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Index of disclosure examples by recommendation and source

Sources of examples, by recommendation Page Page Page
General recommendations Capital adequacy and risk-weighted assets (cont.) Market risk
1. Barclays, Santander 5 12. UBS 25 22. Santander 48
2. HSBC 6 13. UBS, Deutsche Bank 26-27 23. Santander 49
3. ING 7 14. BNP Paribas, Deutsche Bank 28 24. Santander 50
4. Barclays 8 15. HSBC, ING 29-30 25. Barclays 51
Risk governance and risk mgmt. strategies / business model 16. Standard Chartered, HSBC, Deutsche Bank 31-32 Credit risk
5. JP Morgan, Barclays 10-12 17. Deutsche Bank 33 26. ING, Deutsche Bank, Santander 53-55
6. BNP Paribas, Santander 13-14 Liquidity 27. Santander, Barclays 56-57
7. HSBC, Santander 15-16 18. Deutsche Bank, Barclays 35-36 28. Wells Fargo, HSBC, Deutsche Bank 58-61
8. Barclays, Citi 17-18 29. ING, Deutsche Bank 62-63
Capital adequacy and risk-weighted assets Funding 30. HSBC, ING 64-65
9. Standard Chartered 20 19. Standard Chartered, HSBC 38-40 Other risks
10. Deutsche Bank, Barclays 21-22 20. HSBC 41-44 31. BMO, Santander 67-68
11. Deutsche Bank, RBS 23-24 21. Deutsche Bank, Bank of America 45-46 32. UBS 69
Notes:

— Risk disclosures are complex and presentation differs across institutions. Examples shown are meant to highlight good

practice and are neither unigque nor comprehensive examples of each recommendation (e.g., the disclosures related to some
EDTF recommendations span multiple pages; the examples shown extract only key elements of such disclosures)
— Examples shown are not exclusive. The EDTF has highlighted only a subset of the good disclosures available
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Section 1 — General recommendations

Recommendation 1: Present all risk information together or provide an index to aid in navigation

THEME

DETAIL

ANNUAL
REPORT

AUDIT
REPORT &
ANNUAL
ACCOUNTS

Introduction Main current and emerging risks Page 164
Corporate principles of risk management, control and appetite Page 166 (SIA\Iloltest
M nent 1,542,
o2 54.3)
E::;:::;:and Corporate governance of the risk function Page 172 and other Section 6
governance m:;;:;d
Integral control and internal validation of risk Page 174 | . !
information
Introduction to the treatment of credit risk Page 176
Main magnitudes and evolution (risk map, evolution, conciliation, geographic
h . Page 176
distribution, management metrics)
Detail by countries with the largest concentration: UK, Spain, Brazil Page 185
Other credit risk views (credit risk by activities in financial markets, concentration risk, P MNote 54.4
. S ! ; age 192
country risk, sovereign risk and environmental risk) and other Sections
Credit risk o notes and
Credit risk cycle (pre-sale, sale and after-sale) Page 199 related 8&9
Study of risk and credit rating process, planning and setting limits (analysis of scenarios) | Page 200 | information
Decisions on operations (credit risk mitigation techniques) Page 202
Monitoring, measurement and control Page 204
Activities subject to market risk (market risk factors) Page 206
Market risks in 2012 Page 208
Trading activity (VaR, stress testing, backtesting, etc) Page 208 Noée ?:5
and other .
Market risk Structural market risk Page 216 notes and SE%OH
K related
Methodologies Page 220 | insormation
Management framework (organisational and governance structure, palicy of limits) Page 223
Internal model Page 225
Introduction and general focus Page 226
Liquidity management framework. Monitoring and control of liquidity risk Note 54.6
Liquidity risk (organisational and governance model, analysis of the balance sheet and liquidity risk Page 227 and other .
G T management, management adapted to business needs) notes and | Section 12
= ) L . related
Funding strategy and 2012 liquidity evolution Page 230 information
2013 financing perspectives Page 236
Definition and objectives. Corporate governance and organisational model Page 237 Note 54.7
Oper I Risk management model. Measurement model and risk assessment Page 238 and other
'L notes and | Section 13
ris| Evolution of the main metrics. Mitigation measures Page 240 related
Other aspects of control and menitoring of operational risk Page 243 information
Camnelianee Definition and objectives Page 244 | Note 54.8
P and other
:en:utational Corporate governance and organisational model Page 244 | iesand | Section 14
risk Risk management model (prevention of meney laundering and financing of terrorism, Page 245 | - ’E“ﬂE‘C.‘
marketing of products and services, compliance with rules) 9 information
Adjustment to the new regulatory framework Page 250 | Notes54.9
and other Secti
Capital Econemic capital: analysis of the global risk profile Page 251 notes and ] 3 4‘?55
related o
RORAC and value creation Page 253 information

Source: Santander Annual Report 2012, p. 165

Risk Overview Annual Report Pillar 3 Report
Risk Risk
review management
These pages provide a gwsklfacto_rsk I 108-115 e
f : arclays risk management strategy =
C?Enpr?hens‘ffoverwew Qur risk culture 314
of Barclays risk factors Assigning responsibilities 316
and approach to risk Principal risks policy 317
management. Risk management in the setting of strategy 317320
Modelling of risk 86-93
Credit Risk Annual Report Pillar 3 Report
Risk Risk
review management
Credit risk is the risk of Credit risk overview and risk factors 108-110
- Analysis of Maximum exposure and collateral
iﬁﬁgmg ﬁ’nancJ\EaI loss Sh‘c_]ukti and other credit enhancement held 116-117 329-330
e Lroups cus Omers, c 'erj S Balance sheet concentrations of Credit risk 118-121 330-331 24-726
or market counterparties fail Balance sheet credit quality 122123 330-331 29-38,110-116
to fulfil their contractual Analysis of loans and advances and impairment 124-128 323325 38-41
obligations. Retail credit risk 129-135 322-327
Wholesale credit risk 136-141 322-327

Barclays Credit Market Exposures 142

Exposures to Eurozone countries 143-154

Analysis of securitisations 57-63, 103-106
Maturity of credit exposures 27-28
Capital Requirements for Credit Risk 19-20,23
Counterparty Credit Risk exposure and RWAs 46-50
RWAs and Credit Risk exposure by business

and Basel asset class 21-23

Market Risk Annual Report Pillar 3 Report

Market risk is the risk of the
Group suffering financial loss
due to the Group being unable
to hedge its balance sheet at
prevailing market levels.

Risk Risk

review management
Market risk overview and risk factors m 332-333
Analysis of traded market risk exposures 155-156 333336 52-54
Analysis of non-traded market risk exposures 156-159 336 55
Foreign exchange risk 160
Other market risks 161

Analysis of securitisations

102
57-63,103-106
Capital Requirements for market risk 52

Funding Risk — Capital Annual Report Pillar 3 Report

Capital risk is the risk that the
Group is unable to maintain
appropriate capital ratios.

Funding Risk — Liquidity

Liquidity risk is the risk that the
Group is unable to meet its
obligations as they fall due as a
result of a sudden, and potentially
protracted, increase in net cash
outflows.

Risk Risk
review management
Funding risk — Capital overview and risk factors 112 340-341
Capital Composition 163 15-17
Movement in total regulatory capital 164 &
Risk Weighted Assets by risk type and business 165 8,23,47,52,65
Movement in Risk Weighted Assets 165-166 7
Impact of Basel 3 166-168 68-74
Adjusted Cross Leverage 168-169
Implementation of Basel 3 — Leverage Impacts 168170 74
Economic capital 171
Annual Report Pillar 3 Report
Risk Risk
review management
Funding risk — Liquidity overview and risk factors 1112 337-339
Liquidity risk stress testing 172174
Liquidity pool 175176
Funding structure 176-179
Encumbrance 180-182
Credit Ratings 182183
Liquidity Management at Absa Group 183
Contractual maturity of financial assets and liabilities 183-186

Source: Barclays Annual Report 2012, p. 107
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Section 1 — General recommendations

Recommendation 2: Define the bank’s risk terminology and present key parameter values used

Risks Arising from Measurement, monitoring and management of risk
Credit risk
The risk of financial loss ifa  Credit risk arises principally ~ Credit risk:

customer or counterparty fails
to meet an obligation under a
confract.

from direct lending, trade
finance and leasing business,
but also from certain other
products such as guarantees
and derivatives.

is measured as the amount which could be lost if a customer or
counterparty fails to make repayments. In the case of derivatives, the
measurement of exposure takes into account the current mark to
market value to HSBC of the contract and the expected potential
change in that value over time caused by movements in market rates:

is monitored within limits, approved by individuals within a
framework of delegated authorities. These limits represent the peak
exposure or loss to which HSBC could be subjected should the
customer or counterparty fail to perform its contractual obligations:
and

1s managed through a robust risk control framework which outlines
clear and consistent policies, principles and guidance for risk
managers.

Liquidity and funding risk

The risk that we do not have
sufficient financial resources
to meet our obligations as they
fall due or that we can only do
50 at excessive cost,

Liquidity risk arises from
mismatches in the timing of
cash flows.

Funding risk arises when the
liquidity needed to fund
illiquid asset positions cannot
be obtained at the expected
terms and when required.

Liquidity and funding risk:

* is measured using internal metrics including stressed operational cash
flow projections. coverage ratio and advances to core funding ratios:

1s monitored against the Group's liquidity and funding risk framework
and overseen by regional Asset and Liability Management
Committees (*ALCO’s). Group ALCO and the Risk Management
Meeting: and

is managed on a stand-alone basis with no reliance on any Group
entity (unless pre-committed) or central bank unless this represents
routine established business as usual market practice.

Source: HSBC Annual Report 2012, p. 125
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Risks

Arising from

Measurement, monitoring and management of risk

Market risk

The risk that movements in
market factors, including
foreign exchange rates and
commodity prices, interest
rates, credit spreads and
equity prices, will reduce our
income or the value of our
portfolios.

Exposure to market risk is

separated into two portfolios:

e Trading portfolios comprise
positions arising from
market-making and
warchousing of customer-
derived positions

Non-trading portfolios
comprise positions that
primarily arise from the
interest rate management of
our retail and commercial
banking assets and
liabilities, financial
investments designated as
available for sale and held
to maturity. and exposures
arising from our insurance
operations

Market risk:

® is measured in terms of value at risk. which is used to estimate
potential losses on risk positions as a result of movements in market
rates and prices over a specified time horizon and to a given level of
confidence. augmented with stress testing to evaluate the potential
impact on portfolio values of more extreme. though plausible, events
or movements in a set of financial variables:

is monitored using measures including the sensitivity of net interest
income and the sensitivity of structural foreign exchange which are
applied to the market risk positions within each nisk type: and

® is managed using risk limits approved by the GMB for HSBC
Holdings and our various global businesses. These units are allocated
across business lines and to the Group’s legal entities.

Operational risk

The risk of loss resulting from
inadequate or failed internal
processes, people and systems
or from external events,
including legal risk (along
with accounfing, tax, security
and fraud, people, systems,
projects, operations and
organisational change risk).

Operational risk arises from
day to day operations or
external events. and is relevant
to every aspect of our business

Operational risk:

e is measured using both the top risk analysis process and the risk
and control assessment process, which assess the level of risk and
cffectiveness of controls:

is monitored using key indicators and other internal control activities:
and

1s primarily managed by global business and functional managers.
They 1dentify and assess risks, implement controls to manage

them and monitor the effectiveness of these controls utilising the
operational risk management framework. The Global Operational Risk
and Internal Control function is responsible for the framework and for
overseeing the management of operational risks within businesses and
functions.



Section 1 — General recommendations

Recommendation 3: Discuss top and emerging risks, including quantitative disclosure and recent changes

RISK DEVELOPMENTS IN 2012

Monitoring exposures and Eurozone developments

The problems in the Eurozone have been a top priority for risk management throughout 2012, and will continue to be a top priority in
2013. ING closely monitors the exposures in debt securities, lending and credit derivatives in the involved countries, and regularly assesses
whether the paositions still fit with its risk appetite. This assessment is supported by internal stress tests.

Throughout 2012 ING has continued to de-risk its balance sheet, including reducing its positions in especially covered bonds, ABS
securities and Real Estate investments for some of the weaker countries as a result of these risk analyses.

Greece, Italy, Ireland, Portugal, Spain and Cyprus

In the first half of 2010 concerns arose regarding the creditwarthiness of several southern European countries, which later spread to a few
other European countries. As a result of these concerns the fair value of sovereign debt decreased and those exposures were being
monitored more closely. With regard to the sovereign debt crisis, ING's main focus is on Greece, Italy, Ireland, Portugal, Spain and Cyprus
as these countries have either applied for support from the European Financial Stability Facility ('EFSF’) or receive support from the ECB via
government bond purchases in the secondary market. Within these countries, ING's main focus is on exposure to Government bonds and
Unsecured Financial institutions’ bonds. Further details are included in Note 4 ‘Investments’.

The table below provides information on ING’s risk exposure with regard to Greece, Italy, Ireland, Portugal and Spain. Unless otherwise
indicated, the amounts represent risk exposure values and exposures are included based on the country of residence of the direct Obligor
to which ING has primary recourse of repayment of the obligations, except most RMBS, which exposures are based on country of risk.
Cyprus is not included in the table below as the net credit risk linked to Cyprus is not material for ING Bank and ING Insurance/IM has no
credit risk linked to Cyprus.

During 2012, ING further improved the scope and the presentation of the disclosures of exposure on Greece, Italy, Ireland, Portugal and
Spain. Furthermore, certain definitions have been improved and/or aligned. Comparative figures as per 31 December 2011 have been
amended. The changes mainly relate to the inclusion of Pre-settlement exposures, the presentation of trading and banking book CDS
exposure, the definitions and scope of Real Estate and ABS exposure (from ‘country of residence’ to ‘country of risk’) and the dlassification
of corporate bonds. In total these restatements did not have a material impact on ING's exposure on Greece, Italy, Ireland, Portugal and
Spain.

Greece, Italy, Ireland, Portugal and Spain - Total risk exposures

31 December 2012

Greece Italy Ireland Portugal Spain Total
Residential mortgages and other consumer lending 14 7,531 6 4 9,680 17,235
Corporate Lending 287 8,441 705 1,015 5,733 16,181
Financial institutions Lending 0 227 4 76 626 933
Government Lending 0 203 0 0 35 238
Total Lending 301 16,402 715 1,095 16,074 34,587
RMBS 95 997 267 553 2,846 4,758
CMBS 0 0 12 0 0 12
Other ABS 0 180 218 49 171 618
Corporate Bonds 0 509 642 67 319 1,537
Covered Bonds 0 245 370 153 11,780 12,548
Financial Institutions’ bonds (unsecured) 0 527 74 56 84 M
Government Bonds 43 2,474 53 633 1,308 4,511
CDS exposures in banking book @ 0 0 0 0 -390 -390
Total Debt Securities 138 4,932 1,636 1511 16,118 24,335
Real Estate @ 21 380 0 217 610 1.228
Trading excluding CDS exposures 0 450 28 8 454 940
Sold CDS protection 0 1 1 1 7 10
Bought CDS protection -2 -22 =11 =1 =51 -87
Trading including CDS protection -2 429 18 8 410 863
Undrawn committed facilities 166 1,287 258 181 2,780 4,672
Pre-settlement exposures® 80 516 343 4 953 1,933
Total risk exposure 704 23,946 2,970 3,053 36,945 67,618

Source: ING Annual Report 2012, p. 219+

Impact of low interest rate environment

Interest rates in the Eurozone but also in the other main home countries decreased from already low levels to unprecedented low levels.
Central bank rates are still at very low levels, thereby negatively impacting the short term money market rates, and also long term rates
decreased to very low levels last year. The on-going Eurozone crisis in combination with doubts on the growth potential of the world
economy were the main reasons for this development.

Impact for ING Bank

The typical interest rate position for ING Bank implies that the duration of the assets is somewhat higher than the duration of the liabilities.
Given this mismatch, decreasing interest rates are initially favourable for ING Bank's income: liabilities re-price quicker than assets, and
therefore the average coupon of liabilities adapts quicker to lower interest rates. This should support ING Bank’s interest rate margin and
subsequently our interest income.

However, the current situation of low interest rates levels is there since the eruption of the financial crisis. Therefore interest rates are on a
low level for more than 4 years now. A sustained low interest rate environment can put ING Bank's interest income under pressure. New
client assets are produced at lower rates, which impacts the average yield in the credit portfolio, but also implies lower prepayment rates
and thus lengthening of the portfolio duration. This results in lower yielding assets that reprice mare slowly. On the other side of the
balance sheet savings coupons do not reflect the low interest rate environment fully. Due to high liquidity spreads as a consequence of the
crisis and strong competition in the savings market savings coupons only marginally track lower interest rates. On balance these factors
may put ING Bank's interest rate margin under pressure. This situation will endure until structural economic recovery, which will lead to an
environment with interest rate increases. As there is much uncertainty when this period of recovery will emerge, ING Bank closely monitors
markets in order to be positioned adequately in anticipation of either a prolonged period of a low interest rates or a potential increase of
short term and long term interest rates.

Impact ING Insurance Eurasia and US

Since we are mainly a life insurance company with long-term commitments to our clients, a lowf(er) interest rate will result in a high(er)
market value of the liabilities (MVL). The risk of low interest rates combined with other risks, such as longevity, will further increase the
MVL and reduce available capital.

The ING Insurance entities have an ALM process where investments are bought such that they match with the duration profile of our
liabilities. The remaining interest exposure is closed through a derivative portfolio. Long term guarantees and options are more difficult to
hedge and expose ING to further risks. Further, in several countries the interest rate guarantees provided have a maturity significantly
longer than asset maturities in the currency of these countries. In these cases ING runs non-hedgeable interest rate risks. These risks are
well-known within ING's risk appetite as these risks are part of doing life insurance business in these countries, and within market risk
limits defined and monitored on a quarterly basis.

The exact impact of the low interest differs per entity and per products offered. However, in general lower interest rates lead to higher
provisions and thus lower available capital. In addition, capital requirements will also go up; the matching quality of the assets that back
the liabilities will determine the magnitude. In conclusion, lower interest rates will result in higher capital needs.

Impact ING Group

The impact of the low interest rate environment for Bank and Insurance goes further than earnings and reserves, that are described in the
sections above. Low interest rates result in addition to provisions for guarantees that are included in life insurance and variable annuity
contracts, as the guarantees become more valuable to policy holders. Thereby the solvency position of the Insurance businesses is
negatively impacted, which can also impact the proceeds of the Insurance divestment. The proceeds of the Insurance divestments are to
be used to pay back the double-leverage. In case the Insurance proceeds are not sufficient to do so, ING Bank will need to upstream extra
dividend to ING Group. EUR 1.0 billion of the November 2012 dividend payment by ING Bank to the Group has been used for this
purpose. Note however, that when future Bank earnings and future capital position are negatively impacted such capital up-streams are
difficult to establish. And this can be further hampered by the on-going increasing capital requirements for banks in general.

ING highlighted top and emerging risks within the report narrative, including
related quantitative disclosures of key risk exposures. The European
exposure section spanned 10+ pages and discussed each country exposure
and related impact for ING separately. Other “top risks” included the Impact
of Low Interest Rate Environment (also shown above)
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Section 1 — General recommendations

Recommendation 4: Outline plans to meet new regulatory ratios

In January 2013, the Basel Committee on Banking Supervision published a revised standard for the LCR. Compared to the previous version of the standard
{published by the Basel Committee in December 2010), these revisions result in significantly lower stress requirements and allow for the inclusion in the liquidity
pool of an additional category of high-quality liquid assets (referred to as Level 2B assets). Furthermore, the Basel Committee announced that the LCR
requirement will be subject to a phase-in period between January 2015 (60% minimum requirement) and January 2019 (100% minimum requirement). The
minimum NSFR requirement is to be introduced in January 2018 at 100%.

Based on the revised Basel standards, as at 31 December 2012, Barclays had a surplus to both of these requirements with an estimated Basel 3 LCR of 126%

Leverage ratio calculation
To provide an indication of the potential impact on Barclays, we have estimated our pro forma CRD IV leverage rafio as at 31 December 2012. The CRD IV
requirements, when implemented, will be based upon a three month average.

CRD IV leverage ratio calculation

and an estimated Basel 3 NSFR of 104% (2011: 9732 Aﬂlgrﬁéig Proforma
Comparing internal and regulatory liquidity stress tests leverage leverage
The LRA stress scenarios, the FSA ILG and Basel 3 LCR are all broadly comparable short term stress scenarios in which the adequacy of defined liquidity As at 31 December 2012 £m £m
resources Is assessed against contractual and contingent stress outflows. The FSA ILG and the Basel 3 LCR stress tests provide an independent assessment of Cash and balances at central banks 86,175 86,175
the Group’s liquidity risk profile. Trading portfolio assets 145,030 145,030
Financial assets designated at fair value 46,061 46,061
Siress Test Barclays LRA FSAILG Basel 3 LCR Basel 3 NSFR Derivative financial instruments 469,146 469,146
Time Horizon 1 _ 3 months 3 months 30 days 1year Loans and advances to banks and customers 466,218 466,218
Calculation Liquid assets to net cash Liquid assets to net cash Liquid assets to net cash Stable funding resources o Reverse repurchase agreements and other similar secured lending 176,956 176,956
outflows outflows ou stable funding requirements Available for sale investments 75,109 75,109
Goodwill and intangible assets 7.915 7.915
As at 31 December 2012, the Group held eligible liquid assets significantly in excess of 100% of stress requirements for each of the one menth Barclays-specific Other assets 17,711 17711
LRA scenario and the Basel 3 LCR requirement: Total assets 1,490,321 1,490,321
Netting adjustments for derivatives and SFTs (387,672) (394,908)
Estimated impact of CRD IV Collateral on derivatives (46,855) na
Pro forma Pro forma Net settlement balances and cash collateral {71,718) na
CET1 CET1 Bequlatory deductions and other adjustments (9,409) (21,665)
Transitional Fully-loaded ‘Adjusted total tangible assats 974,667 na
As at As at As at Potential future exposure on derivatives 160,550
31 December 1 January 1 January Undrawn commitments 179,134
Egtlﬁ 23:“? 28;3 End point CRD IV leverage exposure measure ) 1,413,433
Core Tier 1 capital (FSA 2009 Gefinflion) 221 221 221 Transitional adjustments to assets deducted from regulatory Tier 1 Capital 490
IFRS 10 impact (introduced on 1 Jan 2013) = (0.4) (0.4) _Iransitional CHD IV leverage exposure measure 1,413,923
Core Tier 1 capital post-FRS 10 (FSA 2009 definition) 421 41.7 41.7
Leverage ratio
Risk Weighted Assets (RWA) (current Basel 2.5 rules) 387 387 387 Tier 1 capital Leverage Leverage
As at 31 December £m
Core Tier 1 ratio (Basel 2.5) 10.8% 10.8% 10.8% CRD IV tra_nsi‘tional measure 50,282 28% 3.6%
CAD IV adjusted full end point measure 49,578 29x 3.5%
CRD IV impact on Core Tier 1 capital CRD IV full end point measure 39,983 35x 2.8%
Adjustments nul impacted by transitional provisions Adjusted gross leverage BT84 L EI%
C ) froi s to AWAS 1.0 1.0 " : - . . " . " ’

CRD IV transitional measure is based on Tier 1 capital, allowing for both transitional treatment of deductions from CET1 and t itional relief for dfathered
g:‘i:ifmm Valuatlon Adjustment (PVA) F’ :; R :::: ine\_igible Tier 1 instruments. This is the measure of Tier 1 capital that will apply for capital ratio requirements. Leverage ratio requirements will not be mandatory
Adjustments impacted by transitional provisions until 2018.

Goodwill and intangibles 7.6 - ) R . ) B . » B N . .
Expected losses over impairment 0.6 1.1) CRD IV adjusted full end point measure is based on Tier 1 capital, not allowing for transitional treatment of deductions from CET1 but adding back ineligible Tier
Deferred tax assets deduction (0.1) (1.3) 1 instruments.
Excess minority interest - (0.9)
Debit Valuation Adjustment (DVA) - (0.3) CRD IV full end point measure is based on the fully loaded definition of Tier 1 capital, not allowing for either transitional treatment of deductions from CET1 or
Pensions . = {o.1) itional relief for dfathered ineligible Tier 1 instruments. In practice, our expectation is that ineligible Additional Tier 1 capital, which qualifies for

_Gains on available for sale equity and debt - 0.7 grandfathering under the transitional rellef will be replaced with eligible capital over time.
CET1 capital 49.5 38.4

In the event that the July 2011 CRD IV rules relating to maturity restrictions on hedging remain unchanged, the fully loaded Tier 1 capital position would reduce
RWAS (post CRD IV) 468 468 by approximately £4.8bn to £35.2bn, increasing CRD IV leverage to 32x on an adjusted full end point basis and to 40x on a full end point basis. However, we

have identified management actions that would be taken in the event that the CRD IV draft requirements remain unchanged, and as a resultwe are highly

confident that no capital reduction would be required.
CET1 ratio 10.6% B.2%

Basis of calculation of the impact of CRD IV

CRD IV, models and waivers

= The proforma ratios, capital computations and RWAs are based on our interpretation of the draft July 2011 CRD IV rules and best expectation of how these
draft rules will be updated for subsequent Basel annour ts and EU discussions. They assume that all items in the Internal Model Method application to
the FSA are approved, and existing FSA waivers, where such discretion is available under CRD IV, will continue.

Cap ital resources
Proforma capital numbers at 1 January 2013 are based on 31 December 2012 actuals with an adjustment for IFRS 10 impact (as a result of consolidating
some entities that were not previously consolidated and deconsclidating some entities that were previously consolidated);

Transitional CET1 capital is based on appllcatlon of the CRD IV fransitional provisions and FSA guidance dated 26 October 2012 sefting out the minimum
pace of transitions with certain set out in the guid; In line with this guidance, deferred tax assets deduction is assumed to transition in at 10%
in 2013. Other deductions (including goodwill and intangibles, expected losses over impairment and DVA) transition in at 0% in 2013, 20% in 2014, 40% in
2015 and so on;

= PVA was previously assumed to be subject to transitional treatment. Following FSA guidance, the impact of PVA is now factored into CET1 on inception in
full. PVA is subject to final rules to be agreed by the EBA and the impact is currently based on methedology agreed with the FSA;

= The draft July 2011 CRD IV rules include the impl 1 of a capital ded 1 for financial holdings greater than 10% of CET1 capital, which under Basel
2.5 are subject to equity market risk capital requirements. Under current regulatory rules, the Group's financial holdings net down to £3.3bn exposure after
allowing for permitted economic hedging. The current draft of the CRD IV rules applies a further restriction, where the maturity of the hedging instrument is
less than one year, which would result in a higher net position of approximately £10.1bn. This would be in excess of 10% of our CET1 and would result in a
capital deduction on a fully loaded basis of approximately £4.68bn at CET1 level and a further deduction of approximately £1.4bn at total capital level.
However, we have identified management actions that would be taken in the event that the CRD IV draft requirements remain unchanged, and as a result we
are highly confident that no capital deduction would be required; and

= Excess minority interest has been calculated on a CRD IV basis and included in our full impact capital base on the assumption that supervisory regimes
outside the EU that are implementing Basel 3, and are currently considered equivalent supervisory and regulatory regimes, will continue to be considered
equivalent regimes under CRD V.

Source: Barclays Annual Report 2012, p. 170, 174
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Section 2 — Risk governance and risk management strategies / business model

Recommendation 5: Summarise the bank’s risk management organisation, processes and key functions
Example 1 of 2

Governance structure at Group level as at 31 Decamber 2012

Barclays risk management strateqy (audited)

Barclays has clear risk management objectives and a well-established

Board owarsight strategy to delier them, through core risk management processes.

‘

» Approves overall Group Risk Appetie

Board Audit Eoard Risk
Commires Commiree

» Considers the adequacy u Reviews the Group

At a strategic level, our risk management objectives are to
n |dentify the Growp s significant risks;

Board Remuneration
Comimines

Board Citzenship

= Formulate the Croup’s risk appetite and ensure that business profile
Commimes

and plans are consistent with it;

o ——— » Reviews and approves = Optimise risk/return decisions by taking them as closely as possible

and emactvensss of The risi profie principies and approach overall Cienship to the business, while establishing strong and independent review
Group Conool Frameswork u Approwes e Group § ApDIoves remuneraton SIrAEgy and associaed and mallenge mmms‘
APPOiMTMENTS B Review s IEpons an Coontrol Framework. based on risk-adjuseed palicies
 Considers SUCCession conorol issues of L) .ﬁ'pp"ﬂ\\!ﬁ i ML perrn-'ma'lc! = Monitors, considers and ™ £
plans far Charman, CAOUp-level Significance CONIT| eqUIrBments EvRILIATES repUTAtonal Enzure that I:|.u5| ness growth plans are properly supported by
{Chief Executive and for principal risks risk 55085 and Expasures effective risk infrastructure;
Exacurive COMMiTes
» (Oversess annual Board = Manage risk profile to ensure that specific financial deliverables
performance review remain possible under a range of adverse business conditions; and
ANOTIGY COMTOIS Appetie s Help executives improwe the control and co-ordination of risk taking
across the business.
T —— The Grougs approsch s to provide drecsion on: understanding the
principal risks to achieving Croup strateqy; establishing risk appetite;
Covemance and Chief Exerunive and establishing and commumicating the risk management framework.
Comurol Commines Group Executive Commitee The process is then broken down into fve steps: identify, assess,

conirol, report and manage/challenge. Each of these steps is broken
down further, to establish end-to-end activities within the risk
management process and the infrastructure needed to support it
[see panel below). The Group’s risk management strategy is broadly

= Reviews e adequacy
and effeaiveness of the
Group Conrol Framewoek

u AADNIONS COMmpliance with

= Monitors and manages risk adjusted perfonmance of businesses

e Framework including » »
remediation of significant Financial Risk Treasury Operanonal Risk Tax Risk unchanged in 2012
COMTDd 55185 Commines Commites Commines Commires Council
. gm"gﬁsﬁs"jrm ® Wominars risk " Sempolicy/conols @ Reviews challnges @ MoniEos te ® Assesses quality
Crou llwel canificance profile in respect fior Rquidity, manurity and recommends risk profile in of the applcation -
p-ievel s o risk appetite TransfomaEtion and appanie for TRSQIECT Of risk {OF The Conrod Steps Activity
® [DeDaes and agrees SouCoural ineenest | Risk appetie Tramesork Identify = Establish the process for identifying and understanding business-level risks.
ACLIONS on the [de eposure = Moninors risk prafile ® Asspsses thequaliy  w Recommends risk Assess = Agree and implernent measurement and reporting standards and methodologies.
nnan;mj Tisk prafie " Mmm me_n:.rnups A[ANSL sk 3Ppers Of the appiication APPELIE 2Nt 5808 Control = Establish key control processes and practices, including limit structures, impairment allowance criteria and
and risk. sraneqy liuidity and interese T resevant key Risk of the conrol poicies 1o ensure reporting requirements.
aCross the Group TALE MAnricy TYpes framework COMsSisent
» Considers isswes mismarch » Raviows the ® Considers ssues adherenos m = Monitor the operation of the controls and adherence to risk direction and limits.
escalaned by Risk B MONEDIS LSage Group's aggregane Thar afisa &5 3 result mar 3| . . !
Type Heads and of reg ry and o | Risk: of g trends  Requiarly reviews Provide early warning of control or appetite breaches.
Eusiness Risk ECONOmiC capital prodile kniram and = Ensure that risk management practices and conditions are appropriate for the business emvironment.
D¥rectars ¥ Oversees me ¥ Reviews and Bmarging Report = Interpret and report on risk exposures, concentrations and risk-taking outcomes.
Management of e challenges TepUIETonal rsks - ) )
Groug's capial plan FI'ES;-E'EID!‘EM 13 Consider if action = Interpret and report on sensitivities and Key Risk Indicators.
individual Key Risk is requirad = Communicate with external parties.
Lypes ® Froaciwety § Manage and Challenge = Review and challenge all aspects of the Group's risk profile.
ssues thar arise as = Assess new risk-return opportunities.
a reswin of business = Advize on optimising the Group's risk la.
acihity and exemal pHmEng s isk prof

BNV iFonment = Review and challenge risk management practices.

Ful Operational
RSk

® Assesses the adequacy and effectiveness of the Group Conerol Framework.
B ASSESESS MAn3gement F55Urance Processes

Source: Barclays Annual Report 2012, p. 274
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Section 2 — Risk governance and risk management strategies / business model

Recommendation 5: Summarise the bank’s risk management organisation, processes and key functions
Example 2 of 2

RISK MANAGEMENT

Risk is an inherent part of JPMorgan Chase's business
activities. The Arm's risk management framework and
governance structure are intended to provide
comprehensive controls and ongoing management of the
major risks inherent in its business adivities. The Arm
employs a holistic approach to risk management intended
to ensure the broad spectrum of risk types are considered
In managing its business activities. The Firm's risk
management framework is intended to create a cwlture of
risk awareness and personal responsibility throughout the
Firm where mllaboration, discussion, escalation and
sharing of information are enmuraged.

The Firm's overall risk appetite is established in the ontext
of the Firm's @pital, earnings power, and diversified
business model. The Firm employs a formalized risk
appetite framework to integrate the Firm's objectives with
return targets, risk controls and capital management. The
Firm's Chief Executive Officer ( "CEO™) & responsible for
setting the overall firmwide risk appetite The lines of
business CEQs, Chief Risk Officers (“CROs™) and Corporate/
Private Equity senior management are responsible for
setting the risk appetite for their respective lines of
business or risk limits, within the Arm’s limits, and these
risk limits are subject to approval by the CEQ and firmwide
Chief Risk Officer ("CRO") or the Deputy CRO. The Risk
Policy Committee of the Firm's Board of Directors approves
the risk appetite policy on behalf of the entire Board of
Directors.

Risk governance

The Firm's risk governance structure is based on the
principle that each line of business is esponsible for
managing the risks inherent in its business, albeit with
appropriate corporate oversight. Each line of business risk
committee is responsible for decisions regarding the

business' risk stategy, policies as appropriate and controls.

There are nine major risk types identified arising out of the
business adivities of the Firm: liquidity risk, credit risk,
market risk, interest rate risk, country risk, principal risk,
operational risk, legal risk, fiduciary risk and reputation
risk.

Source: JPMorgan Annual Report 2012, p. 123

Overlaying line of business risk management are corporate
fundtions with risk management-related responsibilities:
Risk Management, Treasury and CI0, the Regulatory Capital
Management Office (“RCMO") the Firmwide Oversight and
Control Group, Legal and Compliance and the Firmwide
Waluation Governance Forum.

Risk Management reports independently of the lines of
business to provide oversight of firmwide risk management
and controls, and is viewed as a partner in achieving
appropriate business risk and reward objectives. Risk
Management coordinates and communicates with each line
of business through the line of business risk ommittees
and CROs to manage risk The Risk Management fundion is
headed by the Firm's Chief Risk Officer, who is a member of
the Firm's Operating Committee and who reports to the
Chief Executive Officer and i5 accountable to the Board of
Directors, primarily through the Board's Risk Policy
Committee. The Chief Risk Officer & also a member of the
line of business risk committees. Within the Firm's Risk
Management function are units responsible for credit risk,
mar ket risk, country risk, principal risk, model risk and
development, reputational risk and operational risk
framework, as well as risk reporting and risk policy. Risk
Management is supported by risk technology and
operations functions that are responsible for building the
information technology infrastructure used to monitor and
manage risk.

The Risk Management organization maintains a Risk
Operating Committee and the Risk Management Business
Control Committees. The Risk Opermating Committee focuses
onrisk management, including setting risk management
priorities, escalation of risk issues, talert and resourcing,
and other issues brought to its attention by line of business
CEOQs, CROs and cross-line of business risk officers (e.g.,
Country Risk, Market Risk and Model Risk). This @mmmitieg
meets bi-weeklyand & led by the CRO or deputy-CRO. There
are three business nirol cmommittees within the Risk
Management function (Wholesale Risk Business Gontrol
Committee, Consumer Risk Business Gontrol Committee and
the Corporate Risk Business Control Committee) which meet
at least quarterly and focus on the control environment,
induding outstanding action plans, audit status, operational
risk statistics (such as losses, risk indicators, etc.),
compliance with critical control programs, and risk
technology.

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices

The Model Risk and Development unit, within the Risk
Management function, provides oversight of the firmwide
Model Risk policy, guidance with respect to a model’s
appropriate wsage and conducts independent reviews of
models.

Treasury and €10 are predominantly responsible for
measuring, monitoring, reporting and managing the Firm's
liquidity, funding, capital and strudural interest rate and
foreign exchange risks. RCMO is responsible for measuring,
maonitoring, and reporting the Firm's capital and related
risks.

Legal and Compliance has oversight for legal risk. In
January 2013, the Compliance function was moved o
report to the Firm's co-C00s in order to better align the
function, which & a criti@l| cmomponent of how the Firm
manages its risk, with the Firm's Oversight and Control
function. Compliance will continue to work dosely with
Legal, given their complementary missions. The Firm's
Oversight and Control group is dedicated to enhancing the
Firm's control framewor k, and to looking within and across
the lines of business and the @rporate fundions (including
C10) to identify and remediate conirol ssues.

In addition, the Firm has a firm-wide Valuation Gover nance
Forum {“VGF") comprising senior finance and risk
executives to oversee the management of risks arising from
valuation adivities conducted across the Firm. The VGF is
chaimd by the firm-wide head of the valuation control
function, and also includes sub-forums forthe CIE, ME, and
certain cor porate functions including Treasury and CIO.

Inaddition to the risk committees of the lines of business
and the above-referenced risk management functions, the
Firm also has numerous management level committees
fosed on measuring, monitoring and managing risk. All of
these committees are accountable to the CEO and Operating
Committee. The membership of these committees is
composed of senior management of the Firm; membership
varies across the committees and is based on the objectives
of the individual committee. Typically membership includes
representatives of the lines of business, CI0, Treasury, Rk
Management, Finance, Legal and Compliance and other
senior executives. The committees meet regularly to discuss
a broad range of topics including, for example, current

mar ket conditions and other external events, risk
exposures, and risk concentrations to ensure that the
effects of risk Esues are considered broadly across the
Firm’s businesses.
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Section 2 — Risk governance and risk management strategies / business model

Recommendation 5: Summarise the bank’s risk management organisation, processes and key functions
Example 2 of 2 (cont.)

Board of Directors

Audic Committes

Risk Policy Committea

Internal Audit

Chief Executive Officer

Operating Commiltee

Chief Financial Officer Co-Chief Operating Officer Chief Risk Officer
|
. . . . Risk
Investmeant Asset-Liakility Firmwide Risk (e
Commities Cormmittes Cormm ittes )
Cornmittee
I | I |
Consurner & Corporate & )
Communi In-.:-_;trm_-nr Commarcial Assat CIg, Treasury &
r i i Banking Risk Menagement Corporate Aisk
ionl, Lo K RIE Committes Ak Committes Committes
Commities Cormmities
Treasury & C10

Risk Managegment
Legal and Comgliance

Regulatory Capital Management Office
Firmvwide Owersight and Control Group

aluation Governance Forum

Source: JPMorgan Annual Report, 2012 p. 124
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Section 2 — Risk governance and risk management strategies / business model

Recommendation 6: Provide a description of the bank’s risk culture
Example 1 of 2

2.2. Risk culture

* Santander has detailed risk management manuals and
policies. Risk and business teams hold regular meetings
about the business, which produce actions in accordance
with the Group's risk culture. In addition, the risk and
business executives participate in the different bodias for
resolving operations of the Group's central services, and this
facilitates transmission of criteria and focuses that emanate
from senior management, both to the teams of executives
as well as the rest of the risk commitiees. The lack of
powers in any one individual means that all the decisions are
resolved by collegiate bodies. This confers greater rigour and
fransparency on dadisions.

The importance and attention attached by senior
management to risk management is deeply rooted in
Santander’s DNA. This risk culture is based on the principles
of Santander’s risk management modsl and is transmitted
to all business and management units and is supported,
among other things, by the following drivers:

» Santander’s risk function is independent of the
business units. This enables their criteria and opinions
to be taken into account in the various instances where
businesses are developed.

* Risk limits plan. Santander has established a full system
of risk limits which is updated at l2ast annually and
covers both credit risk as well as the different market risk
exposures, including trading, liquidity and structural (for
each business unit and risk factor). Credit risk management
is supported by credit management programmes
(individuals and small businesses), rating systems (exposures
to medium and large companies) and pre-classification
(large corporate dlients and financial counterparties).

* Santander’s structure for delegating powers requires
a large number of operations to be submitted to the risk
committees of the bank's central services, be it the global
committee of the risk division, the board's risk committee
or the Group’s executive committee. The high frequency
with which these approval and risk monitoring bodies meet
(twice a week in the case of the board’s risk commities;
once a week for the executive committee) guarantees
great agility in resolving proposals while ensuring
senior management’s intense participation in the daily
management of risks.

* Santander’s information systems and aggregation of
exposures’ systems enable daily maonitoring of exposures,
verifying systematic compliance with the limits approved,
as well as adopting, where necessary, the pertinent
corrective maasures.

* Main risks are not only analysed at the time of their
origination or when irregular situations arise in the process
of ordinary recovery. They are overseen permanently for all
clients. In addition, the Group’s main portfolios are monitored
systematically during the month of August.

Source: Santander Annual Report 2012, p. 168
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* Other procedures supporting the dissemination of Santander’s
risk culture are the training sessions carried out by the risks
corporate school, the remuneration and incentives policy,
which includes performance variables that take into account
the quality of risk and the bank’s results over the long term,
strict compliance by staff with the general codes of conduct
and systematic and independent action by the internal
auditing services.

Risk training activities

Santander’s corporate school of risk management aim is to help
consolidate the risk management culture and ensure that all
employeas in the risks araa are trained under the same criteria.

The schoal, which gave a total of 29,960 hours of training to
4,078 employees in 2012 in 100 activities, is considered a key
element to enhance Santander’s leadership in this sphere and
strengthen the skills of our staff.

TRAINING HOURS

31,028 29,960
26,665

21,479

2009 2010 2011 2012

Furthermore, the risks corporate school trains professionals
from other business areas, particularly retail banking,

so as to align the demanding risk management criteria

to business goals.
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Section 2 — Risk governance and risk management strategies / business model

Recommendation 6: Provide a description of the bank’s risk culture

Example 2 of 2

ONE OF THE GROUP'S CORE FOUNDING
PRINCIPLES

The BNP Paribas Group has a strong risk culture.

Frant-line responsibility for managing risks lies with the divisions,
business Lines and functions that propose the underlying transactions.
They are expected to develop a sense of risk among their employees and
to be fully aware of and understand both current and potential future
trends in their risks.

Executive Management has chosen to include the risk culture in two of
its key corporate culture documents:

B Respansibility Charter

In 2012, Executive Management drew up a formal Responsibility
Charter based on four strong commitments, inspired by the Group's
core values, management principles and code of conduct. One of the
four commitments is "Being prepared to take risks, while ensuring close
risk control”.

Financing the ecanamy, supporting projects, helping clients to manage
their currency or interest rate exposure - all this means accepting a
degree of risk. One of BNP Paribas’ great strengths is precisely this
expertise in managing risk.

The Group believes that tight risk control is its clear responsibility, not
only towards its clients but also towards the financial system as awhole.
The Bank's decisions en the commitments it makes are reached aftera
rigorous and concerted process, based on a strong shared risk culture
which is present across all levels of the Group. This is true both for
credit risk arising from lending activities, where loans are granted only
after in-depth analysis of the borrower's position and the project to be
financed, and for market risks arising from transactions with clients,
which are assessed on a daily basis, tested against stress scenarios and
governed by a system of Limits.

As a highly diversified Group, both in terms of geography and business
activity, BNP Paribas is able to balance risks and their conseguences as
soon as they materialise. The Group is organised and managed in sucha
way that any difficulties arising in one business area will not jeopardise
the Bank's other business activities.

B Management Principles
One of the Group’s four key management principles is «Risk-Aware
Entreprensurshipz, which highlights the importance of the risk culture:
Risk-aware entrepreneurship means:

n being fully accountable,

» acting interdependently and cooperatively with other entities to
serve the global interest of the Group and its clients,

Source: BNP Paribas Annual Report 2012, p. 239

m being constantly aware of the risks involved in our area of
responsibility,
» and empowering our people to do the same.

SPREADING THE RISK CULTURE

Strict risk management is an integral part of the Bank's makeup. A culture
of risk management and cantrol has always been one of its top priorities.

The Group is striving to spread this culture yet further given its strong
growth over the past few years and the current climate of crisis. In
May 2010, BNP Paribas launched the Risk Academy, a cross-functional
Group initiative, to help spread and promote its risk management culture.

The Risk Academy is an open, group-wide venture, invalving all business
lines and functions and sponsored by the Bank's Executive Committee.
Designed for the benefit of all staff and organised around a progressive,
participative framework, its main aims are:

B help strengthen and spread the risk culture within the Group;

B promate training and professional development in the area of risk
management;

B run the Bank's risk management communities.

The Risk Academy therefare offers the following products and services

under a single umbrella:

m Core Risk Practices, the basic principles forming the underlying theme
of the Risk Academy, advocating sound risk management practices;

B e-learning risk awareness module, providing an introduction to the
various risks managed by the Bank;

W risk training catalogue for employees involved in risk-related activities;

B online library of documents to help share knowledge about risk
management;

W interactive presentations by BNP Paribas risk's experts, implemented
in main sites of the Group.

Lastly, the risk culture is also spread throughout the Group by linking

compensation to performance and risk (see chapter 7, section entitled
‘A competitive compensation policy in line with international rules”).

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices
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Section 2 — Risk governance and risk management strategies / business model

Recommendation 7: Describe key risks that arise from the bank’s business model and activities
Example 1 of 2

Exposure to risks arising from the business activities of global businesses

Other

(including Holding
Company)

Global
business
* Deposits * Deposits * Deposits * Deposits * HSBC holding
* Accounts services * Payments and cash * Payments and cash * Account services company and
* Credit and lendi management ® Credit and lending il s
® Asset management * Credit and lending * Balance sheet ® Asset management
2 nt
; * Wealth soluti ] * International trade SRR * h el
Business e and receivables * Credit and lending .8 “:_‘“'“ LR
activities . 5 finance * Assetand trade —
i * Commercial finance * Corporate finance
* Life insurance : (via GB&M)
- insurance and
manufscturing i ey : Ic:f'ﬂmte finance ® Alternative
larkets investments
* Securities services
| | | | |
Ussbn USSbn Ussbn Us$bn USSbn
Balance * Assets 536 * Assets 3863 * Assets 1,858 * Assefs 118 * Assets 187
sheet™ | * Customer * Customer * Customer * Customer * Customer
accounts 562 accounts 338 accounts 332 accounts 106 accounts 2
| | | | |
USSbn Us$bn USSbn US$bn Us$bn
* Credit risk 232 * Credit risk 366 * Credit risk 259 * Credit risk 18 * Credit risk 25
RWAs * Operational risk 45 * Operational risk 31 * Counterparty * Operational risk 4 * Operational risk -
credit risk 48
* Operstional risk 41
* Market risk 55
| | |
Risk Liquidity and funding risk, Pension rizk, Fiduciary risk, Reputational risk, Compliance risk,
profile Sustainability rizk and Insurance risk, which is predominantly in REWM and CMB.
Description of visks
Risks Arising from Measurement, monitoring and management of risk
Credit risk Liquidity and funding risk
The risk of financial loss ifa  Credit risk arises principally Credit risk- The risk that we do not have ~ Ligudity nisk anises from Ligudity and funding nisk:
customer or counterparty fails from direct lending, trade * 1is measured as the amount which could be lost if a customer or sufficient financial resources  musmatchesnthe tmmngof o o opqueq using internal metrics including stressed operational cash
to meet an obligation under a gﬂm:ll}e afx:d leasing buc;ness, counterparty fails to make repayments. In the case of denvatives, the m},;ﬂ;gr our :b.’rgaﬂom asirh:}' cash flows. flow projections. coverage ratio and advances to core funding ratios;
I L ST I TR R DR measurement of exposure takes into account the current mark to Jall due or t_ar we can oniy 40 punding risk arises when the - itored inst the Group-s liquidity and ino risk otk
= so at excessive cost. o g
products such as guarantees ket value to HSBC of the contract and the expected potential g g ety mest i e * is monitored against the Group’s liquidiry and funding risk framew
and derivatives. market v t‘;e val ot the con sed b © cxpected po - 3 illiauid asset positi o and overseen by regional Asset and Liability Management
change in that ue over tume ca YV MOoVements i mar rates; Ly is _ass positions cannol c ittees ((A]-E015): G1'm11:| ALCO and the Risk Ma.nagemeﬂt
be obtained at the expected

* 15 monitored within limits, approved by individuals within a
framework of delegated authorities. These linuts represent the peak
exposure or loss to which HSBC could be subjected should the
customer or counterparty fail to perform its contractual obligations:
and

* 1s managed through a rebust nsk control framework which outhnes
clear and consistent policies, pninciples and guidance for nsk
managers.

terms and when required.

Meeting; and

* is managed on a stand-alone basis with no reliance on any Group
entity (unless pre-committed) or central bank unless this represents
routine established business as usnal market practice.

Note: “Description of risks” is not exhaustive as the full disclosure includes sections on market, operational, compliance, insurance, fiduciary,
reputational, pension and sustainability risk. Several of these are outlined in the example for Recommendation 2

Source: HSBC Annual Report 2012, p. 20; 124-126
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Section 2 — Risk governance and risk management strategies / business model

Recommendation 7: Describe key risks that arise from the bank’s business model and activities

Example 2 of 2

Grupo Santander’s banking busjness model from
the risk standpoint

The Group's risk management and control systems are
adapted to the risk appetite framework approved by its

top governance bodies and to its banking business model:

» Santander focuses on retail banking, ensuring an
internationally diversified presence characterised by high
market shares (more than 109%;) in the main markets
where it operates. Wholesale banking is carried out
particularly in core markets.

= Santander operates through subsidiaries which are
autonomous in terms of capital and liquidity, with
corporate control. The corporate structure has to be
simple, minimising the use of instrumental companies.

* The business model enables a high degree of recurrence in
results and its development is backed by a strong capital
and liguidity base.

* Santander develops its operational and technological
integration model via corporate platforms and tools. This
allows information to be steadily aggregated.

® All the Group's activity is conducted within its social and
reputational commitment, in accordance with its strategic
abjectives.

DISTRIBUTION OF RISKS BY BUSINESSES
(DIVERSIFIED ECONOMIC CAPITAL)

GRUFO
SANTANDER

The economic capital distribution among the Group's
businesses reflects the diversified nature of Santander’s
activity. The risk of corporate activities mainly emanates
from the capital assigned to goodwill and, to a lesser extent,
market risk (structural exchange rate and non-trading
portfolio of equities). The operating areas account for most
of the credit risk, as befits the nature of the Group’s retail
banking.

CORPORATE
ACTIVITIES

Al risks
Goodwill 64%
Market 12%
Interest 10%
Other 14%

Only Pillar 1 risks
Market B0%
Credit 12%
Material assets 7%
Operational 1%

CONTINENTAL
EUROPE

All risks
Credit 69%
Business 6%

Operational 6%
Interest 4%
Other 15%

Only Pillar 1 risks
Credit B5%
Operational 8%
Market 5%
Material assets 2%

Source: Santander Bank Financial Report 2012, p. 166-167

UK

All risks
Credit 63%
Pensions 14%
Business 7%
Operational 6%
Other 10%

Only Fillar 1 risks
Credit 87%
Operational 9%
Material assets 2%
Market 2%

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices

LATIN AMERICA

All risks
Credit 58%
Operational 12%
Business 9%
Interest 7%
Other 14%

Only PFillar 1 risks
Credit 78%
Operational 16%
Market 5%
Material assets 1%

us

All risks
Credit 63 %
Interest 12%

Operational 7%
Market 7%
Business 6%
Other 5%

Only Pillar 1 risks
Credit 82%
Operational 9%
Market 9%
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Section 2 — Risk governance and risk management strategies / business model

Recommendation 8: Describe the use of stress testing within the bank’s risk governance and capital

frameworks
Example 1 of 2

Stress testing

Croup-wide stress tests are an integral part of the annual MTP process
and annual review of risk appetite to ensure that the Group’s financial
position and risk profile provide sufficient resilience to withstand the
impact of severe economic stress.

The Board Risk Committee agrees the range of scenarios to be tested
and the independent Croup Risk function leads the process.
Macroeconomic stress test scenarios are designed to be both severe
and plausible and are tested against the F5A's scenario framework to
ensure that they are appropriately conservative.

The following diagram summarises the process for designing and
agreeing the scenarios to be run. The process includes Group Risk
consultation with economists in the businesses. This ensures relevance
of scenarios to our businesses and a consistent interpretation of the
sCEnarios across the Group

At the Group level, stress test scenarios capture a wide range of
macroeconomic variables that are relevant to assess the impact of the
stress sCenario on our portfolios This includes for example, GOF,
unemplayment, asset prices, foreign exchange rates and interest rates.
Economic parameters are set using expert judgement and historical
and quantitative anakysis to ensure coherence and appropriate severity

The stress testing process is detailed and comprehensive using
bottom-up analysis performed by each of Barclays businesses. It
includes all aspects of the Growp s balance sheet across all risk types
and is forward looking ower a five year period. Our stress testing
approach combines running statistical models with expert judgement
to ensure the results accurately reflect the impact of the stress.

The businesses” stress test methodologies and results are subject to a
detailed review and challenge both within the businesses (induding
review and sign-off by business Chief Risk Officers) and by Head Office
Functions The stress test results are presented for review by the
Executive Committee and Board Risk Committee, and are also shared
with the Board and the FSA. The results of our H2 2012 internal
Croup-wide stress test exercise show that the Groug's profit before tax
remains positive under the modelled severe global stress scenario, with
the Croup remaining well capitalised above the required regulatony
mindmum level

A key objective of the Group-wide stress test process is to identify and
document management actions that would be taken to mitigate the
impact of stress. The bottom-up process ensures all levels of
management are informed of the impact of the stress scenarios and
are aware of appropriate management actions to be taken whan a
siress event oCCurs.

In addition, the framework also includes reverse stress testing
techmigues which aim to identify the circumstances wnder which our
business model would become no konger viable, leading to a significant
change in business strategy. Examples include extremne
macraeconomic downtwm scenarios (such as a break-up of the Euro
area) or specific idiosynoratic events.

Strass Testing

ECOMMMIC paraimeTers
reviewed by EConomists
within the businesses

SONess 1est SCENAnos
and economic
parameers issued

by Group Risk

Risk measuremeanit

Raguiar review
of measurement —|
methadaiogy

Source: Barclays Annual Report 2012, p. 279 - 280
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Facilitation of Client and Barclays Group Business

Banking Book Ragulatory Trading book

Requiatorny SEndardised

Management DVaR

Global Swess Scenarios

A sser Class Primary & Secondary Sresses

Asser Class Dval

Regular REporTing 10 Risk owners and Commitess

Unidertying exposure
o balancs sheat

Formfoko level risk
MEemics and conomls

Specific business and
|— asser class kevel metric
and conooks
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Section 2 — Risk governance and risk management strategies / business model

Recommendation 8: Describe the use of stress testing within the bank’s risk governance and capital

frameworks
Example 2 of 2

Stress Test Methodology: Overview

Stress Test Methodology: PPNR

To project its Capital Position, Citi estimated the economic impacts to PPNR and Stress
Losses under the required hypothetical stressed scenarios, including the Supervisory
Severely Adverse Scenario

Pre-Provision Net Revenue (PPNR)

+ PPNR is defined as netinterest income plus non-interest income less non-interest expense,
which includes Policyholder Benefits & Claims

Stress Losses

+  Stress Losses include losses arising from loans (including the net change in reserves), AFS
and HTM securities, trading and counterparty activities, and other losses arising from adverse
economic conditions

Capital Position

+ Reflects Basel | regulatory capital, inclusive of Stress Losses and PPNR, adjusted for (a) the
adoption of the final U.S. market risk rules (Basel 11.5)in 1Q13, and (b) the phase-out from Tier
| capital of certain trust preferred securities beginning in 1Q13, as required by the FRB's
instructions

Stressed Capital

Scenario Position

Stress Test Methodology: Capital Position
In ition to the inclusi i Losses and PPNR, Citi
Position is impacted by the
Final U.S. Market Risk Rules — Basel I1.5

» Consistent with the FRE'’s instructions, Citi's projections reflect the adoption of the final U.S. market
nisk rules (otherwise referred to as Basel 11.5) beginning in 10113

+ This results in an increase in risk-weighted assets for certain market exposures and reduces
corresponding regulatory ratios

Deferred Tax Asset (DTA) Position

+ Citi conservatively assumes that the incremental DTA accrued on its balance sheet resulting from
stress loss projections is limited; as such, pre-tax stress loss estimates are largely equivalent to post-
tax loss estimates

= The net change in the estimated DTA disallowance further lowers Citi's regulatory capital ratios

Collins Amendment

= Consistent with FRB's instructions, certain trust preferred securities begin a gradual 4-year phase out
from Tier | Capital, beginning in the 1Q13

Other Items Impacting Capital Position

» Movements in foreign exchange impacts Citi's capital position through changes to Other
Comprehensive Income (OCI)

* Annual common stock awards from incentive compensation programs increase common equity,
offset by compensation expense over the corresponding vesting period

cribed below:

Citi projects the three components of PPNR as

Net Interest Income

= Loan balances, deposit balances, and other key inputs to net interest income are modeled using regression
analyses, linking the outputs to economic vanable projections (including but not limited to GDF, inflation,
house price indices, and unemployment)

= These balances, combined with the scenario-specific interest rate and foreign exchange rate projections, are
used to calculate net interest income

Non-Interest Income

= Non-interest income is primarily composed of fees and commissions from client activity
Consumer segments are modeled using the observed and expected relationship between fee revenue and
deposit and loan balances

= Institutional segments are modeled using a regression-based approach linking revenue to macroeconomic
variables

Non-Interest Expense

= Projections of balances, headcount, and other specific expense drivers are used in the projection of non-
interest expenses

= Additionally, certain management actions are considered, including but not limited to reduction of investments,
lower marketing spending and reductions in headcount based on historical experience

= Operational loss expenses, including litigation expenses, are modeled using historically observed
relationships between operational losses and macroeconomic variables (primarily credit spreads,
unemployment rates and equity prices)

Stress Test Methodology: Stress Losses

Provision for Loan Losses

* Loan losses are projected based on product-specific approaches which use hisforical and expected
relationships between credit performance and relevant macroeconomic variables

Comam & Industrial

and Credit Cards Gther
Commercial Real Esta

» Inchudes First and Junicr + Inchucdes C&lloans to * Includesbank andcharge  + Includes giobal perscnal * Includesinieenational CRE
Lisns; Closed-End and obiigors globally and cords bosh domessically loans, stucant lsens., sute ond mergagesand &
R q domastic E loans and intamationaily i8ns, and oftar cansumar variaty of non-retal loans
« Frinarily driven by HPI v Prejsetions cosider BN Eang = Prirarily driven by leeal
Interest rates, and eblgor, calaterl, ndustry, dit scare * Driwen by a vanety of GOP; real esdale loans alsa
unempicyment country, ssniarity, and lacal courry, and warisbles dapanding on driwen by HPY, inbarest
GOR unemployment product type snd couniry rabas, and uneen ploymeant

Realized Gains/Losses on Securities

* The inherent credit risk is primarily modeled using historical and expected relationships with local GDP and
considers security characteristics (including but not limited to country, collateral, and seniority)

* Loss estimates for the AFS and HTM porifolios are recognized in accordance with Cifi's established
accounting methodology

Trading and Counterparty Losses

+ Trading and counterparty losses represent losses on Cifi's trading portfolios, CVA and other mark-to-market
assets, inclusive of default losses

+ Losses are calculated by applying the instantaneous Global Market Shock to Citi's exposures in 4012

+  Consistent with the FRB’s instructions, there is no associated reduction of nsk-weighted assets, GAAF assets,
or compensation expenses

Other Losses/Gains

*  Primarily reflects losses on loans which are held for sale or under a fair value option

+  Consistent with the FRB's instructions, loans are stressed using the same Global Market Shock which is
used to calculate trading and counterparty losses on a similar instantaneous basis

Note: Citi disclosure represents a good example of stress testing process, but does not fully address integration with risk governance and capital

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices

Source: Citi 2013 Annual Stress Testing Disclosure, p. 7 -9
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Section 3 — Capital adequacy and risk-weighted assets

Recommendation 9: Provide minimum Pillar 1 capital requirements

3.4. Regulatory capital requirements

The table below presents the minimum regulatory credit sk capital requirements, including counterparty credit nsk, as at

31 December 2012, calculated as 8 per cent of RWA based on the approaches described above in sections 3.1 and 3.2. Tha
reguiatory credit risk capital requirement below of $19,731 million is substantially lower, even with the inciesion of market risk
£1,956 million [Table 31} and operational risk $2,451 milion (Table 34), than total capital rescurces of 852 688 million in Table 2.

Table 12: Regulatory capital requirements

ik 2011
Feaguialory Fiizk Faguiaiory Fisk
Capital waighted |EAD batore the ‘Capial waighted  EAD bakore tha
Faquiremant amsats  affectof CAM  Faquramant mmas ot of CAM
Credit Risk Capital Smilicn Smillion Smilkon Emillan Smilion Fmillan
IRB Exposure Class
Cantral govemments or central banks 1,383 17.2682 128,587 ai7 11,462 107 448
Institutions 1,400 17,506 105,784 1,301 16,264 BR,77a
Corporates B.73 109,143 166,920 7818 0,886 158,648
Retail, of which 2,385 29,612 7,4 2,00 25,022 80,240
Secured by real estate colatersl 643 8,033 62,654 620 7,752 60,674
Qusifying revohing retail 5a3 7413 18,379 555 6,842 17,807
Retsil SME T B90 1,629 38 486 1,473
Oiter retsi 1,078 13.4T6 14,552 TET 9,842 10,780
Becuritization positions 200 3827 26,057 248 3,106 20,827
Non-credit obigation asssis A3 BEO (o] 26 3 24
Totsl IRB 14,242 178,030 n2n,232 12,412 155,160 476,259
Standardised Exposure Class
Cantral govemments or cantral banks a7 58T 1,664 B 1,089 1,625
Multiateral Development Banks - - 7849 - 4,910
Institutions 108 1,355 3123 5E 700 2030
Corporates 1,17 12,715 20,980 985 12,318 18,443
Retail 1,064 13,300 19,277 208 11,329 16,555
Secured on resl estate property 751 9,30 18,226 T24 9,051 18,701
Past due Eems 103 1.268 1,244 1ar 1.33r 1,208
lterns belonaging to requistony high risk categories &3 TB2 573 40 438 342
Other Rems’ 1,188 14,980 17,803 1.100 13,766 16,323
Totsl Stendardisad 4,351 54,308 80,706 4.005 50,078 B1,132
Counferparty credit nsk capial component (credit sk in
the trading book) 1,138 14,222 56,447 1213 15,158 54,2584
Concentration risk capital component? - - - -
Total 10,731 246,650 672,385 17 630 230,384 511,675

T Uiher Rems INCUGE Cash, eqUTy NOIONGS, TWed BESETE, DrepEyMENis 8nd BConisd NCome.
2 The concentration nsk capital component is the additional capital requirement to be held where exposures in the Trading Book to a

counterparty exceeds 25 per cent of capital resources.

The growth in credit risk capital requirements dunng 2012 was driven mainly by increased exposures to central govemments or
cenfral banks, dus to an increase in liquid balances, and to corporates, due to asset growth in Wholesale Banking, in particular
within transaction banking and corporate financs in the Americas, UK and Europs region.

IRB other retail growth was mainly driven by an increase in parsonal loans in Korea, due in part to forsign currency tranalation
differencas. Oweral,, gualifying renciving retail exposure increased during 201 2 dus fo growith in credit card balances in Hong Kong

and Singapore.

The incresse in standardized retal exposures results from assat growth in Hong Kong Private Banking and the SME portfolios in

Malaysia, India and Indoneaia.

Source: Standard Chartered 2012 Pillar 3 Disclosures, p.22

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices
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Section 3 — Capital adequacy and risk-weighted assets

Recommendation 10: Summarise information contained in the composition of capital templates adopted by

the Basel Committee
Example 1 of 2

Table 6: Reconciliation between gross assets per IFRS and for requlatory reporting purposes

This table details the reconciliation between Barclays PLC balance sheet for statutory versus regulatory purposes.
Please note that the amount shown under the regulatory scope of consolidation is not a risk-weighted asset

measure; it is an accounting measure and cannot be reconciled to other tables in this report.

Asat31.12.12

Assets

Cash and balances at central banks and items in the course of
collection fram other banks

Trading portfolic asssts

Financial assets designated at fairvalue

Derivative financial instruments

Available for sale investments

Loans and advances to banks

Loans and advances to customers

Reverss repurchase agreements and other similar secured
Other assets

Total assets

Liabilities

Deposits from banks and items in the course of collection due
to other banks

Customer accounts

Repurchase agreements and other similar secured borrowing
Trading portfolio liabilities

Financial liabilities designated at fair value

Derivative financial instruments

Debt securities in issue

Subordinated liabilities

Other liabilities

Total Liabilities

Shareholders” equity

Shareholders’ equity excluding non-controlling interests
Mon-contolling interests

Total shareholders” equity

Total liabilities and shareholders' equity

Accounting balance
shest per published
financial statements

£m

B7.631
145,030
46,061
463,146
75,109
40,489
425,723
176,956
24,170
1.490.321

78,583
385,707
217,342
44,794
78,280
462 468
113,581
24018
16,591

1,427 364

53,586
9.371
62,957
1.4590,321

Deconsolidation of

insurance/other
iiti

Em

()
(1.252)
(212)
(2.878)
(1.247)
{297&)
(24}
(1.883)
{10.473)

(5}
(524)
(23)

{451)

{5,425-}
{3,922-}
{10,350}

{118}
(5)
(123)
{10,473)

Consolidation of
banking
associates/other
entities

See EDTF report, Figure 9: Example reconciliation of regulatory capital to balance sheet

Source: Barclays Basel 2 Pillar 3 Consolidated Disclosures 2012, p. 12

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices

Balance sheet per
regulatory scope of
consolidation

Em

87.814
145,030
44,803
468,534
7223
39,374
424,056
176,932
22 098
1,481,278

79778
385,183
217319

44,734

77,829
462,468
114,156

24018

12,308

1.418.453

53,459
9,366
62,825
1,481,278
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Section 3 — Capital adequacy and risk-weighted assets

Recommendation 10: Summarise information contained in the composition of capital templates adopted by

the Basel Committee
Example 2 of 2

Reconciliation of shareholders’ equity to regulatory capital

mEm. De=c 31, 2012 Dec 34, 2011
Toial shareholders’ equily per accouning baance sheet 54003 53300
‘Common shares 2,350 2,350
Addifional paicn caphal 23.77E 23,685
Retained eamings 29,136 30,118
Therein: Achsanal gains {losses) rel. o defined beneft plans, net of GXCTA 198 ESD
Therein: Met income atibutable to Deutsche Bank Sharcholdars 237 4132
Common shares In treasury, at cost [} {B23)
Egl.".'ﬁ' CiassiNed a5 -)t-EGUE-"I i) I:-Jr-."i"ln_ES-E COIMIMOn Shil'EG - -
Accumulated other OZI"T'FP'E'NEFSI\'E ncome, net of tax {1,233) {1,551)
Prudential Sitars 710
Cwim credit soread of Ilabillies designated ot fai value [12E)
Lnrealzad Jalns and EEES BAT
Reguiaiory ad|ustments 1o accounting basls [15,735) [17.79E)
Dilvidend accrua {647 {647
Goodwill |B.593) [10,156)
Par balance shaet } [(10.873)
Goodwill from at-equity Investments (29
Goodwill relating o nor-reguiatory consolidation circe B46
InGngibies |2.753)
Par balance shaet 4,820)
Diefarmed tzx laiiity ETE
Intangibies relating io non-requiatory consolidation circie 1,300

Honcontroling Interesis
Per balance sheet
Moncontnolll g mieresis relatl g "IEI'"I—'E‘{{LIEEI"; -III'SS-DIH._E:-)I" i ..I_E

Securtization posiions

Shortfall of provisions to expectad loss

Free-dellveries outstanding

Sg’lmﬁ mt Inwestments In the capltal of fnanclal secior entities {1,332)
Oiher, Including consolidation and Liat S| UstmEn s {456]
‘Commion Equity Tier 1 capital 37,857 36,3132
Additional Ter 1 caphial 12,526 12.734
Hybrid capital securites 12,526 12,724
Par balance shaet 12,091 12,344
Reguiaiony ad|ustments 438 200
Deductions fom Additional Tier 1 capis - -
Tier 1 40,047
Tier 2 capital £.178
Subordinated dabt 10,612
Par balance shaet 12,083
Amortization 1.213)
Regulatorny adjustments (57
Deduchons fom Tier 2 capia 4.703)
Other 70
Total Requiatory caplia ENE 55008

See EDTF Report, Figure 10: Reconciliation of regulatory capital to the balance sheet

Source: Deutsche Bank Financial Report 2012, p. 177

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices
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Section 3 — Capital adequacy and risk-weighted assets

Recommendation 11: Present a flow statement of movements in regulatory capital
Example 1 of 2

Capital management

The table below analyses the movement in Core Tier 1, Other Tier 1 and Tier 2 capital during the year.

£m

At 1 January 2012 46,341
Aftributable loss net of movements in fair value of own credit (2,647)
Ordinary shares issued 120
Share capital and reserve movements in respect of employee share schemes 821
Foreign exchange reserve movements (867)
Decrease in non-controlling interests (24)
Decrease in capital deductions including APS first loss 4,307
Decrease in goodwill and intangibles 1,313
Defined pension fund movement (net of prudential filter adjustment) (977)
Other movements (1,067)
At 31 December 2012 47,320
At 1 January 2012 10,649
Foreign currency reserve movements (189)
Decrease in Tier 1 deductions (252)
Other movements (393)
At 31 December 2012 9,815
At 1 January 2012 8,546
Dated subordinated debt issued 4,167
Dated subordinated debt redeemed/matured (3,582)
Foreign exchange movements (643)
Decrease in capital deductions including APS first loss 4,649
Other movements (985)
At 31 December 2012 12,152
At 1 January 2012 (4,828)
Decrease in deductions 2,341
At 31 December 2012 (2,487)
66,800

Source: RBS Annual Report 2012, p. 130

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices



Section 3 — Capital adequacy and risk-weighted assets

Recommendation 11: Present a flow statement of movements in regulatory capital

Examples 2 of 2

Development of regulatony capital

n € m.

Dec 31, 2012

Dec 31, 2011

Common Equity Tier 1 Capital 3T.B5T 35,313
Dpening amount 35,313 20972
Common shares, net effect/(+) issued (—) retirement - -
Additional paid-im capital 23 181
Retained samings (222} 4.834
Therein: Actuarial gains (losses) rel. to defined benefit plans. net of tax'CTA (452} 2ala]
Thergin: Met imcome attributable to Deutsche Bank Shareholders 2T 4,132
Common shares in treasury. net effect'(+) sales (—) purchase TE3 (3T3)
Mowements in accumulated other comprehensive imcome [4Z23) 1186
Foreign curmmency translation, net of tax (423 1,166
Dividend accrual {827} (BB7T)
Remaowval of gainsflosses resulting from changes in own credit standing in labilities designated at fair
walwe (net of tax) 128 {TE)
Goodwill and other intangible assets (deduction net of related tax liabiliy) 1.330 (518)
Moncontrolling interest {BT5) T2
Deductible investments in banking. finamcial and imsurance entities {161} (3B1)
Securitization positions not included im risk-weighted assets 1,811 1,987
Excess of expected losses owver risk provisions [:]"] {81}
Other, including regulatory adjustments (250% >27
Closing amowunt SITA57 35.313
Additional Tier 1 Capital 12,528 12,734
Dpening amount 12,734 12,503
Mew Additiconal Tier 1 eligible capital issuss — —
Buyb acks — —
Zrther, includimg regulatory adjustments {208) 141
Closing amount 12528 12,734
Tier 1 capital 50,483 A0 047
Tier 2 capital: 86532 85179
CDpening amount 5.17% 8.123
HNew Tier 2 eligible capital issues — —
Buybacks (179) (251
Amortization (1.071) (74T
Orther, including regulatory adjustments 1603 1.0:54
Closing amowunt &5 532 5,179
Total ulatory capital 57015 55 2268

The increase of € 1.6 billion in Common Equity Tier 1 capital in the year 2012 was pnmarily the result of a
€ 1.9 billion reduction of the capital deduction item for securntization positions not included in nsk-weighted
assets. Another positive impact of € 0.8 billion resulted from the reduced position of Common shares in treas-

ury, partially offset by a negative impact of € 0.4 billion from foreign currency translation. The positive change of

€ 1.3 billion shown under the deduction-item “Goodwill and other intangible assets™ is primarnly the result of

Common Equity Tier 1 capital-neutral impairments in the fourth quarter of 2012 which are offset by comespond-

ing effects in our Retained earmings.

Common shares consist of Deutsche Bank AG’s common shares issued in registered form without par value.

Under German law, each share represents an equal stake in the subscnbed capital. Therefore, each share has
a nominal value of € 2.56, denved by dividing the total amount of share capital by the number of shares. As of
December 31, 2012, 929,499 640 shares were issued and fully paid, of which we held 315,742 shares, leaving

929,183,898 shares outstanding. There are no issued ordinary shares that have not been fully paid. Related

share premium is included in additional paid-in capital.

Source: Deutsche Bank Financial Report 2012, p. 172

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices
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Section 3 — Capital adequacy and risk-weighted assets

Recommendation 12: Qualitatively and quantitatively discuss capital planning within a more general
discussion of management’s strategic planning

Acceleration of our strategic transformation

Since presenting cur strategy at our Investor Day in Nowember
2011, we have successfully executed on our plans to improve our
already strong capital position and reduce Basel I risk-weighted
assets (AWA) and costs. Just over one year into the transformation
of our firm, our Basel Il capital ratios remain among the highest
im our peer group, and we have reduced Basel [l AWA' by 35%.
Furthermare, we are on track with cur CHF 2.0 billion cost reduc-
tion program announced in August 2011,

Im Cctober 2012, from this position of strength, we announced
a significant acceleration in the implementation of our strategy.

Basel lll - Risk-weighted asspts

Significant reduction in Bxsel Bl BAA

i L1
)
_ﬂ:ﬂ ..-.. o
- |
I T

= = = =} = =] o = ® =
% o # = & o HE I_‘E ﬂg‘ ?%
R a & 8 & 3 i A A -
m o
1 5NE SmbFund Non-ore
Ly Porsiobe (umtil 4012} [ Mon-core and Lesgary Portfolia ffom 1013

M Imesment Bank AN WA RS Global Al O =Cone Functions

1 AWA associaied weh UES s oiption to purchase the SMB StabFund's equity {ireated 25 a parbdpasion with
Tull deduction from CET1 cpial starding from the seond quarter of 2002, 200 1012, we tonsiered
approsmacely CHF 69 billion of B from the: Investment Bank fo the Corporate Centes. On a pro-foma
bags a5 of year-end, the AV fior the Mon-oore and Legacy Fortfolic would have represented approwmriety
CHF 105 billon, whils fior the: Investment Sank 7 would haee been CHF 84 billon.

Source: UBS Annual Report 2012, p. 24 - 25

This announcement underined cur commitment o transform our
Group into a less capital- and balance-sheet-intensive business
that is maore focused on serving clients and capable of maximizing
value for shareholders. We are transforming our Investment Bank,
focusing on its traditional strengths in advisory, research, equities,
fareign exchange and precious metals, and we are taking addi-
tional action to reduce costs and improve efficiency across the
Group.

We are exiting certain business lines, predominantly those in
fixed income, that have been rendered less stiractive by changes
in regulation and market developments. After transferring the
non-core businesses and positions to be exited to the Corporate
Center, we have retzined limited credit and rates trading in cur
Irvestment Bank, along with structured financing capabilities, to
support its solutions-focused businesses. Our leading equities and
foreign exchange businesses, including our emerging markets for-
gign exchange capabilities, continue o be comerstones of our
Irwestment Bank’s services. We have not significantly altered cur
advisory and capital markets businesses, but have recrganized our
existing business functions to better serve our dients. As a result
of the abovementioned transfers and additional RWA reductions,
our Investment Bank started 2013 operating with approsimately
CHF &4 billicn of Basel Il RWA, within its target RWA of CHF 70
billion or less. We are convinced that our new Investment Bank is
capable of delvering returns well in excess of its cost of capital,
and we are targeting & pre-tax return on atiributed equity of
greater tham 15% starting in 2013 in this division.

Cur Corporate Center is tasked with managing non-core as-
sets, previously part of the Invesiment Bank, in the most value-
accretive way for shareholders. These diversified assets will be re-
ported within cur “"Mon-core and Legacy Portfelic” unit within
the Corporate Center from the first quarter of 2013, At the end
of 2012, this portfolio represented approximately CHF 105 billion
in Basel Ml RWA, which we aim to reduce progressively to ap-
proximately CHF 25 billion by the end of 2017, As a result, we are
targeting Group RWA of less than CHF 200 billion on a fully ap-
plied Basel Il basis by the end of 2017.

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices

Maintaining cost discipline is critical to our long-term success
and is a key element of the cost reduction plans we announced in
October 2012, To this end, we announced measures to achieve
additional annual costs savings of CHF 3.4 billion by 2015 that
include reducing cur Investment Bank'’s complexity and size, im-
proving organizationzl effectiveness, primarily in cur Corporate
Center, and intreducing lean front-to-back processes across our
Group. These savings come in addition to the CHF 2.0 billion an-
nual cost reduction program that we announced in 2011 and ex-
pect to complete by the end of 2013, As a consequence of cur
measures to support the long-term efficiency of our firm, we ex-
pect cur headcount to be around 54,000 in 2015 compared with
approximately 62,000 at the end of 2012, Our investment in
these initistives is reflected in restructuring charges of CHF 258
millicn in the fourth quarter of 2012 and expectations of further
incremental charges of approximately CHF 1.1 billion in 2013,
CHF 0.9 billion in 2014 and CHF 0.8 billion in 2015.

Our effidency programs will free up resources to make invest-
ments over the next three years to support growth across our firm
and enable us to service our clents with greater agility and effec-
tiveress, improving quality and speed to market. These investiments
are expected to reach CHF 1.5 billion over the next three years.

2013 and 2014 will be key years of transition for our Invesiment
Bank and our Group as we work through our plans to restructure
cur businesses and reduce our cost base. As 2 result, during these
years we expect our Group to deliver a return on equity in the mid-
single digits as we transform our business. We believe the changes
wee are making will enable us to deliver improved returns and thus
we have set a Group return on equity target of more than 15%
from 2015 onwards. We are also targeting a Group costiincome
ratic of 0% to 70% from 2015 cnwards.

We are well prepared for the future with a clear strategy and a
solid financizl foundation. We are firmly committed to retuming
capital to owr shareholders and plan to continue our program of
progressive returns to shareholders with a proposed S0% increase
in dividends to CHF 0.15 per share for the financial year 2012.
Once we have achieved our capital targets, we are aiming for a
total payout ratio of 50%, consisting of a baseline dividend and
supplementary returns. We intend to set a baseline dividend at 2
sustainable level. taking into account normal economic fluctua-
tions. The supplementary capital returns will be balanced with cur
need for irvestment and any buffer we choose to maintain for a
maore challenging economic emvironmenit or other stress scenari-
os. Through the successful implementation of our strategy, we
believe we can sustain and grow cur business and maintain a
prudent capital position.
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Section 3 — Capital adequacy and risk-weighted assets

Recommendation 13: Provide granular information to explain how RWAs relate to business activities
Example 1 of 2

Table 2: Detailed segmentation of BIS Basel 2.5 risk-weighted assets

311212 EAREAY
Het EAD RWA RWa

Advanced IRB Standardized
CHF milfion approach approach Total Total

Eredltrlsk EEE 5(:'5 ?3 84? 21,733 95 580 1‘IE 129
Eﬂ'-’E'.I'E'r_f,?J':;S 142?50 32[}5222 3”}'.......... 929:}'
Sank: 5#530............ EEH............ Eﬂaj............mHF............ Ht?«'.'lﬁ-
Eama.late: 154‘;334325[} FE3”............59552.............?5335.
ol 2?53#2?8?3}' j!;f;fémm”””.é'?354“””'”””??4-1.?.

Remdemmlmurtgages 1286?613 P 1352”“”””“ISEEGMMHHMH eh
Lomberd ending Ezl_”............ 41”.............. 41"............. 3345.
ot 4,396“”””““ ?391,?541,493293?

Securmzanunfﬂe securmzﬁtlnn Expﬂsurf:s‘ 21,448 7,136 'f 136 1,287
Sankmgrﬂmkexpmums MEEES#??E#EF#]‘#F

. rading book exposires 5#53163??5393]‘39

Mon-counterparty related risk 26,610 6,248 6,248 6,050

Settlement risk (failed trades) 141 28 a1 118 79

Equity exposures outside trading book? 798 2,972 2972 3,310

Market risk 27173 27173 49.241
Uafr.re-er—nsi:ﬁ-’aﬁ} EEE'EEESE ,?935'

. EEFEHE'EH'E.I'[IE-&[‘-HSJC:&VEH'} }'36}'.?35.? ?3??.?-
.[nrrarneniafrrskrherg?fmf,l 5]‘92 5?92........... ?9554.
Cﬂmpmhenﬂrﬂrr:kmeesurer‘fﬁ‘ﬁ-ﬂ EEIEE 3913........... HE i

Operational risk? 53,277 53,277 58,867

Total BIS 615,501 164,434 28,071 192 505 240,962

Additional RWA according to FINMA regulations* 15,190 15,475

Total FINMA RWAS 207 695 256,437

1 0n 31 Dagemiber 2012, CHF 2.9 billion of the securitization expasuras, induding CHF 2.1 billicn for the option to acquirs the SHB StabFund’s eguity, were deducted from capital and therefore did not generate RWA
{on 31 December 2071, 2 total of CHF 5.3 billion of securitization exposwres were deducted from capital, which induded CHF 1.6 billion for the option to acquire the eguity of the SNEB StabFund). 2 Simgle risk weight
method. 3 Advencad measurement approach. 4 Reflects an additional charga of 10% on aedit risk BWA for exposures treated under the standardized approach, a suncharge of 200% for RWA of non-counterparty
related assets and additional requirements for market isk. 8 A5 of 31 December 2012, the FINMA tier 1 ratio amounts to 19.7% {1509 for 31 December 2011) and the FINMA total capital ratic to 23.4% (16.2%
for 31 December 2011).

Source: UBS Annual Report 2012, p. 188
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Section 3 — Capital adequacy and risk-weighted assets

Recommendation 13: Provide granular information to explain how RWAs relate to business activities

Example 2 of 2

Risk Profile

Our mix of various business activities implies diverse nsk taking by our business divisions. The key risks inher-
ent in their respective business models are best measured through the undiversified Total Economic Capital
metric, which mirrors each business division's risk profile before cross-risk effects on group level.

Risk profile of our corporate divisons as measured by total economic capital

Dec 31, 2012
~ Coporae Toba L= Frvaie & Ton-Core Consol-
Bianking & Transaction Wealth Business. Operations. dation &
Secarities Banking  Management Clients Unit Adprstments Total
in % (unless.
stated othenwise) nEm n %
Credit Risk 17 5 1 13 ] 1] 12,574 44
Market Risk 14 1 5 11 10 5 13.185 46
Operational Risk 7 0 2 1 7 - 5018 17
Diversification
Benefit (5) [] [4}] 2) (B} (0 (4.435) (15)
Business Risk 8 — [1] — — — 2,300 =]
Total EC in € m. 11,788 1,424 2,018 6,720 5,452 1331 28741 100
in % 4 5 T 23 19 5 100

Corporate Banking & Securities’ (CB&S) nsk profile is dominated by its trading activities, in particular market
nisk from position taking and credit risk primarily from derivatives exposure. Further credit risks originate from
lending to corporates and financial institutions. The remainder is divided equally between operational nsks and
business risk, primarily from potential legal and earnings volatility risks, respectively. Global Transaction Bank-
ing (GTB) has the lowest risk (as measured by economic capital) of all our segments. GTB'’s focus on trade

finance implies that the vast majonty of its risk originates from credit with a small portion from market risk main-
ly in derivatives posifions.

The main risk driver of Asset & Wealth Management's (AWM) business are guarantees on investment funds,
which we report as nontrading market risk. Otherwise AWM's advisory and commission focused business at-
tracts pimarily operational risk.

In contrast to this, Private & Business Client's (PBC) risk profile divides equally between credit nisk from retail
and SME lending and nonfrading market risk from Postbank's investment portfolio.

Source: Deutsche Bank Financial Report 2012, p. 54-55; 179

Risk-weighted Assets by Model Approach and Business Division

Dec 31, 2012
Consolidation &
Comporate Ban- Global Trans- Asset & Wealth Private & Non-Core: Adpstments
n € m. king & Securities action Bank Management  Business Clients. Operations Unit and Other Total
Credit Risk T0.580 26,388 8,134 67,511 40,328 18,235 228,196
Advanced IRBA 83727 18,464 2,823 38,637 18,501 573 143,725
Central Govemments 2440 818 1 76 266 151 3.762
Institutions 5,686 1.607 o3 200 1,333 7 B.048
Comporates 40,258 15,610 2,580 2,706 10,099 305 81,646
Retail 7 20 130 34 520 1,150 o 36.048
Other 8.125 400 1 1,037 5,753 1] 13,325
Foundation IRBA - - - 2,726 1813 - 10.538
Central Governments - - - 32 2 - as
Institutions - - - 2217 238 - 3,156
Corporates - - - 6477 872 - T.348
Retail - - - - - - -
Other - - - - - - ]
Cther IRBA 2487 281 455 9,042 2,027 231 22,582
Central Governments - - - - - - -
Institutions - - - - - - -
Corporates 1,341 240 - 5,574 3.802 - 10.957
Retail - - - - - - -
Other 1,146 20 455 24687 4,225 2321 11,635
Standardized Approach 4,378 TET2 2,856 11,108 10,988 15,340 52,340
Central Governments 2 68 1] &7 222 1 3ra
Institutions 13 16 a 112 77 3 230
Comporates 3.070 T.A25 1,028 2733 4273 401 18.640
Retail 18 202 134 5,001 2,758 1 0202
Other 1.275 73 1,675 2183 3,858 14,035 23.780
Market Risk 35,856 385 1,166 360 15,512 - 53,058
Internal Model Approach 31,280 385 1,168 = 12,781 - 48,571
Standardized Approach 4,376 - - 360 1,751 - 8,487
Operational Risk 18,221 )] 4,904 4,530 22,600 - 51.585
Advanced measurement
approach 18.221 a3 4,004 4.530 22,600 - 51.585
Total 124,039 27,083 12,451 72,605 80,205 18,377 333.240

Within credit nsk, the line item “Other” in Advanced IRBA predominately reflects RWA from securitization posi-
tions in the banking book. The Other IRBA mainly contains equity positions as well as non-credit obligation
assets in the category “Other”. Within the Standardized Approach, about half of the line item “Other” includes
RWAs from banking book securitizations with the remainder being exposures assigned to the further exposure
classes in the Standardized Approach apart from central govemments, institutions, corporate and retail.
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Section 3 — Capital adequacy and risk-weighted assets

Recommendation 14: Present a table showing the capital requirements for each method used for calculating
RWAs

> TABLE 6: PILLAR 1 RISK-WEIGHTED ASSETS AND CAPITAL REQUIREMENTS

Regul Ital urements and Risk-weighied Assats
| siDccemberzoe | GDecemberdll|  variauon | oy eela T " e 31, 202 e 1,201
Risk- Risk- Risk- Caphsl Caglial )
weighted Capital | weighted Capital | weighted Capital nes Jeiremerts Ly Lt
o . . . Counierparty credit sk
In millians of euros assets | Requirement assets | Requirement assets | Requirement Agvances FEA
Credit risk 411,151 32,892 446,674 35734 (35523) (2,842) Cenral govemments 1783 o7 2586
Credit risk - IRB approach 172,409 13,793 192,852 15,428 (20,443) (1,635) restitutions 8,548 1,018 12,727
Central governments and central banks 3,244 260 4,310 345 (1,066) (85) COmporates 81,546 B)0&3 100,609
Corporates 121,986 9,758 136,889 10,951 (14,903) (1,192) Fetal [exduding Fostank) 1,583 1,718 1,480
Institutions 10,326 826 13,391 1,071 (3,065) (245) Fietal (Postank) 14,462 1z 11,405
Retail 36,749 2,940 38127 3050 (1378) (110) —Jther nor-credt obigation assets 4,283 A 14,304
Real estate loans 10772 862 10311 825 461 37 —mlzovanced FEA J335A3 _lages e
Revolving exposures 5851 468 6530 522 (679) (54) Foundation approach } . } -
Other exposures 20126 1610 21286 1703 (1.180) (93) CEnl GovETments 2 L= 2 7
Other non credit-obligation assets 104 8 134 1 (30) 3 E;“’““‘““ i 15':E: e 11*5’:;
Credit risk - Standardised approach 238,742 19,099 253,822 20306 (15,080) (1,207) S —— o P o Z2em
Central governments and central banks 3742 299 3,458 277 284 22 ol foamdston h iEZ 73,354 T aas 33,313
Corporates 112,909 9033 117,083 9367 (4174) (334) dﬂmmm —
Institutions 8,508 681 7,282 582 1,226 99 Central govemments ] | 1 15
Retail 80,589 6,447 82922 6634 (2333 (187) regional govemmenss and lecal suerities " 5 H 200
Real estate loans 26276 2102 26818 2145 (542) (43) Qther public sector enifties % 13 52 654
Revolving exposures 3137 251 4295 344 (1,158) (93) Muitipterl development banks - - - -
Other exposures 51,176 4,094 51,810 4,145 (634) (51) niernational amantatons - - - -
Other non credit-obligation assets 32994 2,639 43077 3446 (10083 (807) restiugons 1= = T
Securitisation positions 19,076 1,526 24,376 1,950 (5,300) (424) Coversd Bonds ksued By cred insThitions 1 g g
— = Corporaies 143 8,540 1,840
Securitisation positions - IRB approach 17,153 1372 22,665 1813 (5,512) (441) S etal s E.5E4 ey
Securitisation positions - Standardised approach 1923 154 1712 137 211 17 Claims serured by neal estate propery Al 27 =z
Co_unterparty risk 20,533 1,643 23,624 1,890 (3,091) (ZéllL Cobeciive invesiment undedakings 125 I.444 e s
Counterparty risk - IRB approach 18,633 1491 20,863 1669 (2,230) (178) Other liems 1,478 14,702 ]
Central governments and central banks 222 18 180 14 42 4 — Fastdue tems 130 1LEIE 152
Corporates 15117 1,209 16,344 1,308 1,227) (99) __Tokal standandzed approach 3785 47320 3474
Institutions 3,294 264 4339 347 (1,045) (83) SRSk from s cuntENbon poatons » - ) B
Counterparty risk - Standardised approach 1,800 152 2,761 21 (861) (69) EE:E:;’ ::;?mm . . “i':‘j 1'—;-3:5 1-?;‘3 1i=:3
Central governments and central banks 27 2 1 0 26 2 —__Securiizations (Saniamized approach) - T, 2 1361
Corporates 1610 129 2426 194 (818) (65) ;ﬁ'::::;‘p::;:‘“ posBans 1183 34,782 1257 18,744
k”;g}tmms 253 2(1] 3?2 2(15 (e(g (63 Equity postions (grandrathersc) 281 3,517 z2 3,522
Eiquity posBons (IRBA simple risk-weight apnmach) 435 £.4E5E e 5,503
Other exposures 9 1 14 1 (5) 0 Eycrarge-rages - g37 =1 1016
Equity risk 24,377 1,950 25,775 2,062 (1,398) (112) Man-=xchange-raded £ ] 4,516 T 5,088
Internal model 21,496 1,720 23,481 1877 (1,965) (157) Nom-exchange—fraded but suMclently diversBed 17 217 3z 359
Listed equities 7.734 619 8670 64 (395) (32) Totl risk from equity positions T8 BS71 1042 13,024
Other equity exposures 7321 586 8576 686 (1,796) (143) Bettiement risk 4
Private equity exposures in diversified porifolios 6441 515 6215 497 226 18 Total counterpary redi risk 15,335
Simple weighting method 1733 138 1,248 100 485 kL] Tarket ASk i he rading Eook N
Listed equities 21 2 14 1 7 1 nizrnal model approach 3,75
Other equity exposures 468 37 125 10 343 27 ‘aRl TEl
Private equity exposures in diversified portfolios 1,244 99 1109 89 135 10 afreszed VaR 1541
Standardised approach 1,148 92 1,086 85 82 7 rcreental Rik Chage _ TE
Market risk 25,548 2,044 38,501 3080 (12,953) (1,036) E:ﬂ’u'::’d";‘:d":;::; Mzasurement (Cormeiation Trading) -
Internal model 22633 1,811 35,338 2,827 (12,705) (1,016) R e— 2
var A EB 8230 653 (2730) (224) MAsPELS MAIE Misk — SECUMMTANON and Nit-to-detaul denvatves 443
Stressed VaR 11,179 894 16605 1328 (5426) (434) Sty Fizk -
Incremental Risk Charge 3421 274 6440 515 (3.019) (241) =¥ risk 7
Comprehensive Risk Measure 2593 208 4063 325 (1,470) (117) Commadity rsk -
Standardised approach 2,652 212 2,386 191 266 21 Other market risk 2
Trading book securitisation positions 263 21 777 62 (514) (41) Total market sk in the radng book 4,345_
Operational risk 51,154 4,092 54,617 4,369 (3,463) (277) COpembonal sk
Advanced Measurement Approach (AMA) 35,586 2,847 38,628 3,090 (3,042) (243) Advanced measuremant approach (exchdng Postbank| 3EEs
Standardised approach 9,518 761 9,470 758 48 3 e ABNCED MEASUEMENt appmach {Posthonk) .
Basic indicator approach 6,050 484 6519 521 (471) (37) i Znalrsk — iz
TOTAL 551,839 45,147 613,567 29,085 (61,728) (4,938) alr=puiaiory cagtal requirements and RIAR ==
Source: BNP Paribas Annual Report 2012, p. 233 Source: Deutsche Bank Financial Report 2012, p. 180
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Section 3 — Capital adequacy and risk-weighted assets

Recommendation 15: Tabulation of credit risk in the banking book for major Basel asset class portfolios
Example 1 of 2

Eey polnts

’ . - ) . - Wholesale IRB sxposure — by obligor grade’
» In pepemal, standardised RWA densities show a preater consistency across regions and exposure classes than advanced TRB, as the
advanced TRB approach r=flects the relative risks of the different portfolios to a greater extent. Ceniral governments and central banks
» BWA densities for retail lending secured on real estate property are hizher in North America due to challensing conditions m the TS Mapped
mortzaze market and exended foreclosure rimelmes. Exposare Average Average EWwa external
* BWA densities are lawer in the home markets because of the resilience of the residential property sectar in those markets which CER PD range walue® D¢ L&D density’ EWas rating
warmants the application of lower LGDs to our exposures. ) L USs$hn “ L % USibn
o Cenmal overnment BWA densitiss ars higher in MENA reflecting the recens palitical upheaval and in Larin America due 1o conamic g:;if:‘:‘"’“ o1z
uncEntmey in the regron. y
# The RWA density for the US cards business sald in the year was higher than our other credit card portfolios, and so the sale contribated Ml e ?i g:‘ﬁ : :::: ::2; &ﬁ :;g ; ;i A':i::i':_
il 11 0.029 to0.053 345 004 246 7 13 A=
# The resadual marurity profile of the book lensthened slizhily during the vear mainly due to the increased mortzaze lendmez, which tends .
to have a longer term than other exposures, in Europs and Hong Kong and other Asia-Pacific sites. Low .. il 0.054 to 0.095 .6 0.07 334 15 24 A
23 0.0%6 to 0,169 20 013 375 28 15 A
Satisfactory ... 31 0170 to 0.285 69 022 443 EL) 26 BBE+
332 0.286 to 0.453 33 037 418 56 1% BEB ta BBB-
33 0.434 to 0.740 49 063 450 64 31 BBEB-
At 31 December 2012 At 31 Dacember 2011
Average Average Fair s 41 0.741 to 1.022 038 0.87 50 66 0s BB+
Exposure  exposure Capital Exposure  expasure Capital 41 1.023 to 1.407 0.3 1M E | o3 03 BB
value value EWAs  required valus value BEWAs required 43 1.408 to 1.927 1) 165 450 a2 04 BE-
Credit rick analysis by R T St USm USm Moderate .. 51 1928t 2620 15 215 450 110 L4 BE-
exposure dass 53 2621 to 3.57T9 39 305 450 124 49 B+
IRB advanced approach ... 14700 15512 513.6 411 15754 15318 5776 452 53 3580to4914 L6 410 451 134 12 B+
Feall . Sigmificant ... 6.1 4915 to 6.718 04 5.75 352 118 05 B
- 5“”‘5'1“"-““ exare . I ) . 63 6.719 to 5.360 0l 785 450 168 02 B~
. 1174 T 1308 105 3000 85 1536 123
- qun]l.f\'u:g remll.‘m_ IETH.IJ. 640 LEN 161 13 1425 1439 555 44 High ... 71  8.861 fo 11.402 - - - - - B
- 131 131 [ 0.5 130 134 .0 0.6 7.2 11.403 o 15.000 - - - - - CCC+
6.1 0.3 172 14 63.0 7.0 230 1.3 ..
. - Special
Total refail .. - 4846 4.7 170 137 5184 5118 2301 151 managemsnt ... 21 150401 o 22.000 - - - - - oCC
Cemen.nﬂgmn:ktm . s w4 368 29[ <om0 3438 2 . _ _ _ _ _ coo
c b S 5 . 2 343 32 3 _ _ _ _ _
Insdrmurions ... - 1311 415 Mo 11 1454 169.1 7 132 e EEZE
Corporates 4781 4650 2516 01 44472 4350 2407 183 Default® ... e 10400040 = = = = = Drefanlt
Equity ... 03 04 os 01 4 0z L& 01
Securitisation positions? 491 512 263 11 513 a0 283 13 i o L __ E
IRB foundation approach ... 104 177 103 08 16.5 114 85 0.7 A3 "
: — — — t 31 December 2011
COTPOIAES ..oooo oo | 104 17.7]] 103 ]| | 165 || 104]] | [ F— =
Stindardized approack ... 681§ 630.2 745 0.0 5013 3630 3721 108 Minimal o 0000 to 0.053 3001 0.0 135 3 7
Central E":'EEE‘"—B and . — . o 1045 . o1 Low oo 0054 to 0.162 28 007 380 17 1349
central b - . 3 . ; - 9 = H 3 37 ] 7
Insdnrions 575 56.4 194 16 419 140 11 Ezﬁ“m S E'L?: ?'éﬁ lj ? E":’,f '41"' p P . ;
Corporates 1545 2599 273 190 250.1 EETY 187 N P : 2 p bt p
Rewil - 519 518 101 32 553 419 34 Mpdenatz . 152510 4514 +.8 in 45.0 125 a4
Secured on real estate property 453 474 240 19 471 356 0 Significant . 401510 8.260 02 T44 450 150 03
Past dus MBS oo 44 43 1] H 44 33 04 High oo B.861 to 15.000 03 2 38.0 367 11
Pagional gmemm.zmsm Special
local authorities . - 12 11 Lo 01 La 15 08 b1 management ... 15,001 to 00000 0.1 3388 1.2 200 02
Equofy oo 138 a7 18 0z a5 6.4 g4 0.7
(Crther items” ... 855 843 430 34 80.5 874 408 i3 408.0 011 203 10 403
11708 21901 298.4 719 201831 11073 9582 767 For foomotes, tee page 34.
1 The Fid alipws exposures o small and medi zed enserprizes (SME 's) fo be freated under the Retail IRB approach, wiere the tatal
amatnt owed o the Group &y the couwnrerparty is less than EUR Im and the customer is nor managed indhvidually a5 g corparate Hey points
CONNIETDETY. e . § _ .
2 Excludes frading book securifization posifions and posiiion: deducted from reguiatory capital (thar would be risk-weighted at I,250%3). » The reclassifcation “f“F"_’ﬂ'-TE? L I:En_.tl.l'l banks 1|'J EEA MM P “’.‘m‘ mm approach bad an adverse impact on the risk
3 Primarsly includes such items as fioed arsets, prepayments, accruals and Hong Kong Governmen: certfeares qf mdeltedness. grade profile of the partfolio which was offset by improvements in portfolios outide the EEA.

« We continue to concentrate our exposures an minimal and low sk catepories, which account for 9332 of total exposures (2001 04%2).

Source: HSBC Pillar 3 Disclosures at December 31, 2012, p. 23-28; 32-38 [ Repeated for other IRBA categories |
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Section 3 — Capital adequacy and risk-weighted assets

Recommendation 15: Tabulation of credit risk in the banking book for major Basel asset class portfolios

Example 2 of 2

Exposures (READ) per internal rating grade and corresponding PD, LGD and RWA (amounts in EUR million)

AIRB changes (amounts in %)

Internal RWAs in External
rating READ in each MAverage  each grade Rating Residential
grade  PD range for each grade grade Average RPD RLGD {or band) Total RRW Equivalent Sovereigns Institutions Corporate mortgages Oither retail Total

Performing 2012
1 0.00-0.01 25,532 0.03* 23.97 733 0.03 AAA Average PD —16% 23% 23% —10% 7% 14%
2 0.01-0.02 43,385 0.02 20.83 789 0.02 AA+ Average LGD 1% 21% —2%, 6% 2% B
3 0.02-0.04 41,726 0.04 19.77 a04 0.02 AA READ —22% —14%, —T% —14%, 30 —12%,
4 0.04-0.05 15,328 0.04 25.81 1,375 0.09 AA- RWA % 12% —10% —27% % _14%
5 0.05-0.06 26,274 0.05 30.14 2,461 0.09 A+ -
6 0.06-0.08 45,081 0.07 2272 4,031 0.00 A RWAdensiyy L o =t =L oo =L
7 0.08-0.11 44,129 0.11 29.01 6,505 0.15 A- Includes the AIRB portfolio only; excludes securitisations, equities and ONCOA.
8 0.110.17 50,381 0.15 22.55 7,282 0.14 BBB+
9 0.17-0.29 89,193 0.22 21.9 13,314 0.15 BBEB
10 0.23-0.51 e 150 2l L= Lk HHES Over the course of 2012, both average PD and average LGD increased. This was due to general decrease in credit quality
051089 LR LT e il 1=d BB*  and mostly house prices as several markets experienced economic difficulties. Nonetheless, credit quality remained stable
12 089154 49,123 114 18.94 16,754 0.34 BB for Belgium and ING Vysya and improved for the Australian Residential mortgages portfolio. Next to that, the relative shift
13 1.54-2.67 36,461 1.92 20.37 16,751 0.46 BB- in portfolio compaosition from higher risk weight exposure classes to lower risk weight exposure classes led to a slight
14 2.67-4.62 22,753 3.34 20.33 12,449 0.55 B+ decrease in the overall AIRE risk weight. The low risk density decrease combined with a significant reduction in READ led
15 4.62-8.01 15,811 6.55 10.8 10,464 0.66 B to a reduction in RWA over 2012.
16 8.01-13.88 6,127 10.88 21.07 4,997 0.82 B-
17 13.88-20.00 6,162 18.58 20.45 6,154 1 Ccc
18 20.00-30.00 5,820 25.02 16.20 5157 0.89 cC
158 =30% 4,301 40.48 21.68 4,453 1.04 C

Non-Performing
20 100% 10,352 100 25.63 9,523 0.92 Default
21 100% 2,667 100 18.11 2,625 0.98 Default
2 100% 2,158 100 25.01 1,347 0.62 Default
Total 752,182 3.28 21.79 174,006 0.23

Includes the AIRB portfolio only; excludes securitisations, equities and OMCOA.

* For non-soversign exposures there is a RPD floor of 3 BPS, hence the RPD in the first three grades might look counterintuitive, due fo the mixture of

sovereign and non-sovereign exposures.

Model approaches per exposure class (amounts in EUR million)

Residential

Sovereigns  Instituions Comorate  mortgages  Other retail Total Total

202 2011

Average PD 0.08% 1.24% 5.55% 2.35% 7.32% 3.28% 2.80%
Average LGD 20.67% 23.22% 23.88% 17.04% 44.34% 21.79% 20.83%
EAD 84,463 85,995 252,650 292,650 36,424 752,182 857,302
RWA 2,710 14,014 9?’.1? 44,047 16,9?’9 174,006 203 444
RWA density 3_.2% 16.3% 38._5% 15.1% 44:1% 23.1% 23.7%

Includes the AIRE portfolio only and nen-performing loans; excludes securitisafions, equities and ONCOA,

The relatively low RWA density for Sovereigns and central banks is because of sovereign entities, which are rated
between 1-4 and whose exposures are denominated in local currencies, and therefore receive a regulatory risk weight of

0%.

Source: ING Annual Report 2012/Pillar 3, p. 203 — 204
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Section 3 — Capital adequacy and risk-weighted assets

Recommendation 16: Flow statement of Risk Weighted Assets, by risk type
Example 1 of 2

RWA movement by leey driver — credit risk — IRB only

(Unaudited)

RWAs at | January 2012 ........

Foreign exchange movement .

Acquisitions and disposals ...

Book size
Book quality ...

Model updates ......o...oovovereenc

Portfolios moving onto
IRB approach
New/updated models

Methodology and policy .........
Internal updates ..................
External updates ................

Total RWA movement ...........

RWASs at 31 December 2012 ..

Rest of
Hong Asia- North Latin
Europe Kong Pacific MENA America America Total
USSbn USSbn USSbn USSbn USSbn USSbn USSbn
156.5 68.0 82.3 129 2545 12.0 586.2
47 0.1 0.8 (0.2) 0.7 0.1 6.2
- - (0.1) (0.7) (40.3) 0.9) (42.0)
(1.8) 3.6 54 1.0 (7.6) (0.6) =
(6.6) 15 (1.1) (0.3) (17.9) 0.1 (24.3)
- 0.4 = = 0.1 = = 0.5
14 = = 0.1 = = LS
(1.0) = = = = = (1.0)
e (2.5) (3.0) 4.8 (0.2) (2.3) 0.5 2.7
(1.3) (3.0) 4.8 (0.2) 2.3) 0.5 (1.5)
(1.2) - - - - - (1.2)
(5.8) 22 9.8 (0.3) (67.4) (0.8) (62.3)
150.7 70.2 92.1 12.6 187.1 11.2 523.9

Source: HSBC Annual Report 2012, p. 282;284

Movement in risk-weighted assets

Counterparty credit risk and market risk
RWAs

{Unaudited)

Trading portfolio movements for the modelled
approaches to market risk and counterparty credit
risk ("CCR") RWAs are outlined in the tables below.
For the basis of preparation. see the Appendix to
Capital on page 295,

RWA movement by key driver — counterparty credit
risk —IRB only
(Unaudited)
US$hn
EWAs at 1 January 2012 0.6
©.8)
01
0.2y
(40
Internal updates ... 4.0
E 1 updates . - -
Total EWA movement ... 49
EWAs at 31 December 2012 . 45.7

CCR RWAs decreased by US$4.9bn during
the year., primarily due to methodology and policy
changes in GB&M. The main drivers of the change
arose through the increased application of
counterparty netting within the calculation and from
counterparty data refinement which allowed us to
apply lower potential future exposure add-on factors.
There were reductions in book size in North
America. due to a decrease in the GB&M legacy
credit portfolio and from maturing trades. and in
Latin America due to reduced repo activity with
central banks and lower exposure in respect of
derivative transactions

RWA movement by key driver — market risk —
internal model based

(Unaudited)
Us$hn
RWAs at 1 Jamuary 2012 ... 547
Foreign exchange movement and other .. 0.4
Movement in nsk levels 74
Model updates ............ -
Methodology and poli 24
Internal updates ... 24
External updates ......... . -
Total EWA movement ... (10.2)
RWAs at 31 December 2012 ... 44.5

Market risk RWAs decreased by US$10bn
in 2012 with the main driver being a reduction in
risk levels of US$11bn in GB&M. primarily as
a result of decreasing VAR due to reductions in
exposure and improvements in market conditions.
The factors affecting the reductions in VAR also
drove the reductions in the levels of stressed VAR,
The effect was partly offset by a US$4.0bn risk level
increase in the incremental risk charge as a result of
a recalibration of the sovereign correlation matrix.
RWA changes due to methodology and policy of
USS2 4bn were due to a reduction in the VAR
multiplier in France.

g Consumer Banking Total

risk credit risk credit ri Market risk

lion Smillion $million $million
Opening risk-weighted assets at 1 January 2012 157,638 62,856 220,394 21,354
Assets growth 10,236 3,763 13,999 2,000
Credit migration 4,940 1,164 6,104 -
Risk-weighted assets efficiencies (2,800) (1,000 (3,800) -
Model, methodology and policy changes 5,324 2,713 8,037 (700)
Foreign currency translation differences (69) 1,985 1,916 -
Stressed VaR - - - 1,796
Closing risk-weighted assets at 31 December 2012 175,169 /1,481 246,650 24,450

Source: Standard Chartered Annual Report 2012, p. 120
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Section 3 — Capital adequacy and risk-weighted assets

Recommendation 16: Flow statement of Risk Weighted Assets, by risk type

Example 2 of 2

The table below provides an analysis of key dnvers for RWA movements on a Basel 2.5 basis observed for

credit and market nsk in the reporting period.

Development of Risk-weighted Assets for Credit Risk and Market Risk

Do 31, 2012

thereof:

derivatives and

Coounterparty repo-shyle

n £ m. credit risk iransactions
Credit risk RWA balance, beginning of year 262,704 50,973
Book Cuality Growtih 3400 3,283
Orperating Model Improvements {13.534) {12,800
Advanced Model Roll ouwt [7.325) (4,180)
Aszet Sale/Hedging (14,470 (1.5687)
Foreign exchange movements [1.635) [436)
Credit risk WA balance, end of year 229,198 35,274
m £ m. Do 31, 2012
Market risk RWA balance, beginning of year 68,085
Mowvement in risk levels [322)
Market data changes and recalibrations [2.577T)
Model updates (707}
Methodology and policy {11.215)
Acquisitions and disposals -
Foreign exchange movements (216}
Market risk RWA balance, end of year 3 058

The decrease in RWA for counterparty credit nsk by 13 % since December 31, 2011 mainly reflects the suc-
cessful RWA reduction efforts focusing on de-risking as well as model and process enhancements.

The category Asset Sale/Hedging mainly includes de-risking activities through disposals, restructuring and
additional hedging. Regular process and data enhancements including further migration of derivatives into the
internal model method as well as continuing usage of master netting and collateral agreements are considered
in the category Operating Model improvements. The Advanced Model Roll-out category primarily shows the
impact from BaFin approvals received for certain advanced IRBA models which we continued to roll out in light
of the German regulatory requirement to achieve an IRBA coverage ratio of 92 % on an EAD- and RWA-basis
by December 31, 2012. The category Book Quality/Growth includes organic changes in the book size as well
as the effects from portfolio rating migrations.

The analysis for market risk covers movements in our internal models for value-at-risk, stressed value-at-risk,
incremental risk charge and comprehensive risk measure as well as results from the market risk standardized
approach, e.g. for trading securitizations and nth-to-default derivatives or trading exposures for Postbank.

The 22 % RWA decrease for market risk since December 31, 2011 is mainly due to the significant reduction of
our BaFin-defined, internal model multiplier from 5.5 to 4.0 for value-at-risk and stressed value-at-risk resulting
from model enhancements and process improvements. The impact is reflected exclusively in the “Methodology
and policy” category which provides regulatory-driven changes to our market nsk RWA models. The market
risk RWA movements due to changes in market data levels, volatilities, correlations, liquidity and ratings are
included under the market data changes category. In 2012 we saw a benefit in market nsk RWA due to lower
levels of volatility within the historical market data used in the calculation. Changes to our market sk RWA
intemal models, such as methodology enhancements or risk scope extensions, are included in the category of
“Model updates™. Further details on the market nsk methodologies and their refinements are provided in the
section “Trading Market Risk — Market Risk Measurement”. Market nsk RWA movements in Risk levels are
interpreted as organic changes in portfolio size and composition resulting from the normal course of business.
In this category we also consider re-allocations between the regulatory trading and banking book which occur
in rare cases. Significant new businesses and disposals would be assigned to the line item Acquisition and
disposal, which was not applicable in this reporting period.

Note: Deutsche Bank does not breakout the impacts of Book Quality and Growth separately in the disclosure above, as requested by the EDTF

Source: Deutsche Bank Financial Report 2012, p. 181
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Section 3 — Capital adequacy and risk-weighted assets

Recommendation 17: Narrative placing Basel Pillar 3 back-testing requirements into context

Default Definition and Model Validation

A prerequisite for the development of rating methodologies and the determination of risk parameters is a prop-
er definition, identification and storage of the default event of a customer. We apply a default definition in ac-
cordance with the requirements of Section 125 SolvV as confirmed by the BaFin as part of the IRBA approval
process.

As an important element of our risk management framework we regularly validate our rating methodologies
and credit risk parameters. Whereas the rating methodology validation focuses on the discriminatory power of
the models, the risk parameter validation for PD, LGD and EAD analyzes the predictive power of those param-
eters when compared against historical default experiences.

According to our standards, and in line with the SolvV-defined minimum requirements, the parameters PD,
LGD and EAD are reviewed annually. The validation process for parameters as used by us excluding Postbank
is coordinated and supervised by a validation working group composed of members from Finance, Risk Analyt-
ics and Instruments and Credit Risk Management. Risk parameter validations consist of quantitative analyses
of internal historical data and are enriched by qualitative assessments in case data for validation is not suffi-
cient for getting reliable results. A recalibration of specific parameter settings is triggered based on validation
results if required. In addition to annual validations, ad hoc reviews are performed where appropriate as a
reaction to quality deterioration at an early stage due to systematic changes of input factors (e.g. changes in
payment behavior) or changes in the structure of the portfolio. The reviews conducted in 2012 for advanced
IRBA rating systems triggered recalibrations as shown in the table below. 26 new risk parameters are applied
due to newly approved rating systems or due to increased granularity in existing risk parameter settings. None
of the recalibrations individually nor the impact of all recalibrations in the aggregate materially impacted our
regulatory capital requirements.

Analogously at Postbank the allocation mechanism of the master scale to the probabilities of default as well as
the results of the estimations of the input parameters PD, CCF and LGD are reviewed annually. Postbank’s
model validation committee is responsible for supervising the annual validation process of all models. Via a
cross committee membership Deutsche Bank senior managers join in Postbank committees and vice versa, to
ensure a joint governance.

Validation results for risk parameters used in our advanced IRBA

Dec 31,2012

PD LGD EAD

Count EAD in % Count EAD in % Count EAD in %

Appropriate 104 914 100 89.8 40 79.5

Overly conservative 6 1.8 18 4.1 29 15.9

Progressive 16 6.8 11 6.1 5 4.6

Total 126 100.0 129 100.0 74 100.0
Thereof already recalibrated and introduced in 2012

Overly conservative 1 0.1 17 3.5 24 15.3

Progressive 1 0.1 7 2.0 5 4.6

Total 2 0.2 24 5.5 29 19.9

Above table summarizes the outcome of the model validations for risk parameters PD, LGD and EAD used in
our advanced IRBA including Postbank. Individual risk parameter settings are classified as appropriate if no
recalibration was triggered by the validation and thus the application of the current parameter setting is contin-
ued since still sufficiently conservative. A parameter classifies as overly conservative or progressive if the vali-
dation triggers a recalibration leading to a decrease or increase of the setting, respectively. The breakdown for
PD, LGD and EAD is presented in counts as well as in the relative EAD attached to the respective parameter
as of December 31, 2012.

Comparison of EL estimates for loans, commitments and contingent liabilities with actual losses recorded by regulatory
exposure class

Dec 31, Dec 31, Dec 31, Dec 31, Dec 31,
2011 2012 2010 2011 2009 2010 2008 2009 2007 2008

Expected Actual Expected Actual Expected Actual Expected Actual Expected Actual
in€m loss loss loss' loss' loss loss loss loss loss loss®
Central
governments 1 - 2 = 2 = 2 - 2 =
Institutions 7 14 22 2 16 1 21 16 13 55
Corporates 445 393 449 363 471 358 591 1,665 320 251
Retail exposures secured
by real estate property 294 337 222 359 118 101 120 140 127 125
Qualifying revolving retail
exposures 23 17 2 30 2 5 2 7 2 4
Other retail exposures 418 348 390 301 301 282 311 315 226 223
Total expected loss and
actual loss in the advanced
IRBA 1,188 1,109 1,088 1,055 910 747 1,047 2,143 690 658
' The 2010 Expected Loss and 2011 Actual Loss figures have been restated o limit disclosure to Postbank's advanced IRBA exposure only.
2 Losses related to assets reclassified into loans under IAS 39 amendments were excluded from the actual loss for 2008 since, as of December 31, 2007, the related assets were not within

the scope of the corresponding expected loss calculation for loans.

The actual loss in 2012 was 7 % lower than the expected loss and was primarily driven by the lower level of
provisions in our Other retail portfolios.

The increase in expected loss as of December 31, 2011 and as of December 31, 2010 in comparison to De-

cember 31, 2009 as well as the higher actual losses in 2012 and 2011 is primarily related to the inclusion of

Postbank.

In 2010 the actual loss was 18 % below the expected loss as the actual loss and was positively influenced by
lower provisions taken for assets reclassified in accordance with IAS 39.

The decrease of the expected loss for 2010 compared to the expected loss for 2009 reflected the slightly im-
proved economic environment after the financial crisis.

In 2009 actual losses exceeded the expected loss by 104 % driven mainly by material charges taken against a
small number of exposures, primarily concentrated in Leveraged Finance, as well as the further deteriorating
credit conditions not reflected in the expected losses for our corporate exposures at the beginning of the year.

The following table provides a year-to-year comparison of the actual loss by regulatory exposure class. Post-
bank is firstly included in the reporting period 2011.

Year-to-year comparison of the actual loss by IRBA exposure class

in€m 2012 2011 2010 2009 2008
Central governments - - - - 73
Institutions 14 2 1 16 55
Corporates 393 363 358 1,665 295
Retail exposures secured by real estate property 337 359 101 140 125
Qualifying revolving retail exposures 17 30 5 7 -
Other retail exposures 348 301 282 315 223
Total actual loss by IRBA in the advanced IRBA 1,109 1,055 747 2,143 775

Our actual loss increased by € 54 million or 5 % in 2012 compared to previous year. The drivers of this in-
crease were primarily higher actual losses in the IRBA exposure classes Other retail exposures as well as
Corporates excluding Postbank partly being offset by reduction throughout Postbank’s advanced IRBA expo-
sure classes.

Note: Model validation disclosure spans additional pages. The above excerpt focuses on the results of the validation process for PD, LGD and EL over time

Source: Deutsche Bank Financial Report 2012, p. 100-104
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Section 4 — Liquidity

Recommendation 18: Qualitative and quantitative analysis of liquidity reserve

Example 1 of 2

Comparing internal and ragulatory Bguidity stress tests

The LRA stress scenarios. the F5A ILG and Basal 3 LCR are all broadly comparabla short term stress scenarios inwhich the adequacy of defined
liquidity resowrces is assessed against contractual and contingent siress outfiows. The F3A ILG and the Basal 3 LCR stress tests provide an
independent ass=zzment of the Groud's liquidity risk profile

Stress Test Barclays LRA F5A LG Basal 3 LCR Basel 3 NSFR
Time Hortzon 1- 3 months 3 months 30 days 1year
Caloulation Liguéd assets to net @sh Liguid assets to net cash Liguid assets to net cash  Stable funding resowrces to

outflows outflows outflows stable funding requirements

Liguidity pool (audited)

The Croup liguidity pool is held unencumbered against contractual and contingant stress outflows in the LRA siress tests and is not used to
suppart payment or cearing reguirements. As at 31 December 2012 the Croup liquidity pool was £150bn (2011: £152bn). During 2012 the
meonth-end biguidity pool ranged from £150bn to £173bn and the month-end average balancewas E162bn (2011: £156bn).

Barclays does not include any own-name sacurities in its liquidity pool.

Compaosition of the Group liquidity pool as at 31 December 2012 {audited)

Liquidity pool of which
- .:E:.j‘ﬁ Bazal3 LLR aligitia

Liquistity peol aligkbia Larvnl 1 Laval 24"
£bn E£bn Ebn £bn
As at 31 Decemnber 2012, the Croup held eligible liquid assets significantly in excess of 100% of stress requirements for each of the one month Cash and deposits with cantral banks* 8 &2 81 -
Barclays-specific LRA scenaric and the Basel 3 LCR requirement:
Government bonds*
- — AAM rated 40 39 40 -
Compliance with internal and regulatory stress tests AA+ 1o AA rated 5 4 5 _
Barclays LRA Estimatad A+1toA- mted 1 _ _
Bl spatte (bt Total government bonds T3 FE] I
L s larary 2013}
As at 31 December 2012 Ebn Ebn Other
Total eligibe byuidity poo! 150 155 Supranational bands and multitateral development banks 4 4 =
Agencies and agency mortgage-backed securities T - 5 2
Asset inflows = 13 Cavered bonds (rated AA- and above) 5 - - 5
Other 3 - - -
Stress outfliows Totl Other 19 4 ] 7
Retail and commerncial depasit outfiows {29) (36)
Wholasale funding {45) (47) Total 150 120 136 a
Met securad funding {11) {12}
Dervativas {10} {10} The Croup liguidity pool is well diversified by major currency and the Group monitors LRA stress scenarios for major currendes.
Contractual credit rating downgrade exposure {13} (14)
Drawdoens of loan commitmants {6} (22} Liguidity pool by cumency
Other {2) - usD EUR GBF Othar Total
Total stress net cash flows {116) {123} £bn £bn Eon Ebn Ebn
Surplus 34 EF Liquidity pool 26 [13 25 13 150
Liguidity pool as a percentage of anticipated net cash flows 120% 126%

Barclays plans to mairtain its surplus to the imternal and requlatory stress requirements at an efficient level Barclays will continue to monitor the
money markets closely, in particular for early indications of the tightaning of available funding In thesa conditions, the nature and severity of the
stress sCenarios ane reassessed and appropriate action takenwith respect to the hguidity pool This may indhde further increasing the size of pool
or monetising the pool to meet stress gutflows.

Source: Barclays Annual Report 2012, p. 138

Management of the Group liquidity pool (audited)

The composition of the Croup liquidity pood is efficiently managed. The maintenance of the liguidity pool increases the Group's costs as

the interest expense paid on the liabilities used to fund the liquidity pool is greater than the interest income received on liquidiy pool assats.
This cost can be reduced by investing a greater portion aof the Group liquidity pool in highly liguid assats other than msh and depasits with
central banks. These assets primarily comprise government bonds and their inclusion in the bguidity pool does not compromise the hguidity
poskion of the Group.

The compasition of the liguidity pool is subject ta limits sat by the Board, Treasury Committee and the independent credit risk and market
risk functions. In addition, the investment of the liquidity pool is manitored for concentration risk by issuer curmency, assat type and country
Given the incremental returns generated by these highly liguid assets, the risk and reward profile is continwously managed.

Asat 31 Decernber 2012 the portion of the Group liquidity pool comprisad of cash and deposits with central banks reduced to £E85bn
(2011: £105bn) as a result of a reallocation to gowernment bonds and other highly liuid assets.

Barclays manages the liguidity pool on a centralised basiz As at 31 Decamber 2012, 90% of the liquidity pool was located in Barclay= Bank PLC
(2011: 94%) and was available to meat liguidity needs across the Group. The residual liquidity pool is held predaminanthy within Barclays Capital
Inc. {BCI). The portion of the liguidity pool outside of Barclays Bank PLC is held against entity- specific stressed outflows and regulatary
requirements. T the extent the use of this portion of the liguidity pool is restricted due ta regulatory requirements, it is assumead to ba
unavailabde to the rest of the Group.

For more infarmation on the governance framework for imvesting the Group liquidity pool see page 337
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Section 4 — Liquidity
Recommendation 18: Qualitative and quantitative analysis of liquidity reserve
Example 2 of 2

Liquidity Reserves

Liquidity Reserves compnse available cash and cash equivalents, highly liquid secunfies (includes government,
agency and government guaranteed) as well as other unencumbered central bank eligible assets. The volume
of the Liquidity Reserves is a function of the expected stress result, both at an aggregate level as well as at an
individual currency level. To the extent we receive incremental short-term wholesale liabilities which attract a
high stress roll-off, we will largely keep the proceeds of such liabilities in cash or highly liquid securities as a
stress mitigant. As such, the total volume of Liquidity Reserves will fluctuate according to the level of short-term
wholesale liabilities held, although this has no matenial impact on our overall liquidity position under stress.
Liquidity Reserves only include assets that are freely transferable within the group, or can be applied against
local entity stress outflows. These reserves are held across major currencies and key locations in which the
bank is active. The vast majority of our Liquidity Reserves are centrally held at our parent level or at our foreign
branches. Size and composition are subject to regular senior management review. The haircuts applied reflect
our assumption of the actual liquidity value that could be obtained, primarily through secured funding, and take
into account the experience observed in secured funding markets at times of stress.

The following table presents the composition of our Liquidity Reserves for the dates specified. As of Decem-
ber 31, 2012, Liquidity Reserves were € 232 billion (now including Postbank with € 26 billion following integra-
tion). The December 31, 2011 comparative amounts do not include Postbank. Excluding Postbank, we saw a
decrease in our Liquidity Reserves of € 16 billion. The primary driver of this was a reduction of € 40 billien in
our discretionary wholesale funding during the year, offset by growth in more stable funding sources. Excluding
Postbank, our average Liquidity Reserves during the year were € 211 billion.

Compaosition of our liquidity reserves by parent company {including branches) and subsidiaries
Dec 31, 2012 Dec 31, 2011

in £ bn. Carmying Value Liquidity Value Carmying Value

Awailable cash and cash equivalents (held primarily at central banks) 128 128 140"
Parent (incl foreign branches) 112 112 133
Subsidianes 16 16 7

Highly liquid securties

(includes government, govemnment guaranteed and agency securities) a1 82 85
Parent (incl. foreign branches) 58 52 56
Subsidiaries 35 30 2

Other unencumbered central bank eligible securities 13 i 18
Parent (incl. foreign branches) 12 =l 18
Subsidiaries 1 1 0

Total liquidity reserves 232 220 223"
Parent (incl foreign branches) 180 173 207
Subsidiaries a2 47 18

1 Amounts previously disdosed for December 31, 2011 have been adjusted to nofude also liquidity resenves which cannot be freely transfemed across the group,
bast which are available to mitigate stress outfiows in the entities in which they are held_

The above represents those assets that are unencumbered and which could most readily be used as a source
of liquidity over a short-term sfress honzon. Carmying value represents market value of Liquidity Reserves.
Liquidity value represents the value we give to our Liquidity Reserves, post haircut, under our combined stress
scenario assumptions. For an analysis of the pledged assets on the balance sheet, please refer to Note 22
“Assets Pledged and Received as Collateral”.

Source: Deutsche Bank Financial Report 2012, p. 163-164
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Section 5 — Funding

Recommendation 19: Tabular summary of unencumbered and unencumbered assets by balance sheet category

Example 1 of 2

Encumbered and unencumbered assets
(Unaudited)

The objective of this disclosure is to facilitate an
understanding of available and unrestricted assets
that could be used to suppert potential future funding
and collateral needs.

An asset 1s defined as encumbered if it has been
pledged as collateral against an existing liability,
and as a result is no longer available to the bank to
secure funding, satisfy collateral needs or be sold
to reduce the funding requirement. An asset is
therefore categorised as unencumbered if it has
not been pledged against an existing liability.
Unencumbered assets are then further analysed info
four separate sub-categories; ‘readily realisable
assets’, “other realisable assets’, “reverse repo/stock
borrowing receivables and derivative assets” and
‘cannot be pledged as collateral’.

The disclosure 1s not designed to identify assets
which would be available to meet the claims of
creditors or to predict assets that would be available
to creditors in the event of a resolution or
bankruptey.

The table below summarnses the total on
and off-balance sheet assets that are capable of
supporting future funding and collateral needs and
shows the extent to which these assets are currently
pledged for this purpose.

Summary of assets available to support potential
future fumding and collateral needs fon and aff-

balance sheet)
(Unaudited)

Total on-balance sheet assets ..
Less:
Reverse repo/stock bormowing receivables
and derivative assets ...
Other assets that cannot be plethzed as
collateral .

Total on-balance sheet assets that can support
funding and collateral needs ................

Add off-balance sheet assets:

Fair value of collateral received from
reverse repo/stock borrowing that is
available to sell or repledge ...

Fair value of collateral received from
denivatives that is available te sell or
repledge ..

Total assets that can support funding and
collateral needs (on and off-balance sheet)

Less:

On-balance sheet assets pledzed ...

Off-balance sheet collateral rerened fmm
reverse repo/steck borrowing which has
been repledged or sold .

Off-balance sheet collateral received from
denivative transactions which has been
repledged or sold .

Assets available to support ﬁu:ldl.ug and
collateral needs . -

Source: HSBC Annual Report 2012, p. 211-212

2012
US$hn
2,693

562
247

1,884

196

2,186

233

203

1,749

The effect of active collateral management

Collateral is managed on an operating entity basis,
consistent with the operating entity management of
ligdity and funding. The available collateral held
by each operating entity 15 managed as a single
collateral poel. In managing this collateral and
deciding which collateral to pledge, each operating
entity will seek to optimise the use of the available
collateral pool, within the confines of the LFRF,
irrespective of whether the collateral pledged is
recognised on-balance sheet or was received in
respect of reverse repo, stock borrowing or
derivative transactions.

As aresult of managing collateral in this
manner, in terms of asset encumbrance presentation,
we may encumber on-balance sheet holdings while
maintaining available wnencumbered off-balance
sheet holdings. even though we are not seeking to
directly finance the on-balance sheet holdings
pledged.

In quantifying the level of encumbrance of
negotiable securities, the encumbrance has been
analysed on an individual security basis. In doing so
where a particular security has been encumbered and
HSBC has holdings of the security both on-balance
sheet and off-balance sheet with the right to
repledge, it 1s assumed for the purpose of this
disclosure that the off-balance sheet holding is
encumbered ahead of the on-balance sheet holding.

An on balance-sheet encumbered and off-
balance sheet unencumbered asset will occur, for
example, if we receive a specific security as a result
of a reverse repo/stock borrow fransaction, but
finance the cash lent by pledging a generic collateral
basket, even if the securify received is eligible for
the collateral basket pledged. This will also occur if
we receive a generic collateral basket as a result of a
teverse repo fransaction but finance the cash lent by
pledging specific securities, even if the securifies
pledged are eligible for the collateral basket.

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices

Off-balance sheet collateral received and
pledged for reverse repo and stock
borrowing transactions

The fair value of assets accepted as collateral that
HSBC is permitted to sell or repledge in the absence
of default was US$296bn at 31 December 2012
(2011: US$302bn). The fair value of any such
collateral that has been sold or repledged was
US$203bn (2011: US$18%bn). HSBC is obliged

to return equivalent secunties. These transactions
are conducted under terms that are usual and
customary to standard reverse repo and stock
borrowing transactions.

The fair value of collateral received and
repledged in relation to reverse repo and stock
borrowing are reported on a gross basis. The related
balance sheet receivables and payables are reported
on a net basis where required under IFRS nefting
criteria.

As a result of reverse repo and stock borrowing
transactions where the collateral received can be sold
or re-pledged, but has not been sold or re-pledged,
we held US%93bn of unencumbered collateral
available to support potential future funding and
collateral needs at 31 December 2012.

Off-balance sheet non-cash collateral
received and pledged for derivative
transactions

The fair value of assets accepted as collateral related
to derivative transactions that we are permitted to
sell or repledge in the absence of default was
US%6.0bn. The fair value of any such collateral

that has been sold or repledged was US$0.8bn. We
are obliged to return equivalent securities. These
transactions are conducted under terms that are
usual and customary to derivative transactions.

Analysis of on-balance sheet encumbered
and unencumbered assets

The table on page 213 presents an analysis of
on-balance sheet holdings only, and shows the
amounts of balance sheet assets that are encumbered.
The table therefore excludes any available off-
balance sheet holdings received in respect of

reverse repo, stock borrowing or derivatives.
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Section 5 — Funding
Recommendation 19: Tabular summary of unencumbered and unencumbered assets by balance sheet category
Example 1 of 2 (cont.)

dnalysis of on-balance sheet encumbered and unencumbered assets

(Unaudited)
Unencumbered — cannot be
Encumbered Unencumbered pledged as collateral Cash collateral pggtfd fo gm'i_gf}' ma_[gm
reiﬁ::::é requirements on derivatives, is reported as
borrowing encumbered under trading assets within loans
Assets Readilv Other  receivables Cannot . :
pledged as realisable realisable & derivative be pledged or advances to banks and loans and advances to
collateral assets assets assets  as collateral Total customers.
USSm USSm USSm USSm USSm USSm
At 31 December 2012 The US%41bn of loans and advances to
Cash and balances at central banks ... - 139,963 20 - 1,349 141,532

Ttems in fhe course of collection from customers reported in the table above as encumbered

other banks - - - - 7,303 7,303 have been pledged predominantly to support the
Hong Kong Government certificates of . .
INGEDIEADESS oo - - - - 22,743 22,743 issuance of secured debt instruments, such as
Trading assets ... 143,019 116,395 10,330 134,752 1315 108,811 covered bonds and ABSs including asset-backed
— Treasury and other eligible bills ... 1309 23,973 = g g 26,182 . ; R ; 2
— debt securities ... 07157 47311 205 = 4 144,677 commercial Paper 155“’_&'& by consolidated 1111111'.1
— equity securities ... 5,502 35420 622 - - 41,634 seller conduits. It also includes those pledged in
— loans and advances to customers ....... 17,373 7,782 6921 84,376 1,495 117,947
Financial assets designated at fair value ___ = 7 610 = 31,525 33,582 In total. the Group has pledged US5152bn of
— Treasury and other eligible bills . - 4 - - 40 3 negotiable securities, predominantly as a result of
— debt securifies ... = 431 128 = 11,992 12,551 . . . - .
— equity securities ... - 2 152 - 20,384 20,868 market-making in securities financing to our clients.
— loans and advances fo banks g = = g EH] 55
— loans and advances to customers ....... = = = = 54 54 . . .
Additional contractual obligations
DIEVAHVES —ooooooooooooooeeeeeeeeee oo = = = 357450 = 357450
Loans and advances to banks ... 1,101 4,722 81802 35461 20370 152,546 U i rati
, g g : - - nder the terms of our current collateral obligations
Loans and advances to customers 40,792 55,616 §27.903 34,664 8,638 097,613 . . K =
Financial investments ... 16,678 300,255 7,990 - 66,178 121,101 under derivative contracts, we estimate based on the
- Er:sun' and other eligible bills ...... Ji,gl_i 113-:.-'33{ , Hf = o i'i {3::;1“ positions as at 31 December 2012 that HSBC could
— debt secunfies .. SO - =2 oL — .~ D dy (0 . -
~ equity securities o S0 37 _ 1.348 5,750 be required to post additional collateral of up to
US51.5bn (2011: USS3bn) in the event of a one
Assets held forsale ... - - 19,269 - - 19,269 : . . . e :
e T 1600 18,601 11,621 - 22,804 54,716 putch downgrade m credit ratings. “’h“-‘h_ would
Current tax assets - - - - 515 515 increase to USS2 5bn (2011: USS3 8bn) in the event
Prepayments and accrued income ... - - - - 9,502 9,502 . N
Tnterest in associates and joint ventures - - 17.480 - 354 17.834 of a two notch downgrade.
Goodwill and intangible assets ... - - - - 219,853 10,853
Property, plant and equipment ... - - 6,772 - 3,816 10,538
Dieferred ta% oo = = = = 7,570 7,570
233.280 666,000 083,007 562,327 246025 2,692,538

Source: HSBC Annual Report 2012, p. 213
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Section 5 — Funding
Recommendation 19: Tabular summary of unencumbered and unencumbered assets by balance sheet category
Example 2 of 2

Encumbered assets

Encumberad assets represent those on-balance sheet asssats
pledged or used as collateral in respect of certain of the Group's
liabilities. Hong Kong government certificates of indebtedness,
which secure the equivalent amount of Hong Kong currency
notes in circulation, and cash collateral pledged against
dervatives are included within other assets. Taken together,
these encumbered assets represent 3.7 per cent (2011: 4.0

per cent) of total assets, continuing the Group's historical low
level of encumbrance.

The following table provides a reconciliation of the Group's
encumbered assets to total assets.

202 2011
Unencumbered Encumbered Total Unencumberad Encumbered Total
assats assets assets ety 3sats s3sals
Smillion Smillion Smillion &milion Smilion $milion
(Cash and balances at central banks 51,480 227 51,707 37403 - ara03
Restricted balances at central banks - 9,336 9,336 - 9,961 3,961
Dervative financial instruments 49,496 - 49,496 h8.524 - hR.524
Loans and advances o banks! 68,432 T23 69,165 66,549 - 65,549
Loans and advances fo customers! 286,485 2378 288,863 269,551 2227 27,778
Investment securities! 119,147 1,508 120,745 101,776 2,779 104,555
Other assets 19,650 9,250 28818 18,387 8,899 27 286
Current tax asssts 216 - 215 232 - 232
Prepayments and accrued mcome 2584 - 2681 252 - 2521
Interests in associates 853 - 953 903 - ana
Goodwill and intangible assets T2 - 7312 7,061 - 7,061
Property, plant and equipment 6,646 - 6,646 5,078 - 5078
Deferred tax assets &0 - 601 835 - B35
Total 612,997 23,521 636,518 568,820 23.866 592 688

1 Inchedes assats held st fair value through profit or lo=s

In addition to the above, the Group received $10,517 million (2011: $7,076 million) as collateral under reverse repurchase agreements
that was eligible for repledging. Of this, the Group repledged $1,378 million (2011: $1,005 million) under repurchase agreements.

Source: Standard Chartered Annual Report 2012, p. 104
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Section 5 — Funding

Recommendation 20: Consolidated total assets, liabilities and off-balance sheet commitments by remaining
contractual maturity

34 Maturity analysis of assets, liabilities and off-balance sheet commitments

The table on page 486 provides an analysis of consolidated total assets. liabilities and off-balance sheet commitments
by residual contractual maturity at the balance sheet date. Asset and liability balances are included in the maturity
analysis as follows:

except for reverse repos, repos and debf securities in issue, trading assefs and liabilities (including trading
denivatives) are included in the "Due less than one month’ time bucket, and not by confractual maturity because
trading balances are typically held for short periods of time;

financial assets and liabilities with no contractual maturity (such as equify securities) are included in the “Due
over five yvears’ time bucket. Undated or perpetual instruments are classified based on the contractual notice
period which the counterparty of the instrument is entitled to give. Where there is no contractual notice period,
undated or perpetual contracts are included in the "Due over five years™ time bucket;

non financial assets and liabilities with no contractual maturity (such as property, plant and equipment, goodwill
and intangible assets, current and deferred tax assefs and liabilities and retirement benefit liabilities) are included
in the “Due over five years™ time bucket;

financial instruments included within assefs and liabilities of disposal groups held for sale are classified on the
basis of the contractual maturnty of the underlying instruments and not on the basis of the disposal transaction;
and

liabilities under insurance contracts are included in the ‘Due over five vears’ time bucket. Liabilities under
investment contracts are classified in accordance with their contractual maturity. Undated investment contracts
are classified based on the contractual notice period investors are entitled to give. Where there is no contractual
notice period, undated contracts are included in the "Due over five years’ time bucket.

Loan and other credit-related commitments are classified on the basis of the earliest date they can be drawn down.

Source: HSBC Annual Report 2012, p. 485
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Section 5 — Funding

Recommendation 20: Consolidated total assets, liabilities and off-balance sheet commitments by remaining
contractual maturity (cont.)

Maiturity analysis of asseifs and liabilities

At 31 December 2012

Due Due Dine Due Due Due
Due berween berween bhetween berween berween between Due
less than 1 and 3 3 and 6 6 and 9 O months 1 and 2 2and 5 oVer

1 month months months months and 1 vear Vears VEars S years Total
US5%m US%m U55m US%m USSm USSm US3m USSm USSm

Financial assets
Cash and balances at central banks . 141,532 — — — — — — — 141,532
Items in the course of collection from other banks ... 7.303 = = — = = — = T.303
Hong Kong Government certificates of indebtedness ... 22,743 - - - - - - - 22,743
Trading assets ... 382,654 12,506 9,519 248 3.169 405 — = 408,511
—FReverse repos ........... 2,525 12,506 0829 248 3,169 405 - - 115,682
— Other frading assets ...oooooeececcciieeeees 200,129 — — — — — — — 200,129
Financial assets designated at fair value ... 437 576 425 526 239 2,462 3,545 25,372 33,582
Dedivatives ........... 354,222 65 252 22 227 506 1,127 939 357,450
— A g 353,803 — = = — = — — 353,803
—Non-trading ... 419 [ 252 22 217 506 1,127 939 3,647
Loans and advances tobanks 104,397 21,683 5,850 1,292 5032 6,238 2,027 4,018 151,546
— Reverse repos 258,833 3,101 1071 356 o963 138 — — 35,462
— Other loans and advances to banks ... 75,504 19,582 3. 788 1,936 4,069 6. 100 2027 4,018 117.084
Loans and advances to customiers ..o 221,242 69,709 47,507 29,659 71,918 59,100 194,147 304,331 997,623
—Persomal L 49,042 5,578 7,242 6,763 0.547 17696 60,654 241,329 406,881
— Ceorporate and commercial .. 135,999 49,166 35,463 19,334 53,766 38070 119,330 55,910 510,038
el 3 171 T | AU OOURPOUSPUSTRUONt 33,201 11,965 4,802 3,562 3.015 3,334 5,133 7,092 50,704

Of which-

— REVETSE TEPOS - oo [ 19.547 || 10.640 || 2310 || 1,050 || 554 ] 250 || —| —11 34,651 |
Financial investments ... 18,085 51,339 33,996 14,072 26,478 61,443 83,127 112,561 421,101
Assets held for sale .. 4,953 198 515 115 6o9 519 1,079 9,964 18,122
Accrued income ... 2,77 2315 739 493 S42 164 217 1.284 5.540
Other financial assets .. 13,383 3,486 1,759 337 745 332 372 3.170 23,584
Total financial assets .. 1,283,727 162987 100,881 47,774 109,029 131,259 205,641 461,639 1,592,937
MNom financial assets ... s - — - - — — - 29,601 99,601
Total AsSets L 1,283,727 162987 100,881 47,774 109,029 131,259 205,641 261,240 1,692,538

Source: HSBC Annual Report 2012, p. 486
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Section 5 — Funding

Recommendation 20: Consolidated total assets, liabilities and off-balance sheet commitments by remaining

contractual maturity (cont.)

Financial liabilities

Hong Kong currency notes in eirculation ...

Deposits by banks
—Bepos ...
— Other deposits by

CUSTOMET BCCOUIESY ... e e eeeeee e
= Persomal .o e
— Corporate and commercial ...
= FINancial oo e

OF wWhIch: TBPOS oo e

Ttems in the course of transmission to otherbanks .
Trading BabilIties ..o
B OS e
— Dbt secumtles I ISTUS ... e e
— Other trading liabilihes .

Finanecial habihties designated at farr value
— Debt secunties in 1ssue: coveredbonds
— Debt secunties in 1ssue: otherwise secured .
— Debt secunties in 1ssue: unsecured
— Subordinated liabilities and preferred secunties ..
e Y 111 U

DIETIVAIVES oo ooceeeeeee e e s s ee e e ee e s st erreec s eeae s e
— Trading .........
— Non-trading

Debt securities In1sswe
— Coverad Bomds ... e e
— Otherwise secured ...
L V= U

Liabilities of disposal groups held forsale ... .
Accruals
Subordimated liabilifies ...
Other financial liabilities

Total financial liabilities ..
Nom financial hababtes .
Total Habilities ... e

Source: HSBC Annual Report 2012, p. 487

At 31 December 2012

Due Due Due Due Due Due
Due between between between between between between Due
less than 1 and 3 Jand 6 6 and 9 9 months 1 and 2 land 5 over
1 month months months months  and 1 year Years Vears 5 years Total
USSm USSm USSm USSm US8m US58m USSm USSm USSm
12742 - - - - - - - 11,742
79,100 12,029 1,957 437 2,155 1,695 240 616 107,429
6,503 4,645 711 - - - - - 11.949
11,507 7,384 1.246 437 2,155 1,695 9,440 616 95,480
1,193,736 67,638 34,010 11,939 16,012 7034 8,985 653 1,340,014
530,702 35,160 11,939 T.000 11,100 4,687 3. 0l6 37 624,001
473,370 14,018 0.044 2,015 3,354 L.69 1,193 305 515,278
180,574 8,360 3,027 1,114 1,565 1,178 3,876 41 199,835
22,446 || 3,860 || L047 || 345 || 567 || 34| — || 2ss18]
7,131 7 - - - - - - 7.138
240,212 29,003 4.707 L.520 5,197 3,567 9,736 10,021 304,563
96,690 17,002 3,319 035 2,227 - - - 130,223
380 2,001 1.388 835 2970 3.867 9,736 10,021 31,198
143,142 - - - - - - - 143,142
427 81 2,068 2.163 1.605 2916 23,902 49,558 87,72
- - - - - - 4,633 - 4.633
- 8 3,013 - 22 1040 218 11 4,542
3o2 49 1 2,117 1,357 690 23,495 15,933 44,034
- - = = = = 21 21,538 21,559
35 4 44 46 226 186 515 11,566 12,952
352,696 75 43 20 1408 628 1,212 1.795 358,886
351,195 - - - - - - - 352,195
501 75 43 2 1,408 618 1,212 1,795 6,691
13,738 11,368 6,355 2,540 27,992 11,992 19,100 5.076 119,461
- - 1,133 412 757 2,328 1920 456 T.046
14,598 1,594 - 184 753 1.634 5,779 950 15,792
9,140 10,474 5,221 pleil] 26,482 8,030 21,401 3,640 56,623
2475 142 433 254 138 166 45 - 3,803
3,369 4,173 o007 511 1.200 132 419 842 11,663
32 44 - 10 - 1,451 1,516 26,396 29479
19,537 4.8581 2,115 519 867 509 1,409 2,190 32417
1,945,495 130,541 52,505 20,532 57,631 30,610 00,764 97,147 2,425,315
- - - - = = = 54,004 84,004
1,945,495 130,541 52,595 20,532 57,631 30,610 00,764 181.241 2,509,409
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Section 5 — Funding

Recommendation 20: Consolidated total assets, liabilities and off-balance sheet commitments by remaining

contractual maturity (cont.)

Maturity analysis of off-balance sheet comminmenis received

At 31 December 2012
Loan and other credit-related commuitments ..

At 31 December 2011
Loan and other credit-related commutments ...

Maturity analysis of off-balance sheet commitments given

At 31 December 2012
Loan and other credit-related commuitments ...
Of which:

At 31 December 2011

Loan and other credit-related commitments ..

Of whach-
— Personal
— Corporate and commercial ...
— Financial

Source: HSBC Annual Report 2012, p. 490

Due Due Due Due Due Due

Diue between between between between between between Due

less than 1 and 3 Jand 6 6 and 9 9 months 1and 2 land 5 OVET
1 month months months months  and 1 vear Vears vears 3 vears Total
USSm US%m USSm USSm USEm US8m US5m US$m USSm
X455 k] 8 5 § 25 75 98 2677
5,280 2 36 3 6 19 308 143 5,097

Due Due Due Due Due Due

Diue between between between between between between Due

less than 1 and 3 3 and 6 6 and 9 9 months 1and 2 2and 5 OVET
1 month months months months  and 1 vear Vears vears 3 vears Total
USSm US%m USSm USSm USEm US8m US5m US$m USSm
408,815 43,304 8,350 5,191 37,751 11,598 45,010 18421 570,469
153,255 6,900 T04 185 19,049 1216 1,616 8,159 191,183
115800 34,368 6,365 4,051 15,412 0,485 37,179 8,503 342,255
29,661 | 2,027 L3 55 3,200 894 | 7115 | 1,669 46,031
373426 47187 20,076 35,673 38368 32230 78,831 20113 634,904
246570 7,569 21 4 848 4431 7.507 12 262 7,706 293017
114,741 36,866 15,289 19589 23,890 20,767 37,853 18,281 309276
12,115 2,152 2,663 11,236 8.047 3,956 8716 3,126 52,611
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Section 5 — Funding

Recommendation 21: Discussion of bank’s funding strategy

Example 1 of 2

Funding Diversification

Diversification of our funding profile in terms of investor types, regions, products and instruments is an important
element of our liquidity risk management framework. Our most stable funding sources are capital markets and
equity. retail, and fransaction banking clients. Other customer deposits and borrowing frem wholesale clients are
additional sources of funding. Discretionary wholesale funding represents unsecured wholesale liabilities
sourced primarily by our Global Markets Finance business. Given the relatively short-term nature of these liabili-
ties, they are primanly used to fund cash and liquid trading assets.

To ensure the additional diversification of our refinancing activities, we hold a Pfandbnef license allowing us to
issue mortgage Pfandbriefe.

In 2012 we continued to focus on increasing our most stable funding components, and we have seen increases
of € 12.2 billion (4.4 %) and €21.4 billion (12.4 %) from retail and transaction banking clients respectively. We
maintain access to short-term wholesale funding markets, on both a secured and unsecured basis.

Discrefionary wholesale funding comprises a range of unsecured products e g. Certificates of Deposit (CDs),
Commercial Paper (CP) as well as term, call and overnight deposits across tenors primarily up to one year. In
addition, included within Financing Vehicles, is € 8.6 billion of asset-backed commercial paper (ABCP) issued
through conduits.

The overall volume of discretionary wholesale funding and secured funding fluctuated between reporting dates
based on our underlying business acfiviies. Higher volumes, primarily in secured funding transactions, are
largely driven by increased client related securities financing activiies as well as intra quarter growth in liquid
trading inventories. We reduced the volume of discretionary wholesale funding during the year by € 40.0 billion.
This reduction was a consequence of the increase in mere stable funding sources combined with a decrease, on
a like for like basis, in Liquidity Reserves.

To avoid any unwanted reliance on these short-term funding sources, and to ensure a sound funding profile at
the short end, which complies with the defined risk tolerance, we have implemented limit structures (across
tenor) to these funding sources, which are derived from our stress testing analysis.

The following chart shows the composition of our external funding sources that contribute to the liquidity risk

position as of December 31, 2012 and December 31, 2011, both in EUR billion and as a percentage of our total
external funding sources.

Source: Deutsche Bank Financial Report 2012, p. 160-162

Composition of extemal funding sources

In€ bn.
300
- Bl 279
= 213
202 194 193 202
173
150
- 133
109 110
93
I
18 23

o 1]

18% 19% 26% 4% TR 155 10% 10% B 12% 18% 18% % 2%

Capital Markets Retail Transaction Other Discretionary Secured Funding  Financing

and Equity Banking Customers' Wholesale and Shorts Vehicles®

M December 31, 2012: total £ 1,101 bilion

M December 31, 201 1: total € 1,133 bilion

v Other includes fiduciary, self-funding structures (2.g. X-markets), margin / Prime Brokerage cash balances (shown on a net basis)

2 Includes ABCP-Conduits.

Reference: Reconciliation to total balance sheet Derivatives & setement balances € 788 billion (€ BED billion), add-back for netting efect for
Margin & Prime Brokerage cash balances (shown on a net basis) € 70 biion (£ 73 billien), other non-funding Rabilities £ 54 billion
(€ 52 bilion) for December 31, 2012 and December 21, 2011 respectively; figures may not add up due to rounding.

The following table shows the contractual maturity of our short-term wholesale funding (comprising discretion-

ary wholesale funding plus asset-backed commercial paper), as well as our capital markets issuance (of which
33 % is to retail customers).

Maturity of wholesale funding and capital markets issuance

Dec 31, 2012
Ouer Tmonth Ower 3months  Ower 6 months Ower 1 year
Mot more [but not more [but not more butnotmore  Sub-total less [but not more
in€m. than 1 menth  than 3 months  than & months than 1 year than 1 year than 2 years Ower 2 years
Deposits from banks 24,827 5,820 2,542 870 23,850 25 214 34,008
Deposits from other customers 20,776 1,896 e 465 24,015 185 204 24,485
CDs and CP 9078 14,880 5,320 3,626 33,812 283 183 34,277
ABCF 4.552 3721 378 = 8.6840 = = 8.640
Senior unsecured vanilla debt 1,972 4,921 5.101 4,480 18.483 8.020 37418 60.832
Senior unsecured structured
debt DE0 1,271 1,321 2,840 8,210 4,611 21,1284 32,005
Cowvered bonds/ABS 1,501 1,120 — 11 2,631 3,555 25,316 31,502
Subordinated liabilities 2,180 4,704 1,750 1,262 9,808 1,088 11.840 22,908
Other 7 33 12 i} 58 18 227
Total' 66,563 38,465 17,220 13,368 135618 18,675 28,777 240,088
Of which secured 8,053 48241 e 11 11,281 3,555 25,318 40,152
Of which unsecured 60,500 33,625 18,844 13,357 124,335 13,120 71,481 208,817

" Liabiities with call features are shown at earliest legally exercisable call date. No assumption is made as to whether such calls would be exercised.

The total volume (€ 135.6 billion) of maturing wholesale liabilities and capital markets issuance maturing within
one year should be viewed in the context of our total Liquidity Reserves of € 232.2 billion.
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Section 5 — Funding

Recommendation 21: Discussion of bank’s funding strategy

Example 20f 2

Funding and Liquidity Risk Management

We define liquidity risk as the potential inability to meet our contractual and contingent financial obligations, on- or off-
balance sheet, as they come due. Our primary liquidity objective is to provide adequate funding for our businesses
throughout market cycles, including periods of financial stress. To achieve that objective, we analyze and monitor our
liquidity risk, maintain excess liquidity and access diverse funding sources including our stable deposit base. We
define excess liquidity as readily available assets, limited to cash and high-quality, liquid, unencumbered securities
that we can use to meet our funding requirements as those obligations arise.

Global funding and liquidity risk management activities are centralized within Corporate Treasury. We believe that a
centralized approach to funding and liguidity risk management enhances our ability to monitor liquidity requirements,
maximizes access to funding sources, minimizes borrowing costs and facilitates timely responses to liguidity events.

The Enterprise Risk Committee approves the Corporation's liquidity policy and contingency funding plan, including
establishing liquidity risk tolerance levels. The ALMRC monitors our liquidity position and reviews the impact of
strategic decisions on our liquidity. ALMRC is responsible for managing liquidity risks and maintaining exposures
within the established tolerance levels. ALMRC delegates additional oversight responsibilities to the CFORC, which
reports to the ALMRC. The CFORC reviews and monitors our liquidity position, cash flow forecasts, stress testing
scenarios and results, and implements our liquidity limits and guidelines. For more information, see Board Oversight
of Risk on page 68. Under this governance framework, we have developed certain funding and liguidity risk
management practices which include: maintaining excess liquidity at the parent company and selected subsidiaries,
including our bank and broker/dealer

subsidiaries; determining what amounts of excess liquidity are appropriate forthese entities based on analysis of debt
maturities and other potential cash outflows, including those that we may experience during stressed market
conditions; diversifying funding sources, considering our asset profile and legal entity structure; and performing
contingency planning.

Global Excess Liquidity Sources and Other Unencumbered Assets
We maintain excess liguidity available to Bank of America Corporation, or the parent company, and selected
subsidiaries in the form of cash and high-quality, liquid, unencumbered securities. These assets, which we call our
Global Excess Liguidity Sources, serve as our primary means of liguidity risk mitigation. Our cash is primarily on
deposit with the Federal Reserve and central banks outside ofthe U.S. We limit the composition of high-quality, liquid,
unencumbered securities to U.S. government securities, U.S. agency securities, U.S. agency MBS and a select group
of non-U.5. government and supranational securities. We believe we can quickly obtain cash forthese securities, even
in stressed market conditions, through repurchase agreements or outright sales. We hold our Global Excess Liquidity
Sources in entities that allow us to meet the liquidity requirements of our global businesses, and we consider the
impact of potential regulatory, tax, legal and other restrictions that could limit the transferability of funds among entities.
Our Global Excess Liquidity Sources were $372 billion and 378 billion at December 31, 2012 and 2011 and were
maintained as presented in Table 17.

Table 17 Global Excess Liquidity Sources
December 31
ge for Three Months
{Dailiars in oillions) 2012 2011 Ended December 31 2012
Parant company ] 103 3 125 & 99
Bank subsidiaries 247 222 264
Broker/dealers 22 3 75
Total global liquidity sources $ 372 5 iTe % SE8

As shown in Table 17, parent company Global Excess Liquidity Sources totaled $103 billion and $125 billion at
December 31, 2012 and 2011. The decrease in parent company liquidity was primarily due to reductions in long-term
debt, partially offset by dividends and capital repayments from subsidiaries. Typically, parent company cash is
deposited avernight with BANA

Source: Bank of America Annual Report 2012, p. 75-76

Global Excess Liquidity Sources available to our bank subsidiaries totaled $247 billion and $222 billion at
December 31, 2012 and 2011. These amounts are distinct from the cash deposited by the parent company. The
increase in liquidity available to our bank subsidiaries was primarily due to an increase in deposits, partially offset by
capital returns to the parent company and reductions in debt. In addition to their Global Excess Liquidity Sources, our
bank subsidiaries hold other unencumbered investment-grade securities that we believe could also be used to
generate liquidity. Our bank subsidiaries can also generate incremental liquidity by pledging a range of other
unencumbered loans and securities to certain Federal Home Loan Banks (FHLBs) and the Federal Reserve Discount
Window. The cash we could have obtained by borrowing against this pool of specifically-identified

eligible assets was approximately $194 billion and $1839 billion at December 31, 2012 and 2011. We have established
operational procedures to enable us to borrow against these assets, including regularly monitoring our total pool of
eligible loans and securities collateral. Eligibility is defined by guidelines outlined by the FHLBs and the Federal
Reserve and is subject to change at their discretion. Due to regulatory restrictions, liquidity generated by the bank
subsidiaries can only be used to fund obligations within the bank subsidiaries and can only be transferred to the parent
company or nonbank subsidiaries with prior regulatory approval.

Global Excess Liquidity Sources available to our broker/dealer subsidiaries totaled $22 billion and $31 billion at
December 31, 2012 and 2011. Qur broker/dealers also held other unencumbered investment-grade securities and
equities that we believe could also be used to generate additional liquidity. Liquidity held in a broker/dealer subsidiary
iz available to meet the obligations of that entity and can only be transferred to the parent company or to any other
subsidiary with prior regulatory approval due to regulatory restrictions and minimum requirements.

Time to Required Funding and Stress Modeling

‘We use avariety of metrics to determine the appropriate amounts of excess liquidity to maintain atthe parent company
and our bank and broker/dealer subsidiarias. One metric we use to evaluate the appropriate level of excess liquidity at
the parent company is “Time to Required Funding.” This debt coverage measure indicates the number of months that
the parent company can continue to meet its unsecured contractual obligations as they come due using only its Global
Excess Liguidity Sources without issuing any new debt or accessing any additional liquidity sources. We define
unsecured contractual obligations for purposes of this metric as maturities of senior or subordinated debt issued or
guaranteed by Bank of America Corporation or Merrill Lynch. These include certain unsecured debt instruments,
primarily structured liabilities, which we may be required to settle for cash prior to maturity. The Corporation has
established a target for Time to Required Funding of 21 months. Our Time to Required Funding was 33 months at
December 31, 2012, For purposes of calculating Time to Required Funding at December 31, 2012, we have also
included in the amount of unsecured contractual obligations the $8.6 billion liability related to the BNY Mellon
Settlement. The BNY Mellon Settlement is subjectto final court approval and certain other conditions, and the timing of
paymentis not certain.

We utilize liquidity stress models to assist us in determining the appropriate amounts of excess liquidity to maintain
at the parent company and our bank and broker/dealer subsidiaries. These models are risk sensitive and have
become increasingly important in analyzing our potential contractual and contingent cash outflows beyond those
outflows considered in the Time to Required Funding analysis. We evaluate the liquidity requirements under a range of
scenarios with varying levels of severity and time horizons. The scenarios we consider and utilize incorporate market-
wide and Corporation-specific events, including potential credit rating downagrades for the parent company and our
subsidiaries, and are based on historical experience, regulatory guidance, and both expected and unexpected future
events.

The types of potential contractual and contingent cash outflows we consider in our scenarios may include, but are
not limited to, upcoming contractual maturities of unsecured debt and reductions in new debt issuance; diminished
access to secured financing markets; potential deposit withdrawals and reduced rollover of maturing term deposits by
customers; increased draws on loan commitments, liquidity facilities and letters of credit, including Variable Rate
Demand Motes; additional collateral that counterparties could call if our credit ratings were downgraded further;
collateral, margin and subsidiary capital requirements arising from losses; and potential liquidity required to maintain
businesses and finance customer activities. Changes in certain market factors, including, but not limited to, credit
rating downgrades, could negatively impact potential contractual and contingent outflows and the related financial
instruments, and in some cases these impacts could be material to our financial results.

We consider all sources of funds that we could access during each stress scenario and focus particularly on
matching available sources with corresponding liquidity requirements by legal entity. We also use the stress modeling
results to manage our asset-liability profile and establish limits and guidelines on cerain funding sources and
businessas.
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Section 6 — Market risk

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

RELATION OF RISK METRICS TO BALANCE SHEET OF GROUP'S CONSOLIDATED POSITION

6.2.1.6. Linkage with balance sheet items. Other Million euros

alternative risk measures Main market

Below are the parts of the balance sheet of the Group’s risk metrics

consolidated position that are subject to market risk, balance VR others pain ik factor for

showing the positions whose main risk metric is the Assets subject to market risk 20920 204,668 106.261

VaR and where monitoring is also carried out with Trading portfolios 177,917 176,781 1,136 Interest rate, credit spread

ot h er metrics. Other finandial assets at reasonable value 28,356 27 887 469 Interest rate, credit spread
Financial assets available for sale 92,266 - 92,266 Interest rate, equities

- . . . Equities 4,454 - 4,454 Equity stakes

For actlh'lt}" managed with metrics different to the \"IraRr Hedging derivatives 7,936 - 7,936 Interest rate, exchange rate

alternative measuras are used, mainly: sensitivity to different Liabilities subject to market risk 195.108 194,754 621

risk factors (interest rates, credit 5pr@adl etc). Trading portfolio 143,242 143,242 271 Interest rate, credit spread
Other financial liabilities at reasonable value 45418 45,068 350 Interest rate, credit spread

In the case of the trading portfolio. the securitisations and Hedging dervatives 6448 644

“level III" exposures (those in which not observable market
data constitutes significant inputs in their corresponding
internal models of valuation) are excluded from VaR
measurement.

Securitisations are mainly treated as if they were credit risk
portfolio (in terms of default, recovery rate, etc). For “level
1" exposures, which are not very significant in Santander
(basically derivatives linked to the home price index (HPI)
in the activity of markets in Santander UK, and the not
very significant portfolio of illiquid CDOs in the activity

of markets of the parent bank), as well as in general for
inputs that cannot be observed in the market (correlation,
dividends, etc), a very conservative policy is followed,
reflected in valuation adjustments as well as sensitivity.

Source: Santander Annual Report 2012, p. 215
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Section 6 — Market risk

Recommendation 23: Qualitative and quantitative breakdowns of significant trading and non trading
market risk factors that may be relevant (beyond interest rates, foreign exchange, commodity and equity

measures)

Risk by factor

The minimum, average, maximum and year-end 2012 valuas

in VaR terms are shown balow:

VaR STATISTICS BY RISK FACTOR'

Million ewrcs. VaR at 99%, with a ime frame of one day

2012 201 2010
Minimum  Average Maximum Year-end Average Year-end Average Year-end
Total VaR 94 149 224 185 24 15.9 8.7 206
. Diversification effect (9.1} i15.2) (25.8) {13.5) (21 8 (16.7) 129.1} 278)
& Intemast rate Vak 74 1nE 333 12.0 148 146 164 10.0
E Equity VaR 4.1 70 1.2 7.1 48 a7 20 B8
s FX'VaR 19 50 122 LY a0 42 14 139
Credit spread VaRt 13 6.1 130 9.1 15.0 e 08 147
Commaodities VaR 02 04 07 03 06 04 13 1.0
3 Total VaRt 5.0 10.1 20.5 89 1n.7 10.7 18.2 138
T Diversification effect (2.1} (6.4} (12.5) (3.8) B4 8.7) (8.3} 12.6)
g Interest rate VaR 52 88 200 8B 112 10.5 145 148
£ Equity VaR 0y 31 9.7 16 35 21 58 53
= FX VaR 05 ER 9.8 12 37 12 71 6.5
Total VaRt 05 0.8 20 0.8 12 0.9 13 o0s
i Diversification effact (0.2 (0.5) (.1 0.3 {0.5) 0.4) (0.7} 0.3)
B Intenest rate Vafk 04 07 13 o0& 09 K-} 12 09
é Equity VaR 0.0 0.2 0.8 0.1 0.1 0.1 0.2 0.0
FXVaR 0.1 0E 1.7 0.4 0.6 04 06 0z
Total VaR 7.2 1.0 16.5 16.4 155 101 148 25.1
Diversification effect (7.7} (12.9) (20.8) 9.9) 115.1} (13.00 (18.9) (14.6)
u Interest rate Vak 54 78 15.4 %3 1.5 1.9 28 125
g Equity VaR 4.1 62 93 63 39 36 67 E5
“ FiVaR 10 41 131 40 B85 38 98 e
Cradit spread VaRt 21 54 0.0 B3 &0 33 70 oo
Commodities VaRt 02 04 07 03 0.6 04 13 21
E Total VaR 08 7 102 12 0.5 a7 161 107
; Diversification effect 0.2} 10.6) (5.00 0.3 {1.1) [ ]] (1.1} 1.2)
i Interest rate Vak 02 03 06 02 04 05 06 0.5
g Cradit spread VaRl 06 26 10.4 13 10.3 B4 16.0 10.5
[c] P VaR [k} 04 19 0.1 09 18 06 0.9
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Source: Santander Annual Report 2012, p. 209 - 211

The average VaR declined again in 2012 by EUR 7.5 millicn

owver 2011. The reduction occurred in all risk factors except

for equities, which increased from EUR 4.8 million to EUR 7
million. Of note was the drop in the average VaR of interest
rates and exchange rates in Europe and the credit spread in
global activities.
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The VaR evolution by risk factor in general also dedlined,

with peaks and troughs sharper in the case of the \VaR by
credit spread, partly due to the exclusion of the risk spread

of securitisations and credit correlation which by BIS 2.5 s
corsidered as banking book: for the purposes of regulatory
capital as of 15 Movember 2011. The temporary changes in
the VaR of various factors was due more to the temporary rises
in the volatility of market prices than to significant changes in
positions.

6.2.1.2. Distribution of risks and management results™
6.2.1.2.1. Geographic distribution

In trading activity. the awerage contribution of Latin America
to the Group’s total VaR in 2012 was 44% compared with
a contribution of 33.3% in economic results. Europe, with

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices

52.6% of global risk, contributed 60.6% of results, as its
treasury activity was more focusad on providing senvice to
professional and institutional dients compared with that of
Latin America. However, there was a gradual homogenisation
im the profile of activity in the Group's different units.

Balow is the geographic contribution (by percentage), bothin
risks, measured in VaR terms, as well as in results (economic
terms).

VaR BINOMIAL-MAMAGEMENT RESULTS:

GEDGRAPHIC DISTRIBUTION

Average VaR (at 99%, with a time frame of one day) and annual
accumulzted management result (milion sunos)

Annual management result
2000 =301 mA2?

Annual average Yal
2010 m2011 =2

Global artivitis

6.2.1.2.2. Monthly distribution of risks and results

The next chart shows the risk assumption profile, in terms
of VaR, compared to results in 2012. The average VaR
remained stable, while results evolved in a more iregular
way during the year. January and July were positive
manths, particularly lanuary, and August to October
negative, with results below the annual average.
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Section 6 — Market risk

Recommendation 24: Qualitative and quantitative disclosures describing significant market risk
measurement model features (e.g. model limitations, assumptions, back testing) and how these are used to
enhance the parameters of the model

4.2. Internal independent validation
of risk models

As well as being a regulatory requirement, the function of
internal validation of risk models constitutes a fundamental
support for the risk committee, and for local and corporate
risk committees, in their responsibilities of authorisation of
the use (management and regulatory) of models and their
regular review.

Internal validation of models consists of a specialised unit,
with sufficient independence, obtaining a technical opinion
on the adequacy of the internal models for the purposes
used, whether they be internal management and/or of a
regulatory nature (calculation of the reqgulatory capital, levels
of provisions, etc), concluding on their robustness, use and
effectiveness.

Santander’s internal validation of models covers credit
risk models, market risk models and those for setting the

price of financial assets as well as the economic capital
model. The scope of validation includes not only the
most theoretical or methodological aspects but also the
technological systems and the quality of the data that
enable and support their effective functioning and, in
general, all relevant aspects (controls, reporting, uses,
involvement of senior management, etc.).

The function is global and corporate, in order to ensure
homogeneous application, and is conducted via four
regional centres in Madrid, London, Sao Paulo and New
York. These centres have full functional and hierarchical
dependence on the corporate centre, which ensures
uniformity in the development of its activities. This
facilitates implementation of a corporate methodology that
is supported by a series of tools developed internally in
Santander, which provide a robust corporate framework for
all the Group's units, computerising certain verifications in
order to ensure that the reviews are carried out efficiently.

This corporate framework of internal validation is fully
aligned with the criteria on internal validation of the
advanced models issued by the Bank of Spain and by the
rest of supervisors to whom the Group is subjected. In this
respect, the criterion is maintained of separating functions
between the units of internal validation and internal
auditing, which is the last layer of control in the Group
charged with reviewing the methodology, tools and work
conducted by internal validation and expressing its opinion
on its degree of effective independence.
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6.2.1.4. Gauging and contrasting measures

In 2012, the Group continued to regularly conduct analysis and
contrasting tests on the effectiveness of the Value at Risk (VaR)
calculation model, obtaining the same condusions that enable
us 1o verify the model’s reliability. The objective of these tests is
to determine whether it is possible to accept or reject the model
used to estimate the maximum loss of a partfolio for a certain
level of confidence and a specific time frame

The most important test is backtesting, analysed at the local and
global levels by the market risk control units. The methodology
of backtesting is implemanted in the same way for all the
Group's portfolios and sub-portfolios.

Backtesting consists of comparing the forecast VaR
measuraments, with a certain level of confidence and time

frame, with the real results of losses obtained in a same time
frame.

Santander calculates and evaluates three types of backtesting:

“Clean” backtesting: the daily VaR is compared with the
results obtained without taking into account the intraday
results or the changes in the portfolio’s positions. This methot
contrasts the effectivenass of the individual models used to
assess and measure the risks of the different positions.

"Dirty” backtesting: the daily VaR is compared with the day'’s
net results, indluding the results of the intraday operations and
those generated by commissions.

"Dirty" backtesting without mark-ups or commissions: the
daily VaR is compared with the day’s net results from intraday
operations but excluding those generated by mark-ups and
commissions. This method aims to give an idea of the intraday
risk assumed by the Group’s treasuries.

For the first case and the total portfolio, there were three
exceptions in 2010 of VaR at 99% (days when the daily loss was
higher than the VaR): two in May - the first due to a more than
usually high rise in the Brazilian currency inflation-indexed curve
after the publication of a higher than expected inflation figure,
and the second because of higher than normal increases in
Spain’s and Mexico's interest rate curves -, and one in Jung, due
to the sudden widening of credit spreads, falls in stock markets
and the depreciation of most currencies against the US dollar as
a result of the deterioration of expectations on the outcome of
the summit of EU heads of state (June 29).

The number of exceptions responded to the expected

BACKTESTING OF BUSINESS PORTFOLIOS: DAILY RESULTS VERSUS PREVIOUS DAY'S VALUE AT RISK
Million euros

performance of the VaR calculation model, which works with
a confidence level of 99% and an analysis period of one year

(over a longer period of time, an average of two or three
exceptions a year is expected).
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The backtesting exercises are regularly conducted for each
relevant portiolio or strategy of the Group, and its main
objective (as in the rest of contrasting tests) is to detect
anomalies in the VaR model of each portfolio (for example,
shortcomings in the parametrisation of the valuation models
of certain instruments, not very adequate proxies, etc.). This
is a dynamic process contextualised in the framework of the
procedure for reviewing and validating the model.

Source: Santander Annual Report 2012, p. 175; 213-214
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Section 6 — Market risk

Recommendation 25: Description of the primary risk management techniques employed to measure and
assess the risk of loss (beyond reported risk measures and parameters, such as VaR) through methods such
as stress tests, expected shortfall, economic capital, scenario analysis, stressed VaR or other alternative

approaches

Risk Profile/Risk Appetite
We considered the following matters in 2012

= We considered and approved the scenarios for Barclays internal stres
Testing exercise, including a reverse stress test, and later reviewed th
results, The stress tests included a potential Eurczone break-up
scenario. As in previous years, the stress testing exercises
demonstrated that Barclays remains well-capitalised and profitable
in a stress scenario; and

= We considered risk appetite for 2013 and recommended it to the
Board for approval. Taking a 1.in7 scenario and a 1 in 25 scenaria,
we assessed the performance of agreed financial volatility
parameters in those scenarios to establish if there are any potential
constraints. While the financial volatility pararmeters are largely
unchanged from the prior year, some were recalibrated.
The proposed risk appetite for 2013 also allows for a higher level
of non-credit losses, given the impact in 2012 of such losses,
for example, product mis-selling redress. The Committee will
monitor risk appetite for 2013 and may revisit it in light of the
Transform Programme.

Analysis of stress testing

Analysis of traded market risk exposures
Following a volatile beginning to the year, markets steadity improved through the second half of the year with momentum gaining in the fourth

quarter of 2012, even as some wider concerns persisted. The Investment Bank's focus on market risk exposures centred on limiting illiquid risk
exposures when possible. Primary risk metrics showed a fall in market risk from 2011 levels.

The three main contributors to total Daily Value at Risk (DVaR) were credit, spread and interest rate risk. From 2011 levels, average credit risk CVaR
fell by £3m (11%), spread DVaR fell by £2m (8%) and interest rate DVaR fell by £3m (18%). Total management DVaR fell by £19m (33%) reflecting
the sharp reduction in the DVaR measure.

Tail risk measures also indicate a similar decline in risk profile, with a particularly sharp fall in 3W. However, some of this decline can be attributed
to the rolling of the time period within the historical simulation.

The daily average, maximum and minimum values of DVaR, Expected Shortfall and 3W (audited)

For the year ended 31 December 202 2011

Average High* Low* Average High" Low®
DVaR (95%) £m £m £m £m £m £rm
Interest rate risk 14 23 7 17 48 8
Inflation risk 3 7 2 4 9 2
Spread risk 23 31 17 25 40 17
Credit risk 26 44 18 29 48 17
Basis risk " 21 5 [ [ [
Foreign exchange risk [ 10 2 5 -1 2
Equity risk 9 19 4 18 34 9
Commodity risk 6 9 4 12 18 7
Diversification effect® (60) na na (54) na na
Total DVaR 38 75 27 57 B8 33
Expected Shorfall 47 91 30 71 113 43
3w 77 138 44 121 202 67

= |nterest rate risk measures the impact of changes in interest (swap) rates and volatilities on cash instruments and derivatives;
= |nflation risk measures the impact of changes in inflation rates and volatilities on cash instruments and derivatives;
= Spread risk measures the impact of changes to the swap spread, i.e. the difference between swap rates and government bond yields;

= Crpdit risk measures the impact of changes to the credit spread of credit risky sovereign bonds, corporate bonds, securitised products or credit
derivatives such as Credit Default Swaps;

= Basis risk measures the impact of changes in Interest rate tenor basis (e.g. the basis between swaps vs. 3M LIBOR and swaps vs. 6M LIBOR)
and cross currency basis;

= Foreign exchange risk measures the impact of changes in foreign exchange rates and volatilities;
= Equity risk measures the impact of changes in equity prices, volatilities and dividend yields;
= Commodity risk measures the impact of changes in commaodity prices and volatilities, including the basis between related commodities; and

= Diversification effect reflects the fact the risk of a diversified portfolio is smaller than the sum of the risks of its constituent parts. It is measured
as the sum of the individual asset class DVaR estimates less the total CVaR

Stress tests and scenario analysis also indicate a fall in market risk levels from 2011, in line with the trend in DVaR. Combined stress scenarios
show that a sharp and rapid slowdown in global economic activity is the largest threat to the trading exposures. The scenario assumes an extreme
and instant sell off across all risky assets coupled with a contraction in credit, and limited gains in safe havens. The calculation assumes an instant
shock to positions, without any opportunity to hedge immediately, and assumes an appropriate holding period where the firm may be unable to

unwind its trading positions.

Source: Barclays Annual Report 2012, p. 57; 155
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Section 7 — Credit risk

Recommendation 26: Provide Information that facilitates users’ understanding of credit risk profile
Example 1 of 3

2012 2011 Delta % 2012 201 Delta %
Corporate Rating 265,335 286,599 —74% Retail Rating 353,007 400,064 -11.7%
Performing 255,715 278,807 —8.2% Performing 347,508 394,262 -11.8%
Impaired/Non-performing 9,620 7792 23.5% Impaired/Non-performing 5,499 5,802 —5.2%
Corporate Geography/business units 265,335 286,599 —1.4% Retail Customer Segment 353,007 400,064 NM7%
Africa 731 1,017 ~28.1% Private Persons 321,384 366,529 -12.3%
America 37,065 45,841 —19.1% Small Mid-sized Enterprises 22,281 24,539 —9.2%
Asia 2T 23314 —05% Private Banking 3,553 2,514 41.4%
Australia 3,334 4,348 -23.3% Other 5,790 6,483 2107%
Europe 201,010 212,078 —5.2%
: - - .
Europe 201,010 312,078 599 Retail gﬁic;graphy/busmess units 353,0(5); 400,02; —1;;02
Netherlands 71,454 74,639 —4.2% America 146 55.279 299.7%
Belgium 32,429 32,232 0.7% ‘ .
Germany 6,173 6,471 —4.6% Asa 1,684 1,528 10.2%
Rest of Europe 90,953 98,736 —7.8% Australia 34,438 34,243 0.6%
! : Other 30 925 ~96.8%
Corporate Industry 265,335 286,599 —7.4% Europe 316,652 308,035 28%
Real Estate 51,374 53,020 -47%
Natural Resources 41,665 40,955 1.8% Europe Sl 308,035 2.8%
Non-Bank Finandial Institutions (NBFI) 33,292 44,985 26.0% Netherlands Lo 165,534 —0.4%
Transportation & Logistics 22,060 23,763 71% Belgium 39,703 38,051 4.4%
Food, Beverages & Personal Care 18,084 17,351 4.3% Germany 68,457 64,292 6.5%
Other 98,860 105,625 —6.4% Rest of Europe 43,715 40,158 8.9%
Corporate PD Bands 265,335 286,599 7.4% Retal PD Bands Sl 400,064 —.7%
<0.05% 13,989 14,345 —2.4% <0.05% 22,009 11,556 90.5%
0.05% t0 0.5% 114,214 132,720 -13.9% 0.05% to0 0.5% 192,850 217,225 -11.2%
0.5% to 5% 104,606 107,906 —3.0% 0.5% to 5% 113,563 133,863 -15.1%
5% to 10% 9,059 10,530 ~13.9% 5% to 10% 8,525 18,010 —52.7%
10% to 20% 7,026 7,989 212.0% 10% to 20% 6,792 7,824 —13.2%
20% to 50% 6,820 5,317 28.3% 20% to 50% 3,769 5784 —34.8%
more than >50% 9,620 7,792 23.5% more than >50% 5,499 5,802 —5.2%
Includes both AIRB and SA portfolios; excludes equities and ONCOA. Includes both AIRB and SA portfolios; excludes equities and ONCOA.

Source: ING Annual Report 2012, p. 354+
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Section 7 — Credit risk

Recommendation 26: Provide Information that facilitates users’ understanding of credit risk profile

Example 2 of 3

Corporate Credit Exposure

Main corporate credit exposure categories according to our infemal creditworthiness categories of our counterparties.

. o in €m. Dec 31, 2012
Maximum Exposure to Credit Risk [ et seoaTes
Dec 31, 2012 Credit Enhancements Probability lending Confingent . available
' ) Ratingband of default Loans commitments” liabiities _OTC derivatives® for sale Total
Maximum G;i?cﬁﬁ% Total cradit IAAAJAA 0.00-0.04 % 48,992 20,233 9,064 23,043 30,054 131,386
EXpOSUTE, ! ' iA 004011 % 43,047 37,456 19,192 22308 8,186 130,189
B 1 - - PO - i 1 N
in€m to credt sk Metting Collatersl derivatives” _ enhancements 'BEB 0.11.05 % 53,804 37.754 31,304 7713 3,788 124,363
Due from banks 27,885 - - 1 1 iBB 05227 % 45326 22631 11,460 5,778 1,749 86,944
Interest-eaming depesits with banks 110,548 - 2 5 7 iB 2.27-10.22 % 17,739 10,068 4,886 2415 277 35,335
Central bank funds sold and securities purchased iCCC and below 10.22-100 % 13,062 1,515 2,455 1,187 151 18,370
under resale agreements 36570 — 38,341 — 36,241 Total 221,970 129,657 68,361 52444 44,135 526,587
— " Includes impaired loans mainly in category CCC and below amounting to € 6.1 billion as of December 31, 2012
Securities bormowed 23.847 - 23.308 - 23.308 ? Inchudes imevocable lending commitments related to consumer credit exposure of € 10.4 billion as of December 31, 2012,
Financial assets at fair value through profit or * Includes the efiect of netting agreements and cash collateral received where appiicable.
loss* 1.119.100 B657.828 211,387 3,068 873.191 :
- - - T in€m Dec 31,2011
Financial assets available for sale 47110 - 1,287 703 1,880 \mevocable Debt securiies
Loans® 401575 - 208528 37,841 246,370 et P -~ -
Other assets subject to credit risk B5.806 60,548 6,853 12 76,211 TAAAIARL 0.000.04 % 51,321 21,152 5,535 37,560 22753 139,330
Financial guarantees and other credit related iA 0.04-0.11 % 45 085 37,894 24 410 17,039 8,581 133,009
contingent liabilities® 62,381 - 7.810 8,444 16,254 iBBB 0.11-0.5 % 59,496 36,659 21,002 12,899 5,109 135,165
Irevocable lending commitments and other ':B 3 20?&1522 i i’g’;gg 2;-?2; 1;32? ;';z? 2'2323 2:’52;
. - 5 _ I e /-1 i A A A A
credit related commitments 129,857 4,771 10,558 15,220 parrep— 0100 % e 207 oee 1632 = g1
Maximum exposure to credit risk 2,050.050 T27.372 500,088 41,562 1.280.032 Total 241,936 127,995 73,653 79,624 39,381 562,569

1 All amounts at camying value unless otherwise indicated.

2 Does not inchede credit dervative notional sold (€ 1,274,060 milion) and credit derivative notional bought protection. Interest-eaming deposits with banks mainky

relate to Liquidity Reserves.

* Credit derivatives are reflected with the notional of the underlying.
+ Exgludes equities, other equity interests and commodities.

% Gross boans less (defered expensefuneamed income before deductions of allowance for loan losses.
, other credit related contingent labiifes and mevocable lending commitments (incuding commitments designated under the fair value option)

& Fnancial
are reflected at noticnal amounts.

Credit Quality of Financial Instruments neither Past Due nor Impaired

Dec 31,2012
iCCC

n€m.' IAAA-ARA iA iBEE BB iB and below Total
Due from banks 24,057 1528 o8g 103 171 47 27,885
Interest-eaming deposits with banks 110,051 7238 1,388 748 78 &5 118,548
Central bank funds sold and securities
purchased under resale agreements 1,605 32,580 1,332 ar7 140 56 38,570
Securities borrowed 14,688 7,322 1.213 438 308 - 23.047
Financial assets at fair value through profit or loss® 348,320 551,300 08,274 00.853 23.260 7.084 1,119,100
Financial assets available for sale® 30,077 8,303 4,078 1,813 515 1,064 48,848
Loans" 51,853 52,568 00,683 120,516 38,935 13,110 385,665
Other assets subject to credit risk 6,460 40,113 2,887 35,128 1,200 110 25,808
Financial guarantees and other
credit related contingent liabilities* 9,084 10,192 21,304 11.480 4.288 2455 68,361
Imevocable lending commitments and other
credit related commitments® 20,233 37 456 37.754 22,831 10.088 1.515 120,657
Total 617,306 757,580 288,681 202,755 70.850 28,408 2,043,387

* All amounts at camying value unless otherwise indicated.
? Excludes equities, other equity interests and commodities.

2 Gross loans bess (defemed expense)iuneamed income before deductions of allowance for loan losses.
4 Financial guarantess, other credit refated contngent lisbilities and imewocable lending commitments (including commitments designated under the fair value option)

are reflected at notional amounts.

Source: Deutsche Bank Financial Report 2012, p. 67-68; 82-84

! Includes impaired loans mainly in category CCC and below amounting to € 6.3 billion as of December 31, 2011

“ Includes imevocable lending commitments related to consumer credit exposure of € 0.2 bilion as of December 31, 2011,

* Includes the effect of netting agreements and cash collateral received where applicable.

Our corporate credit exposure has declined by 6 % since December 31, 2011 to € 526.6 billion. Reductions

have been primarily recorded for Loans (€ 20.0 billion) and OTC derivatives (€ 17.2 billion). Overall, the

quality of corporate credit exposure has improved with 73 % rated investment grade compared to 72 % as of

December 31, 2011. The loan exposure shown in the table above does not take into account any collateral,

other credit enhancement or credit risk mitigating transactions. After consideration of such credit mitigants, we

believe that our loan book is well-diversified. The decrease in our OTC derivatives exposure, primarily took
place in relation to investment grade counterparties. The OTC derivatives exposure does not include credit
risk mitinants (nther than master aoreement neftinal or eollateral (other than cashy Takina these mitiaants into
account, the remaining cumrent credit exposure was significantly lower, adequately structured, enhanced or well-
diversified and geared towards investment grade counterparties. The increase in our debt securities available for
sale exposure in comparison to December 31, 2011 is mainly to the strongest counterparties in the rating band

IAAA-IAA

The 90 days or more past due ratio in Germany declined in 2012 driven mainly by a sale of non-performing
loans, in addition to benefiting from the favourable economic environment. Apart from the economic
development in the rest of Europe the increase in the ratio outside Germany is mainly driven by changes in the
charge-off criteria for certain portfolios in 2009. Loans, which were previously fully charged-off upon reaching
270 days past due (180 days past due for credit cards), are now provisioned based on the level of historical
loss rates, which are derived from observed recoveries of formerly charged off similar loans. This leads to an
increase in 90 days or more past due exposure as the change increased the time until the respective loans are
completely charged-off. Assuming no change in the underlying credit performance, the effect will continue to
increase the ratio until the portfolio has reached a steady state, which is expected approximately 5 years after

the change.

The reduction of net credit costs as a percentage of total exposure is mainly driven by the aforementioned sale
of nonperforming loans, but also due to the favourable economic developments in the German market.

Consumer mortgage lending exposure grouped by loan-to-value buckets’

Dec 31. 2012
<50% 1%
=50<70 % 16 %
=70=90% 8%
=90=100 % 2%
>100= 110 % 1%
>110<=130 % 1%
=130 % 1%

1 When assigning the exposure to the comesponding LTV buckets, the exposure amounts are distributed according to their relative share of the underlying assessed

real estate walue
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Section 7 — Credit risk

Recommendation 26: Provide Information that facilitates users’ understanding of credit risk profile

Example 3 of 3

5.2.2. Performance of magnitudes in 2012
The table below sets out the main items related to credit risk
derivad from our activity with customers.

GRUPO SANTANDER - RISK, NPLS, COVERAGE, PROVISIONS AND COST OF CREDIT*

The consolidated financial report details the portfolio of
customer loans, both gross and net of funds. Credit risk also
includes guarantees and derivatives. The following chart

Credit Risk with customers’ Non-performing loans NPL ratio
(million euros) mil\bn eurcs) %
2012 20m 2010 2012 2011 2010 2012 20m 2010
Continental Europe 334,028 354,666 370,673 20,869 18378 16,075 6.25 5.18 434
Santander Branch Network 111,756 118,060 126,705 10,787 10,002 6,994 9.65 847 552
Banesto 71,976 78,860 86,213 4,520 3,950 3548 6.28 50 41
Santander Consumer Finance 59,387 50,442 67,820 2,315 2,361 3,359 3.90 397 495
Portugal 28,188 30,607 32,265 1,849 1,244 937 6.56 4.06 290
Poland 10,601 9,120 — 500 445 — 4.72 4.89 —
UK 255,519 259,386 244,707 5.241 4,763 4,308 2.05 1.84 1.76
Latin America 160,413 159,445 149,333 8,695 6,881 6,141 5.42 432 an
Brazil 89,142 91,035 84,440 6113 4902 4149 6.86 5.38 491
Mexico 22,038 19,446 16,432 428 354 303 1.94 182 184
Chile 32,697 28462 28,858 1.691 1,096 1,079 5.17 385 374
Puerto Rico 4,567 4,559 4,360 326 394 A2 7.14 2.64 10.59
Argentina 5378 4,957 4,097 o2 57 69 1.7 1.15 1.69
Sovereign 44,678 43,052 40,604 1,025 1229 1,872 2.29 2.85 4.61
Total Group 794,901 822,657 804,036 36,100 32,036 28,522 4.54 3.89 355
Memo item:
Spain 249477 271,180 283,424 16,809 14,900 12,007 6.74 5.49 4.24
Coverage Spec. provs. net of recovered Credit cost
(%) write- offs? (million eurcs) (% of risk}
2012 201 2010 2012 2011 2010 2012 2011% 2010
Continental Europe 725 55.8 7114 4.106 3.828 6.190 1.19 1.10 1.62
Santander Branch Network 67.5 399 518 1.545 1.735 2.454 1.33 1.42 1.89
Banesto 1.3 53.1 544 948 778 1.272 1.28 0.96 1.52
Santander Consumer Finance 109.5 109.3 1284 797 762 1.884 1.34 1.43 2.85
Portugal 53.1 549 60.0 344 283 105 1.17 0.90 0.30
Paland 68.3 65.2 — 117 59 — 1.17 — —
UK 45.4 40.2 45.8 982 am 826 0.36 0.32 0.34
Latin America 87.5 97.0 103.6 7.215 5.379 4.758 448 3.57 3.53
Brazil 90.2 95.2 1005 5.939 4.554 3.703 6.47 5.28 493
Mexico 157.3 175.7 2149 459 293 469 2.1 1.63 312
Chile 57.7 734 88.7 601 395 390 1.86 1.40 1.57
Puerto Rico 62.0 514 575 86 a5 143 1.90 2.25 322
Argentina 143.3 206.9 149.1 106 29 26 1.99 0.67 0.72
Sovereign 105.9 96.2 754 284 416 479 0.62 1.04 1.16
Total Group 72.6 614 727 12574 10.426 12.342 2.21 1.4 156
Memo item:
Spain 70.6 45.5 57.9 2.993 2.821 4.352 1.23 1.04 153

Source: Santander Financial Report 2012, p. 178-179

shows the relation between the concepts that comprise

these magnitudes.

CREDIT RISK
WITH CUSTOMERS 794,901*

Oustanding
Breakdown 1 760,772
Lending {customer credit)
Breakdown 2 746,015

J

LENDING
(CUSTOMER CREDIT)
Country risk adjustment and others
(29)
CUSTOMER LOANS
(GROSS) 745,988
Credit
722,888
Funds
0
9162 | 13,936
CREDIT TO CUSTOMERS
(NET)
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CREDIT RISK SECTION
Repos, other fin.assets and derivatives
34,128

Contingent liability and derivatives

48,886

BALANCE OF THE SECTION
[~ “CONSOLIDATED FINANCIAL REPORT"
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Section 7 — Credit Risk

Recommendation 27: Policies related to impaired, restructured loans and forbearance policies

Example 1 of 2

Identifying Potential Credit Risk Loans

In line with disclosure requirements from the SEC in the US, the Group
reports potentially and actually impaired loans as Potential Credit Risk
Loans (PCRLs). PCRLs comprise two categories of loans: Potential
Problem Loans (PPLs) and Credit Risk Loans (CRLs).

PPLs are loans that are currently complying with repayment terms but
where serious doubt exists as to the ability of the borrower to continue
to comply with such terms in the near future. If the credit quality of a
loan on an EWL or WL deteriorates to the highest category (wholesale)
or deteriorates to delinguency cycle 2 (retail), consideration is given to
including it within the PPL category.

Should further evidence of deterioration be observed, a loan may move
to the CRL category. Events that would trigger the transfer of a loan
from the PPL to the CRL category include a missed payment or a
breach of covenant. CRLs comprise three classes of loans:

= Impaired loans: comprises loans where an individual identified
impairment allowance has been raised and also include loans which
are fully collateralised or where indebtedness has already been
written down to the expected realisable value. This category includes
all retail loans that have been charged off to legal recovery. The
impaired loan category may include loans, which, while impaired, are
still performing;

Accruing past due 90 days or more: comprises loans that are 90 days
or more past due with respect to principal or interest. An impairment
allowance will be raised against these loans if the expected cash
flows discounted at the effective interest rate are less than the
carrying value; and

Impaired and restructured loans: comprises loans not included above
where, for economic or legal reasons related to the debtor’s financial
difficulties, a concession has been granted to the debtor that would
not otherwise be considered. Where the concession results in the
expected cash flows discounted at the effective interest rate being
less than the loan's carrying value, an impairment allowance will

be raised.

Source: Barclays Annual Report 2012, pg. 326

Forbearance

The Group offers forbearance programmes to assist customers and
clients in financial difficulty through agreements to accept less than
contractual amounts due where financial distress would otherwise
prevent satisfactory repayment within the original terms and conditions
of the contract. These agreements may be initiated by the customer,
Barclays or a third party.

In the retail portfolios, as part of the Group Risk Forbearance Policy,
solutions may take a number of forms depending on the extent of the
financial dislocation. Short term solutions normally focus on temporary
reductions to contractual payments and switches from capital and
interest payments to interest only. For customers with longer term
financial difficulties, term extensions may be offered, which may
include interest rate concessions and a switch to fully amortising
balances for card portfolios.

In the wholesale portfolios, Barclays will on occasion participate in
debt-for-asset swaps, debt standstills or debt restructuring agreements
as part of the business support process. Debt restructuring agreements
may include actions to improve security; such as changing an overdraft
to a factoring or invoice discounting facility or moving debt to asset
owning companies. Consideration is also given to the waiving or
relaxing of covenants where this is the optimum strategy for the
survival of the client’s business. For further detail, see page 139.

Impairment of loans under forbearance

Loans under forbearance programmes are subject to Group
Impairment Policy. In both retail and wholesale portfolios, identified
impairment is raised for such accounts, recognising the agreement
between the Bank and customer to pay less than the original
contractual payment and is measured using a future discounted cash
flow approach comparing the debt outstanding to the expected
repayment on the debt. This results in higher impairment being held for
loans under forbearance than for fully performing assets, reflecting the
additional credit risk attached to loans subject to forbearance.

Sustainability of loans under forbearance
The Group closely monitors the sustainability of loans for which
forbearance has been granted.

In the wholesale portfolios, customers that have been granted
forbearance are placed on WL/EWL and therefore subject to increased
levels of credit risk oversight. Obligors then remain on WL/EWL for a
minimum of 12 months from the date forbearance is applied until
satisfactory performance is evidenced. Obligors may only be removed
from WL/EWL status in less than 12 months in exceptional
circumstances, e.g. full repayment of facilities or significant
restructuring that materially improves credit quality.

In retail portfolios, the type of forbearance programme offered should
be appropriate to the nature and the expected duration of the
customer’s financial distress. It is imperative that the solution agreed is
both appropriate to that customer and sustainable, with a clear
demonstration from the customer of both willingness and ability to
repay. Before any programme of forbearance is granted, an affordability
assessment is undertaken to ensure suitability of the offer.

For further detail on the Group’s impairment policy and the way
loans are separated into pools reflecting similar risk characteristics,
see pages 323-325.

For disclosure on the Group's accounting policy with respect to
impairment, see pages 245-246 and page 323.
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Retail forbearance

Retail forbearance is available to customers experiencing financial
difficulties. Forbearance solutions take a number of forms depending
on individual customer circumstances. Short term solutions focus on
temporary reductions to contractual payments and may change from
capital and interest payments to interest only. For customers with
longer term financial difficulties, term extensions may be offered, which
may include interest rate concessions.

When an account is placed into a programme of forbearance, the asset
will be classified as such for the remainder of its term, unless after 12
months it qualifies for reclassification, upon which it will be returned to
the up to date book and classified as high risk for a further 12 month
period. When Barclays agrees to a forbearance programme with a
customer, the impairment allowance recognises the impact on cash-flows
of the agreement to receive less than the original contractual payments.
The Group Retail Impairment Policy prescribes the methodology for
impairment of forbearance assets, which is measured by comparing the
debt outstanding to the revised expected repayment. This results in
higher impairment than for fully performing assets, reflecting the
additional credit risk attached to loans subject to forbearance.

During 2012, Barclays continued to assist customers in financial
difficulty through the use of forbearance programmes. However, the
extent of forbearance offered by the Group to customers and clients
remains small in comparison to the overall size of the loan book.

Forbearance on the Group's principal portfolios in US, UK and Europe
are presented on pages 134-135. In South Africa, forbearance balances
are not published as local practices are in the process of being aligned
to the Barclays Group policy.

The level of forbearance extended to customers in other retail
portfolios is not material and, typically, does not currently play a
significant part in the way customer relationships are managed.
However, additional portfolios will be added to this disclosure should
the forbearance in respect of such portfolios become material.

Barclays would not consider a retail loan to be renegotiated where the
amendment is at the request of the customer, there is no evidence of
actual or imminent financial difficulty and the amendment meets with
all Barclays underwriting criteria. In this case it would be treated as a
new loan. In the normal course of business, customers who are not in
financial difficulties frequently apply for new loan terms, for example to
take advantage of a lower interest rate or to secure a further advance on
a mortgage product. Where these applications meet our underwriting
criteria and the loan is made at market interest rates, the loan is not
classified as being in forbearance. Only in circumstances where a
customer has requested a term extension, interest rate reduction or
further advance and there is evidence of financial difficulty is the loan
classified as forbearance and included in our disclosures on forbearance.

Wholesale forbearance

Wholesale client relationships are individually managed with lending
decisions made with reference to specific circumstances and on
bespoke terms.

Forbearance occurs when Barclays, for reasons relating to the actual or
perceived financial difficulty of an obligor, grants a concession below
current Barclays standard rates (i.e. lending criteria below our current
lending terms), that would not otherwise be considered. This includes
all troubled debt restructures granted below our standard rates.

Forbearance would typically be evident where the concession(s) agreed
impact the ability to repay debt or avoid recognising a default with a
lack of appropriate commercial balance and risk mitigation/structural
enhancement of benefit to Barclays in return for concession(s).

[...]
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Section 7 — Credit Risk

Recommendation 27: Policies related to impaired, restructured loans and forbearance policies

Example 2 of 2

Restructured/refinanced portfolio

The general term restructured/refinanced portfolio, in
accordance with Bank of Spain circular 6/2012, refers to
those operations in which the client has presented, orit is
envisaged might present, finandial difficulties in meating their
payment obligations in the prevailing contractual terms and,
for this reason, it could be advisable to modify, cancel or even
formalise a new transaction.

The restructuring/refinancing of debts is part of the usual risk
management with clients, although it is at timas of economic
weakening that it assumes greater importance

Grupo Santander follows very rigorous definitions and
policies in this management process, which is conducted in
accordance with the best practices and within the strictest
compliance with regulatory requirements.

Grupo Santander has a detailed corporate policy for
restructuring/refinancing, which meets the Bank of Spain’s
rules via circulars 4/2004 and 6/2012 and which is applied
to all countries and clients®. This policy establishes rigorous
criteria that underscore Santander’s prudence in assessing
these risks, noteworthy among which are those regarding its
restricted use and the dassification of this type of operation:

= There must be rastrictive use of restructurings, which must
be accompanied by guarantees or additional efforts by the
client, avoiding actions that only postpone recognition of
the non-performing loan.

* The aim is to recover all the amounts owed, which
entails recognising as soon as possible the amounts that
it is estimated cannot be recovered. Delaying immediate
recognition of losses would be contrary to good
management practices.

» The restructuring must always envisage maintaining the
existing guarantees and, wherever possible, improving them
and/or increasing the coverage. Effective guarantees not
only serve to mitigate the severity, but also can reduce the
probability of default.

= This practice should not mean granting additional financing
to the client, nor serve to refinance the of debt other banks,
nor be used as an instrumeant of cross-selling.

* [t is necessary to assess all the refinancing alternatives and
their effects, ensuring that the results would be better than
those likely 1o be achieved in the event of not doing it

* The new operation cannct mean an improvement in the
classification as long as a satisfactory experience with the
client doas not axist.

Al Grupo Santander’s institutions apply these principles,
adapting them to local needs and rules and always
subordinated to complying with any stricter local rule that has
to be implemented.

From the management standpoint, taking into account the
client’s different situation of irregularity at the time of the
rastructuring/refinancing, there are two types of operation:

* These that arise from a non-doubtful loan situation. These
operations refer to clients who, due to a change in their
economic circumstances, are envisaged could experience
an eventual reduction in their payment capacity, although
at the time they are up to date with payments or have
not failed to make payments for more than three months.
This contingency can be resolved by adapting the debt
conditions to the client's new payment capacity, which
facilitates compliance with their obligations. Of the total
rastructured/refinanced portfolio, 77% corresponds to this
type of operation.

Operations that arise from a doubtful situation whether for
subjective or objective reasons, when at least three months
have passed since the first non-payment. These operations
do not signify a release of provisions, as the doubtful risk
classification remains, unless the criteria set out in the
regulatory rules based on Bank of Spain drculars are fulfilled
(payment of ordinary interest pending and, in all cases,
contribution of new effective guarantees or a reasonable
certainty of payment capacity), as well as the cautions
which, under a criterion of prudence, are set out in the
Group's corporate policy (sustained payment during a perioc
on the basis of the features of the operation and the type of
guarantees existing).

These operations are classified in accordance with their
features in the following way:

« Doubtful: those restructurings in a process of normalisation
or which, being classified as normal or sub standard, during
the life of the operation, present new payment difficulties.
In the event of this deterioration intensifying, in accordance
with the criterion of corporate prudence, the loan will be
considered as a write-off.

* Substandard: those restructurings emanating from doubtful
loans which have met sustained payment for a certain
period on the basis of the features of the operation and the
type of guarantees existing

In the particular case of those operations with a grace
period on capital payments, the restructuring will be
classified as sub standard risk, if it is not already classified
as doubtful risk, and must be maintained as such until the
grace period ends

MNormal: those restructurings emanating from doubtful
or substandard loans which have exceeded a period
of observation which shows the re-establishment of
the payment capadity in accordance with the periods
established in the corporate policy.

Source: Santander Financial Report 2012, p. 182-183

According to this palicy, the operations in normal situation
must be kept under this special watch for a minimum,
precautionary pericd of two yaars and have amortised 20%
of the principal of the loan, except for those articulated

via some type of hair cut which will be maintained until its
extinction.

The total portfolio stood at EUR 55,714 million at the end of
2012 and was distributed as follows

RESTRUCTURED/REFINANCED PORTFOLIO

Millicn euros
Normal Substandard Doubtful Total
% of
Specific Specific total Specific
Portfolio Portfolio coverage Portfolio coverage portfolio coverage
Operations arising from
non-doubtful situation 18,638 13,179 10% 11,117 41% 7% 14%
Operations arising from
doubtful situation 3,601 2,079 23% 7,100 48% 23% 30%
Total 22,239 15,258 12% 18,217 43% 100% 17%

A more detailed breakdown of this portfolio can be found
in the Auditor’s Report and Annual Conselidated Accounts
(Note 54)

From the credit classification standpoint, 67% of the total
is classified in a non-doubtful status, while the other 33%
which was in a doubtful situation, had a specific coverage
of 43%.

Preventative risk management in this portfolio shows that 77%
comes from a non-doubtful origin, while that from doubtful
situations only accounts for 1.5% of the Group's total credit risk
with clients.

From the standpoint of its guaranteas, more than 70% of the
total portfolio has real guarantees (more than 929 in the case
of the portfolio of companies with real estate purpose).

Of the Group's total portfolio, Spain’s accounts for 59%
(EUR 32,867 million) with the following features:

= The amount corresponding to companies with a real
estate purpose was EUR 11,256 million, 72% of which
is classified as doubtful or sub standard with specific
coverage of 46%. Total coverage of this portfolio
including the provisions set aside for the normal portfalio
which correspond to it is 44%. Following the provisions
made in 2012, the real estate provisioning is effectively
completed.

* Of the tatal portfolio in Spain, 34% was in a doubtful
situation with coverage of 42%.
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= From a management standpoint, it is important to
highlight the preventative management of risk
together with the high level of existing guarantees:

* 899% (EUR 29,380 million) emanates from operations
that come from a non-doubtful situation and 82% have
real guarantees.

* Only the remaining 11% (EUR 3,487 million) emanates
from doubftful situation operations and 84% have real
guarantees

In the rest of the countries where the Group operates the
restructured/refinanced portfolio does not account in any of
them, for mare than 1% of the Group's total credit risk with
clients

Management metrics®

Credit risk management uses other metrics to those already
mentioned, particularly management of non-performing
loans variation plus net write-offs (known in Spanish as
VMG) and expected loss. Both enable risk managers to form
a complete idea of the evolution and future prospacts of the
portfolic.

Unlike non-performing loans, the VMG refers to the total
portfolio deteriorated over a period of time, regardless of
the situation in which it finds itself (doubtful loans and
write-offs). This makes the metric a main driver when it
comes to establishing maasures to manage the portfolio.
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Section 7 — Credit risk

Recommendation 28: Reconciliation of non-performing or impaired loans and the allowance for loan losses

Example 1 of 3

Table 30: Analysis of Changes in Nonacerual Loans

Quarter ended

Allowance for Credit Losses

The allowance for credit losses consists of the allowance for loan losses and the allowance for unfunded eredit commitments. Changes in

Dec. 31, Sept.30, June30,  Mar. 31, Year ended Dec. 31, the allowance for credit losses were:

(in millians) 2012 2012 2012 2012 2012 2011

Commercial nonaccrual loans Year ended December 31

Balance, beginning of period 5 6,371 6,924 7,599 8,217 8,217 11,351 L
Inflows 746 976 952 1,138 3,812 5,980 (in millions) 2012 2011 2010 2009 2008
Outflows: Balance, beginning of year 19,668 23,463 25031 21,711 5,518

Raturned to accruing (135) (90) (242) (188) (655)  (1,457) Provision for credit losses 7,217 7,899 15753 21,668 15,979

Foreclosures (107) (151) (92) (119) (369) (662) Interest income on certain impaired loans (1) (315) (332)  (286) - -

Charge-offs (322) (364) {402} [347) (1,435)  (1,700) Lon ch et

Payments, sales and other (1) (729) (924) (891)  (1,102) (3,646)  (5,274) 0an charge-olis:

Commercial:
Total outflows (1,293) (1,529) (1,627) (L.756) (6,205) (9.114) Commercial and industrial (1,3086) (1,598)  (2,775) (3,365) (1,653)
Balance, end of period 5,824 6,371 5,024 7,599 5,824 8,217 Real estate mortgage (382) (636) (1,151) (670) (29)
Consumer nonaccrual loans Real estate construction (191) (351) (1,189) {1,063) (178)
Balance, beginning of period 14,673 13,654 14,427 13,087 13,087 14,891 Lease financing (24) (38) (120) (229) (65)
Inflows (2) 2,943 4,111 2,750 4,765 14,569 14,407 Foreign (111) (173) (198) (237) (245)
Outflows: Total commercial (2,014) (2,796)  (5,433)  (5,564) (2,170)

Returned to accruing (893)  (1,039)  [1,344) [943) (4,219)  (5,920)

Foreclosures (151) (182) (186) [228) (745) [985) Consurmer:

Charge-offs (1,053) (987) (1,137) (1,364) (4,541) (5,828) Real estate 1-4 family first mortgage (3,013) (3,883)  (4,900) (3,218) (540)

Payments, sales and other (1) (857) (884) (856) (892) (3,489) (3,478) Real estate 1-4 family junior lien mortgage (3,437) (3,763) (4,934)  (4,812) (2,204)

Total outflows (2,954)  (3,092) (3,523}  (3,425)  (12,994)  (16,211) Credit card . (1,101) (1,449) (2,396}  (2,708)  (1,563)
Balance, end of petiod 14662 o673 12654 14427 14662 12087 Other revolving credit and installmant (1,408) (1,724)  (2,437) (3,423) (2,300)
g . g Total consumer (2 8,959 10,819) {14,667) (14,261 5,607
Total nenaccrual loans $ 20,486 21,044 20,578 22,026 20,486 21,304 @ ¢ ) ( )< ) ( ) )
Total Ioan charge-offs (10,973) [13,615) (20,100) (19,825)  (8,777)
Loan recoveries:
Commerrcial:
Commercial and industrial 461 419 427 254 114
Real estate mortgage 163 143 68 33 5
Real estate construction 124 146 110 16 3
Table 34: Analysis of Changes in TDRs Lease financing 19 24 20 20 13
Quarter ended Foreign 32 45 53 40 49
Dec.31, Sept.30, June30,  Mar.31, Year ended Dec. 31, Total commercial 759 777 678 363 184
(in milliens) 2012 2012 2012 2012 2012 2011 Consumer:
. Real estate 1-4 family first mortgage 157 405 522 185 37
Commercial TDRs
Balance, baginning of period 5,378 5,420 5,548 5,340 5,349 1,751 Real estate 1-4 family junior lien mortgage 259 218 211 174 g9
Inflows 542 620 710 2,559 5,379 Credit card 185 251 218 180 147
Outflows Other revolving credit and installment 539 665 718 755 481

Charge-offs (66) (34) (112) (118) (381) (252) Total consumer 1,140 1,539 1,669 1,294 754

Foreclosure (14) (20) (24) (2) (60) (64) - - : -

Payments, sales and other (1) (694) (567) (670) (390) (2,321) (1,465) Total loan recoveries 1,939 2,316 2,347 1,657 938
Balance, end of period 5,146 5,378 5,429 5,548 5,146 5,349 Met loan charge-offs (3) (9,034) (11,299) (17,753) [18,168) (7,839)
;:;;:::1:2;:::9 o perioc 22012 17495 17447 17308 17,308 102 Allowances related to business combinations/other (4) (59) (63) £98 (180) 8,053

Inflows (2) 1247 5212 ' "a29 8,050 5673 Balance, end of year 17,477 19,668 23,463 25031 21,711

Ourzf,ws ffs (3) (542) (244) (319) (295) (1,400) (1,091) Components:
arge-offs - .

Foreclosure (3) (333) (35) (25) (33) (426) (144) i::owance :or Ioarn I‘;SS;S dit itmant 17’::: 19’2;2 23'25& 24’;2 21'2;:
Payments, sales and other (1) (588) (404) (392) (434) (1,818) (1,788) owance for unfunged credit commitmeants

Met change in trial modifications (4) (28) (12) 72 54 (271) Allowance for credit losses (5) 17,477 19,668 23,463 25,031 21,711

Balance, end of period 21,768 22,012 17,495 17,447 21,768 17,308 Met loan charge-offs as a percentage of average total loans (3) 1.17 % 1.49 2.30 2.21 1.97

Total TDRs 26,914 27,390 22,924 22,995 26,914 22,657 Allowance for loan losses as a percentage of total loans (5) 2.13 2.52 3.04 3.13 2.43

Allowance for credit losses as a percentage of total loans (5) 2.19 2.56 3.10 3.20 2,51

Source: Wells Fargo Annual Report 2012, p. 66; 69; 158
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Section 7 — Credit risk

Recommendation 28: Reconciliation of non-performing or impaired loans and the allowance for loan losses

Example 2 of 3

Movement in impaired loans by geographical region
(Unaudited)
Rest of
Hong Asia- North Latin
Europe Kong Pacific MENA  America America Total
USSm USSm USSm USSm USSm USSm USSm
Impaired loans at 1 January 2012 ... 11,519 608 LO7d 1445 11,758 3,039 41,739
Persomal ..o 2,797 190 jss 428 11,004 1,646 26,543
Corporate and commercial .. 8113 3N 667 1.79% 1,517 1,391 13,858
Financial® 09 46 15 219 147 2 1338
Classified as impaired during the year _.. 3,482 292 924 648 §,130 4,507 17,983
Persomal ... ... 933 169 549 73 7,363 2,807 11,894
Corporate and commercial .. 2,481 123 375 531 739 1,696 5945
Finaneial® ... 68 - - 4 28 4 144
Transferred from mmpaired to wmmpaired
during the year (1.164) 47 (85) (321) 4223 (1,765) (7.605)
Personal ... 179) (38) (69) (32) 41248 (L124) (5.666)
Corporate and commercial .. (858) (5 (15) 289) 99) (640) (1.906)
FIANCIAl oo n 4 [14] - - [0} (33)
Amounts written off ... (1,591) 217y (564) 264 (3514 (2,112) (8,561)
Personal ... (632) (127 (373) (96) (3,217 (L521) (5.976)
Corporate and commercial .. (1,212) (D0) (191) (143) (202) (590) (2.428)
Financial® .. 47) - - (25) (35) [0} (158)
MNet repayments and other. (1,101) (159) (198) (34) (2,506) (481) (4,779)
Personal (353) (22) (56) (5) (2.380) (228) (3.044)
Corporate and commercial .. (466) (133) (136) (26) (363) (253) (LATT)
Financial® (232) (4 ()] 3) (63) - (358)
At 31 December 2012 . 11.145 477 L147 2474 20,345 3.188 38,776
Personal 1,466 172 439 kLT 18,726 1,580 23,75
Corporate and commercial .. 8.058 267 700 1372 1,592 1,604 14,093
Financial® ... 621 38 8 234 27 4 932

Source: HSBC Annual Report 2012, page 163; 172

Further analysis of impairment

Movement in impairment allowances by industry sector and by geographical region

(Unaudited)
Rest of
Hong Asia- North Latin
Europe Kong Pacific = MENA America America Total
USSm USSm US$m USSm USSm USSm USSm
Impairment allowances at 1 January 2012........... 5,191 581 782 1,731 7,239 2,011 17,636
Amounts written off ... 2,375) (219) (540) (305) (4.181) (2,192) (9,812)
Persomal ... . (818) (128) (347) (126) (3,862) (1.614) (6,905)
— first lien residential mortzages __. . ‘ (13)‘ ‘ = | ‘ (?}‘ ‘ (z)‘ ‘ (1952 1‘ ‘ (?0)‘ | (2.059)
—otherpersonal' ... (800) (118) (340 (124) (1.910) (L544) (4.846)
Corporate and commercial ... (1.428) (@1 (193) (154) 234 571 2677
— manufacturing and international trade
AN SEIVICES ©oooevevvociescesec e conscenns enssens (661) (91) (164) (137) (59) (498) (L.610)
- commercial real estate and other property-
related (377 - [£:)] (6) 37y (18) (506)
— other commercial® . (390) - (21) (11) (78) (61) (561)
Fimancial® oo (119) - - (25) (85) (1) (230)
Recoveries of amounts written off in previous
409 i 150 75 129 3s2 1,146
354 30 132 50 88 3z 966
— first lien residential mortgages ... . 4 4 2 5 46 49 140
— other personal’ 3 16 130 45 41 163 36
Corporate and commercial ... 51 1 1§ 15 38 39 172
— manufacturing and intemational trade
and services .... 16 1 5 1 7 18 50
— commertcial real estate and other property-
related 9 - 11 - 19 2 41
— other commercial® . 26 - 2 23 12 9 72
Financial® 4 - — _ 3 1 g
1574 84 340 255 3462 1,145 8,160
348 96 134 57 3,228 1,399 5,362
— first lien residential mortzages ‘ (56]” (11) 14 H 7 H 1,986 H {SO)H 1.910 ‘
— other personal’ 404 107 220 50 1,242 1,429 3452
Corporate and commercial ... 1547 a4 102 169 252 T46 1,802
— mamifacturing and international trade
AN SETVICES oo 670 (12) 2 80 61 625 1457
— commercial real estate and other property-
related 44 7 55 62 o4 18 690
— other commercial® 433 (9) 15 27 96 93 S5
Financial® oo (21) 2 4 29 (18) - 4
Exchange and other movements®® ... 161 {4 14 55 (1,033) (154) (961)
At 31 December 2012 ... 5.361 473 746 1.811 5.616 2,162 16.169
Impaiment allowances against banks:
—individually assessed ... 40 - - 17 - - 57
Impairment allowances against customers:
— individually assessed .. 3,781 192 442 1,313 428 406 6,572
— collectively assessed™’ 1,540 281 304 471 5,188 1,756 9,540
At 31 December 2012 ... 5,361 473 746 1,511 5,616 2,162 16,169
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Section 7 — Credit risk

Recommendation 28: Reconciliation of non-performing or impaired loans and the allowance for loan losses

Example 3 of 3

Development of Impaired Loans

Allowance for Credit Losses

Dec 31,2012 Dec21, 2011' Development of allowance for credit losses
. Indiuidus:g Collectively _— Indh:idusa:ér Colled'-::; o Allowance for Loan Losses ABowance for O Balance Shest Positions A12
mEm — assessed — — Indwvidually Collectively Individualy Collectively
Balance, beginning of year 5,262 3,308 10,070 3.564 2,740 5,313 mEm  sssessed | assessed Subfotal | gssessed  assessed Subtotal Total
Classified as impaired during the year” 2,860 1012 4.772 4,407 3,475 7.072 Balance. beginning of 2011 2150 162 - o — 4385
Transferred to not impaired during the year™ (1.832) (930} {2.862) {1.230} (1.811) (3.041) Provision for credit
Charge-offs 728) (483) (1.281) (553) (512) (1.065) losses 1,115 813 1,728 @ 0 @ 1,721
Disposals of impaired Ioans (248) (122) (371) (@) {6} (85) thereof:
Exchange rate and other movements (14) 21 7 7 (17} (23) (Gains)Lesses from
disposal of impaired
Balance, end of year 8,120 4,206 10,335 6,262 3,808 10,070 Jomne -5 55) s _ _ _ s
" Mumbers for 2011 adjusted. MNet charge-offs: {762} (324) {1.086) - - - (1,086)
2 Includes repayments. Charge-offs (708) (483) (1.281) - - - (1.281)
Recoveries 26 158 105 - - - 105
Our impaired loans increased by € 265 million to € 10.3 billion in 2012 as net new impaired loans of e _ i} i _ _ i} i}
€ 1.5 billion were partly offset by € 1.3 billion charge-offs. The overall increase is mainly attributable to a net Exchange rate
- - - - - - - - changesiother (28) (9) (107} (2) (1) () (111}
increase of € 398 mllllon_ln our oollectwely a:tssessed |_mpa|re4:| _Ioans, predomll?antly_,.r relating to households in —E—Ealaml g ey e - T o = ois e
Western Europe (excluding Germany). This increase in collectively assessed impaired loans was partly com-
pensated by a € 133 million net decrease in our individually assessed impaired loans, primarily caused by Changes compared to
reductions from de-risking through sale or restructuring of exposures in North America which overcompensated e
increases in the commercial real estate sector and households in Westem Europe (excluding Germany). losses
absolute 208 (312) (104) (26) 12 (14) (118)
) ) o ) . relative 23% (34 %) (6 %) (137 %) (103 %) (191 %) (8 %)
The impaired loan coverage ratio improved from 41 % to 45 % mainly attributable to Postbank. At change of Net charge—offs
control, all loans classified as impaired by Postbank were classified as performing by Deutsche Bank and also absolute (249) at (188) - - - (189)
P - - - L. - - - relative 49 % (16%) 21 % - - - 21 %
initially recorded at fair value. Subsequent increases in provisions at the Postbank level resulted in an impair- Balance, ond of yoar
ment of the full loan from a Deutsche Bank consolidated perspective, but with an allowance being built for only absolute 255 278 534 (] (1) (1 524
relative 12 % 13 % 13 % (7 %) {1.%) (4 %) 12 %

the incremental provision. Due to the sale of larger impaired commercial real estate financings as part of our
de-risking activities the latter effect has been partially reversed. In addition, the overall increased level of our
allowance contributed also to the coverage ratio increase.

Our impaired loans included € 1.5 billion among the loans reclassified to loans and receivables in accordance
with [AS 39. This position is unchanged from prior year, since gross increases of € 0.3 billion were offset by

charge-offs.

Impaired loans, provision for loan losses and recoveries by Industry

Dec 31,2012 12 months ending Dec 31,2012 Dec31.2011' 12 months ending Dec 31, 2011

Prowision for Provision for

Total loan losses Total loan losses

impaired before mpaired befare
nEm loans TECOVENES Recoveries loars TECIVNENES Recovernes
Banks and insurances 53 17 1 118 52 1
Fund management activities 128 (20} 1 817 32 ]
Manufacturing 026 110 18 8231 158 21
Wholesale and retail trade 554 81 ¥ 468 74 9
Households 3.707 742 138 3.402 082 100
Commercial real estate activities 3,358 357 3 2,845 356 5
Public sector - 1 - - 2 o
Other 1,609 633 27 1.388 347 22
Total 10,335 1,922 165 10.070 2.000 168

7 MNumbers for 2011 adjusted.

Source: Deutsche Bank Financial Report 2012, p. 92; 94
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In a volatile economic environment our credit standards have kept new provisions for loan losses under control.

This included pro-active management of the homogeneous retail portfolios as well as strict underwriting stand-
ards in CB&S and continued diligent monitoring of higher risk exposures. With the creation of the NCOU, we
have begun actively derisking higher risk assets, which we intend to continue in 2013.

Qur allowance for credit losses was € 4.9 billion as of December 31, 2012, thereof 96 % or € 4.7 billion related
to our loan pertfolio and 4 % or € 215 million to off-balance sheet positions (predominantly loan commitments
and guarantees). Our allowance for loan losses as of December 31, 2012 was € 4.7 billion, 52 % of which is
related to collectively assessed and 48 % to individually assessed loan losses. The increase in our allowance
for loan losses of € 534 million mainly relates to € 1.7 billion of additional loan loss provisions partly offset by
€ 1.1 billion of charge-offs. Our allowance for off-balance sheet positions decreased by € 10 million or 4 %
compared to the prior year due to releases of previously established allowances overcompensating new provi-
sions in our portfolio for individually assessed off-balance sheet positions.

Provisions for credit losses recorded in 2012 decreased by € 118 million to € 1.7 billion compared to 2011. The
overall loan loss provisions decreased by € 104 million or 6 % in 2012 compared to 2011. This decrease was
driven by our collectively assessed loan portfolio, where we saw a reduction of € 312 million or 34 % driven by
lower levels of provisioning for non-impaired loans within our NCOU mainly as a result of our de-risking
measures along with lower provisioning in our homogenous Postbank portfolio. The latter decrease however
excludes the effect of Postbank releases related to loan loss allowances recorded prior to consolidation. The
impact of such releases is reported as interest income on a group level. The increase in provisions for our
individually assessed loans of € 208 million or 23 % is related to assets which had been reclassified in ac-
cordance with I1AS 39 in North America and United Kingdom now held in the NCOU. Provisions for off-balance
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Section 7 — Credit risk

Recommendation 28: Reconciliation of non-performing or impaired loans and the allowance for loan losses
Example 3 of 3 (cont.)

Renegotiated Loans

Breakdown of the Group’s reneqgotiated loans representing our troubled debt restructurings

in € m. Dec 31, 2012 Dec 31, 2011 Dec 31, 2010 Dec 31, 2008 Dec 31, 2008
Renegotiated loans considered nonimpaired

German 210 114 65 69 |

Mon-German 678 950 753 119 9
Total renegotiated loans considersd nonimpaired 588 1,064 818 188 &0
Renegotiated loans considered impaired

German 309 252 o6 53 G|

Mon-German 1,317 1,102 301 228 13
Total renegotiated loans considerad impaired 1,626 1,354 387 281 54
Renegotiated loans

Geman 319 366 160 121 122

Mon-German 1,995 2,052 1,055 48 22
Total renegotiated loans 2514 2418 1,215 469 144

Renegotiated loan positions have increased generally in recent years due to the deterioration of the global
macroeconomic environment. In 2012, the level of the Group's renegotiated loans increased slightly by

€ 96 million or 4 % to € 2.5 billion compared to prior year-end, as increases in renegotiated loans considered
impaired were only partially compensated by an overall decrease in renegotiated loans considered
nonimpaired. In 2011, increases included several large transactions in the Group’s commercial real estate

activities through the Group’'s entities in the UK and the Americas as well as in subsidiaries the Group acquired

in 2010 in Germany. Renegotiated loans also increased to a lesser extent in Spain due to the deteriorating

home finance market.

It should be noted that these renegotiations are not part of a special modification or restructuring program such

as the Fannie Mae “Home Affordable Modification Program”. Rather, new terms (for example modification of

interest rates, principal amounts, interest due, maturities, efc.) were arranged depending on the requirements

of the individual renegotiation.

Source: Deutsche Bank Form 20-F 2012, p. S-9
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Section 7 — Credit risk

Recommendation 29: Counterparty risk that arises from derivatives transactions

Example 1 of 2

Derivatives by product type in READ

Residential

Sovereigns Institutions Corporate mortgages Other retail Total Total

2012 201

Credit Derivatives 8 404 395 808 801
Derivatives 30 211 241 240
Equity Derivatives 1,190 670 7 1,867 2,197
Foreign Exchange Derivatives 398 2,346 1,464 12 4,219 5,155
Interest Rate Derivatives 1,413 14,508 10,137 64 26,121 25,024
Commodity derivative 48 206 254 272
Exchange Traded Products 194 194 2,852
Total 1,819 18,526 13,278 83 33,705 36,541

Includes both AIRB and SA portfolios; excludes securitisations, equities and ONCOA.
Excludes revaluations made directly through the equity account.

The Derivatives portfolio is largely represented by Interest Rate Derivatives provided to Institutions and is mainly seen in the UK, Germany,
France and in the Netherlands portfolio. Derivatives which are exchange traded have seen a significant decline in the derivatives traded in
the Eurozone exchange market. However, this figure can be volatile as it is based on a single balance sheet date.

Over the counter and exchange traded derivatives

In line with the EDTF recommendations this section provides a quantitative and qualitative analysis of ING's Credit Risk that arises from its
derivatives transactions. This quantifies notional derivatives exposure, including whether derivatives are over-the-counter (OTC) or traded
on recognised exchanges (ETD). Where the derivatives are OTC, the table shows how much is settled by central counterparties and how
much is not, and provides a description of the collateral agreements in place.

Credit risk derivatives

2012 2012
Notional MtM

OTC derivatives
ccp 1,417,454 -4,430
Non-CCP 2,020,068 -3,154
ETD derivatives 24,000 n/a*
Total 3,461,522 -7,584

Includes both AIRB and SA portfalios; excludes securitisations, equities and ONCOA.
" ETD Derivatives settle price movements daily. Therefore there is no MTM build-up that generates exposure.

From the total notional value of OTC derivatives transactions that are not cleared by a CCP, 88% has been documented under bilateral

(96%) and unilateral (4%) Collateral Support Annex ('CSA’) agreement.
¢ The notional value of transactions that are done under bilateral CSA agreements relates for 79% to Interest Rate derivatives, for 17% to

FX derivatives and for 4% to Credit, Equity and Commodity Derivatives.
* Unilateral CSA agreements relate mainly to agreements that are unilateral against ING and mainly consist of Interest Rate Derivatives.

The remaining 12% of the total notional value of OTC derivatives transactions that are not cleared by a CCP, is not supported by a CSA
agreement or a Clearing Agreement and mainly relates to Corporates with small credit limits and mainly consists of Interest Rate
Derivatives (58%).

Source: ING Annual Report 2012 / Pillar 3, p. 363
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Section 7 — Credit risk

Recommendation 29: Counterparty risk that arises from derivatives transactions

Example 2 of 2

Notional amounts and gross market values of derivative transactions

Dec 31, 2012 Notional amount maturity distribution
Positive Negative Net
>1and market market market
in€m Within 1 year < 5 years After 5 years Total value value value
Interest rate related:
oTC 15,419,788  15366,636 10,478,308 41,264,732 584,620 554,944 29,676
Exchange-traded 2,899,159 1,169,563 4,114 4,072,836 153 144 9
Total Interest rate related 18,318,947 16,536,199 10,482,422 45337 568 584,773 555,088 29,685
Currency related:
oTC 4,290,214 1,188,952 428,949 5,908,115 94,639 101,738 (7,099)
Exchange-traded 19,381 470 - 19,851 8 7 1
Total Currency related 4,309,595 1,189,422 428 949 5,027,966 94,647 101,745 (7,098)
Equity/index related:
oTC 329531 261,697 79,088 670,316 22,415 29,027 (6,612)
Exchange-traded 417,334 114,654 3,663 535,641 7476 6,201 1,275
Total Equity/index related 746,865 376,351 82,741 1,205,957 29,891 35,228 (5,337)
Credit derivatives 499717 1,914,989 207,623 2622329 49,733 46,648 3,085
Commodity related:
oTC 45284 56,194 5417 106,895 10,121 10,644 (523)
Exchange-traded 194,470 107,099 1,659 303,228 4,617 4,173 444
Total Commodity related 239,754 163,293 7,076 410,123 14,738 14,817 (79)
Other:
oT1C 62,890 23,991 399 87,280 2,887 2,818 69
Exchange-traded 12,533 1,278 5 13,816 18 36 (18)
Total Other 75,423 25,269 404 101,096 2,905 2,854 51
Total OTC business 20,647,424 18,812,459 11,199,784 50,659,667 764,415 745,819 18,596
Total exchange-traded business 3,542,877 1,393,064 9,431 4,945,372 12,272 10,561 1,711
Total 24,190,301 20,205,523 11,209,215 55,605,039 776,687 756,380 20,307
Positive market values after netting
and cash collateral received - - - - 70,054 - -

The notional amount of OTC derivatives settled through central counterparties amounted to € 10.0 trillion as of
December 31, 2012, and to € 10.8 trillion as of December 31, 2011.

Source: Deutsche Bank Financial Report 2012, p. 85

EAD and RWA accoerding to the model approaches applied to our credit risk portfolios

Dec 31,2012
Advanced IRBA Foundation IRBA Other IRBA Standardized Approach Total
Capital
Require-
in€m EAD RWA EAD RWA EAD RWA EAD RWA EAD RWA ments,
Central
governments 103,199 3,762 112 35 - - 100,612 379 203,923 4,176 334
Institutions 65,856 8,946 22,658 3,156 - - 4,619 230 93,133 12,331 987
Corporates 281,190 81,646 11,936 7,349 17,672 10,957 26,392 18,640 337,191 118,583 9,487
Retail exposures
secured by real
estate property 145,828 20,164 - - - - 6,253 2,728 152,080 22,891 1,831
Qualifying revol-
ving retail
exposures 4,550 623 = - = - = - 4,550 623 50
Other retail
exposures 32,716 15,259 - - - - 10,604 6,564 43,320 21,823 1,748
Other exposures - - - - 9,937 11,635 27,830 22,342 37,767 33,977 2,718
Securitizations 62,549 13,325 - - - - 2,720 1,457 65,269 14,782 1,183
Total 695,887 143,725 34,707 10,539 27,609 22,592 179,030 52,340 937,232 229,196 18,336
Thereof counter-
party credit risk
from 143,190 32,711 8,471 736 726 636 13,485 1,906 165,872 35,989 2,879
Derivatives 87,857 30,870 1,652 595 726 636 10,658 1,696 100,792 33,797 2,704
Securities
financing
transactions 55,333 1,841 6,919 140 - - 2,827 210 65,079 2,191 175

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices

Source: Deutsche Bank Financial Report 2012, p. 98
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Section 7 — Credit risk

Recommendation 30: Qualitative disclosures on credit risk mitigation

Example 1 of 2

Collateral

Collateral and other credit enhancements

held
(Audited)

Loans and advances held at amortised cost

Although collateral can be an important mitigant

of credit risk, it is the Group’s practice to lend on
the basis of the customer’s ability to meet their
obligations out of cash flow resources rather than
rely on the value of security offered. Depending on
the customer’s standing and the type of product,
facilities may be provided unsecured. However, for
other lending a charge over collateral is obtained and
considered in determining the credit decision and
pricing. In the event of default, the bank may utilise
the collateral as a source of repayment.

Depending on its form, collateral can have a
significant financial effect in mitigating our exposure
to credit risk.

The tables below provide a quantification of
the value of fixed charges we hold over a borrower’s
specific asset (or assets) where we have a history
of enforcing, and are able to enforce, the collateral in

for these larger. more complex, geographically
distributed customer groups. While the principal
form of risk management continues to be at the
point of exposure origination, through the lending
decision-making process, Global Banking also
utilises loan sales and credit default swap (‘CDS’)
hedges to manage concentrations and reduce risk.

satistying a debt in the event of the borrower failing
to meet its contractual obligations, and where the
collateral is cash or can be realised by sale in an
established market. The collateral valuation in the
tables below excludes any adjustments for obtaining
and selling the collateral.

‘We may also manage our risk by employing
other types of collateral and credit risk
enhancements, such as second charges, other
liens and unsupported guarantees, but the valuation
of such mitigants is less certain and their financial
effect has not been quantified. In particular, loans
shown in the tables below as not collateralised or
partially collateralised may benefit from such credit
mitigants.

Certain credit mitigants are used strategically in
portfolio management activities. While single name
concentrations arise in portfolios managed by Global
Banking and Corporate Banking, it is only in Global
Banking that their size requires the use of portfolio
level credit mitigants. Across Global Banking risk
limits and utilisations, maturity profiles and risk
quality are monitored and managed pro-actively.
This process 1s key to the setting of risk appetite

These transactions are the responsibility of a
dedicated Global Banking portfolio management
team. Hedging activity is carried out within agreed
credit parameters, and is subject to market risk limits
and a robust governance structure. CDS mitigants
are held at portfolio level and are not reported in the
presentation below.

[ Additional qualitative disclosures provided for other retail,
commercial, CRE, banks, derivatives, etc.]

Source: HSBC Annual Report 2012, p. 163-168

Personal lending

Residential mortgage loans including loan commitments by level of collateral

(Audited)
Hong Rest of North Latin
Europe Kong Asia-Pacific MENA America America Total
TUSSm USSm US$m USSm USSm USSm USSm
At 31 December 2012
Fully collateralised .................... 141,673 53,478 43,662 2,106 59,799 5,193 305,911
Loan to value (‘LTV") ratio:
—less than 25% ..o 11,733 8,090 4,438 125 3,703 319 28,408
—25% 10 50% oo, 36,038 30,155 12,752 623 10,934 1,522 92,022
—51%to 75% 60,395 12,770 19,625 1,001 26,582 2,295 122,668
—76% 10 90% ... 27,118 1,931 6,195 189 12,307 871 48,611
—91% 10 100% ... 6,389 532 652 168 6,273 186 14,200
Partially collateralised:
— greater than 100% LTV ....... 2,967 2 376 85 10,210 16 13,656
— collateral Valtte ........ooo...oo. 2,565 || 1] 323 || 76 || 8,684 || 2] 11,661
Total residential mortgages ......... 144,640 53,480 44,038 2,191 70,009 5,209 319,567
Commercial real estate loans and advances including loan commitments by level of collateral
(Audited)
Hong Rest of North Latin
Europe Kong Asia-Pacific MENA America America Total
US$m US$m US$m US$m USSm US$m USSm
At 31 December 2012
Rated CRR/EL 1 to 7
Not collateralised ...................... 7,068 10,790 3,647 569 181 2,083 24,338
Fully collateralised .................... 23,450 17,355 6,106 92 9,054 1,846 57,903
Partially collateralised (A)........... 3,088 1,476 1,150 33 1,063 903 7,713
— collateral value on A .............. ] 2,780 || 1,179 || 464 || 29 ] 401 || 423 ] 5,276 |
33,606 29,621 10,903 694 10,298 4,832 89,954
Rated CRR/EL 8 to 10
Not collateralised 418 - - 14 34 105 571
Fully collateralised 1,261 2 60 8 408 141 1,880
LTV ratio:
—less than 25% ... 34 - 1 - 25 10 70
—25% to 50% 119 1 55 7 86 8 276
—51% to 75% 437 - 2 69 28 536
— 76% to 90% 501 - 1 - 58 63 623
—91% 10 100% .. 170 1 1 1 170 32 375
Partially collateralised (B) . 1,585 = 51 204 377 24 2,241
—collateral value on B ............... ] 938 | — ] 15 111 || 265 || 13 || 1,342
3,264 2 111 226 819 270 4,692
Total commercial real estate
loans and advances ................. 36.870 29,623 11,014 920 11,117 5,102 94,646

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices
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Section 7 — Credit risk

Recommendation 30: Qualitative disclosures on credit risk mitigation
Example 2 of 2

Maximum exposure to credit risk

In line with the EDTF recommendations the following table present our maximum exposure to Credit Risk in the AIRB portfolio and
associated collateral held and other credit enhancements (netting and collateral) that do not qualify for offsetting in our financial
statements for the periods specified. The netting credit enhancement component includes the effects of legally enforceable netting
agreement as well as the offset of negative mark-to-markets from derivatives against pledged cash collateral. The collateral credit
enhancement component which is referred to as Cover Values mainly includes real estate, guarantees and collateral in the form of cash.
ING records collateral value per facility. For the AIRB portfolio those figures are based on original cover values although some business
units attempt to update to current market values. This is inherently difficult in volatile markets. Some facilities will have multiple levels of
collateral while others have no collateral. The total figures may not reflect the collateral value per facility.

Maximum Exposure to Credit Risk per 31 December 2012

Cover Values*® Cover Values Cover Values Cover Values

Gross MtM
before MtM after Eligible
netting and MtM after netting and Financial
collateral netting collateral READ Mortages Collateral* Guarantees* Other*
AIRB Portfolio
Sovereigns 84,463 135 3 1,520 73
of which Pre Settlement 4,406 1,138 1,130 1,138
Institutions 85,995 82 92 13,533 569
of which Pre Settlement 140,132 36,213 24,967 32,532
Corporates 252,650 84,085 16,870 38,049 73,070
of which Pre Settlement 10,032 9,030 8,868 9,041
Residential Mortgages 292,650 416,874 n.a 32,917 169
of which Pre Settlement
Other Retail 36,424 15,527 794 8,193 9,010
of which Pre Settlement 327 327 327 327
Securitisations 12,101
of which Pre Settlement
Total AIRB 764,283 516,703 17,759 94,211 82,890
of which Pre Settlement 154,897 46,708 35,291 43,038

Includes AIRB portfalio only; excludes securitisations, equities and ONCOA.

The ING Bank portfolio is characterised by significant amounts of secured lending especially in the key areas of residential and commercial
mortgages, structured finance and leasing. Amount of collateral often has a significant impact on provisioning and LGD which directly
affects risk density.

In 2012, ING Bank changed the way it allocated guarantees by implementing a calculation method that ensures that no guaranteed facility
has less RWA allocated than if this facility would be granted to the guarantor directly, on an unsecured base. Previously this calculation was
done centrally and allocated by borrower group instead of facility and a maximum of 100% of the facility was used for guarantees. These
factors led to a significant increase in guarantees recorded especially for exposure class Corporates. In addition, ING Lease has begun
classifying certain purchase obligations as guarantees. For the Residential Mortgages portfolio the guarantees relate to mortgages covered
by governmental insurers under the Nationale Hypotheek Garantie (NHG) in the Netherlands.

Source: ING Annual Report 2012, p. 364-365
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Section 8 — Other risks

Recommendation 31: Describe other risks and discuss how each is identified, governed, measured and managed
Example 1 of 2

Operational Risk

Operational risk is the potential for loss resulting from inadequate
or failed internal processes or systems, human interactions or
external events, but excludes business risk.

BMO is expos¢
risks, including
non-complian
exposure relal  jegal and r
Operational ri¢  contractual

processes and

requlatory r
other risks we  properly mz
it can be man,  ¢[aims, final
harm or requli  gur busines

The three

accountability
are responsibl
manner consis )
management other authorit
Operational Ri continues to r
tional Risk Ma 2nd ena(tled 3
Risk Officers ir i Le.gE, Cof
fying materia| V/!d€ risk man
recommendin Menitor and r(
Support areas the three-line;
specialized op operating grot
tional Risk Ma d2¥-lo-day mi
Framewaork ar With enterpris

Legal and reqt
are held to str

risk managem *

Operational  designated op
The ORMF defi

mitigate, monitor and report |
objective of the ORMF is to er
sistent with our risk appetite i
programs, methodologies anc

Legal and Regulatory Risk

Risk . . Risk Review
Governance > > sk Appeme> and Approval
Credit and Liquidit_y and operational Legal and Reputation Environme_nlal
Counterparty Funding Regulatory and Social

winrkes clasel with the nneratina arniins and Cnrnarate Sunnart areas tn

Risk
Monitoring

Risk
Principles

work are highlighted below. Executing our ORMF strategy als
focus on change management and working to achieve a cult
toward greater awareness and understanding of operational

Governance

Insurance Risk
Insurance risk is the risk of loss due to actual experience being Insurance risk is monitored on a reqular basis. Actuarial liabilities
different from that assumed when an insurance nroduct was are estimates of the amounts reauired to meet insurance obliaations.
Ee et Environmental and Social Risk
that can ari
uncertainty BMO’s credit and counterparty risk framework. Enhanced due diligence is
businesses, Environmental and social risk is the risk of loss or damage to applied to transactions with clients operating in environmentally sensi-
creditor ins  BMO's reputation resulting from environmental and social concerns tive industry sectors, and we adhere to the standards set out in the

lated to By - % P
o« Business Risk

Insurance risk
+ (laims risk
will differ f Environmenta Business risk arises from the specific business activities of a com-
process. Clg rate responsit  pany and the effects these could have on its earnings.
risk and cal management MOdEl RISk
+ Policyholde Governance Gp,,qinoc risk ¢
holders rel: supp::)rt from that are disting
|ap5e5 and  BMO's SUS.taII'management |
from the b¢ representing o rik that vi
Expense ris| Quidance for ‘company havit

BMO faces many risks that are similar to those faced by
non-financial firms, principally that our profitability, and hence value,
may be eroded by changes in the business environment or by failures of

« risk exposure models for measuring credit risk, market risk, liquidity
risk and operational risk, which also address expected loss and

ite_annlicatinne

Maodel risk is the potential for loss due to the risk of a model not
performing ar_canturina ricl, ac dAacianad It alen aricac fram tha

possiviiy (Strategic Risk

and admini and social po'costs use of a m¢
expected e Sustainability wysor ara o strategies and incorporates financial information linked to financial
Corporate Responsibility wel Strategic risk is the potential for loss due to fluctuations in the commitments.
Insurance risk Environmental and socia BMO USes MO gy 4arnal husiness environment and/or failure to properly respond to The 0SM works with the lines of business and key corporate stake-
tors Lo senior 4¢ ¢jimate change, biodiversit complex t[aT these fluctu Reputation Risk
cornerstone fi management . blementa

the unsustainable use of wat decision-mak

with new inst lihoods, health and rights of ¢

ess, combine: writing, fundi)

work with extemal stakehold i, been deyStrategic risk Reputation risk is the risk of a negative impact on BMO that results

management .4 financing decisions in the. - o< re tota MeNt within from a deterioration in stakeholders’ perception of BMO's reputation.
management understanding to determine t |, | BMO is unable These potential impacts include revenue loss, litigation, regulatory
that transfer i specific line of business as;ﬁé{i{;{;go?strategic fisks  sanction or additional oversight, declines in client loyalty and

also USEd 101 social risks inherent in lendi BMO use'social and cor declines in BMO's share price.

and limiting ¢

and social risks associated W ¢ categoriesMagnitude of
. valuation rstrategic risk r BMO's reputation is one of its most valuable assets. By protecting and
BMO's Off maintaining our reputation, we can increase shareholder value, reduce
planning proce our cost of capital and improve employee engagement.
risk, finance a Fostering a business culture in which integrity and ethical conduct
strategic risk ¢ are core values is key to effectively protecting and maintaining
process encou BMO's reputation.

Source: BMO Annual Report 2012, p. 88 - 92

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices

We believe that active, ongoing and effective management of
reputation risk is best achieved by considering reputation risk issues in
the course of strategy development, strategic and operational
implementation and transactional or initiative decision-making. Reputa-
tion risk is also managed through our corporate governance practices,
code of conduct and risk management framework.

All employees are responsible for conducting themselves in accord-
ance with FirstPrinciples, BMO's code of conduct, thus building and
maintaining BMO’s reputation. The Reputation Risk Management
Committee considers significant potential reputation risks to the enter-
prise, including those that may arise from complex credit and structured-
finance transactions.
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Section 8 — Other risks

Recommendation 31: Describe other risks and discuss how each is identified, governed, measured and managed

Example 2 of 2

3. OPERATIONAL
RISK

8.1 Definition and objectives

Grupo Santander defines operational risk (OR) as the risk
of losses from defects or failures in its internal processes,
employees or systems, or those arising from unforeseen
circumstances. They are, in general, purely operational
events, which makes them different from market or credit
risks, although they also include external risks, such as
natural disasters.

The objective in control and management of operational
risk is to identify, measure/evaluate, control/mitigate and
monitor this risk.

The Group's priority, is to identify and eliminate risk
focuses, regardless of whether they produce losses or
not. Measurement also helps to establish priorities in
management of operational risk.

Grupo Santander opted, from the beginning, to use the
standard method for calculating regulatory capital by
operational risk, envisaged in the BIS Il rules. The Group

Is weighing up the best moment to adopt the focus of
advanced models (AMs), bearing in mind that a) the short-
term pricrity in management of operational risk centres on
its mitigation; and b) most of the regulatory requirements
established for being able to adopt the AMs must be
incorporated into the standard model (already achieved in
the case of Grupo Santander’s operational risk management
model).

The report on Prudential Significance/Pillar IIl in section 11
includes information on calculating the equity requirements
by operational risk.

8.2 Corporate governance and
organisational model

The organisational model for controlling and managing
risks is in line with the Basel guidelines and establishes three
levels of control:

= First level: control functions conducted by the Group's
units. It seeks to ensure that business and the institution
as a whole does not incur this type of risks.

= Second level: functions carried out by the corporate
areas. It establishes rules and controls compliance by the
first layer of control.

* Third level: integral control functions by the risks division-
integral control area and internal validation of risk (CIVIR).

This model is constantly reviewed by the internal auditing
division.

In the technology and operations division, the corporate
area of technological and operational risk (CATOR) defines
the policies and methodology, as well as managing and
controlling the technological and operational risks.

The Group believes it is convenient for the first and second
layer of control functions to be developed within this
division, where operational risk is managed more directly
and which has the most appropriate resources and staff

10 identify, measure, assess and mitigate this risk. All of
this is conducted within a recurring supervision of the
Group’s organs of control, in accordance with its strong risk
management culture.

All local areas are respansible for the implementation,
integration and local adjustment of the policias and
guidelinas established by the corporate area, carried out by

the operational risk executives in each of the units.

This operation risk management structure is based on the
knowledge and experience of the executives of the Group's
various areas. Particular importance is given to the role of
local executives.

The two committees for managing and controlling
technological and operational risk (TOR) are:

* Corporate Committee of TOR, which comprises executives
from the various divisions related to management and
control of this risk: its objectives are to supply a broad
view of operational risk in the Group and establish
effective measures and corporate criteria in the spheres of
management, measurement, monitoring and mitigation of
this risk.

= Corporate Committee of CATOR: it meets twice a month.
This committee monitors CATOR's projects and the
Group's risk exposure. Local executives and those from
integral control of risks also form part of the committee.

Source: Santander Annual Report 2012, p. 237 - 249

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices

CORPORATE OPERATIONAL RISK SYSTEM

General administration module

Map of risks and evaluation

» Map of risks and controls

= Frequency estimates and severity

= Workflow of questionnaires

= Analysis of scenarios: specific model

« |dentification of operational risks

» Association with processes, business lines and
organisation

* Administration of static data

Mitigation module

Identification

Module of losses

« |dentification of mitigation plans Active * Registry of losses and recoveries
* Monitoring mitigation plans operational . _In?;\riiuaal registration, massive or
# Evaluation of mitigation plans risk mgt. interphase _ }
implemented . qukﬁow of capturing and filters of
quality

» Management of multi-impact events

Tracking of
indicators

Reporting module
(partial at local level)

Module of indicators

= Registry of indicators, considering OR, TR and
control indicators

= Individual capturing, massive or by interphase

= Application of normalisation methodology and
aggregation of the Group

= Tracking of indicators and setting of alert
threshaolds

» Generation of reports focused on various types
of users (senior management, OR expert, etc)

» Executive reports (command tables)
» Static and dynamic reports (not yet local)
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Section 8 — Other risks

Recommendation 32: Discuss operational risk loss events, including impact on businesses and bank response

LIBOR-related settlements

On 19 December 2012, we announced
that the Board of Directors had autho-
rized total settlements of approximately
CHF 1.4 billion in fines and disgorge-
ment to US, UK and Swiss authorities to
resolve LIBOR-related investigations with
those regulators. The payments that
were agreed with authorities consisted
of fines totaling USD 1.2 billion to the
US Department of Justice and Commod-
ity Futures Trading Commission, GBP
160 million in fines to the UK Financial
Services Authority and CHF 59 million as
disgorgement of estimated profits to
the Swiss Financial Market Supervisory
Authority (FINMA). In addition, UBS
Securities Japan Co. Lid. entered into

a plea agreement with respect to

one count of wire fraud relating to the
manipulation of certain benchmark
interest rates, including Yen LIBOR. The
settlements stemmed from industry-wide
investigations into the setting of

certain benchmark rates across a range
of currencies. These investigations
focused on whether there were improp-
er attempts by banks, acting either on
their own or with others, to manipulate
LIBOR and other benchmark rates at
certain times. UBS cooperated fully with
the authorities in their investigations
and, as a result of the investigations,
has significantly enhanced its control

framework for its submissions process
for LIBOR and other benchmark interest
rates.

Enhancements included changes made
throughout 2012 to the governance
framework to first combine all compo-
nents of this submissions process into
one functional area within the Investment
Bank, to next move the governance and,
in Novermber, to maove the operation
of this process into a new independent
function within Group Treasury. In
accordance with our segment reporting
principles, under which we report
performance consistent with the way
in which it is evaluated by senior man-
agement, the charge booked in the
fourth quarter was reported in Corporate
Center — Core Functions because the
management of the submissions process
resides within Group Treasury.
= Refer to “Note 23b Litigation,

regulatory and similar matters” in the

“Financial information” section

of this report for more information

Source: UBS Annual Report 2012, p. 79; 375+

Enhanced Disclosure Task Force ¢ Appendix to Progress Report: Examples of Leading Disclosure Practices

Naote 23 Provisions and contingent liabilities (continued)

a provision, in which case the matter is treated as a contingent
liability under the applicable accounting standard or b) we have
established a provision but expect disclosure of that fact to preju-
dice seriously our position with other parties in the matter be-
cause it would reveal the fact that UBS believes an outflow of re-
sources to be probable and reliably estimable.

The aggregate amount provisioned for litigation, regulatory
and similar matters as a class is disclosed in Note 23a above. It

Provisions for litigation, regulatory and similar matters by segment

is not practicable to provide an aggregate estimate of liability
for our litigation, requlatory and similar matters as a class of
contingent liabilities. Doing so would require us to provide
speculative legal assessments as to claims and proceedings that
involve unique fact patterns or novel legal theories, which have
not yet been initiated or are at early stages of adjudication, or
as to which alleged damages have not been guantified by the
claimants.

Wealth Corporate  Corporate
Wealth Manege- Global Center — Center —
Manage- ment  Investment Asset Man- Retail & Core Legacy Total Total
CHF miflion ment  Americas Bank agement Corporate  Functions Portfolio 311212 31z1n
LA s B PR
I G O L1
. LN S 71
(135) 5) (455}

0

Foreign curengy ransletion /unwind ofdiscount 0 (6)

a3

Balance at the end of the year 130 170

40 7 a) 338 720

1,432 482

1. Municipal bonds

In 2011, UBS announced a USD 140.3 million settlement with the
US Securities and Exchange Commission (SEC), the Antitrust Divi-
sion of the US Department of Justice (DOJ), the Internal Revenue
Service (IRS) and a group of state attorneys general relating to the
investment of proceeds of municipal bond issuances and associated
derivative transactions. The settlement resolves the investigations by
those regulators which had commenced in Novernber 2006. Sev-
eral related putative class actions, which were filed in Federal Dis-
trict Courts against UBS and numerous other firms, remain pend-
ing. Approximately USD 63 million of the regulatory settlement was
made available to potential claimants through a settlement fund,
the majority of which has been claimed, thereby reducing the total
monetary amount at issue in the class actions for UBS.

2. Auction rate securities

In 2008, UBS entered into settlements with the SEC, the New
York Attorney General (NYAG) and the Massachusetts Securities
Division whereby UBS agreed to offer to buy back Auction Rate
Securities (ARS) from eligible customers, and to pay penalties of
USD 150 million. UBS has since finalized settlements with all of
the states. The settlements resolved investigations following the
industry-wide disruption in the markets for ARS and related auc-
tion failures beginning in early 2008. The SEC continues to inves-
tigate individuals affiliated with UBS regarding the trading in ARS
and disclosures. UBS was also named in (i) several putative class
actions, which were thereafter dismissed by the court and/or
settled; (i) arbitration and litigation claims asserted by investors
relating to ARS; and (iii) arbitration and litigation claims asserted

by ARS issuers, including a pending litigation under state com-
meon law and a state racketeering statute seeking at least USD 40
million in compensatory damages, plus exemplary and treble
damages, and several pending arbitration claims filed in 2012 and
2013 alleging violations of state and federal securities law that
seek compensatory and punitive damages, among other relief. In
November 2012, UBS settled a consequential damages claim
brought by a former customer for USD 45 million.

3. Inquiries regarding cross-border wealth management
businasses

Following the disclosure and the settlement of the US cross-
border matter, tax and regulatory authorities in a number of coun-
tries have made inquiries and served reguests for information
located in their respective jurisdictions relating to the cross-border
wealth management services provided by UBS and other financial
institutions. In France, a criminal investigation into allegations of
illicit cross-border activity has been initiated with the appointment
of a “Juge d'instruction”. We have also received inquiries from
German authorities concerning certain matters relating to our
cross-border business. UBS is cooperating with these inguiries,
requests and investigations within the limits of finandal privacy
obligations under Swiss and other applicable laws.

4. Matters related to the financial crisis

UBS is responding to a number of governmental inquiries and in-
vestigations and is involved in a number of litigations, arbitrations
and disputes related to the financial crisis of 2007 to 2009 and in
particular mortgage-related securities and other structured trans-

UBS discusses its legal provisions by business unit and over time, with
explanatory details relating to specific cases, such as the LIBOR-related
settlements shown at left
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