm TDA dasscabon Jor the guarters sded Sepbember 30, June 30 and March 31 2011

i vt e o TOR fcation in 2012 a3 & result of being ek ~ cxinl eragrbins mers Aliwance for cred® lodses 44 & percentsoe of tefal keans (4] 181 2.19 .56 3.10 3.0

(2) Yedt ersded Decernber A1, 01T change -offs refler e inpan of laass dschaiged in Bankraptey Doy feperted is TOMS in scostdands with The OCC gudanes issed s

{37 Mt changs in il moxdfications. inchaden: inflomny of rom TDRA enlerng B trisl payment prriod, nel of cutiows for sodilcations. that mther |} oty gerlorm and
harged

wrer S & permanen Medfication, of (1) dd ol sudcriafully pertorm adcoreg 10 B Berma of e Bl persad plan snd are wlsequently o

o, Hormcioind wpan o

atherwie resoived. Dur experience | thal most of Te morigages thal enter § Iral pryment periad pogrem are Beocesslul i completing the pRogrEm reguerements

Source: Wells Fargo Annual Report 2013, p. 70, 166

[#4]
(2.1
)

Cartain irmpained ians mits an aligwance calculited by discousiing epected cadh Bows wiing the lasn's affactivs intarest fits o the Femaining it of the loan recognice

reducton in the slowesde i inferedt incomae.

For FCT loant, charge-ofTs irw only mcandadd ba the astent et losses mscesd This Purthase Scoounting mSmakes.
Eraiugas $491 millicn for The ear snded Decernbar 31, 2000, releted ba tha sdoption of conpsbdation eccou

Tha plcmnce for orwdit loases inciudes § 30 milion, §11T millon, §231 millign, §190 millin snd 313) milics ot December 15, DRLL 2042, 2013, 2039, end 2009,
respechvely, relaoed 1o PCT loans scguined from WKhowie. Lo soquvd fram Wachavia ane inciuded in tebl iaant net of resed

&n Jaruary §, 2030,

WOCCUNTING ot WIR-down
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Section 6 — Credit risk

Recommendation 28b: Explanation of the effects of loan acquisitions on ratio trends as well as qualitative
and quantitative information about restructured loans (1 of 2)

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Table 34 prezentz the unpaid principal balance, carrying value, related valuation allowance and the net carrying value as a percentage At December 31, 20132, the unpaid principal balance of pay

of the unpaid principal balance for the PCI loan portfolio.

Table 34 Purchased Credit-impaired Loan Portfolio

December 31, 2043

Camying Fement af
Unpald Related Vasue Net of unpald
Principal carrying Vabuaklon Vaduation Principal
{Dodlars In milllons) Balance Value Allowance Allowance Balance
Recidential mortgags ) ism98 & imo73 % 1440 % 417228 BE.0E%
Himes equity 0,523 0,353 4,047 5340 8502
Total purchassd credit-impaired koan portfolio £ 20,081 % 25263 § 2,433 8§ 22,772 8731
December 31, 2012
Residerntial mortgage L 18069 § 17451 3§ 2108 3 14,342 79.38%
Home equity 9434 8,667 2,426 6,230 7397
Total purchassd creditimpaired ioan portfolio ¥ 26503 § 2GUE § 5,526 3 20532 7766

The total PClunpaid principal balance decreased $422 million,
or two percent. in 20132 primarily driven by liquidations, including
zales, payoffs, paydowns and write-offzs, partially offzet by the $5.3
pillion of loans repurchased in connection with the FMNMA
Settlement.

Of the wunpaid principal balance of $26.1 billion at
December 31, 2013, $4.7 billion was 180 daya or more past due,
including $4 6 billion of firatdlien mortgages and $91 million of
heme equity loans. Of the $21 4 killion that was less than 120
days past dus, $18.4 billion, or 36 percent of the total unpaid
principal balance was current based on the contractual terms while
$2.0 billion, or nine percent. was in early atage delinquency.

During 20132, we recorded a provision benefit of $707 million
for the PCI loan portfolio including a provision benefit of $552
miillion for residential mortgage and a provision benefit of $155
millien for home eguity. Thiz compared to a provizion benefit of
£103 million in 2012, The provizion benefitin 2013 was primarily
driven by an improvement in our home price outlook.

The PCI valuation allowance declined $3.0 billion during 2013
due to write-offz in the PCI kan portfolio of $1.2 billion in homse
eguity and $1.1 billion in residential mortgage. and a provision
benefit of $70T millien for the PCl loan portfolio. Write-offz during
2013 included certain home equity PCI loans that were ineligible
for the National Mortgage Settlement, but had  similar
characteristics as the eligible loans and the expectation of future
cazh proceeds was considered remote.

Purchased Creditimpaired Residential Morigage Loan
Portfolio

The PClreaidential mortgage loan portfolio represented 74 percent
of the total PCI loan portfolio at December 31, 2013, Those loans
to bormowers with a refreshed FICO acore below 620 represented
52 percent of the PCI residential mortgage loan portfolio at
December 31, 2012, Loanz with a refrezhed LTV grester than
90 percent, after conszideration of purchase accounting
adjustments and the related valuation allowance, represented 39
percent of the PCI residential mortgage loan portfolio and 51
percent based on the unpaid principal balance at December 34,
20413, Table 35 presents outstandings net of purchasze accounting
adjustments and before the related valuation allowance, by certain
state concentrationz.

Table 35 OQuistanding Purchased Credit-impaired Loan
Portfolio — Residential Mortgage State

Concentrations
December 31

(motars ik millors) T @013 omz
California % ais0 ¥ 9238
Florids = 4,730 1,797
Wirginia Too Ti5
Maryisnd T2E 447
Taxac 433 g2
DOther U5, Norrl). 50 0,821 5.082

Total $ dam72 § 17454

& In this stote, ToRcDIUN MEOUINGS 3 Court ontor following 2 ksl procecding (udiolal swtol.

Pay option adjustablerate mortgages (ARMsz), which are
included in the PC| residential morgage portfolio. have interest
rates that adjust monthly and minimum required payments that
adjust annually, subject to resetting if minimum payments are
made and deferred intereat limitz are reached. Annual payment
adjustment= are subject to a 7.5 percent maximum change. To
enzure that contractual loan payments are adeguate to repay a
lozn, the fully-amortizing loan payment amount i2 re-establizhed
after the initial five- or tenyear period and again every five yeara
thereafter. These payment adjustments are not subject to the 7.5
percent limit and may be subatantial due to changes in interest
rates and the addition of unpaid interest to the loan balance.
Payment advantage ARMsz have interest rates that are ficed for an
initial period of five years. Payments are subject to resst if the
minimum payments are made and deferred interest limits are
reached. If interest deferrals cause a loan’s principal balance to
reach a certain level within the firat 10 years of the life of the loan,
the payment iz reset to the interest-only payment; then at the 10-
year paint. the fully-ameortizing payment is reguired.

The difference between the frequency of changez in a loans
interest rates and payments along with a limitstion on changes in
the minimum monthly payments of 7.5 percent per year can result
in payments that are not sufficient to pay all of the monthly interest
charges (i.e., negative amertization). Unpaid interest is added to
the loan balance until the loan balance increases to a specified
limit, which can be no more than 115 percent of the original loan
amount, 3t which time a new monthly payment amount adequate
to repay the loan over its remaining contractual life iz establizhed.

Source: Bank of America Annual Report 2013, p. 82-83

option loans was $4.5 billion, with a carrying value of $4.4 billion,
including $4.0 billion of loans that were creditimpaired upon
scqguisition and, accordingly. the rezerve iz based on a life-ofloan
losz estimate. The total unpaid principal balance of pay option
loans with accumulated negative amortization was $2.2 billion
including $137 million of negative amortization. For thoze
bomowera who are making paymentz in accordance with their
contractual terms, five percent and 10 percent at December 31,
2013 and 2012 elected to make only the minimum payment on
pay option ARMs. We believe the majority of borrowera are now
making scheduled payments primarily because the low rate
environment haz caused the fully indexed ratea to be affordable
to more bormowers. We continue to evaluste our sxposure to
payment reszetz om the acquired mnegative-amortizing loans
including the PCIl pay option loan portfolic and have taken into
consideration in the evaluation several assumptionz including
prepayment and default rates. Of the loanz in the pay option
portfolio at December 34, 2013 that have not already experienced
& payment reset, less than one percent are expected to resst
before 2016, 26 percent are expected to resst in 2016 and
approximately 10 percent are expected to reset thereafter In
sddition, 10 percent are expected to prepay and approximately 53
percent are expected to default prior to being reset. most of which
were severgly delinguent az of December 31, 2013,

Purchased Credit-impaired Home Equity Loan Portfolio

The PCI home eguity portfelio represented 26 percent of the total
PCl loan portfolic at December 31, 2013. Those loanz with &
refreshed FICO score below 620 reprezentsd 16 percent of the
PCl heme equity portfolio at December 31, 2013, Loans with a
refreshed CLTV greater than 90 percent, after consideration of
purchase accounting adjustmenta and the related valuation
allowance, represented 69 percent of the PClhome equity portfolio
and 71 percent based on the unpaid principal balance at
December 31, 2013, Table 36 presents outstandingz net of
purchase accounting adjustments and before the related valuation
sllowance, by certain state concentrations.

Table 36 Qutstanding Purchased Credit-impaired Loan
Portfolio — Home Equity State Concentrations

December 31

{Dedlars In milicns) 2043 2042
Caarmin §  1sz1 3 zeoe
Florids & 300 524
Virginia 0 233
BArizona 214 297
Colorado EL: ] 284
Other U5 fMan-U_5. 3,583 4 570

Total % weo58z 3 0 BEST

= In =his stats, foreciosans requires 3 oourt order Tolowing  kegal procesding (ustclal stibe)
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Section 6 — Credit risk

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 28b: Explanation of the effects of loan acquisitions on ratio trends as well as qualitative
and quantitative information about restructured loans (2 of 2)

Restructured Loans

Nonperforming loans atso include certain loans that have been
meadified in TDRs where economic concessions have been granted
to borrowers caperiencing financial ¢ 5. These S
typecally result from the Conpomation’s loss mitsgation acthities and
would inclede reductions in the interest rale. payment exensions,

forgreeness of principal, forbearance or olher actions. Certan
TD#s are classified as nonperforming at the time of restructunng
and may only be returned 1o perfarming Status after considerng
e baorrower's sustained repayment perfomancs for & reasanabls
peericd, penerally six months, Nonperlorming TDRs, excluding those
madified koans in the PGl loan portfolio, are included in Table 41,

We classify juniorien home equily loans as nonpedorming
when th firstlien loan becomes 90 diys past dud éven if the
juniorien loan is performing. At December 31, 2013 and 2012,
$1.2 billion and $1.5 bilkion of such jniordien home egquity loans
were included in ronperfarming leans and leases.

Table 47 presents TDRs for the home loans portholio.
Perdorming TDR balances ane excluded from nonperformang loans
in Tabde 41,

Table 81 Nonperforming Consumer Loans, Leases and Forsclosed Properties Activity (0

Table 42 Home Loans Troubled Debt Restructurings

(Dt i mlice) 2013 2002 s Dacombee 21 s
Monigirttrmring R Larusdry 1 1043 §  1aTeR
ADGTONS 10 Nonpeiomming Harns and Hases: [ T Tokal Mo iorrreng Pertorrang ol ] Péertterrirg
Tt RONEesrONTENg oor BN Base. WRED 13,084 Frchichiar sl g =5 ] FLETEIE T THSS % IRt ] FORECE ] LT 19,085
It of Shangs i estment of I ichianged in banknotte = A 1163 e asgulty 2146 1389 57 2,128 1343 .5}
Ingierantation of figulatony ntadency gudans = wi 153 Tt o s froubled debl retrectuings 5 T ] o4 8 22814 § 30350 § 10,082 § 10,068
Esturbons, bo nongericomng oant, ard s 4 Penedercal moepage coliscsnsl depencers soosied Bl T billon snd 58 4 Dilion, snd nciuces 55 7 ilkon snd § 4 bilon of leens diepifed s nonperdorming snd 53 & bilon snd
Vs arsd e (2.TEI 801 . $300 billon of s classfiad sy pevforming ot Decamter 3, 2043 end 2033
racrnpags pariarning TS inchuced §14.3 billon srdl §81 0 bllion of kana thas wees Rilyinsored ot Dscembar 31, 3083 snd 3083
= (1.578) i & Hgeme squiry TORE desmed colsmnal depencers wousied §1 4 Sillon and §1 4 ilion, and rcksded §8 5 bllon and §4 & bllon of loans cesded s nonpariommeng and §537 millon snd §344
R b (aiiming stanus 4.2TH 4,203 i o loard Sikiiiad ol padloamerd @ Daddwbes 23, 2043 and 2003
Charge-ofts EEEE] 85
Teanafi s b orciohed Brogertie & 1883 [LTH]
Transfers 1o oans oo sak ] -
Tokal Fat [ oo e bedanan, [T 2]
Totil nongerioiming ke and b, Deemter 31 = 15 340 19,431
Foreohsd profatses. Januany 1 (=0 1591
At 10 Roreciineed profertie
Rirws Fopcierieed progsbrinn. = L FRE]
Radiactions b onsckided Broceni:
Sabes ] (283 Table 51 presents cur commercial TDRS by product type and  the end of the month in which the loan becomes 180 days past
Wiitisdomng 1133 {1&7 performing status. LS. small busingss commercial TDRs are  due, For mone information on TDRS, see MNote 4 - Qutstanding
Jous an pachiions oo Kwschoned frapaia [F ] {1.341) comprised of rensgotisted small business card loans and are not  Loans and Leases 10 the Consolidated Financial Statements.
L. Dacymiber 31 833 [ clagsified s nonperforming as they are charged off no later than
o, b and o ET] $  163T3 § 3008
ProngaTonming Goriumer Kan and i i3 8 L of "] T a3 ey I Fr-
Pongabionming Corumer I, e nd Ionscioded Drocefie a5 & TR of tulitanting Coniumes K, Muded and Table 51 Commercial Troubled Debt Restructurings
Aoreoioued DIUDHTHS ELC) AE3

A alerors oo et rchele

LTS of BT el et BEC rrollion el remacerung 00 removed Brom [he IR01 Kaan portoiy prior & Mrusry L 2010 of 5000 mllon ared S421 rulion

rerperieme
8¢ Coommiar 34, 2043 5re D00 s wbll e Aot Bcoruing e s B0 Gl o PR 53, Presared in bl 7 el 0n d » CRIIRATING GOSN 150 (ki 15 e Conashansd Rrancisl

o

A & il of T implermriation of
refulisiary risragency fustarce in 12
= Coriarer loana iy b vl I pedktreend

mmqunumum
= Vo bk e of

815 by of

TAANY S . P Fo
e :ne-n- L. FLR S8 peetert of

Kodret w150 diys o mmoen panit ow ] e wethen

rifulafory Pusdancs in 20031 on laans dihanied i Chagler T Barkactcy, we addnd §1.7 billon 15 morpetiormng leam. k8 & il of the iemeriation of
o Feorre ity o (of whech B8 Bsllon ware ourment] 1 fonpeskrming
Shatd whin 8 rrcoel i FReeEst o et ard Bl oyt of T sprabirang Sontraciusl Crncioal 5 et o axpecied, o when e lnen

FragTen it of chaqpe-ofty then during the fieer 0 Saye. st taaster of 5 ke 10 Aorecionss propersn. M
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s

ke InChucken §3173 PRGN of Kl That, e R0k (i 1 Cecembe 31, J043

1 £5 pirent of Ml urgaid princionl Balarce

-
- i ] o) Ftnagh ot
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Dur policy is 10 record any losses in the value of foreclosed
properties as a reduction inthe allowance for loan and lease losses
during the fust S0 days after ransfer of & lean 10 foreclosed
peoperties. Thereafter, further losses in value &s well as gains and
losses on sale ate recorded in noninterest expense. New
foreclosed propertses nclded in Table 41 are net of $190 million
and $261 million of chasge-offs in 2013 and 2012, recorded during
the frst 90 days after transfer,

We classify consumer real estate loans that hawe been
dischanged in Chapler 7 bankmuplcy and not reaffirmed by the
borower as TORS, imespective of payment history or delinquency
status, even if the repayment terms for the lban have not been
otheraise moddied. We continee 1o have a lien on the underlying
collateral. At December 31, 2013, $3.6 bilson of loans discharped
in Chagiter T bankrupicy with ro change in repayment terms at the
time of dischange were included in TDR=, of which $1.8 billon wene
classified as nonperforming and $1.8 billion were loans fully-

insured by the FHA, OF the $3.8 billion of TDRs, approximately 27
percent, 30 peroent and 43 percent were discharged in Chapter
T bankruptey in 2013, 2012 and years prios o 2012, respectively,
In mdditon, at December 31, 2013, of the $1.8 bilion of
nonqufnrrrmg loans discharged in Chapter 7 bankrupicy, $1.1
billion were curnent on their contractual payments whie $642
mallon ware SO darys or mone past due. OF the contractusally cunment
nonperforming loans, nearly 80 percent were discharged .
Chapter T bankruptcy mere than 12 months age, ard nearly S0
percent were dischanged 24 months of more ago. As subsequent
cash payments are received on the (0ans that are contractually
currenl, the inemsst component of the payments is generally
recorded a6 interest income on @ cash basis and the principal
component is reconded as a reduction in the carming value of the
koan. For marne information on the Mmpacts 1o congumer home kan
TD#Rs, sea Note 4 - Oubstanding Loans and Leases 1o the
Consolidated Financial Statements,

Source: Bank of America Annual Report 2013, p. 86-87; 93

Dciamibet 31
213 2003
{Csllary iy el | Teand b Pariarerang Toesl Norparlamming Parlo
LS. Sormrbnticl ! FETT 1 FU I 100 % 130 % [T e
Corrrmancial seal silate L =11 108 (=1 1 Tan Bl
ReorLL%. ool 48 38 1 LOG 15 BE
LLS, svinll Dusingss. Comimascisl HH — HH k] - 0T
Total corrermicial inpublesd detd estruchrngs ) 2% 5 8M4 5 1788 % -] 1330 % 1,704
Bank of America provides additional disclosures about restructured
commercial exposures on subsequent pages
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Section 6 — Credit risk

Recommendation 29: Counterparty risk that arises from derivatives transactions

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

OTC DERIVATIVES: DISTRIBUTION BY ROMIMAL AISK AND MARKET VAaLUE*

NOTIONAL OTC DERIVATIVE PRODUCTS BY MATURITY*

Milion eurds Ml euros
I mz 20 1 years 15 years 5l years Orver 10 yrars TOTAL
Market value Market value Market valus
cos I 45 £55 104 & 156 45 958
Mominal  Positive  Megati Mominal  Positive  Negative  Nominal | Positiee  Neg AT R : :
D3 proleclion scoured** 15,968 3 827 52331 176 680 &1,081 1,082 385 £0S protection scid alasd ° 9 2 SHhoas
O proteciios sold IR ETS TE ) 47 697 453 333 21,129 237 2,035 Total eredit derivatives 4290 0% & 158 B2
Total credit derivatives B4.542 B3 976 95,000 930 1.3 113109 e 2420 Erquity fanwaes 3,135 o o o 2128
Erguity frnwards 2,125 7 20 4630 333 132 4,601 149 158 Eaquity optiors <217 2 B.6tE 120 58 964
Eguity options L, 1,686 2420 L0,LES 1,3 1,458 [T 1,400 1,79 -
Exquily sl 10,041 1.103 . 6616 () 0 6,583 564 o Equity spct .47 L 152 2 Joon
Erguity s &85 265 Ba 265 512 a 29 Equity swaps 625 o 0 o EAS
Totsl equity derivatives EA R 2,855 2, Eraires 23 1835 T4 1188 FALE] Total equity derivatives &4 563 33 6,798 120 TIAM
Fatrd-income tanwartds 3.08% 1 0 4,855 B 4 1,579 0 [ [T Te—T— 2 430 D T 25 000
| ciad-roome Sotions - [ - - - 0 0 0 [ - - -
[ E—— 1,506 . . 1653 . 0 2165 a 0 Fled-incame ogticers a o ¢ a !
Total flxed in Aerivatives 4,995 1 o 6,545 [ 4 4,144 [} [ Fined=iniome spal 1,506 =] i ] <] 1,906
Forward ard spot rates 101 216 2,554 1,504 105089 1,380 1,042 12002 2,129 1,788 Total fised i devivatives 4344 o 622 b1 4,895
Enchange-rate calics 6,290 &04 345 70208 132 196 E2608 511 724 Forward 3 S0t rates Py 0 2 AT 1 101216
Orther exchange rate dermatmves 125 ] 1 a1 1 2] 3 a 2 . T o T o 290
Exclrarsge-rate swraps 411,603 5738 ®530 415930 8617 9550 371305 108sr  ©oE: Ferhange e aprans d : 8,
Tolal h rate derivatives §550.231 12840 10380 594,358 11231 11358 518072 13.523 LA Other exchange rabe desivaties 108 -] 17 a 125
Anrt TN 23 =4 SNl R34 22322 A 1,623 20 585 RET 1440 Lucharge-rate swags ET NSl ganr 21,308 4,147 411,503
Call money swaps X35 91 [=F]-] L] 215 804 hrl 1,011 23T 050 Ll bl wmw it dervatives 531,285 B45% 25,305 4145 550,233
Interest-rale siructunes 37,398 1,997 21553 6640 1180 2.339 B.0RT 1.981 2260
T orward interest rates-  HAS 117,011 i 18 34041 a1 49 1@azar I 114 Huzel swape .22 £33 53 364 22,504
IRS 2,711 552 58 164 54,774 2038235 B1.091 TTO05  2.153.153 T2.024 68,345 Lol maney swaps 233,495 o= 250 14 256
Criharr ineerest - eate derivasiaes 230 735 3870 3 456 251 536 4 355 3726 254 804 3,507 12,269 intenest-rate shruchunes Aaorr Bra Ll 1,882 38 e
Totad i rate derivatives 3355272 5, Bl LE A ] 89,109 B35 2852973 73,040 LA e ™ 117,011 o o a n7an
Cormmaditie 1,363 265 T8 1871 o 104 3479 410 152
Total firy derbvari 1363 265 78 1871 308 104 3,479 40 192 R 2,542,301 33.360 BR.XI5 AT 666 2,711,552
Total gruss derivatives AOTTEN0  EL56E  TT.IED  BGO0T.006 WA295 10047  RGIGSSS  OTATE 100480 Qther irterest-rate derhatives 410,572 &340 1N AL 230,735
* Figuras on Tha Bads of management critorta. Enduding organised markets Total Imterest-rate derivatives 3,158 95A 41,314 2605 52,395 3,385,272
™ ekt e Scped Inchading kedgng of ke Commandities 1,359 o 105 o 1.363
Total ¢ dity derivatives 1,259 o W5 1] 1,363
OTC DERIVATIVES: EXPOSURE IN TERMS OF MARKET VALUE AND EQUIVALENT CREDIT RISK INCLUDING MITIGATION EFFECT Tetal gross dervatives 3235008 45,950 135,441 56841 4,077,290

Milion ewros
2013 amz nm
Marke vales nelling eflecl? 18919 22,643 11540
Collateral recewed” [A-Fi R LR 1.2
Niegtirg and codateral markes value e 10957 12,088 IRy |
Met ECR 48451 52,184 53358

1, IR WTTh MaNaement e, | kg oeganned markets

W RISK DISTREIUTION WITH OTC DERIVATIVES ON THE RASIS
OF THE CHANNEL OF CLEARNG AND TYPE OF DERMVATIVE®

Momaral in o mdon o

e
Equrty dervatves
Foed-rcome
therrpiitag,
Enchange-rite
DT

] SEEAIT TR

Infeneit-4ale ceirraliey

Commodnes
derretee

LOETIE  615%

1363 1000%

1, 20456 38.5%

00%

i RISK DISTRIBUTION ON THE BASIS OF SETTLEMENT IN
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Section 6 — Credit risk

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 29: Counterparty risk that arises from derivatives transactions

9 Derivathve financlal instruments

{a) Motional amounts

The fiolicmsng table prowdes the aggregate notional amounts of derivative financial instrurments outstanding by type and segregated between those
used by the Bank in s dealer capacity (Trading) and those derrvatives designabed in hedging relafionships. The notional amounts of these contracts
represent the derivatives volums outstanding and do mot repeesent the potential gain o loss associsted with the market rak or credit sk of such
imstruments. The notional amounts rephesent the smoant 1o which & rate of price & appled 1o delermine the amount of cash Tieas to be exchunged.
Crecil derrratnves within Dther desvative contracts ane compised prirraely of purchased and sold credit defaut swap anrsactions. To 3 lesses exien,
thit category aha inchutes total return swaps referenced to kaans and debt secusities, Dt derialive contracks - other inchutes, precious mietsb, atkher

than gold, and other commodites including enemgy and base metal desrvaties.

Fo b

fc)  Creddit sk

Az with peher inancisl sssets, desivative minaments see slbyect 1o
it fisk. Credit ink aeiues. from the potibility that counterparties may
default on theit cbigation 1o the Bank However, wherean the credt
ik of other financial ety i represented by the pincipal amount ret
of any applcable aliowarce for oedit losses, the oredit sk smaocated
with dervatsees i nommaly a wnall fraction of the notonal smount of
ther dethains iratnaven

Derivalive contracts genetally expode the Bank o aedit loss  changes
in market rates affect 3 counterparty’s positon unlavourably and the

f ety on payment. Accordngly, credi rik of

Hegutartied! Crer-Ehe-Courlis derivatied oFEn present greater cedt
g Than eschange-traded comiracts. The et changs in the
enchrge-tradded contracts o raoimally settled disly i carsh with the
exchange. Holders of these contracts look 10 the exchange for
periormance under the contract

Thee Bk sarmes to e credis ek by dealing with counterpares that i
Eedurvey e Creditverthy, sred mvedbmen gricde counlemanties acoount
for & signéfica portion of the credit rish expodase ariung from the
Bank's derivatree trarsaciions a1 at October 31, 2003, To contral credit
ek avccsabed with dersatiees, the Bark unes the same credit nsk
management acthities and procedunes that are wsed in the lending

iy Gttt 371 () wilawnl Traeg Heligeg Mgl Tiiiira) ] Tesinl
Inerest Fabe CONTaCEY 1 if represenied by the positive fair waloe of the instrument Bistiness in asseaing and adjudicatieg patentul credit expouee. The
Elﬂmw-'lradud Bank spples Bmits o each P ¥ the netting sgreemnenits and 0544 ane taken into conskderation in the
R O R ik o ol i S Bkl o dep e e oo of ouwpicty sl iconine B M 08 70 o
Op‘lwimm Tang 2 T a4 1o = 17538 ekt mitigation techrigues, such a5 refting and collaterkzason 2013 Annuad Report)
152,170 - 152170 187,324 - 187,324 The Bark cbtars the benedit of netting by emefing into matter neting Dertvative instruments used by the Bank include credit dervabives in its
Ohvet-the-courer; srangements with counterparties {bypically indunsry standard H0A irvestreeent ded boan portichon: credit peotection i sokd as an
Forward rate agresments l'!.-ﬂ\; e Iﬂ..:g ;gg[l.-:; = ggg-;‘; agreements), which allow for a single net seetiernend of all transaction shemate b sguse expotune 1o bond of lown et while oredit
Opiors purchased % . %192 7626 ST 7626 covered Ly that agreemert in the event of a default o early pratection a bought to manage of mibgate oedd apoure
Optians written 52,916 - 52,916 7.565 - 7.565 terrrirusion of the tranaactionn. In this rmarnner, the credit ik The foliowing table summmanzes the credit expoure of the Bank's
861553 0145 921698 1,000,548 68257 1,179,105 cciated with lvouratie contracts i elminated by the master netting derivative firancial instrnenents. The oredit risk smount (CRA)
Drvt-the-courtin (uettied hecaugh central arrargement 1o the extent that urlrvourable contracts with the same repretents the ertimated teplacemer oo, of genotne Tar vabae, $or all
Nlet:h!mmh 160,749 160,749 21,430 21,4350 b ; g S e iy i
1,326,410 20,065 1,346,484 643,351 Z 693351 Collateralization s typscally documented by way of an 504 Credit TN Pl Dol Al T: YUA CAS IR pelect MM o e
Options purchased & " = 2 = Suppon Annes (CIAL the tema of which may vary sccoeding 1o sach kg,
Options writien = n "t e - e panty’s view o thee other party's creditworthineis. C5A can reguine one The credit equvalert amaount (CEA) s the CRA pha an add-on for
1,487,168 20,065 1.507.233 114,78 = madE Pty to post initisl mangin af the orset of esch transaction. C5Aa ska potential futune sxpersure. The add-on amount i baed on a Sormmla
Tatal 5 2500800 § 79210 5 LSALIN § 1012953  § 68357 3§ 1081210 low fior variabion mangin 10 be called if total uncollaterakized mark-to- preacribed in the Capital Adequacy Requirements (AR} Gudelne of
Foemgn pachange and gold contracts market exposuee exceeds an agresd upon theeshold. Such variation the Sup dent. The risk-wesighted balance & caloulated by
m"m s GemE s - % eem I eEm G _ % q53eR Mg peovisont can be one way (only one party wil ever post mualtiphying the CEA by the capital sequarsment () s 17,5, whetre K
Options purchased 23 & FE] = 2 = ecilateral) o bi-lateral dether party may pomt colatensl depending upon @ function af the probatebity of default PO, lous ghven deflsub LGD0,
Options written - - = &l - =] which party is ir-the-money). The CSA will sha detal the types of maburity and prescribed correlation facion. Other derrative contracts —
&1 = %11 16,638 = 16,638 collateral that are acceptable to each party, and the haircuts that wil other includes precious metals other than gold, and other commadities,
Over-the-counter bbe apphed againat each coliateral type. The terms of the DA masser inchuding energy and base metal desvatives
Epot and forwards Ir2633 14,537 2BEET0 2B1.91% 18256 |
Swaps 185,757 20,541 206,298 172111 12,885 184,556 mu i
Options purchased 2461 - 2451 2616 - 2676 s e
Option, weilten 2,050 - 2,050 1212 - 2,212 P —— e L Rea
462,901 34878 £97.779 455914 31,141 450,085 wrorT avoar Wi ot et Wmghied
MMWWMII# e e b T T A LT Bosem | Saohwstal gt A ks Aty
conanberpartiel imierest raie condracts
Spat and forward - - - P - 12 Future 5 e 5 = % = § - % 134752 - % | -
- - = - - - Fonward rate sgreementy 233,141 7 B23 9 NEOTT - 144 F]
Optong = e = = = e Swearn 21085, 682 1,760 BES 1,74 1,680,618 2712 4,957 1,633
Options wiitlen = = = - - - 60,127 13 L] 18 .60 3 a3 ]
- - - FF] - 2 Chbions writien oA - = - hksa - - -
Totsl § 40612 % BMEIE % SOA400  § 475574 § 31,141 & S067IS - LSRN 1TE 5T 17 P e I IR0 TR
Crher dervatve CORracts mFWmm;:':mpmﬂ{m i 6.688 a 3 = 15260 = = =
erwardy IBE.970 1338 3546 300,193 56 1.812 BIF
Equity: mmg 5 wm s - 8 wum § = 3 = & = i Joeree M6 aIn 184996 1431 4268 1007
51,529 - 51529 37185 = 37,185 sl Joso -1 =
244 - 2] oAl - 37188 S04a56 227 WA SETIS AN HW0D VSN
oty over the-coun 20,775 - 40,776 41036 - 44,036 T o e T o oas 1m0 sis
frl# o hwm 70,383 - 70,383 68,383 - 58,383 cﬂ #.l!ﬂ' 53% 3,";11; 's&7 &ﬂm 360 1 437
37,347 - 37,397 2B, 400 - 28,400 BE,929 LED] 7,408 1,434 £5, 715 1.072 2422 1 Lw
148,556 = 108,556 140819 - 140,819 2T 182% 14,659 1.7 178,140 1877 6,343
Owver-the-counter {settied through cenitral Total devhatives § 3704808 §5B81 S 30439 S 7866 § JTEEGES § TOIS § THEAT § SE»H
ounberpartiest Ampunt settied through central
Eﬂu.lly’ Al [he-oDuriler 3 = 3 1 - 1 i m
Credd: cvl-the-oourier 14 Eo 714 1 = 1 Eachanpe-irsded rA23 = 5,668 13
Dther™ 3 a 3 134 = 134 Cromt-the-counter 1,514,350 = 4,837 L]
TAX - EAF. 136 - 136 CELTIEITS 5 - SIS O e
Tokl 5 200217 5 - 5 mN7 5 R0 5§ - § 78 IE1 Ufiecive 2513, CEA 20d BWA 20w rievmned o sciondnce weth B B ruben. £ omparates @ o e pror pencd sert dvirrmened ) scordince with Sasr B e and
Tptal rtional amosint gutitanding §3,180730 5 114088 5 3204808 § Jecee6! §99395  § preaves T e e e ool it

1"} Compened of precioun metai and other commodines

Source: Scotiabank Annual Report 2013, p. 140 - 142

e A, wred S0, 507 OO - 00650 dar CEA
i Aseusts o rchaded
el o et

o B ot vl T el ivacnori. et 15 et e collate wens § IO 0012 - §70.00
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Section 6 — Credit risk

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 30: Provide qualitative information on credit risk mitigation, including collateral held for
all sources of credit risk and quantitative information where meaningful (1 of 2)

Crodit ritk mitigation Total Bank
ING Bank's lending ard investmen busneiues are subgect 1o credd mk. A% such, the crediworthiness of our customers. and ireestments &
contruat morore o thr abky o et he firancalobkgatons o NG Bark.In addon fo delmnining the st quakty nd
creditwortbiness of the customes, ING Bank wsies variows oredit mak mitigation lechngues and rstruments to mitigate the credit ik Conver type [T —
assooiated with an exposuss and 10 reduce the lonses incurmed wubseguent 1o an event of defaut on an obligation a customes may have Gress
torevarch ING Bank, The most commaon termnalogy used in ING Bank for cedit sk protection & ‘oover’ [T [ThT
[ ol atter
Whiln cover can b an importand mitigant of oredit ik and an aftermatve souece of repayment, generally it e NG Bark s practice 1o lend naEtng MM natting E Oithisr M Convan!
o it bérsa ol the customer's creditability rather than exchishely rebying on the vake of the cover sl adter arel  Ohut- Maort-  Financial  Basel B Guaan- HonBael  Datanot  Partally Fuily
cellateral  rertting (i) gages  Collateral  efigibile tees  Neligibde  available covered  covered
Wishin ING Bank, covers can dernes from twa distinct forms, ansets and third party obligations Cormumer Lerding 293,714 443475 2,697 519 30403 29566  47% 1A% 630N
Comimiercial
Aszets Banking o & 1 584N  204% MI%
Tha assart wehich han been pledged to ING Bank 25 collatesal or security and which gears ING Bank the right o liquidate, in cases whene the Retad B.mllng
cuslomar i unable to fulfd its financial obbgation. As such, the proteeds can be applied towasds full or partial compensation of the Benshux HMTANT 200,879 2,19 519 22,333 17,148 3% 33TR 6%
ousteemer's outsiandhing sxpotre. An assel can be tangide (such as cash, securibes, recenables, imveniory, plant & machnery and Fetad Emk:ng
meartpages on real evtate properties or imangble (such 25 patents, trademarks, contract rights and Bterme) Internatonal 118,186 207,017 B5 9,859 7%  27.5% 64.8%
‘WestlandUtrecht
Third party obligation Bank 18,311 35573 441 8,070 2,558 0a%  429% 510%
Third party cblgation, indemnification or undertaking dether by contract andior by Lew) = a legally binding declaration by a third party Basiness Lending 257180 107,734 15466 76,BR9 52,550 114,076 35.2% I0T%  349%
that gess BNG Bank the right to expect and clam from that thied party 1o pay an amount, i the customes fals on s obigabons o ING Comenercial I
Bank. The most common eeamples oo guarantees (luch a5 parent guaranioes and expon oredit irmuranoes) and leters of comfon Banking 172060 S6401 11,780 53935 40508 97514 3% 3006 35.3%
At Ling
Gynersl 3 o) govme Vel : pielng 80z 100.0%  0.0%  0.0%
Gnneral guadieknes for cover valuation are eriablshed {0 snsure cormstency of the apploaton within NG Bank. These gansral gucsbnes Retail Banking
alun reguite That the valus of the cover need 1 be mondioned on egulsr bas and o pnopls at Bas evally. Covery ol be realusd
accoddingly and vwhinesss 1 il reidon 1o bebeve That the market 3 tubpsct 10 Sorefear changes o condiions, The freguency of melh;wlm 58,630 45470 3424 20.981 10,410 12,703 Iaaw I80%  30.8%
I M MOS0 SO A o intematicnal 24081 3,247 S50 1573 1581 3845 45N  123%  129%
Thar vakuation mithod afso depends on e type of covers. For asset collateral, the valuation sources can be Bha oustome s balance sheat ‘Westlndlitrecht
(e Eweriory, machenery, and squpement, nr::mu value (e.g. cash, moervadilest marked valus (o5 WecurTes and commooties], Rank - 1607  2.507 2 £l 1o 5%  E63% 3%
idepmnaent yalust (Cortmeiial real etEel ahd P e (heldential eal sstate) For hurgd ety oblgaton, 1he vakiates 8 bated an Invsiment
the :ﬁe wehach i BTteEsIied o the contr st Betven ING Bark and thad Thind parly o Muarssy Market 112,647 [ 5117 135 95.3% 0.2% 4.5%
Corrmercial
Corver values by risk category Banking 38,936 193 16 99.2% 0A% DA%
This section provides nsight on the type of ocover and o which sxtent the loan & collaieraksed. The cover declosures ane presended by risk Corporate Line
calegory: Lendng, lvestreent, honey-Market and Pre-sattement, For sach Fik category, B 0w amounis & preserried by the most Bank 8,513 1 TR 0.3%  0u%
Felavant oolaiensl ioirre, Bendg morbgacss and Ninsncial coflstersl (ndudeg col), and the mmast relevani thard paity chlgatan beng Retad Banking I
guarariee NG Bk obtmnd covert which are complant 16 CRRCRD 1Y, 2% well 5 those thal &e not comphant Benielu 3Nz B 5 9o 58 0.0% 0.4%
T cover wvalses e presented for the fotal portfolio of NG Bark in the last year's dedowre, only The AIRS portiolo wars preseried wash E-,T;ﬁﬁ-ﬁ.g 62,081 4,919 92.1% 0.0% 7.0%
cevers in detal white in tha yeer's daclosire, the oovers of Both AIRS and 54 portiolics are presented in detid reflecting the complete ING Total Lending — -
Bark’s portioln. Nexl o thal, detafied information & provided on the cover cowerage for the periamming and non-perfonming portioka I'nw.-!l.mmurid
The non-perionming loan defirition & explaned in detal n the sechon Credit Aestructunng”. To increess the undentanding of the reader Money Market 663,541 551,200 18,169 77408 BEOT0 143,777 31.9% 26.1% 42.0%
on the nature of the colladeralred (cans, msght s gven n the rdustry and geography breakcown of the ING Bank portioho a5 wel Pre-cetmiement 130,220 40803 40419 48024
Anaiber improvemant i that in sddmon o the lendng rsk caiegory, the cowee walabon tabkes now aso ghve Frght m The fik Casegones Commercal 1
ol bregirmsent, oy harket and Pre-tetiiemen For comparailay redsons, curitandnds i wied 5 $how The NG Bank's poricls
wraead ol READ Banking 126,378 47874 38700 44,258
Exposures ane categoraad into diiferent Value 1o Loan (vTL] buckets which gives insight in the lewsl of collateralnation of ING By E':E“m"‘ Line 1,875 286 a4 131
portiolio, ¥TL & caloulated oy the cover value disded by the cutstandings. al the balanoe sheet dase. The cover valugs ane pre-Fuimut but X ¥ !
inchemed valurs and enchuce amy cont of lgquedation. Covwers can et be sald for o Smits, bl o 2 pantioutar outstanding of 2 Retail Banking
Esuroar, T GITier by The maont comman. To prevent srrorsoudy infiating s leved of colliteralnation, the coverage of al cutytandngs Berieha 12 12 12 54
B apped at 100% i thene i over-colalerainaton or & cerlen oulTlEndeg. A & rell, the ooveras leyels dackodsd B coraerviie Retail Banking
Each lerit i subsemquently assgred 10 one of the sx difined VTL Buckets: no covenddats rot ivaslable, =0% - 15%, »25% 1o 50%, »50% intemational __ 1,855 1.431 1,263 2.3
1o 75%, =75% ko <100%, and = 100%. Ad the rabure of Bhe pre-settlement portioho determines that collateral i netied, these VTL Total Bank 130,220 49,803 40,419 711,565 551,200 18,169 77408 EE070 143,777 31.9% 26.1%  42.0%

buckets are nat shown for the pre-sattiement portioho

Thae first twed Tabies give a comprefernive ovenaew of the collaseralicgion of the total porticha of ING Sank

Inciuding kearr 1o ING Group and NN GIoup.
“ - Exchuding intencompany positons.
¥ pdorg informadion on the credit sk mitigants of the Pre-setthement exposure can be found in the Pre-settlement secticon

ING provides additional details on credit risk mitigation for consumer, business

and capital markets lending by geography and by industry in a subsequent
section. Consumer and Business lending are shown on the following page

Source: ING 2013 Annual Report, pp. 283-293, 403-404 (283-284 shown)
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Section 6 — Credit risk

Recommendation 30: Provide qualitative information on credit risk mitigation, including collateral held for

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

all sources of credit risk and quantitative information where meaningful (2 of 2)

Emchudirng the pre-tettiemnen porticls, Tor whath the dovers aie fetled 15 derve the ret clitendngs ot rek, 43% of the oaal ™G Bank™
eniutandrg o Pully collaberalied i JOI0, A e five covel Groufrl. Marigagss i e Ligest porta with & valos of FUR 557 Bl i
F0E3. Dus 1o the devakaation al the crecy, the collaterainaton of todal NG Bank'y pailela i genedal shaivlly detehorated in 2073 watly
fovenr tully-covered cutitandings. The detenoraton can be seen n Cormumen Lending and Susiress Lnding. Detaded developmeny wal
b enplasreed in The fofiowsng nections per sach sk caingory.

Consmer bending portfolio

Thi Consrmet Lending portiols comiries Resdeniul Mongaget loans. (94 4% i 1015 e Other Comurmar Lending loant, which mainly
coPTprne vt Car, feem ko ard revobarl 10 corumert. As @ e, moa o the collatens conusts of morigages. The merigecs e
sy maerrtasned i the ING Bank's cpviral databuess [Vortes) and i most cases saripmal data n used B0 index S mariet value. On 3 quanienly
o griasl b, the mortgages values 8 updated in Viomes wong e relevant houss price indes ithe NYM Indes n the Netherands, Livel
Bdnrang indes iy Australla, Ol Resl Estale Appraisal Company m 1Lk, Minetenc de Fomento in Span and Stadim in Belgumi

& wgrwficant part (49.1%) of the ING Bark's residential morigage portfolo nelsbes to mortgage loam provided in e Netherland, folosed
oy othier mmain markets such a8 Germany 22 5%4 and Belgrum (WE%) Given e e of the Duich maftgages portiolio, below the
wallatan methadolagy srmployed 1 deteimine B tovel vl fof the Duich Resdertal Morgge il proveled.

Dustch movTgages valuaion

When a mortgage loan i granted, the policy maxemum loan to rarost vadue LTV dor an exsing property and for comirucnon propernty
fruncing & 10%%, The cover vales ane captunid in the focal systerm wihach en are fed imo 2 central data sysiem (Vores). Al waluatiors
arg performid by carttfed viluaion that e regrteced ot one of the ING Bani-aconpted crganaition. in sddtion, the wikutor mu be 4
rrrnbat of B NV (hedierlandas Wersregng v Mpkelban - Dutsh Agsoceton of Raal Evlise Agerail VB0 (Vireregrng Barmddishng
Cinmesired G - Avonator of Resl Eoae Brokery), VarigoedPRO (hasecianon of Real Fizabs Profeionah or RVA (ecerlances
VETHRNG VN FRnTeeTieTL

The below tables show the valoes of dieferent cowers and the VTL spht betvwesn perfiorming and ron-perfiorming laan,

Caniumer Levding
Cirwart withui wrnhaling guaranises ool - Conassei portdolie - 314

Caer fypm Valkon fm Lrkary

[hglisls  Cotasi B ot
A Mot Fnaiel  Basll  Gusews Monfimel | Oelenol 0% aF%- BN A%

- vistcrep  gages Collisrsl  siighie iwen  Nalighiis swolshis  FV% BRL MR WA sENR
B it Mntgages TN ST AN 133 PRAIA 2RO, OA% OM% I3 1% JIA%  BRIN
Crfwr Comumer Londing 1 T 0%
Retd heriormmrsg ISRART AMASH  DASE 4R 1006 MI0E 46N A% MW ¥ Ddah ALEA
Frudrntul Wertggagn, a4t 10 L] m MO 1M AF. 1R TLWN NRFR MRSR
Dty Comumey Lersiing (1.3 L] 1 n an MR Ar% 0% 0% L %
Tatal Hon-performing ! { L 1! L
Total Cormumet Lendeg 290, TH 443475 2657 Sty 0488 29568 AT% 0% Fi% TI%  JES5N BN
Buniress Lending portioka

Businer LendSng & am imponiasd busness of ING Bami, sotourting for 36 1% of e iofal G Banks cutitandings. in ine with our
chysctiee 1o gve siatehaicen ruight o the portioto, we present the Business Lerding portfolo per industry braakoiown in acrondance
wath the MAICE definson and per Begion and man market. Business Lerding presenied in s section does not include Pre-settiement
and investman & Money Warket evposunes, which aee separabsly exfabited in the neat sechons

The table Bt provades the ING Bani s poitioko broken dovwn ped NARCS industry code. The Buisnedi Lindireg portialn compries for
BE 5% of the nduatry type Raal Btste. Tha cannol be compietsly compuaned with ING Bani's Real Eviale France portiolo n he ops
andd defniticn s ditferently detersmnad

e REF portfolio has not siabdeed wnce the detenoration of the sconoms: srsronment which staried in 2008, Az a rewlt of they, in the
rece years, ING Baril aims. to be mone selectre in the financing of Real Estate. As e secion has proven 80 be sigreficantly ampacted
dunng the o, the walue of collaterals for this portiolo 5 of specfic importance. The BEF portiolia, whidh mastly focuses on the utres
whereby ING Bank finaroes or refinandes mcome producng real estate in offce. relal. resdervizal and ndustrial logeto) segmen or 3
iia &l comimetal propersel, preents pgecainabely 56 4% of the Raal Eilate ecior cutitanding

Covev valuation for REF portfola

The cover vakasation pokcy and governanos within ING Bank ersunes that the cover values eeflect the oument far value on the date of the
vahaation. All commencial properties financed by ING Bank need b be drevaiued within three yean’ penod o mone frequently if market
condétions or the rak profile deterorates. Non-periomng koans and hegh rek Watch-kst REF fies are re-valued al least arvvaaly.

The valaaban of Mnastoed propertes 5t ohgeution of & BEF desl o e fealuation B shways performed By real st ahpi e Fol
EnrraTestial prnpentss keated r T Netherlands, an inlena mal stae spprader [B0% of the ot of an ecenad mal Fine ayEane
[P0% ot aresapish pevfionms th frehaiuaton whils for properes outside Bhe Netharands, the fe-ssiuaton & always parformed Swough
an cieenal real FISate apEnT

Source: ING 2013 Annual Report, pp. 283-293, 403-404
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Section 6 — Credit risk

Collataral and other credit enhancemants
hald
Folatvdanls

Laans and advances held an amortised cost

It s ihe Group’s practice to lend on the bagis of
casomers” ability 1o meet their obligations out of
cash flow resources rather than rely on the value
of security ofTered. Depending on a cusiomer's
standing and the type of product, facilites may
e provaded without security. For oflver lendime, o
charge over collateral is obtained md comssdersd m
determunng the credit decrsaon and pricang. In the
event of defandt, the bank may urilise the callateral
as o smmee of repayueent. Depenchng on is form
collateral can have a sygnificam financial effect in
mitigating our exposure ko cre<it sk

The talles bebow provide a quantification of
the value of fixed charges we hold over bommowes”
specific assets where we have a listory of enforcing.
and are able 1o enforce, collateral m satisfymg a
et im the event of the borrower fialma to neet fs
contmetn] obligations. and where the collateal i
cash or can be pealised by sale o an estabilshed
market, The collateral valuntion m ihe tables below
exclindes any adyjuwstmwnts for obtainieg and sellimg
the collsieral

We may also mmage oui mak by engploviing
other tvpes of collnberal and credst nisk
enhancenwenrs such as second clagges. other lens
anel mnsupponed guarmstees, but ihe valestion of
such nuitigants is less certnm and their fimancial
effiect s not been quantified. In particular, loams
showan i the taldes below as not collmenalised o
partially collarernbised may benefis from sech credia
Ukl

Certamn credsl mitiganis ave nsed strategically
m pontfolio nmmgement sctivities. Whale smgle
manne cotcemtraions anse m portiolios managed
by GBH&NM and CME, i 1 only i tlee formmer tha
ther size requanes the use of pontfolio level credn
mutigats. Across GBSM nsk lsuats sod ublsatons,
mwherty profiles and risk quality are moaitond
and nnsped pro-sctively, Thes process i key 1o
determening cnr risk appetite for these buger, more
complex, peogmplucally dstbuted custonses
o, Whale the princpal fonm of sk imanagemsent
coutimmnes 1 be al the pout of exposure ongmation
thiough the lending decrspon-making process,
GR&M also utibises loan sabes and credit defanly
soap ("CDS") hodges 10 manage condemteatbons sd
redusc msk. Thiese transactions are the responssbiliny
of o dedmated GB&M portfolse mnagement eain
Hedging activiry is carmied out witliin agreed credat
parnmeters, and i subject o maaket nak lmuts amd a
robusd governance struchane. TS mniigants are held
at portfolso kevel and are not reported in ke
presemintion below.

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 30: Provide qualitative information on credit risk mitigation, including collateral held for
all sources of credit risk and quantitative information where meaningful (1 of 2)

PFersonal lending
Residomtad morigage Toams inclaling loan commimmimts by level of vollateral
T wetvaealy The [ntemational Swaps and Derivatnes Assocmion
Rest of [ ESEIA ) Muster Agtoement b ous peefered
Hong Asha- Narth Latin Egrecment for documening devivabves actviry
Europs Kong Pacilic AENA Ametica Amcrica Toesl It provides the comtractual framevwork within
U's%m U5%m U'5%m I'55%m U'S%m T5%m 155 whach dealing actnasy actows 4 Bell tasge of vver-
Ai 3 Devember 2013 the-counier ('OTC) products is conducted, and
Non-dmpaired loans and coniractually hinds hosh partses in apply chose.out
advances nettang acrina all outsissding Ianustions dovrnd
Fully collaterslised 46336 S48l 43,900 44,135 3T 14767 b st siacaient AT écher it Addliy st et
!""“;:“ "':.“'::.n ) B 0% e F o e i L pre-agreed termuination event ocows. [ is common,
wy fham 29%
T44 40 20 ey 5 5 o8 e il #1881 sl via Pll"-a’lﬂ. rd practices, I'"rl'hf parties b exeguls
By iy Pyt 15718 054 L09% P 1718 124088 & Credit Sagpont Aamex (/TS ) in conpnction
— TE% b 10600 1,887 T T 6933 6 16126 wth ihe 150 Muster Agreement. Uinder s C5A,
$l% to 100 3343 H13 432 4y 3369 #1 8203 eollareral o pussed bemvgen the pamies s utgate
the ey g nl n I
Parsially collateralised . |n:v|nm|n l'h:mqum of oo T8 are with
— greaten Hsan 100%e LTV {A) 1418 1L HE 4150 bl 6,028 ie
- collmersd value om A [ 881 [ 4] 108 || 37] 3,681 ] ] 4926
e manape the coumterpagty’ xposiie Mg
147,734 i 446 44, 1R 27 ARITS JAnA 200,790 Trveina piaailort sk o ot 0T denvative conliacts
Inspaired beass and sdvances Iy msing collasers] agr witli ¢
Fully collateralised 149 A8 m o] 1018 (L0 13,001 il petiiing ageemests. Cumenily, we do ot
v I:‘Hhm uis o = o - = - S actively twmage ot geneeal OTC denvative
= besa tham 25%
Ty : the cvedin makiots,
1% 10 404 197 1 L) 1 1,268 = 1636 S P S
A% ip T4 a5 7 ¥ n 4150 i 4876 gl i gy Eoftaips fntldinal bryosicnd
~ 7% 10 B 320 - I ¥ 2809 13 3215 e b mp
- $1% 10 100 £t - ) (L] L6768 3 Fa n x
Partially collateralised - -
— grealey than 100F: LTV (H) gLt = 17 ] 2548
collmerad valie om 1§ [ ETH || = 4] (1 1 || 4] 1377 Oiher credit rhk exposires
I midditiom fo collateralised kending. other credin
LT 2 ia % 1576 L L enlancements we enploved md methods med o
L 3,479 ] 2373 0851 3876 MSAT mnitkgate credit risk sisang from fnancial auets

Thee above table shows resadential mongage
lendeng inclnding off-balace sheet koan conmutments
o level of collateral. Off-balance sheet conmnitments
mchade boans that herve bevn approved bat which the
customer has not ved dranwm, and the nadmwn portion
of loans thiat have a flexable drawdown faciliy such as
ihe offset mongage prodoct. The collsieral included m
the table above cosists of first charpes on neal estate.

The LTV e is caleulaied as the goss on-
balance sleet comyving ansount of the loan and any off-
Dalance sheet boan conmnitinent af the balanee shest
date divaded by the value of collseral The
methodologies for obtainang ressdentinl property
collateral valnes vary throughout tlse Growp, bt
ae typacally debemumed by using & combination
of profiessional appraisals, house price mdsoes nnd
statistical analysis, Valustions mwst be updated
o A regilar barts and, as p i, of infervals
of wvery tllowe years. They are conducted more
frequently when market conditions or poriols
perfomuamce ane subgect 1o simificant clange or wlen
o loa is identified and assessed o mopaared

The LTV miso bancmzs are comsstent wal
our mremal msk ponagenent veporaee. Wiale we
oy wave mortzapes m the higher LTV baods, oo

Source: HSBC Annual Report 2013, pp. 179-185

appetite for such lendmg is resancted and the lwger
portion of o porticlioe 15 eoncentrted in the lower
nisk LTV bamdings of 75% 0 and below

{'.I'Iu'rmnnm'n' Temuctiang

nher perscied bending consists prunandy of avendrafts,
exedit cards and second lien woneage portfolios.
Sevond lien bending i supported by collateral but the
clamm on the collateral is sobordinste fo the first ben
charge. The nmgonty of o second hen portfolios were
onginated m Neath Anenica where loss expenence on
definlied second lien boans has rypecally approscled
1000, comsequently, we do not generally aftach any
sigmficant finamcil value to s type of collateral
Crodit cards and overdafis are usually imsecured

Corporate, commercial and Gnancial {non-hank)
lending

Collateral beld is amalysed separanely below for
cotmbercaal real estate and for other corporate,
cotercial and finmncial (pen-bank) lending

This reflects the difference m collaternd eld on

e powifalios. In each case, e analysis inglodes
off-balnwce sheet loan commtiments, pramandy
el credin hies.

Thasne are descadband i mone detail below

. tssumel Iy pov Dok
anil othes financeal waininoes beefh Bois

adklitonal credn enlumeement provaded by
porvermmenl guasmsters that cover the asiets

Dletid!y o v gt misat foes ey o iy il fe Nowi 8 00
tor ! Ssmenen

= ileld secmities pvael by corporates ane
prmmanly msecired:

w el secunties pesnied by hanks s finemcial
wtinatnoe uecluce ABSa and sinuba
which are | by underlying
pochs of Fmanciald assets. Credin pisk srsociaiod
with AR5 s reduced duvugh the puschase of
T proiection

Vi it oo W b b desilgpt LB ol oo vt
IS praseras 1 pranied s page 04

= tradmg nssets mochade losms and advamces beld
i Srading imlend. These osunly couiast of
cath collateral posted to satisfy margn
Fecpaieiient on demanve, seitlemen
aCgiEs, feverse dop atid slock bosowisg
Therie ia l=mmed it fak on casdi colbatgal
prented e i e evenl of default of the
eotmerpany tsese wonlid be set off sgainsn e
relared lisbility. Reverse repos amd siock
Boaromwise are by thes namwe colbiemlised

The Girong's maximem exposure io credst
risk incndes fnancial guarmees s sl
mmangements dat we Bane of entey o, and loa
commtes s we are Erevocably commutied io.
Depending cm the ienes of the ammpemest, we may
have reccamse 8o addibeomal cveds! nutzastion m the
even! v & miaantee is called vpom o 8 ks
commmutend 15 diavvn aid subsegeenly defamalis

For Frarther om on Hiese . e
Meote A0 e the Fissseial Stalceeiis
Errrving aovamnt of iiers ol
A3 | Py
ETT F2H
185w L%4m
Saruie af avits
pesgaTy s L
omsmercial and sbrial
oy a L]
AHhum 2 ]
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Section 6 — Credit risk

[EEEE
Rt of
Heng Asia- Narth Latin
Europe Kong Pacific MENA America America Todal
US%m USSm USSm U5 USSm US%m US%m
Al 2l December 2013
Rared CRREL 110 7
Med collateralised 4. 805 10,188 3978 192 137 LEL] 20,293
Fully callateralized 24,154 15508 6,422 21 5,827 1,728 50,847
Fastially collateralised (A) 204 1.552 525 139 T4 454 6,365
collateral value on A ... | 1817|| 1278 || 410 || 4| 303 || 201 || 41384 |
1683 30,633 11,125 352 0408 3,147 546,508
Rated CRRVEL £
ot collaverabised . 1o# - 10 - 1 3 123
Fully collateralised ... 793 - - 72 [ 1 34
LTV ratua:
less than 25% 1% - - - 4 — L
— 259 19 50 Lo niciininaiins 126 - - - 11 - 127
1% 3% 187 = - - 49 1 58
= T e IO 173 - - - 4 - 177
— 9% ta 100% 114 = = = = = 114
Pammally collateralesed (1) {E_ - - 13 = iTE
= callderal value on B . | 251 | | =] 1] -l 1| - || zﬂl
L262 - 12 72 82 4 1432
Rated CRRVEL 910 10
Mod collaterabised ... f54 - - T 4 £11 1,086
Fully collateralised _............. 1079 & L] Lk 133 186 1,541
LTV ratud:
Jess than 25% ... 46 - - - 1 ] £2
% 50 L. 119 F - 7 iz 17 3
1% 5% 46 3 3 7 110 57 al&
=Tt 209 1 2 17 L4 [ 74 353
=% e 100 158 - 1 - 13 135 7
Pareially sallmeralised (C) 1515 - = 151 240 24 2297
collateral value en © ... | L1584 | | =l 5| 5 || 1s || 4| 1%]
3458 o 1] pi il 477 563 5,034
36,403 30,638 11,245 6431 10,027 4,014 02,074
Lowns and afverces ro bawks inclnding loan conmmiiments By level af collireral
tAweliveedy
Heng Rt off North Latim
Europe Kong  Asin-Facific MENA America Americn Total
USSm U'SSm U'S%m U5%m L'55m USSm U'5%m
Al 3] December I003
Rated CRAVEL 110 8
Nol collareralised 11056 3LA6Y 41,514 6374 T2u 10481 119408
Fully collateralised ... 5 SLI4 L1640 H.168 4 213,744 4724 SL034
Partally collaserahsed (A) [ 1. R66 LAal6 = o = 4,550
collateral vakoe o A | 3|l 1,696 || 2,516 || = |l =l = |l 4,215
4,538 35,588 51308 6,398 M. 955 15,205 214,992
Rated CREVEL # 10 10
Mot collaterabised 153 — - 2 1+ = 479
74,691 355N 52308 6710 30,969 15,205 215471
Source: HSBC Annual Report 2013, pp. 179-185

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 30: Provide qualitative information on credit risk mitigation, including collateral held for
all sources of credit risk and quantitative information where meaningful (2 of 2)

Commercial real estare loans and advances incliding loan commimments by level of collareral

The collateral nsed m the assessment of the
above lendmg consists of fixed first charges on
real estate and charges over cash for conumencial
real estate. These facilities are disclosed as ot
collateralised 1f they are unsecured or benefit from
credit msk mitigation from guarantees, which are not
quantified for the purposes of this disclosure. In
Hong Kong, market practice 1s typically for lending
10 A0S PIOPEITY conganics 10 be secured by
guarapess of unsecured. In Evsope, facilities of
a working capital natre are generally not secured
by a first fixed charge and are therefore disclosed
s ot colbateralised.

The vahie of commsercanl renl estate collateral 1
determined by using a consbination of professicnal
and internal valuations and physical mspections.
Due 1o the complexity of valuing collateral for
commercial real estate, local vahestion palicies
determime the frequency of review on the basis of

credit assessment of the obhigor. matenal concems
anse in relation to fee transaction which nay affect
the underbyving perfornmnce of the collateral, or the
obligor’s credit quality declines sufficiently 1o mise
queestions over whether the prncipal source of
pavient can fully meet the obligation (1.¢. the
obligor’s credit quality classification indscages it is a1
the bower e, that s sub-standard. or approaching
impaired ), Where such concerns exist the revaluation
method selected will depend upon the LTV
relationship. the direction m which the local
cormmercial real estate nerket has moved smce the
kast valuation and, most inportantly, the specific
charactersstics of the uderhying conunercial real
estate whech 1s of concemn. Collateral values held

for customers mied CRE 9 1o 10 (Le. classified as
mnpaired) are separately dischosed above, starting
with 2013,

[y gwv crods

local market conditions. Revaluations are sougly hmtbids :.' i T
with greater frequency when, as pan of the regnlar T
Chilvier ¢ OFPMNING, COmINETTia)l v pedial {eor-tandd doans aend advarees |.'|._.-.-;..‘|.u:.- Towre commiirments m foved of
coliarernl rered CREVEE 8 o 10 onl
Flasafirurad}
Rest ol
Hosg Asda- Norih Latin
Eurupe Komg Pacific MEXA America Amerka Tadal
TUS%m TS5m USim TSim USSm USim US%m
Ar 3 Devember 2003
Rured CRREL B
ot callseralived 2411 L 150 a s 156 aar
Fully esllsteralined 150 14 35 1 a7 i) L]
LTV mwtia:
= bess than 2%% 15 1 15 - 1 1 45
- 1% 10 S0% 50 15 7 1 n 4 154
- 5% 0 TSN 103 4 - 47 [} (L]
= TE% b B0 2% - ] - ET] ] @
~01% 0 100% [ - 1 - 5 44 176
Parially collateralived (A} 435 14 L] a1% A ki 1,404
~ sollaberal vabur on A | 17| | 1] 3o || w | (3]l 517
L2108 L] Pt} A S A S429
Rated CRREL 982 10
Mol eollatealined 1,467 e 456 1.0 b 1815 4,887
Fully collsteralned 1.1 47 114 o8 M 168 1804
LTV ratsa
— e tham 2¥% L 1 L] T 41 -
=1 w0 5t LL] 7 48 - 17 T m
=A% T 161 1w 1 47 b 40 Jat
TEh 0o it 1% 4 b = 40 43 1%
= 91% 1 1M G411 § 25 - pa L] 15 L5
Parmally collaterabieed (B) 1192 a1 pedl T Lol 19 1915
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Section 7 — Other risks

Recommendation 31:

Enhanced Disclosure Task Force ¢ Examples of Leading Disclosure Practices

Describe ‘other risk’ types based on management’s classifications and discuss how

each one is identified, governed, measured and managed

Operational risk

Operational resk is th potential for loss ansng froem the fadune of
people, process of tachnology of the impact of axemal events.
Opaerational rsk axposunes are mansged through a consision

risks that anse from thoss actities as an intagral part of

thasr first e of difencn responsibilites. Products and seraces
offiared to chants and customens in all our markats ans also
assassed and authonsad in accordance with product

sail of management processes that drive sk idantification,
assassmant, control and monitoring. Wa seek to control
oparational rishs 1o ansura thal oparational losses donot caussa
material damape to the Group's franchisa,

Operational risks can arise from all business lines and from all
actnvitios Carried out by the Group. VW sesk o systermatically
identify and manage operational risk by segmenting all the
Group™s actities nto manageable units, Each of these has an
owner who is responsible for identifying and managing all the

Operational risk sublypes

QONEMANGCS procadunss,

Although opratonal sk expodunts can lake mary varisd
forms, we seek io manage them in accordanca with standards
that cireon srstematic risk dentificaton, assessment, control and
monitoring. Thesa standards are challenged and reviewed
ripguilarky b0 enesne thair ongong effectinmness. To Ssuppor e
systematic identification of material operaticnal risk exposures.
associabed with a ghaen process, wi clissity tham nbo the

following types:

Processing lailure
Extornal rubes and rogulations

Poberitial o loss dus i tailune of an established process of 108 Prociss desion waakness

Peoberitial for sctul of opporiunity logs dus o Sailune 0 comply with s or reguialions, o oS @ nisull of
changes in laws or reguiations of in thew interpeetation or appcation

Counfry cross-border risk

Country cross-bonder risk s the risk that we will be unable to
olblain payrmant Irom our Cukiomens o third partss on ther
contractual obiigations as a resull of certain acbons 1aken by
Tonsign govennimants, chisfly raliling 1o comertibilty and
transferabiity of foreign cumency.

Th GAC is nspotsile for our colntry cross-border risk fimits
and delegates the settng and manageamsent of country imits to
the Growup Country Fisk funciion

T bisinaas mnd counbry chesl sxeculve offces manags

Stmady progress in the intlsmationalisation of the renminis
corlifiuie 1o prison oppEoriunities, and contritiuied to B
growth in cross-border exposurs fo China. Increased country
croas-border axposuns bo China and Hong Kong also reflectad
an eapiniEcn of our corporabo chen Base, increased rada
finance acthity and transactions with local and foreign banks
in thiass markets. india remaing o core territory for the Group
wihaniy our compotine achantngs postions us 1o offer LIS dollar
facities in the domastic market, and o faciitate overseas
Irmeeestrnond mnd trade Sowm supporbod by panmnd companios

in kncka.

axposures within these bmds and policies. Countries designaled Reporied cross-bordar sxpasune jo Korea and Sngapos

as higher risk are subyect 1o increased central monilonng.

Cross-border assats compriss loans and advances,
Interast-beanng deposilts with other banks, frade and other
bils, aeooplanoss, amounts recesable under Bnancs laases,
dervatives, cerlifcales of deposit and other negotiakie paper,
Irnvastment secusities and lommal commments whees the
counterparty is residant in a coundry other than where the
assEtn are eoorded. Sross-border pesets mso noluds

reflacts mn emphasis on rede fnance and short-termm kending

Cross-border exposurs o the LAE decropsed shighily dunng
2013, dua bo a decmass in tradas financing traensactions and
Ionges-tarm axposunes arising from financial markets actvity

Malimynin borafibed norm an increana in trade fimance acthvitoes
amidst rising intra-region trade fows with ASEAN mambear
couniried, Ching, india and Alnca, Hgher sxposunes in this
ket are A0 representative of an expanded corporate

" - - - Eposures b0 local residents denominatad in currencies obiwer |
Linbility mw&mumuwammmwmdumammm {han the leeal currency, Cross-bordar exposurs also includes CLSkTS hmmdimmnmm poations bookad
tha vahus of commodity, arcmift and shipping assets owned by in the Linfled Kingdorn and Singapare. Growth in undaring
Logal enforceability Probertial for loas s 1o failure 10 protect legally the Group's intinests o from cificuity in enforcing the the Group that are held in a ghven country, eross-border bursinass actiity in indonesia was atiributablato
Groups rights i an expansion of the comporate client bass in Indonesia and
Tha profle o our country cross-border exposures greatar than  continued growth in corponits fnance reaets. Since 30 June
Damage to assats Poberitial for loas or damage o physical assets and ofher propenty fom natueal disaster and other events one par cent of total assets &= a1 31 December 2013 remaned 2013, inino with a change in accounting treatrmant, the courtry
) . . consastent with our strategic focus on core franchise counines, cross-bonder axposure to Indonesia arising from Permata, a
Sataty and security Mﬁ?ﬂﬂi#ﬁ;ﬂﬂwmamum.mmwmmmmm i with the acale of the larpr macksts thal we-doocssin {oirk vantuns i Which B4 Grox.x: tokd 44,56 par Gt 18 N
= e b Changes in the pace of econarmic activity had an impact on courted al t vaks of the Group's edquity = the join ventun
erime of dishonesty “Pvmu““ummnmwmwnmnmmwmwmm rowth ol oross-border exposure for coariain terrtodes. The increass in axpasure io Brazi i attribgtabis io rads and
Campary polcy irmaes et fonis with our ©ono markots, Cross-bondor aposum
Extornal crima Poberitisd for lons e bo cximinal mcts by eormal Pt such i fraod, thift and othr criminal nciy ko countrias in which we do not have a major presence
Inclucng intemet crime peadomnantly relates 1o short-daied money market reasury
) acihvilies, which can chango signilicantly from paericd jo period
Madal Poberitial for loas dus 1o 8 significant discrepancy betwesn the cutput of dek ressunsenent rodss and Exposur aiso rapresents giobal corporats business koe
e CLItERTEE Wit iNbarasts in ur lootprnd, This explins our
sagrificant exposune in the US, Switzerand and Austraka.
Operational risk control area
Pooplemansgement Focruang. doveloping. COMODNaneng and manogng pmpicyecs T Taibie Beiow, WIKCH IS Dased On our INtemal cross-bonder
Technology management o . s e dmaon ek dTaon o COUNEry sk roqorting rcquinements, shows CIoss-Dordar
nt i eocposures [hal axceed 1 per cenl of lolal assets,
WVendor managemant Procurement, koersing, outsourting ard suppler managoemand w013 012
Property managemant Marsging property sssets, projects and inclltes: [—re— Moz o Liows Whruttar:
E:::u: m Tostml i PP T
Security managoment Frotecting this seounty of staf are custoemens S Semiicr: Srmiicr: Srrilors
- - - S ; = N Bk ! China Ersl 14,449 46,660 23808 11,783 35562
i % = . s A0 e b i Inclia 12,566 16,295 20,851 12230 15200 A4
LIS 18,004 7,27 26,288 22485 6,730 b By 13
Legal processes Ethoectrn Qorzamnntation of Mmanena Nanencnons ond ofhes masenad contrachnd sgreamnts, Comming e Heng Kang 24,184 8210 20,374 18,008 BASE 26554
righie e LG b0 material assets of e Group, afd miRegers] materisl ciems and egal depuies 4 10,326 5740 28 07T ] EE0R o0 080
: : : United Arak: Ermirabes €201 10,097 17278 E.580 11,203 17873
and lirancis
:WNW Firsariial g monagement aooounting, esscciated reporiing ond Bnendial control 0,03 7415 16,508 187
Swileriand 5,770 3,006 B,7TE 5050 4983 10,033
Tax managuement Iiairtmining relationships with tax suthorntion and managing e Group's tax sflain o enours complanog [ — 2950 4958 BOIT 4004 4,410 BSM
Vs ctagetoon Ausiraka 1,083 5518 7862 1,456 4,169 5545
Garporats authorities and Mnirntasining et conporals Il snfity sinucsuss s cononats deciion-risking slhoriies Firind E,175 2002 BATT 4,167 1613 B TTO
structurs ke 3,BETE 3,398 7,274 P, = 2111 4 386
1 Poracyt ey e B P OETIRGe] 12 POt i SNRRne P BSOS I TR o DO, B Cerenan g 0 IMonon B o oreaes
Risk management processes are defined further in the annual report
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Section 7 — Other risks

Other risks

Ta mecl the regquercments of pllar 2 ol the Bascl framcwork,
MaNisk insists on an imiegrsied appmsch o Ask that slsa includes
wnguanldfiable rsk categories, In Commerzbank  these  ane
subjected (o a gqualilalve managemend and conlrol process. The
following risks ane cutside the responsibility of the CROU

Human resources risk

Human rescurces risk falls within the defindiion of eperational risk
in section 269 (1) Sobv¥, The inlernal management interpretation
of this definition i Cammerrbhank includes ihe following clemenis
im human resourees risk:

Adjustment gk We offer selecbml imlemal and  exlernal
trainang, sontmuang elucstion anad chaspe prsgrammes o e
thal ihe level of employer qualificalions beeps pace wilh the
currend skale of developments. structural changes are sspporied
accordingly and our employees can falfil their dutics and
responsibilitics.

Motivation rsk; Employer surveys enable s o respond as
quickly as possible 10 potential changes in oar emgloyees” level of
corporate kovalty and 1o indtfisle sdequate measures,

Departure risk: We inke great care o ensure that the sharsee
or departure of employees does not result in bong-term disnaptions
0 our operabions, We slso requlsdy monitor hath quasititative and
gualiintive measures of siall mover,

Supply rsk: Dwr quanislative and qualslative stalfing aims 1o

Business strategy risk

Husiness stralegy msk is the medivm (o keng-lenmn rizk of negalive
mnflluenoes on the achievemen! of Commerdbank's stralegic goals,
for example, as a result of changes in marked conditions, or 1he
inadeuale imglementation of the Group strabegy.

Group strabeqy is developed farther in a process that lakes into
socounl both external and imtemal faclors. On the basis of these
Iseiars, the Roaml of Managing Directors sets omi 8 susiainable
business siraiegy deseribing the major busimess seiivities and
steps  required B0 mesl the targets. To  ensune  proper
implemeniation of the Croup simicqgy o schisve the business
inmpeis, simteqie contels ane carried ool theough  reqular

g ool quan arul apaalitat

lamgets an ke G amd
sigmeniy

Krsg knlily For siralegic corporale
Hoanl of Mamnaysy Dircclors. Spealc business polcy devissons
incquisition and sale of equity holdings representing =1% of equity
capital) slse requine the authorisation of the Risk Committes of 1he
Supervisory Boand. All major mvestments ane ssbject 1o carefal
review by the Board of Mansging Directors.

menl bes with (e

Reputational risk

Repaintional rsk is the risk thai siakehaolder geoups may lose
Gdence L bank or ihal ils repulabion may be

peure thal the miemal g w g s, 1 -
activities, and Comemerrhank's strabeqy can be implemented
Employees are a bey resounce for Commerdbapk. Cur success
B based on (e specialsl kpowledge, skillls, abshibes and molivas
tion of our employecs. Haman rescurces risk is systematically
managed by Growp lHleman Resowroes with the aim of identilfying
risks as carly as possible and assessing and managing them by
pplying selected pe { 1ools, for instance, In addition, the
piloting of a seheme for sysiematie snd stmiegie persoaned plans-
ing is helping to put the management of medium- snd long-term
buman rescurces risks on a more professional footing, A decision
i dus in be when in 2004 an the Bask-wide imimsdestion of
requlsr simiegic human resosrees planning, The Board of Manag-
ey Nanectiars, o nepularly inlarmed abusl Buman mesasmees mks

damaied as a resull of megEtiee evenls anals Busines activitie
Niakehakler qeoups inelude the ehise snif ihe meidls, cmpbayees
aml customers, raling  agescies,  sharcholders amd  busipess
partners. Therelore repulaliconal nsk goes hand in hamd wilh
communication risk.

The eperational divisions, branches and subsidianies bear dinect
responsibility, within the scope of their basiness operations, for
reputational risk arising from their particular activity. Repatational
risk myy ako sicm fmm other nypes of fisk and even amplify such
risks. A special depariment in Croup Communications is
responsible for the mansgement of reputational risk in an overall
Bank coniext. lis wsks include the timely monfioring, reeognition
anil eesponse 1o imieenal snd exiemnal eepuistionsl rsks Geary

wamine Functinl

Source: Commerzbank 2013 Annual Report, p. 130-131

Enhanced Disclosure Task Force ¢ Examples of Leading Disclosure Practices

Recommendation 31: Describe ‘other risk’ types based on management’s classifications and discuss how
each one is identified, governed, measured and managed

For (his reason relevand measures amed aclivibes relalang 1o
bmsiness pulicy are subjected 1o carclel soruting. In panticelar,
Commerdbank avoids busness policy measures and bransaclions
which enkail significant tax or legal risks. and also cthicak
eolugical amld social reks. Any products, mnsactons er cusbomer
relationships thatl might do 5o are clesely cxamined wilh regard 1o
any pubential repulational nak associaled will them and then pul
Ia the vote. Depembing an he salcome of the wie, ey may e
asessed unlavearaldy or have comlitions imgosed on them, or
aven B ropectm audrsghi.

Compliance risk

The confidence of cur castomers, shareholders and b

Legal risk

Commerzbank Akbiengesellschall and sls subsulsanes ane imvalves]
in a varkety of court cases, claims and official investigations Begal
proceedings) in connection wilh a brosd ange of ssues. They
include, for example. allegalions of wrong or defective advics,
suppesed  mellecinve provsion andfur  realizalion of collateral,
dispusten. cumeernang he pay of hin el ol
meansnerativn and pussible ealillemenls o eccupativnal pensions,
albegpmily Fabue sty and imcarmet imancual catemenls, tax
clains and cases brought by sharchohlers aml other invesiors. In
sl of these courd cases, claimands are asking lor the paymend of
compensation of e reversal of agrecments already entered ingo.
If the cuarls were o find in Lavour of cerlain of several of the

pariners  in Commerdbank’'s  proper amd  legilimate  actions

umlergims our Dusines actnalss 4 W
with the provsions of the law and with regulalory requinemends as
well 2u mainlaiming  other, lanpely  ethecal, standasds  amd
oummdlmenis. Losses thal might potesially resull lem Gileee ©
ramply wath o roipa ane lermind il ks,

Complance risks may be either guantifalie or nonequantifiable
risks,

Where non-compliance can resall in fnancial losses arising
rem Bligalion or fmancial peaalises, lbe rsks are quantifiable.
They ane melshod umsler the heading of sgeemimnal Asds. Whens
confidence im ihe company’s inlegrity mighl be mmpainad, we
wprak of reputational ruks, which ane non-gaantifalle

In vur crmsdivisiwonal and Grougewnle approach i rsk
manapemenl we asm o sdebeel at an early dage any Ak that
oould umdermine the integrily amd  therefore the sucorss of
Commerdhank, and la g thewns rsks Tk

ey il

chai in these cases, Commerzbank could be Hable 10 pay
sulbstantial compenaation or could incar ibe expense of reversiong
agreements ar af alber cosdinlemne measunes Some al e
cazes coukd also have an impact on e reputalion of Commerss
hank asulfor ol de ssbaihares, The Groap budkds up fecenoes for
such proceedings i and insclar as labildties are likely 10 nesal
From thesn sl the amounis o which il i bkely bo be Rable can be
sulliciently accurately determined. As such proceedings entail
consideralde ancerlainties, the possdalily remains thal seme of
the reserves orealed for them prove fo be inadequate once the
courls” fimal rulngs ane keowne As a resull, substantial addstnal
cauenwe may b aneurnl
proceedings for whach the Group ded nol consider il necessary o
crvate rewerves. Allbousih the eventual ssleume of same begal
proceedings might have an @npact on Commerdbank's resulls am
canhBirw e a sprsified seguiting perisd, we chs mat belieoe that S
Babilities that might resull from them willl have any losg=lenn
smpacl an Lank's earnimps e v anuely aml
finamcial position. Further information an legal proceedings can be
found in Nole (6H) 1o the comsalidaied Tnancal sabemenls,

This s lrue alsa an ke case ol
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Section 7 — Other risks

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 32: Discuss risk events, including impact on businesses and bank response where
material or potentially material loss events have occurred with focus on changes to risk processes

Matters Based on the Business Improvement Order
Concerning the Transactions with Anti-5ecial Elements

Business Improvement Plan Prepared by MHEK and
an Qverview of Actions Being Taken by MHFG

Concerning the Administrative Order to MHFG
and MHBK by the F5A

On September 27, 2013, a business improvement arder was
insued by Ther kaparese Financial Senvices Agency ("FSA™) 1o
Mizuho Bank ("MHEBE") for reasons such as the fact that no
substantial steps were taken for more than two years after it
was ascertaimed that jont loans had been provided to many
anti-Rocial elements.

We would like ta 1ake thii opportunity 10 express our
mist sincere apologies 1o our valued oustomers and ather
stakeholders for the inconvenience and concern that we
have caused in relation to this business improvement order.

The Mizuho Code of Conduct pledges to confrant anti-
social elements, and Mizuho Financial Group ("MHFG™) has
ahways postioned severing ties wath anti-social elements as
ong of its most important management issues. We have
been focuiing on preventing and terminating such tarae-
tions s those with anti-social dlements by making use of
accumulated data and continually gathenng information, a5
well a5 enhandng the framework for improving the aware-
ness of executives and employees regarding changes in
social conditions.

Nevertheless, we gravely accept the highly regrenable
fact that our framework to prevent and sever relationships
with anti-social elements was inadequate for certain captive
leand.

MHFG considers this incident 10 be emtremely serious,
and iremediately established an intemnal imestigation com-
mittee that ks responsible for thorough fact-finding, as well
as formulsting and camying out major improvement meas-
ures, W have also established the Special Investigation
Committee on Improwernent of Joint Loan Business (" Third-
party Committes”™) with three legal professionals in order 10
fact-find and identify causes from an objective perspective,
and to provide recommendations for improvement measures.

Based on the comideration in the mtemal imestigation
cormmittes & well a3 the results of nvestigations and sug-
gedtions prosded by the Thard-party Comemattes, MHBE has
formulated a business improvement plan, which was sub-
mitted 1o the F5A on Octeber 28, 2013, The fecus of this
plan is on the increasing expectations of society regarding
sevenng es with anti-social gdements.

We will further enhance measures 1o sever ties with anti-
social elements, and fulfill cwr responsibility to sockety,
through ensuring seund products and senices on a group
bursis, and by theroughly implementing this Business improve-
ment plan,

Thi business imgrovement plan submitted to the F54 on
October 28, 2013, and an owervdiew of actions 1o be taken
by MHFG in order to sever ties with anti-social elements,
which was announced on the same day, are as follows, and
the business improvement plan is progressing as planmed.

] Imprevemant maswre framawes —

Y [Ers—— u.nnqmsm B
incneasng expectations of woaety regarding
Levring tes with anli-social eements

Structural
ek

LS

%, A

1. M 1o Prevent R -
—Elimination of anti-sacial slemant trangactiang fer

B Incrnass mringency of antry chacks of ani-social alamants
B Wncigase stringency of post-entry checks of anti-social
ehermenits

2. Structural Enhancements
—increase management level panicipation and reoe-
ganiza managemant af divigons—
B Establishment of the Anti-Social Elements Elimination
Conmitlee

B Appaintment of an extemal director to the Board af
[Dercions al MHEE,

B Deployment af & Deputy President as the Gaoup Chiel
Compiianoe Crificar

B Review of the Complance Group

3. Reforming awareness, .
—Improving awareness among executives and employ-
e, and improving corporate cullure—

B impeoen anareness of o of anti-social

Source: Mizuho 2013 Annual Report, pp. 9-12

©On December 26, 2013, MHFG and MHBK recenved an adman-
strative coder by the FSA pursuant to arficle 52-33, para-
graph 1 and artiche 26, paragraph 1* af the Banking Act.
We gravely accept and regret such order and would e
to take this opportundy o express our most sincere apoio-
gies to our walued customers and ather @lakeholders for the
ingorvenence that we have caused
Wi steadily implement the business improvement plan
that has been submitted to the FSA [dated Dctober 28,
2013) and will ako be implementing additional measures
based on the administrative order recenved this time.
= Cade new Chedn (raniacthond wunded the four-paty captive koan
scherme from Rangany 20, 20714 10 Pebnary 15, 2014
Thoroughly implenent maaiues relding 10 the four-panty te-up
Ipand, inchading traning &1 sxrcuthe officers aod employeds invched
in tha schime duning the pefiod st forh sbove.

Measures for the Enhancement of Group
Governance

As set Torth in the "0One MIZUHD Mew Frontier Plan
Stepping up to the Mext Challenge—,” dated February 26,
2013, MHFG aims to strengthen groug governance and
improve group management efficiency a8 well a8 advance
Mizuha's business model towards the new frontier of
finance through the transition to the single bank and single
SECUrities Structurne, Transformation into the miny Group Cagi-
tal structure and group management structure, and imple-
mentation of vanious measures such as the enhancement of
group governance which suppaorts unified group strategies.
In order to fulfill ocw social respordibilities ai a member of
the global financial community, we have made dedsions as
i1 farth in the details belows in relation to ﬁubll'..hing al
Strong govemnance Syitern and Srengthening cur crids man-
agement capabilities, with an aim to further strengthen our
group governance and to fumher fadlitate the progress of
our buiness mode

1. Establishment of a strong governance system

Mizuho has decided to conduct necessary stwdies and
preparations in relation to the following draft measures for
the establishment of a strong govermance system based on
the following three basic policies: 1) fundamentally strength-
en supervisory function of the Board of Directors against the
execution (particularly the actve use of check-and-balance

function by extemal persons); 2) ensune optimal placemen?
of human resources that suppart the governance system;
and 3) the adoption of a global and advanced governance
framewaork.

We plan 1o conduct necessary studies and preparations
with an aim b0 exegute various measures at MHFG in April
2014, provided that they will be spproved 3t the general
meeting of shareholders, and at MHBE, Mizuho Trust &
Banking ("MHTE") and Minho Securities {~MHSC ™) around
first Ralf of fcal 2014

{1) Consideration of the transformation into a Company
with Committees (MHFG)

MHFG plans 1o further enhance corporate governance, inchud-
ing strengthening the supervisory function against exeution
and mpraving transparency ol managament procrsies,
and enhance the flexibility of management process by facili-
tating swifter decision making, It aims to transform into a
Campary with Committess and will conduct speohic studies
and preparations accordingly, provided that such plans waill
be approved at the general meeting of the shareholders.

{2) Separation of the chairman of the Board of Directors
from the general execution of business operations
{MHFG)

In order to clanfy the supervisory function of the Board of

Directors, MHFG and MHEK will consider separating the

chairman of the Board of Directors from the general exeu-

tion of business operations and appointing external directors
a5 the chairman of the Board in principle.

{3) Additional appointment of external directors
{MHFG, MHBE, MHTB and MHS5C)

MHFG, MHBK, MHTE and MH5C will condider appainting

additional external directors with expent knowledge of and

expenence in corporate gowernance, compliance with lnvs

and regulations and crisis management and risk manage-

minl of financial institutions, etc.

(4) Clarification of the rules concerning directors of the
execution line serving concurrent positions (MHFG,
MHEK, MHTE and MHS5C)

MHFG, MHBE, MHTS and MHSC will consider appointing

Board of Director and Executive Oificer (MHFG) or Executive

Directors (MHBE, MHTE and MHSC) based on areas of

responsiilities (Head of Compliance Group, etc) rather than

titles (Deputy President, Managing Executive Officers, ate).

(5) Establishment of optional committees, ete. (MHFG

and MHBK)
MHFG and MHBEK will consider establishing the following
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Section 7 — Other risks

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 32: Discuss risk events, including impact on businesses and bank response where
material or potentially material loss events have occurred with focus on changes to risk processes (1 of 2)

Top and emerging risks @/ G ¢
U mamdvteedi

Our approach i idemilving and moniloring lop
and emerging risks is described on page 38

During 201 3. senior management paid paricular
atiention to a number of top and emerging nisks, and
our currenl oocs are as follows:

Macro-prudential, regulatory and legal risks
to our business model

(7] Regulatory developments affecting our
business model and Group profitability. .

@ Regulatory investigations, fines,
sanctions, commitments and consent
orders and requirements relating to
conduct of business and financial crimea
negatively affecting our results and
brand,

@ Dispute risk.

Finamncial service providers face increasmgly
stringent and coutly regalmiony and supervisory
redjuirETnenls, |m|:l|n|lar|:5.' 1 the arens of cnpl.'lrll

and Dgqudiny mansgement. condist of business,
operational strctues ad the meegnity of fmancial
SEVICES ile!u.'er_\' Increased govemument nifervention
amd contral over financial nstingions, together wath
measires b reduge systemdc nsk. may sinificantly
alver the competitive lmdscape. These measures nuy
be itroduced as formeal mequinements m a supia-
eqquivabent nuanner and s varinble timetables by
delTerent qegulhlnr}' regines .

@ Regulatory developments affecting our
business model and Group profitability

Several regulmory chanees are likely 1o affect o
activifies, buth of the Group as a whole and of somse
or all of cur principal subsidianies. These changes
mnclnde;

®  the publscation on 27 June 2003 of CRD IV,
wlach mifrohaced m the ELT the Based 11T
mensires that canee mibo effect on | Jamsary
2004, vogether with the publication by the FRA
o 19 December 2003 of its final mules on
onplementing CRD IV wikich apply o fims
regulared by the PRA i the UK:

the mtroduction of new regulnory bodies

and powers in Europe comprising, in the UK,
the FPC, the PRA and the FCA; and. i the
curosone, the graming 10 the European Central
Bank ('ECH') of supervisory powers from
Movember 2014,

the designation of the Group by the Financial
Suability Board as a global sysemically
mmponant bank and resultam application

of higher loss absorbency and other

requircments;

finalisation of the Fimancial Services (Banking
Reform) Act 2003 i the UK o give cffect

1o the recommiendations of the Independent
Commission on Banking ("1CB") in relation 1o
the future “ring-fencing’ of our UK reiail
banking business [rom whobesale banking
activities, the structural separation of certain
activitics envisaged i legislation and mles
adepied in the US (meluding ihe final Valcker
Rule adopied in December 2013 under the
Dodd-Frank Act) and potemial legislative
changes across the EL;

changes in the regime for the aperation of

capial markets wih increasing siandardisation,

central clearing, reporing and margin
requinements through a number of regulatory
mitiatives including Eurnpcar: Market
Infrastrecture Regulation, Dodd Frank and the
revised Markets in Financial Instruments
Directive/ Regulation (*AMiFIDI")

requirements flowing from amangements for
the recovery and resolution of the Group and
115 main operaling entitics;

contmued chamges in the manper and standards
for the conduct of business, including the
eflecis of the recommendations made by the
Parlismenary Commission on Banking
Standards (which will be given effect through
Pari 4 of the Financral Services {Banking
Reform) Act 2003),;

the forthcoming ECB Assel Quality Review
(*AQE"), which may reveal that substantial
recapitalisation is needed among eurosone
banks;

HSBC incorporates its discussion of operational risk events into its Top and
Emerging Risks section. Users identified this as leading practice because it
clearly highlights what issues management is focusing on and risk

mitigation actions taken / in-process

Source: HSBC 2013 Annual Report, pp. 141-145

Fotential impact on HSBC

Proposed changes in regulaton relating w
capilal and liquidity requitements, remunéeration
and’or 1anes could increase our cost of doing
business, reducing future profabilicy

Proposed changes m and the implementation

of regulations for derivatives including
mandatary central clearing, the ICH nng-
!’cm.:lrlu_ proposals, recovery and resolson
plans, the Volcker Rule and the Foreign
Account Tax Compliance Act (known as
FATCA) may affect the manner in which we
conduct our activities and how the Group is
smiciured. These measures have the poteniial w
merease our cost of doing business and cunail
the types of business we can carmy oul, with the
comsequent risk of deereased profitability.
Because the development and implementation of
many of these various regulations ane in their
carly stages, it is nod possible w estimate the
clfcet on our operations,

Mandatory ceniral elearing of derivatives also
brings new risks o HSBC inour role as a
clearing member, as we will be required 10
underwrite losses incurred by central clearing
counterpanics from the delaul of other elearing
members and therr clicnis. Hence central
cleaning brings with it a new element of
migreonnecicdness between clearing members
and cliemts which we belicve may increase
rather than reduce our exposure to systemic risk

Potentinl market dismuption as a result of the
AR, including a possible re-emergence of the
eurnsone crists, may alfect us direcily through
our exposure 1o curosone banks and sovereigns,
and indirecily shoubd there be amy diminution
i economic activity in the eurozone

While the tighiening by regulators of credit
comtrols limits consumer indebiedness and will
benefit credil markets and our porifolios i the
lenger werm, it may reduce our growth prospects
and afTect our business stralegy in certam
couniries,

We are closely engaged with governments and
regulaiors in the countries in which we operate
to help ensure that the new requirements ane
properly considered and can be implemenied in
an effective manner, We are also ensuring thal
our capital and iquidity plans take inte agcount
the potential effecis of the changes. Capital
allocation and liquidity management disciplines
have been expanded 10 incorporate Tuture
mereased capital and liguidity requircments
and drive appropriate nsk management and
mitigating actions.

@ Data management

We have recerved feedback from external
stakeholders that we need a clear data sirategy 10
meet the volume, granularity, frequency and scale
of regulatory reporting requirements as well as
other internal and external information demanids.

In addition, we are required o comply with the
principles for effective risk dala ageregation and
risk reporting as set out by the Basel Commitiee on
Banking Supervision (*BCBS') by the end of 2005,

Patential impact on HSBC

s Fmancial mstrutsons that Bl 1o meet therr
BUBS data obligations by the required deadlime
may fice supervisory measures. Senior
management recognise the imponance of data
management and therefiore established a Data
Strategy Board in 2002 to define our data
strutegy and ensure consistent data aggregation,
reporting amd mananagenyent ncross the Grrowp.,
Key minatives and propects 1o deliver our
strptegy and work twowarnds meeting our data
obligations are now in progress.

- P.Eguhl’.m'h ane I‘!'\':llllnl‘lll];, the |b||u\!r_1.' on its
ability 10 provide accurate information and may
use the mdustry-developed datn matnity mode]
1o assess financial services firms.
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Section 7 — Other risks

Enhanced Disclosure Task Force e Examples of Leading Disclosure Practices

Recommendation 32: Discuss risk events, including impact on businesses and bank response where
material or potentially material loss events have occurred with focus on changes to risk processes (2 of 2)

.n Rogulaiory investigations, fings.
sanctions, commitmaents and consent
orders and requiremants relating 19
canduct of busingss and financial crime
negatively affecting our results and
brand

Financial service providers ane a1 niak of regulsony
sanctions or fines relased to condut of business
and fimancial crime. The incidence of negulasory
proceedings and other ndversarial proceedings
against firancial service fimes is increasing

Regulatory commitments amd comsent orders

In December 2002, HSBC Holdings, HNAH and
HSHBC Bank USA, N A ("HSBC Hank LISA')
entenad imo agreements with LS and UK authorities
m relation 1o imvestigations reganding past
madequate compliance with anti-money laundening
and sanctions laws. Among these agreements, HSBC
Haldings and H3AC Bank U'SA entered o a fives
wear deferred prosecation agreement (LS DPFA' )
with the US Department of Justice | Dol p and
HABC Holdings entened o & twa-year TFA

wilh the New York County Distnct Aomey (e
“DANY DPA") HSBC Holdings also entened mio
an undenaking with the FSA (revised as ihe ‘FCA
Dhrection”) o comply with cenaim forward-looking
ohlgatons with respect io ani-money laundering
and sanctions reguirements.

Linder ihe seitlement agreements, HSBC
Holdings, HNAH and HSBC Bank USA made
paymsenis iotalling LSS1,%n o US auiborities
and undericok fe continee cooperting fully with LS
and UK regulatory and law enforcement authomties
and take further action 1o strengthen our complance
polscics and procedures. The agreements with the
ol and the L'S Federal Reserve Broand and the FCA
Durection reduire us [ retain an imdependem monisar
(o s, for FCA purposes, o "skilled person” under
section |60 of the Financial Services and Markets
Act) 1o evalasie oar progress in fally implementing
car obligations and produce regular assessments off
the effectiveness of our Compliance function

O 1 July 2013, the US Drstrsct Comrt fior the
Eastern District of New York approved the US DA
and retained authority 1o oversee implamentatson
of the same. Michael Cherbasky began his work as
Momdior on 22 July 2003, changed with ¢valiating
and reporting upon, the effectivensss of the Group's
miernal controbs, policies and procedunes as they

relate (o ongomng consplience with applicable amii-
miney bndening and sanctsons laws. His work i
proceeding as anbicipated comsisient with the
timelmes and regairemenis set forth in relevant
agrecments

As reflectod i the agreement entered o wath
the CRCC i Dvcember 2012 {1k “the Gramm-Leach-
Bhiley Act {'GLBA") Apreement b, the OOC
b desermaned that HSEC Bank USA s 0ot in
comipliance with the requirensesis whach provide
that & natsonal bank and cach deposnosy iEstnsion
affiliate of the natonal bask must be both well-
capitlised and well-managed in osder 1o own or
contrel a fimancial subssdiany. As a result, HSBC
Bank USA and sts parent hobiding compamies,
melbading HEBC, oo lomger meet 1he qualification
regairements for fmancial holdang conspany’ status,
and may mol engage m any pew tvpes of fmascial
activatbes withoul the priot approval af the Federl
Reserve Board. In addsion. HSBC Bank USA may
mot dorectly or induwectly acguure comtrel of or hold
am ilerest in amy new financial subsslary. nor
conEmeneT A BOW acVIEY I s existing fnancial
subsidiary, unkess if recenves pror approsal from
the CRCC

Foterial impact oo NS

s i difficult o predict the omcome of the
regulatory proceedings myvolving our
besinesses, Unfavoumable calicomes may have
a matenal sdverse effect on our repatatson,
beand and resubts, including loss of basiness
and withdranal of fanding

*  Char significant involvensost m facilicating
mlernational capatal Dovws and ieade exposes
the Ciroup to the risk of finascial cnme oo
imsdvernemby breacheng restneeions asd
samctions imposed by OFAC and mber
regulaices. Through our Cilokal Standasds
peogramme, we sie umplementing comsisien
prosedures and comrods w detect, deter and
protect aganst fimancial ome

= [In relwion to the DPAs, HSBC Holdmgs and
HSBC Bank USA have commaited o mke or
contiee to adbere 1o o number of remedaal
messures Hreach of the LS DIPA & any tamse
ibaring its e may allow the Dol o presecute
HSEBC Heldengs o HSBC Bank USA in selation
1o the matters which are the subject of the US
DA Breach of the DANY DPA may allow the
Mew York Coumty District Aoy s Office 1o
prosecute HSBC Holdings in refation to the
maiters whach are the ssbject of tha DPA

Source: HSBC 2013 Annual Report, pp. 141-145

® I relsteon wo the GLBA Agrecment if all of
cur affiline depossiary instisutions are tot m
compliance with these requancments within the
nme periods specidfied in the GLBA Agreemem,
HSBC could be pequared either 1o divest HSBC
Hank L'SA or 1o divest or termimase sy
financial scuvinies conducted in reliasce on the
GLEA, Sumilar consequences under the GLEA
Agreement could result for subsidsanies of
HARC Bank 17SA thal engage i fimancial
activities in reliance on expanded powers
provided for in the GLBA. Any such divestiture
o lermumation of activities would have a
malenal adverse effect on the consolidated
resalts and operabon of HSBEC. The GLEA
Agreement peaquires HSBC Bank USA 10 take
all stops nocessary 10 commect the carcumslanees
and conditions resalting from non-conaplisnce
wilh b mogquisements relfemed 1o above, We
lave tmitssied steps 1o satisfy the requiremenls
of the GLBA Agrocment

Steps to address many' of the requerements
of the D'As, the FCA Direction and the GLEA
Apgreemen bave either aleeady been aken o ane
undet way. These mclude sansplifving the Giroap™s
control strusture, sttengthenmg the governams
smacture with new leadershap appointments, revismg
key pobicies and establishing bodies 1o iwplement
smnphe Glohal Stsdards shaped v ibse highest of
mest effectve standasds avaglable in asy bocation
where the Group operages, as well as subsianzially
increaseng spending and staffing in the anon-money
launsdering and regulatory compliance aseas in the
past few vears. There can be no assurance that these
steps will be effectuive o that HSBC wall not have o
take additional remsedial measures m the future 1o
camply with the bams of the DPAs, the FCA
Dhrectyon or the GLAA Agreemen

ﬂ Dispute risk

Thee custent eeoname: eovironment b increased the
Giroaip's exposure te actal and potential litigation
Further details are provaded in Note 43 on the
Fuanceal Stateiments.

Potential impact on HSEC

*  Dhispuie risk gives rise o potential financial loss
aned stgmfEeant peputational damege which could
adversely affect costomer and investor
confidence

Risks related to our business oparations,
governance and internal control systems

i Heightenad execution risk.
) Internet erime and fraud,
0 Information security risk.
) Data management.

3 Madel risk.

0 Heightened execution risk

There are a number of factors which may affect the
successful delivery of our strategy. These include
the increasing regubatory pressunes and demands and
the challenging macroeccmomic environment, which
may affsct our ability to achieve planned eamimgs
groavth. The implementation of our strategy 10
simplify our business, which involves withdrawing
from certam markets, presents disposal naks

which st be carefullv managed. Implenwenting
organisational changes 1o suppart the Group™s
sirmtegy. meluding the restruciuring of cur
Compliance fumetion inte two distinet sub-functions:
Fanancial Crnimee Complance and Regulatony
Coamplsanes, also requins close management
oversight

Potential impact on HSBC

= Chur annual planming and stress lesbing processes
consider the effect of potential risks from the
extermal enviromment an our earnangs and
capital posiien and actions by managensent
1o matigate them

*  The peaennal risks of dispoesals isclude
regulatory breaches, industnial action. loss of
kev personne] and interrupbion o systems and
processes during business mansformation.

Wi bave invested signifisantly in addressmg
Ehis risk through increased ranmg o raise siafll
awareness of the requinements and enbarced
mubti-lavered sontmals |1m|u¢rin|,-_ aur
anformation and technical infrastnociune,

¢ The size and scope of the cleange w our
Campliance fimction coubd generate beightened
executzon and people fak (including signaficant
rescurcing demands) and are subject o close
managemenl aversighl.

@ Imternet crime and fraud

With the ever-growing acceptance of and demand
for internet and mebile services by customer s, HSBC
15 mensasmgly exposed o fraudulent and coomimal
activities via these channels. Imermet crime could
result 1n financial loss and or customes data and
semsitive mformation being compromised. Along
with imernet frawd. the overall threst of exremeal
Erasel mvy ierease durmg adverse economic
conditions. paricularly in recail and commercial
hanking

We also face the risk of breakdowns in
pocesses or procedures and systems flure or
unﬂ'ﬂilﬂbuﬁt_'.. il our business s subjcﬂ Lk}
dizmaption from events that are wholly or parially
bevend sur control, such as inlernet cnme and acls
of terrorsm

Fatential impact on HSBC

& Intemmet crime and frand may give rse o osses
m service o cuslomers and o economuc loss 1o
HSBC. These threas also exist when we rely
on external supphers or vendors for services
proveded ta the Group asd our customirs.

& We have increased our defences through
enhanced momtonng and have implemented
additicmal contrals such as twao-factor
authentication io reduce the possibility of
o from fraud. We continually assess the
threats from imeermet crime ansd fraud as they
evielve amd adapt vur contrals o mitigate them,

O Information security risk

The security of our informarion and technology
infrastracture is crucial for madmtaimning our bankimg
apphicabions and processes while prolecting our

customers and the HSBC brand

Potential impact on HSBC

»  Information security risk gives rise to pobential
financial loss and reputational damage whicl
could adversely affect customer and investor
confidence. Loss of customer data would also
rrigger regulatory breaches which could result in
fines and penalties being incusred
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