
The Bank's accounts 

The Banking Deparlmenl accounts for the year 
ended 28 February 1985 show an opera ting profit of 
£37.7 mill ion, compa red with £65.3 million in 
1983/84. After a payment in lieu o f dividend of 
£25.3 million (compared with £21.7 mill ion) and a 
lax charge of £4,9 mill ion, the profit transferred to 
reserves amounts to £7.5 million, compared with 
£1 1.8 milli on last year. 

The current cost accounts, shown on page 28 show 
a profit before tax and dividend of £28.8 million , 
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some £8.9 mill ion less than in the historical cost 
accou nts. 

The Is.me Deparlment accounts are shown on page 
30. In accordance with the Currency and Bank 
Notes Act 1928, the assets of the Issue Department 
comprise securities of an amount in value sufficient 
10 cover the fiduciary nole issue. The profits of the 
note issue are payable to the Treasury and 
amounted to £ I ,089 .8 million compared with 
£1.198.0 million in 1983/84. 



Report of the Auditors 

To thl' Corerl/or olld Compally of the Bank of England 

We have audited the accoun ts of the Banking 
Depa rtmen t on pages 17 to 29. and the statements 
of account of the Issue Department on page 30, in 
accordance with approved Auditing Standards. 

Wc dr.lw Ullcntion to Note 11 which explains the 
basis on which provision has been made in respect 
of payments to be made by the Bank under an 
indemnity given to lohnson Matthey Ban kers 
Limited together with other appropriate financial 
information regarding that company. 

In OU T opinion 
I The :lccoun ts on pages 17 10 27 give a true and 

fai r view of the state o f affairs of the Banking 
Department at 28 February 1985 and of the 
profit and sou rce and appl ication of funds for 
the year then ended . 
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2 T he statements of account on page 30 present 
fairly the ou tcome of the transactions of the 
Issue Department for the year ended 
28 February 1985 and its balances at that date. 

3 The abridged supplementary current cost 
acco unts of the Banking Department on pages 
28 and 29 ha ve been properly prepared in 
accordance with the policies and methods 
described in notes I to 3. to give the information 
required by Statement of Standard Accounting 
Practice No. 16. 

OELOllTE HASKI NS & SELLS 

Char/end Accounlan/s 

LQlu/olI 

6 lwl<' 1985 



Banking Department 

Profit and loss account 
for the year ended 28 February 1985 

/984 
{OOO 

65.326 

2/,750 

43.576 

31 ,802 

11.774 

Opera ti ng profit 
after charging: 

Provision for payment under indemn ity 

Payment to the T reasury under Section 1(4) of the 
Ba nk of England Act 1946 

Profit before taxation 

Taxation 

Profit transferred to reserves 

The notes on pages 10 10 26 form pari of tt..:~ accounts. 
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1985 
£000 £000 

(Note 2) 37,660 

(Nole J 1) 34,000 

(No/£' 4) 25.300 

12.360 

(Note 5) 4,861 

(Note 6) 7.498 



Banking Department 

Balance sheet: 28 February 1985 

1984 1985 

£OOD £000 £000 

14.553 Capital 14,553 

395.744 Reserves (Note 6) 403,242 

410.297 41 7,795 

Current liabilities 

233.487 Pu bl ic deposits (Note 7) 4, 157,286 

766,960 Bankers' deposits (No te 8) 688,055 

1,046.537 Other accounts 1,330,203 

21.150 Payable to the Treasury (Note 4) 25,300 

2.068.734 6,200,844 

2.479,03/ 6,618 ,639 

The nOles on pages 20 10 26 form pari or these accou nt s. 
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1984 
[000 

12,828 

222,898 

J,JJ3,860 

1,349,586 

341,629 

540,349 

25.342 

222.125 

Liquid assets 
Notes and coin 

Cheques in course of collection 

Treasury and other bills 

Investments 

Advances and other accounts, less provisions 

S ubsidiary companies 

Premises and equipment 

Banking Department 

Balance sheet: 28 Februa ... y 1985 

1985 
£000 £000 

10,565 

202,357 

(Note 9) 4,687,848 

4,900,770 

(Nole 10) 397,568 

964,953 

(Note J 1) 127,7 10 

(NOIf! 12) 227.638 

2,479,031 6,618,639 

R LElGH-P!:MBERTON G(JlWtJQr 

C W M cMAWON Deprll)' GOl'{'TttQr 

NELSON OF STAFFORD DinClOr 

H C E HARRIS Chief a/CorporalI' S('TI'iCl'S 
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Notes on the Banking Department accounts 

Accounting policies 

It Forn. of prestntat ion of an~ounts 
Although Ihe B(lIlk's eonstilution is not governed by the Companies Acts 1948 to 
1981, the accounts have been prepared so as to comply with the requirements of those 
ACls and the Statements of Standard Accounting Practice issued by the accountancy 
bodies in so far as they arc 3ppropri(L te. 

The accounlS have been prepared on the historical cost basis of 3ccounting, modified 
10 include the revaluation of eertHin fixed asselS and in accordance with Section 149A 
of. a nd Schedule SA to. the Compa nies Act 1948. 

b Treasur)' and other bills 
Treasury and other bills ,Lre sla ted at cost plus interest accrued. 

e Inl'es tnU'nts 
Securities of. or guaranteed by. the British Government. and Other securities arc 
stated in the b(llance sheet at cost less provision for losscs; listed securities are valued 
at middle-market prices, unlisted at Directors ' valu3tion. 

Profi ts 3nd lossc$ on realisation arc ta ken to profit and loss account in the year in 
which they ari sc, 

d Pr ... miSl'!l and equipment 
Freehold (lIld leasehold premist'S arc stated al a professional valua tion on an opocn
market value for exiSlIng use basis 3S at 28 February 1982 plus Ihe cost of suhscquent 
;lddilions and 1c:ss 3ccumulated depreciat ion. No account is laken of the liability to 
13ll3lion which could 3rise if the premises werc disposed of 31 their revalued amounts. 

Equipment is stated at cost less aceumuJ31ed depreciation. Fully deprecialed items 
ha .. e been wrillen out of Ihe accounls. 

Oeprcciation. on a stflllghl line basts. is charged as follows: 

Freehold premises 
Leasehold premises 

Computers 

Other equipment 

e Bad and daub,rul d c bt.~ 

over the estimated future life 
over the period of lease or 

estimated fuw re life 

Qver periods ranging from three 10 

five years 
over periods ranging fro m th ree to 

twenty years 

Apprapriute provision is m(lde ror bad and doubtfu l debts , 

f Foreign currency Iranslalion 
Assets and corresponding liabilit ies in foreig n cu rrencies arc translated into sterling at 
thc exchange rates ruling at 28 February. 

g Commitments on IwhHlf of thl' Treasury 
Commitments in forcign currencies and gold. or o n a gold basis. undertaken in the 
name of the Bank for account of the Treasury, principa lly in the course of operating 
the Exchange Equalisa tion Account. arc not included in Ihese accounts as the Bank is 
concerned in such transactions only as agent. 

h Ikfl'rr<'tl la:o: 
Deferred tax is provided in respect of all material timing differences excepl where it is 
expected th(lt the rclevanttlmmg difference wi ll not reverse in the roreseeable fuwre: 
tax is provided (11 corponllion la~ rates applicable 10 the year in which the relevant 
timing differences Hrc expeCted to reversc. 
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j Relire menl benefi ls 
The profit of the year bears the cost o f providing pensions in respect of current 
servicc. Any unfunded liability in respect of past service diselosed by all actuarial 
valuation is met ei ther by a specia l con tribut ion to, or by an increase in the current 
contribut ion mIc of. the relevant pension fund . 

The Hank of England Pension F und is revie .. ·ed annually a nd full actuarial valuations 
arc obtained every three yea rs . The next full valua t ion will take place as al 
28 February 1981. A full actuarial va luation is obtained yea rly in respecl of the Court 
Pension Scheme. 

T here is no unfunded liability In rcSPCCI o f past se rvice. 

2 Operating profit 

The operating profit is arrived at11fter tak ing account of the fOllowing: 

1984 1985 
{ 11"'",s,,,,ds £ Ihousands 

Incolll e 
ll1terest: 

95.918 Treasury and olher bill .. 178.673 
Si."<:uritics of, or guarnntcc(J by. the British 

44.503 Government 45.114 
8.789 A(Jvallees 14.985 

Inle"",,t an(J dividends: 
1.435 Lls tc-d securi tIes 154b 
3.405 Unh~tC<l secUritIes 4m9 

40.131 Charges for servIces 10 the Government 42.508 
1.383 Rents 2.188 , Surplu. on d";posal of fixed assel~ 

Charces 
48.186 Interest paId 10 dcposllors 131.003 

51! Dirc"<:tors· emoluments (N"" 3) '" " Audilors· rcmunerallon 70 
78 H;r~ or e<>mputers and other equIpment " Dcprcclallon of premIses ~nd equIpment 

7.115 (NI>I'It/) 7.549 
Loss on dlJposal of fi~C<l assets "" 

3 Directors' and employees' emolumenls 
The aggregate emoluments of the G overno rs a nd Directors for the year ended 
28 February were: 

1984 
£11.500 

£500.945 

Fees 
Olher emotuments. including remuneratIon or Governors 

and EH"<:Ull\·C Dlrec10rs "lid cOlllribu1ions 10 Dirc-c1orf 
Pells"," Scheme 

1985 
£! 1.500 

f529.~5O 

The Govcrno(s emoluments. excluding pension contributio ns. totalled £85.095 (1984 
£12.545. excluding emoluments waived o f £8.988). 

The following table shows for the yea r e nded 28 Febru~ry the number of other 
Dircetors and of employees of the Bank receiving remuneration in excess of £30,000 
(excl uding pension contributions). within the bands stated. 

"". 1985 
D"~rlOr5 £mplot·"".· D,rectors Employees 

" £0 - £S.OOO " " £30,oot -05.00I1 66 
3J OS.OOt- (40.tllIlI " ., £40.001- £45.000 " " £45.001 £50.000 " , , (50.001 - £55.000 7 

£55.001 - £60.000 , 3 
£60,001- £65.000 
£70,OOH1$.000 

The ~ggrcgalc remuneration of the employCi:S o f lhe Bank W<lS £63.3 million (1984 
£60.5 million). 
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4 Payment to the T reasury 
1984 

{ thousll"ds 
7. 150 

1000 

11 .150 

5 Taxation 

Payable 5 Apnl 
Payable 5 October 

The charge for taxation comprises: 

198< 
( Ihousum/s 

10.157' 
J8J 
.~ 

11.144 ' 

JI ,80] 

UK corporation In at ~n average ralc of 
45.416% (198450.166%) based on the profits 
of the year 

Incollle lax on franked investment income 
Prior year adjustment 
Oderred lu (sce below) 

1985 
£ thousands 

',000 
17.300 

25,300 

1985 
£ thousands 

15,079 
414 

(1,307) 
(9J24) 

4,862 

• A compensating adjustment of £4.593.000 has been made between the amounts provided for 
current lax and deferred lax in 1984, following a change in the basis of assessing corporalion 
lax on interest from British Government Sc<.:uri tics. 

The charge for deferred laxalion in 1984 included an amount of £1 1,138,000, being 
the effect on the balance on the deferred taxation account at 28 February 1983 of the 
changes in the rates of corporation tax and the withdrawal of first year allowances set 
out in the Finance Act 1984, 

The deferred tax asset of (1,600,000 is included under Advances and other accounts 
( 1984 Other accounts) and is comprised as follows: 

"" { ,IIOUSlllld. 
( 1,900) 
9,600 

7,700t 

as reslaled. 

ShorHcrm timIng dlfferenoes 
I\occlcnllcd ~~p'I~1 ~lIow~r>Ces 

1985 
£ thousands 

(11,400) 
9,800 

( 1.600) 

The potential liability for deferred taxation in rcspe~t of capital gains on unrealised 
revaluation surpluses less deficits, which is not provided in the accounts, is 
£9,900,000. 

6 Reserves 

Batance a1 1 March t984 
P'ofu of the year retained 

Batance a1 28 Febru~ry t985 

7 Public deposits 

General 
reservc 
234.56 1 

7.498 

242,059 

£ thousands 
Revaluation 

surplus Total 
161.183 39S,744 

7,498 

161.183 403,242 

Public deposits arc the balances on government accounts. including Exchequer, 
National Loans Fund, National Debt Commissioners and dividend accounts. 

The large rise in these deposits during the ~ar is mainly attributable to the increase in 
the balanecon the National Loans Fund account, as provided for in Section 12 of the 
Nat ional Loansl\ct 1968, as amended by S 152 of the Finance Act 1982. This increase 
is matched by a comparable rise in holdings of bills. 

8 Bankers' deposits 

"" { 'iJOUJ(lnds 
SOO,110 
166.840 

766.960 
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Cash ratio deposiu 
Other deposits 

1985 
£ thousands 

582, 167 
105,888 

688,055 



9 Treasury and other bills 

"" { IlwWflnds 
9l.593 

1.012.267 

1.113.1160 

10 Investments 
1984 

Brit ish Government Treasury bIlls 
OIher bills 

1985 
£ thousands 

197.874 
4.489.974 

4.687.848 

1985 
[ Ihou.mndl £ thousands 

&",k WlI"" Vuluation Book value Valuation 

3 WaY3 

7.487 
15.049 

341.629 

)98.516 

31.877 
48.473 

479,876 

Securities of. or guaranteed 
by. thc Brilish Governmen t 

Other sceulllics: 
LIsted 
Unli stc'<l 

375.041 

7.487 
15.040 

397,568 

432.247 

34.904 
50,320 

517,471 

The pri nci pal holdings or eq uity sh~rc capital included in Other securities are as 
follows: 

1984 1985 
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, 
03 
41 

Ow!r 20% 
AgricUltu ral Mortg38e Corpora lion p.l.c ~hares 

0((1 
Share capital and rescrvcs as at 31 Mareh 1984 
£29.663.000 

Profit ror the year ended 31 MHrch 1984 
£6.182.000 

Portals Holdings p,l.e. ordinary stock 
Share capital and rescrves as at 

31 Dttembcr 1984 £86,245.000 
Profit ror the year ended 31 o...'CCmhcr 1984 
U7,S49,OOO 

Percentage held 

" 

As a matter of policy. the Bank does not seek to influence the 
above companies' commercial or financial decisions. 

Commonweal th Development Finance 
Company Limited: 

'A' ordinary shares of £1 (lOp paid) 
'B ' ordinary sha res of £1 (SOp paid) 
Percelltage of lotal nominal eqUl lY held 

Share capital "nil reserves as III 
31 March 1984 £8,325,000 

Profit for the year ended 31 March 1984 
£2,456,000 

, 
9J 

" 

The abovc company is not treated in these accounts as an associate 
under SSAPI as the Bank considers this treatment would not be 
appropriate having regard to the nature of the investment. 

AII\hc above companies an; incorporated in Great Bntain, 
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Untler 20% 
Investors '" Industry p.l" shres of (] 

(Incorporated '" Great Bntaln) 

Bank ror Interna tional SclllcmenlS shares 
of 2,.'ioOO S .... iss gold francs (25-!. paId) 
(Incorporated In SWI17.erland) 

" 



11 S ubsidiary companies 

This comprises: 

1984 
[ IhoWf",,,h 

16.9$1 
8 ,J6Q 

]j.J,1l 

In"CSlmcnlS In subsidiary comp,anics 
Amounls owing by subsidiary comp,anies 

(a) J ohnson MaUhey Hankers Limited 

1985 
£ thousands 

16.982 
110.728 

127.710 

In October 1984 the Bank purchased from 10hnson Matthey p.l.c .. for a nominal 
consideration. the entire issued share capital (60.000.000 shares of £1) of Johnson 
Matthey Bankers Limited (JM B). 
Provision has been made in the BlLDk'saccoun]s for amounts to be paid toJM B under 
an indemnity in respt:Cl of losses ell.pccted to arise on the realisation of its loan book at 
30 September 1984 given 10 that company by the Bank and offset by amounts 
receivable from a number of banks and members of the London gold market under a 
rdated counter indemnity given by them to the Bank . The overall limit on the Bank's 
liabilily. net of lhe benefit of the counter indemnity. is £75 million. 

The amount provided al 28 February 1985 in respect of payments 10 be made under 
the indemnity has been based upon the best information presently available. 
Although lhe review of the loan book of J M B al 30 September 1984 has been la rgely 
completed. having regard 10 lhe nalure of the lending entered into and to the faetlhat 
in many instances re(llisauon WIll only be in Ihe long tenn. the amount provided by 
lhe Bank in respt:et of payments to be made under the indemnity may be subject to 
adjustment. 

1M B has a contingent liability in respect of corporation tall. of an estimated mall.imum 
amount of £29 million relating to stock appreciation rel ief claimed by the company 
but contested by the Inland Revenue. The company was successful at a hearing before 
the Special Commissioners but understands the maUeT may be taken to appeal by the 
Inland Revenue. The directors of 1MB are legally advised that the company has a 
sound case and no proviSIon has been made. 

In a press release dated i3 May 1985. the Bank announced that it intends to 
reorganise the capital of 1MB. The proposed reorganisation will result in the Bank. 
subseribing for (50 million of ordinary ( I shares. (25 million of redeemable £1 shares 
and £25 million of subordinated unsecured loan stock. At the same time there will be 
a eaneell.llion of 59.999.900 existing issued shares and 15 million unissued shares of 
£1 each. The injection of new eupital will be followed by repayment by J MB of the 
deposit of(IOO million m(lde by the Bank in November 1984. 
The last audiled accounts of JMB were in rcspt:et of the year ended 31 March 1984, 
and the neXI audited accounts will be in respect of the fifteen months ending 30 June 
1985. 
The aceounls of 1MB have not been consolidated wilh those ofthc Bank because. in 
lhe opinion of the Directors. it would be misleading to consolidate its assets and 
liabilities with lhose of the Banking Depanment as it is the Bank'S stated intention to 
dispose of its inveSlment in 1MB althe earliest practicable opportunity. 

(b) Other sul:ls idiarics 
Investments in subsidiary companies, all of which are wholly owned and registered in 
England. arc sta ted ID the Bank'S balance shect at cost (which is not in excess of the 
net tangible assets of the subsidiaries) and include: 

BE Services Lld 5.000 shares of £1 

EBS Investments Ltd 100 shares of £ I 

The Seeuriues Management 
Trust Ltd 1.000 ordinary shares of £1 

Slater. Walker Ltd 100.000 ordinary shares of £ I 
10,000,000 deferred shares of £1 
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The accounts of EBS Investments Lld and Slater, Walker Lld have not been 
consolidated with those of the Bank because, in the opinion of the Dircctors, it would 
be misleading to consolidate thei r assets and liabili ties with those of the Banking 
Department in view of the circumstances of the acquisition of these companies by the 
Bank through involvement in the support operations. T he accounts of BE Services 
Ltd and The Securities Management Trust Ltd have not been consolidated with those 
of the Bank as the amounts are considered to be not materia!. 

The net aggregate profi ts of these subsidiary companies attributable 10 the Bank. 
which havc not been dealt wi th in the accounts of the Banking Department. and 
which arc sta ted by reference to audi ted accounts arc as follows: 

"" "" [ thousand.< ( thousands 
1.457 For the year ended 28 Februa ry 1985 7.614 

10.59J 18.207 

Included within Curren tl iabil ilies is a to tal of £2.004.000 (1 984 £ 1.448JJOO) due. in 
the normal course or business, 10 subsidia ry compan ies. 

12 Premises and equipment 
[ thousands 

Leasehold premises 

(50 years (under 
Freehold and over SO years 
premises 

COSI or .aluiltion 
unexpired) unc~plred) EqUipment Total 

At I March 1984 123.276 85.428 2.187 28.828 239.7t9 
Acquisitions 6.530 817 6.611 13.958 
Dlsposals (98 ) 
Adjustment in respect of 

(2.0-19) (2.1 47) 

fully deprecia ted assets (660) (660) 

At 18 February 1985 129.806 86.245 2.089 32.730 150.870 

A« umulated deprKialion 
At 1 March t984 4.399 2.420 '" to.661 17.594 
Charge for the year 2.311 1.240 '00 3.898 7.549 
On dlSpo$ats (1.251) (U5 t ) 
Adj ustment in respect of 

fully dep recia ted asse ts (660) (660) 

At 28 February t985 6.7tO 3.660 '" 12.648 23.232 

Net book va tue a t 
28 February 1985 \23.096 82.585 \.875 20.082 227.638 

Nel hook ,·ullie ul 
29 Fehr""r}" 1984 1/8.877 fiJ/)()IJ 2lJ7J 18.167 211.125 

CO$t or va lua ti on a t 
28 February 1985 
comprised: 

At t982 valuation t 17.815 82.4t5 JO 200.260 
At cost tt.991 3.830 2.QS9 32.730 50.610 

t29.806 86.245 2.089 32.730 250.870 

Contracts for capital c~pendilure authOrised by the Directors and outstanding at 
28 February 1985 tota lled £8.685.000 ( 1984 £ 14.828.000). Further capital expenditure 
authorised at that date. but not contracted for. is esumaled at £2.675.000 (1984 
£2.5 11 .(00). 
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13 Transactions with Directors 

The following particulars are givcn rela ting 10 trdnsaclions. arrangements and 
agreements entered into by Ihe Bank of England with Directors. and persons 
connected with the Directors. of the Bank: 

Number of Directors 

Loans , 
Total amount 
[ tllousands 

179 

There were no quasi loans or Olher credit transac tions required to be shown under the 
Companies A(:t 1980. None of the Directors had a material interest. directly or 
indirectly, at any time during Ihe year in any other significant transact ion or 
<l rrangement with the Bank or any of its subsidiaries. 

14 Charitable donations 

Chari table donations during the year (ImOlmted 10 £138.000; no political 
contributions wcre made. 

15 Contingent liabilities 

Contingcnt liabilities. offsct by corresponding obligations of third parlies. arise in the 
normal course of business. In addition there arc forwa rd conlracts for Ihe purchase 
and sale of foreign currencies. It is not envisaged that any irrecoverable liabilily will 
arise from these transactions. 

There are further eontingentliabilities, including uncalled capital on UK investments. 
but excluding the indemnity referred to in Note 11. of £76 million (1984 £63 million), 

Since 1930 there has also been a contingent liability. denominated in Swiss gold 
francs, in respect of uncalled capi tal on the Bank's investment in the Bank for 
International Settlements. The sterling equivalent of this liability based on the gold 
market price on 28 February 1985 was £225 million (1984 £222 million). 

16 Date of approval 
The Court of Directors approved the accounts on pages 17 to 29 on 6 June 1985. 
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Banking Department 

Statement of source and application of funds 
for the year ended 28 February 1985 

1984 
£000 

65.326 

7./21 
30 

72.477 

2 
48 

72.527 

18.989 
23.000 

30 
9.966 

20.542 

72,527 

(233.855) 
(818.873) 

33 

(1.052.695) 

(1 .073 .237) 

20.542 

Source of funds 

Operating profit 
Adjustment for items not involving the movement of funds: 

Provision for payment under indemnity 
Depreciation, net of profits/(losses) on disposal of fixed assets 
Other 

Fu nds generated by operations 
Funds from other sources: 

Disposal of Other securities 
Disposal of premises and equipment 

Application of funds 
Payment of taxation 
Payment 10 the Treasury 
Purchase of Other securities 
Purchase of premises and equipment 
Increase in working capital (see below) 

Analysis of increase in working capital 
Cu rrent assets 
Advances and other accounts 
Advances to subsidiary companies 

Less: 
C urrent liabilities, e:<cl uding taxation and payment to the Treasury 
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1985 
£000 

37.660 

32.300 
8, 138 
(391 ) 

77,707 

8 
307 

78.022 

11,094 
21 ,750 

20 
13.958 
31 ,200 

78.022 

3,607, 131 
422.605 
102,367 

4.132.103 

4.100,903 

31.200 



Banking Department 

Current cost profit and loss account 
for the year ended 28 February 1985 

1984 
£ milliollS 

65.3 

1.2 
6.8 

Operating profit as in historical cost accounts 
Current cost adjust ments: 

Additional depreciation charge 
Monetary working capital 

57.3 Current cost operating profit 

(Note 2) 
(Note 3) 

Payment to the T reasury under Section 1(4) of the Ban k of 
21.7 England Act 1946 

35.6 Current cost profit before taxation 
31.8 Taxatio n 

3.8 Current cost profit/ (loss) for the year 

Current cosl balance sheet: 28 February 1985 

1984 
£ milliol1.~· 

14.5 
466.9 

481.4 
2.068.7 

2.550.1 

J .349.6 
41J() .5 
540.3 

25.3 
234.4 

2.550.1 

Capital 
Reserves 

Current liabilities 

Liquid assets 
Investments 
Ad va nces 
Subsidia ry companies 
Premises and equipment 

The notes on page 29 form pIlrt of these: accoun lS. 
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(Note 4) 

(Note 5) 

1.1 
7.8 

1985 
£ millions 

37.7 

8.9 

28.8 

25.3 

3.5 
4.9 

(lA) 

1985 
£ millions 

14.5 
489. 2 

503.7 
6,200.8 

6,704 .5 

4,900.8 
460.2 
964.9 
127.7 
250.9 

6,704.5 



Notes on the current cost accounts 

Basis 
The t urrent tost profi t and loss a«:ount and balance sheet havt been prepared on the 
basis ofSlatemenl of Standard Atcounting Practice No. 16 issued by the accounta ncy 
bodies. 

2 Accounting policies 
(a ) Excepl as indicated below, the a«:ounting policies adopled have been the same 
as Ihose described in nOle I on pages 20 and 21. 

(b) Assels and liabilities arc included in the eurrenl cost balance sheet on the 
following bases: 
Premises- Th e figures relating 10 property interes ts reflect a professional valuation of 
Bank freehold and leasehold premises by SI Quintin. Chartered Surveyors. as at 
28 February 1982. on an open-market va lue for existing use basis. with revisions of 
value as al 28 February 1985. and having regard to appropriate professional advice. 

Equipm('Ilt- The majority of the figures for equipment wcrc calculated by using Price 
{ndex Number)" for Current CO.I·t AccmmtillK produced by the Central Statistical 
Office. 

The indices used were: 
(i) Capital e~penditure on plan! and machinery in paper, printing and publishing: 

(ii) Pricc indices for specific types of ofli ce eq uipment. 

Figures for the remainder (mainly computcr asscts) werc calcu lated with reference to 
supplicrs· current pricc lists. 

lll l"eslmems-British Government stocks arc stated at cost less provision; other 
securities arc at market or Directors· valuat ion. 

Ol/l('r (lSSelS (lnd liabilities-These arc stated at the amountS shown in the historical 
cost accounts. 

(c) Addit ional deprcciallon has been charged on premlscs and cquipmcnI in respect 
of the difference bet .... ecn the depreciation based on the current replacement cost and 
the depreciation charge in the historkal cost a«:ounts. 

3 Monetary working capital adjustment 
The adjustment has been calcula ted by applying the changc in the UK retail price 
index during the year to the average of the opening and closing IOtals of net monetary 
assets. British Govcrnmcnt stocks have been treated as monctary items and included 
at book value in this calculation . 

4 Reserves 

Bal~ncc ~l I Mltreh 19~4 

Surplus on rcvalu'lIion of premises. equipment and IIlvC~lmcnlS 
Monetary working Cal'llal adjustment 
Currenl cost loss for (he year 

Balance at 2~ FebruM)· 191(5 

Reservcs compnsc: 
C urrcnl cost r<""Serve 
Rc,·cnuc rcs<·" .. c 
Re'alu3l1on rcscn.e 

5 Premises and equipmenl 
/984 

{ rnrl/1011.< 

N~' 
!/1.9 Prcmis..'S 
22.5 EqUi pment 

])4.4 

29 

1985 

£ mllhons 
Gross Dcprcclallon 
226.' 
55.7 JQ.9 

281.8 JQ.9 

1985 
£ millions 

466.9 
15.9 
7.8 

(1.4) 

489.2 

156.7 
171.3 
161.2 

489.2 

N« 
226.1 

24.8 

250.9 



Issue Department 

Account for the year ended 28 February 1985 

1984 
fOliO 

475,437 

748.145 

19,515 

30.068 
12.185 
2.85/ 

1.197.993 

Income and profits: 

Securities of. or guaranteed by, the British Government 

Other securities 

Other receipts 

Expenses: 
Cost of production of Bank nOles 

Cost of issue. custody and payment of Bank notes 
Other c"'peoses 

Payable to the Treasury 

Statement of balances: 28 February 1985 

/984 
fOliO 

Notes issued: 

1985 
£000 

/984 

£000 
11.0/5 Government debt 

£000 

191 ,944 
938,462 

6,851 

) 1,479 

12,997 
2,952 

/ 1 ,45 7.345 
12,655 

In ci rculation 
In Banking Department 

12.029,677 
10,323 

Other securities of, or 
gua ranteed by, the British 

2,001,111 Government 

9,457,874 Other securities 

11.470,000 12.040,000 1/ ,470,000 

Notes: 
The income and profits. and valuc of securities. include the effects of the quarterly 
rcva lu(t(ion of marketable sc<:uritics, in accordance with the requirements of the 
National Loans Act 1968. The last such valuation was made at 27 February 1985. 

2 Thc Court of Directors approvcd the above statements of account on 6 June 1985. 

R LElGH-PEM8ERTON Governor 

1985 
£000 

1,137,257 

47,428 

1,089,829 

1985 
£000 

11,01 5 

1,971 ,644 
10,057,341 

12,040,000 

C W McMAHON D!'puty Governor 

N ELSON Of STAFfORD D irf.'ClOr 

H C E H AR R1S Chi!'/ 0/ CorporalI.' Services 
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The Bank of England and Johnson Matthey Bankers Limited 

This note is divided into five sections. First, the 
developments in l ohnson Matthey Bankers Limited 
(JM B) up to September 1984 and the reasons for its 
fai lu re; second, the Ban k's supervision of J MB; 
third, the rescue operation which was mounted at 
the end of September 1984; fourth, the reasons fo r 
rescuing JMB; while the fi nal section outlines the 
developments which have taken place since the 
Bank acquired JM B. 

I The development of the business of 
JMB 

JM B was established in 1965 to conduct the 
ban king and bullion business of Johnson Matthey 
& Co. Ltd (now Johnson Matthey p.l.e.). It became 
an authorised ba nk under the Exchange Cont rol 
Act in 1967 and obtained exemption under the 
Protect ion of Depositors Act in 1970. JM B was 
already being supervised by the Bank before the 
Banking Act came into effect. After the Banking 
Act came into effect, JM B was granted 
authorisation as a recognised ban k in April 1980. 
As one of the five members of the London gold 
fix ing, its business a t that time was mainly 
concentrated on bullion and foreign exchange 
dea ling, with the com mercial ban king side of the 
business specialising in trade finance, This spread of 
business was sufficient to enable J M B to obtain 
recognition under the normal criteria for a ban k 
provid ing a wide range of banking services. (The 
provision of foreign exchange services and trade 
finance are two of the services requ ired to be 
provided under the Act for authorisat ion as a 
recognised bank.) 

Growth of the balance sheet 
Total assets of the bank and its subsidiaries in 1980 
were £874 mill ion, of which bullion stocks and 
Customers' deal ing and metal accoun ts amounted to 
£678 million and commercial loa ns and overdrafts 
only £34 mill ion. In 198 1, the bank began to expand 
and diversify its loa n portfolio. JMB 's traditional 
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trade finance business had tended to be based on 
connections with Pa kistan, the Middle East and 
Nigeria and these areas provided a number of the 
customers for its expanding lending operations. 

The balance sheet of the ba nk and its subsidiaries, 
set out in its annual accounts, more than doubled 
between March 1980 and March 1984 (broadly in 
line with those of other banks, in aggregate) by 
which time total assets stood at £2, I billion 
(Tab le I), 

Table I 
( m,llions 

Al cnd· March 1980 1981 1982 1983 '"'' Loans and ovcrdral"ls 34 78 135 18' 309 
Ilo lding~ of bull ion 
;,n<.l customers' bullion ·rciatc<.l 
a(,ounls 07' 786 .'" 1.226 1.359 
Tol~J asscts ." 1.040 1.183 1.735 2.089 

Commercial lendi ng, in the form of loans and 
overdrafts, grew during the four years much faster 
than the overall balance sheet. Letters of credit, 
guarantees and acceptances outstanding also 
increased rapidly from fl8 million in 1980 to 
£65 million in 1984. Nevertheless. JM B remained 
very much a specialised bullion trading bank: 
holdings of bullion and customers' bullion-related 
accounts, which had amounted to around three 
quarte rs of the bank's assets in 1980, still amounted 
to around two thirds of thcm at end-March 1984. 
Although the tending book had been increased 
markedly, no serious attempt was made to broaden 
the base of the ban king services into, for example. 
corporate finance or investment management. The 
JM B group did however diversiry to some extent 
into other financia l services by purchasing 
subsid iaries engaged in soft commodities broking 
(in the Un ited Kingdom , the United States and 
Singapore), insu rance brok ing (U nited Kingdom 
and United States) and asset management (United 
Statcs). The bank did not become involved in large 
SC<lle fi nancing of sovereign borrowers from 
developing countries. 



Profits and provisions 
Accordi ng to its audited annual accounts, the JMB 
group's return on shareholders' funds was well over 
20% between 1980 and 1983 , and the return on 
tota l assets va ried between 1.1 % and 1.6%. This 
perfo rmance com pared favourably with that of 
other ban ks. During the period between 1980 and 
1984 well over three quarters of its profits came 
from bullion dealing and from sterling and fore ign 
exchange o perations partly connected with such 
dea ling (Table 2). In the yea r to 31 March 1984 
total profi ts fell , with the return on shareholders' 
funds declining to 9% and on total assets to 0.4%. 
The fall was attributed in the bank's annual report 
to 'flat conditions in world bullion markets, intense 
commission-reducing competi tion for base metal 
and commodity futures business, and growing 
trading problems fo r our banking customers at 
home and abroad'. 

Table 2 
£ millIons 

Yea r to cnd·Mareh 19" 1981 1982 1983 1984 

£>re·lu profits 14.4 11.6 16.6 24,3 9.' 
o/which 

Dealing (",eludmg 
bulhon operatIons) 13.4 10.0 14.7 2O.S 8.9 

BankinG 1.0 1.6 1.9 H Oj 

It was the policy of the JMB board not to make 
specific bad debt provisions, but rather to write off 
directly any bad debts. A general provision of £8.0 
millio n was maintained from May 1981 until March 
1984, In JMB's quarterly return for June 1984, the 
Bank was informed that the general provision had 
been increased to £ 12.0 million, as from March 
1984. After the Bank acq uired JMB, it discovered 
tha t the general provision had in fact been increased 
to some £16 million(') and that part of the general 
provision was in fact earmarked against a long
standi ng clai m related to an earlier bullion trading 
transaction. As such this part was more in the 
nature of a specific than a general provision . 

The causes of the failure 
JMB entered into several large exposures, each of 
them eq uivalent to over 10% of the ban k's capital 

base, as part of its banking operations . The two 
largest commercial debtors which eventually 
precipitated the crisis had been customers of JMB 
for several years; both were loosely associated 
groups of companies run by businessmen from 
Pa kista n. By June 1983 the sizes of the exposures to 
these debtors were equivalenl to 26% and 17% of 
JMB's capital base respectively. They had grown to 
51 % and 25 0/0 of capital base by December 1983. 
They continued to grow rapidly during the first half 
of 1984, reaching some 76% and 39'Vo of JMB's 
capital base, respectively, in June 1984. The 
differences between the actual exposures and the 
levels reported to the Bank are set out on page 35. 
The total loan book also grew very rapidly in 1984 
increasing by over a third , in sterling terms, in the 
six months between end-March 1984 and the time 
of the rescue. (The larger part of this rise reftected 
an increase in JMB's lending but si nce much of this 
was in US dollars, the total was also affected by the 
downward movement in the sterling/US dollar 
exchange rate in this period.) Many of JMB's other 
debts have since proved to be bad or doubtful, 
including some other large exposures. 

In 1984 problems began to arise with the two large 
exposures. JMB was faced with a familiar banker's 
dilemma of deciding whether to lend more to help 
the customer trade out of its problems or to refuse 
further credit and bring about the customer's 
failure. JMB chose the fo rmer course. 

The roots of JMB's problems were, however, more 
deep-sealed. The loan book had grown very rapidly 
since 1981 and it has become clear since JMB's 
acquisit ion by the Bank that the control s and 
systems were inadequate; tha t the organisation and 
management of the commercial banking and credit 
monitoring activities had serious shortcomings; and 
that insufficient attention had been given to the 
concentration of risks involved. Security was not 
required from borrowers when this might have been 
expected under normal banking practice; and even 
when security was required the steps necessary to 

(I) The fiGure of £20 million fo r Ge neral provisions as al March 1984 given in a press releail<: issued by Ihe 
Ba nk of England on 13 May 1985 includes cerlain deblS which had previously been wrillen olf in 
accordancc wilh JMB's normal policy but which have been wrillen back into Ihe accoun lS and 
provIded against for the purpo§<:s of the indemnity arrangemen ts referred 10 on page 40. 
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give the bank ti tle to the security were not always 
taken properly. The need for provisions agai nst bad 
and doubtfu l debts was not assessed with the proper 
degree of caution. The j udgement of management 
in approving so many loans which have required 
substantia l provisions was clearly defective. 
However, no evidence of fraud by the directors or 
sta ff of J MB has been discovered, except in one case 
deal! with before, and immaterial to, the collapse. 
Lending against bull ion was not a factor in the loan 
losses. (Further references to the problems and 
shortcomings which the new, post-September 1984, 
management d iscovered in JM B will be found in the 
last section of this note.) 

11 The Bank's supervision of JMB 
In 198 1 and {he fi rst half of 1982 J MB's capita l 
ratios were more than adequate and, even allowing 
for the nature of its business, left room on the 
Bank's normal cri teria for an appreciable expansion 
of the balance sheet. The ral ios weakened during 
lale 1982 and the first half of 1983 before stabilising 
at the level which prevailed until the late summer of 
1984. At tha t level they were still in line with those 
of many other banks. 

Until the year ending on 31 March 1984, JM B's 
profit performance had been good and the Bank's 
knowledge of thei r bad debt experience, up to and 
including that year, gave no indication of any 
sizable problems. The annual accounts carried 
unqualified audit reports and included a note that 
'Provision is made for all known doubtful debts' . 
The Bank was told by JM B's management of 
downward revisions to thei r profit forecasts for the 
yea r to 31 March 1984, which were confirmed by 
lower profits reported on the quarterly returns. 
These were blamed on quiet tradi ng in the bullion 
markets. Profit forecasts were not being reduced as 
they should have been, because the extent of the 
provisions required was not recogn ised by the 
management. 

Particular attention was devoted al regular 
prudential interviews to discussing bull ion trading, 
which was the domi na nt part of J MB's business. 
The Bank drew JMB 's attention, in the course of 
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1983,10 some concerns it had a bout the adequacy 
of its liquidity position. Ma nagement responded 
positively and the position was improved over the 
following months. Inadequate liquidity was not a 
serious problem at the time of the crisis. Also 
during 1983, there was a rapid increase in lending to 
JM B's commodity subsidiaries. The Bank took up 
with JM B's management the scale of the ex posures, 
which suggested weak contro ls in the ba nk , and the 
exposures were substantially reduced after the Bank 
had made clear its concern about them. In the five 
months, October 1983 10 February 1984, the Bank 
held th ree meetings with JMB 's management a t 
which the two concerns described in thi s paragraph 
were particularly discussed. 

The Bank 's identification of the problems building 
up in the commercial loan book was seriously 
hindered by misreporting of the large exposures 
(which were significantly understated in the 
returns), and by late reporting, particularly for the 
March 1984 quarter. Table 3 shows the exposures 
to the two largest borrowers as they have 
subsequently been discovered to be and as they 
were reported to the Bank from June 1983 to June 
1984. 

Table 3 
Pcrccntage of capita l base 

Rcponw Ac ll,l~1 

C uslomer: A " A B 

'"'' J,~ " " 16 " September " " " December 27 " " 25 

1984 
March 42 JO 65 " Jl,l nc 38 " 76 )9 

In December 1983 these exposures, reported at 27% 
and 18% of capital, were not significantly out of 
line with the size of exposures carried by many 
other banks (though J M 8 's exposures were not to 
first-class names). One other large commercial 
exposu re, which is now considered doubtful, was 
reported in the March 1984 return as equivalent to 
14% of capital: this was about half the true 
exposure. A further doubtful exposure equivalent 
to 27% of capital was omitted altogether. The levels 
of the largest exposures al the end of March even , 
as reported, would have ca used the Bank to request 



an early meeting with JM B's management. But the 
report for March, wh ich was due in the middle of 
April. was not received unti l June in spite of JM B 
being pressed to provide it on several occasions. 

After the March return was received, the Bank 
asked for a meeting with JM B in July; but this was 
delayed at the request o f JM B's managemen t and a 
meeting was arranged early in August. This meeti ng 
was held on J M B's premises and lasted for most of 
the day. By the time of this meeting the end·June 
returns had also been received. Although the two 
exposures then stood at some 76%, and 39% of 
capital respectively, the returns showed that the 
larger of the two expos ures had been reduced from 
42% to 38% of capital. while the sma ller had 
increased from 30% to 34%. A new exposure 
equivalent to 17% of capital was reported for the 
fir st time. It was not until just before the August 
meeting that the Bank discovered that the new 
ex posure was to a company related to the larger of 
the two other borrowers, bringing that exposu re 
apparently to 55% of JM B's capital, sti ll an 
understatement. It was following the August 
meeti ng, at which the Ba nk expressed serious 
concern about these loa ns that JMB requested its 
auditors to exam ine the loans in greater depth . As a 
result o f this examination, the ex tent of the 
provisions required began to become clear to the 
management of JM B. The management then 
advised the Bank on 25 September that provisions 
were required against these loans which would 
substantially reduce the bank 's net worth . The 
development of the rescue operati on is covered in 
Section Ill. 

Lessons for the future 
The problems which arose at JMB give rise to a 
number of questions about ways in which the 
present system of supervision should be improved . 
Two featu res of the existing system of supervision, 
which were highlighted by the problems which 
arose at JM B, are the Bank's lack o f any detailed 
analysis o f the qual it y of the loans in a large part of 
a ba nk's loan book and the difficulties for the 
supervisors of assessmg the quality and 
effect iveness o f con trol proced ures. The Bank relies 
heavily on a ba nk's external auditors to cover these 
subjects during the course of their work. The 
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aud itors need to satisfy themselves as to the basis 
on which the directors arrive at their valuation of a 
bank's assets if they are to give a clean audit report. 
They can also be expected to review the adequacy of 
a bank's controls and systems during the course of 
an audit and to make com ments to management on 
any aspects they consider to be less than 
satisfactory. 

Other features of the Ba nk's supervision a re the 
practice of relying on the accuracy of banks' returns 
and the enco uragement given to ban ks' 
managements to bring their concerns to the Bank at 
an early stage. The Bank's reliance on these features 
has, on the whole, been j usti fied; but it proved not 
to have been justifi ed in the case of JMB. One of the 
problems may have been that management and the 
parent company did not themselves realise the 
extent to which JM B was build ing up problems and 
subsequently did not appreciate their seriousness. 
In addition, reporti ng was inaccurate and 
misleadi ng and at a critical poin t was la te-and 
significantly later than the Ban k stipulates, It 
appears that most of the misreporti ng was d ue to 
the deficien t systems in JM B, a lack of 
understand ing of the Bank's reporti ng 
req ui rements and lack of co-ordination between 
differen t departments, rather than to a deliberate 
attempt to mislead the Ban k. 

Some of the problems which arose in JMB in 1983 
such as weak liquid ity and excessive lending 10 Ihe 
commodity subsid iaries, were addressed by the 
ma nagement but only after these shortcom ings had 
been raised wit h JMB's management by the Bank. 
In late 1983, the attention accorded to the adeq uacy 
of the liquidity of the bullion business and the 
control systems associated with intra-group lending 
reflected the importance given to these factors by 
the Ban k at that time. Both were fea tures which, 
had they not been rectified, could have led to 
serious difficult ies for the ban k. In this connection, 
it should be em phasised that the cri tica l problem 
which surfaced in September 1984 was in no way 
connected with the bullion business, which was 
generally well managed and profi table. The 
problems related exclusively to JMB's commercial 
lending business. 



In the commercia l lending part of the business, the 
problems of deficient systems, poor lending 
judgemen ts and inadequate moni toring and control 
were not iden ti fied or pursued by the board or the 
parent company of JMB. T he info rmation in the 
regular returns made to the Ban k gave some clues 
\0 possible problems in these areas- for example, 
the rapid growth of the commercial loan book, the 
large ex posures to less than first-class names and 
the declin ing risk asset ratio. But, as has been seen , 
much of the information was seriously deficient and 
for the period between December 1983 and June 
1984 not available. Had accurate end-March 
figures been received on time and the August 
meeting, at which the Bank's concerns about the 
loans were made clear to management, been held 
earlier, it sho uld have been possible to prevent some 
of the late rapid growth of the loan book as a 
whole, and in particular of the major problem 
loans. This might have made it possible to contain 
the bank's difficulties. Even then. however, JMB's 
ultimate losses would have been very substantial. 

The issues raised in th is section about the system of 
supervision are covered in the Report of the 
Committee set up by the Chancellor of the 
Exchequer, to consider changes to the system. T he 
Committee comprised the Governor (Chairman), 
the Deputy Governor, Mr W P Cooke (Associate 
Director with responsibili ty for banking 
supervision), Sir Peter Middleton (the Permanent 
Secretary to H M Treasury), Mr Frank Cassell 
(Deputy Secretary, H M Treasury) and Mr Deryk 
Vander Weyer (Deputy Chai rman of British 
Telecomm uni cations p.l.c" and a director of 
Barclays Bank p.l.c.). 

The Committee was asked by the Chancellor to 
consider in particular: the relat ionship between 
auditors and supervIsors; the handling of 
concentra tions of risk and the assessment of the 
qual ity of assets; the notifica tion and collection of 
statistics; the adeq uacy and deployment of staff 
resou rces and the experience and tra ining of staff in 
the Bank ing Supervision Di vision of the Bank; and 
whether any changes were needed to the Bank ing 
Act. 
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III The rescue operation 
The Bank was advised by J MB on Tuesday, 25 
September 1984, after its auditors, Arthur Young, 
had exam ined the two la rgest loans, that the 
di rectors considered that substantial provisions 
were required against these loans to an extent which 
dra stica lly red uced JMB's net worth but did not 
make it insolvent. At the Ba nk 's urging, the 
auditors d uring the next two days carried out a 
review of a wider cross-section o f the loan book. 
Meanwhile the Bank discussed with the clearing 
banks the provision of liquidity support for J M B to 
deal with any withdrawal of deposits when the need 
for large sca le provisions was announced. The 
further work by the aud itors identified the need for 
other provisions which effectively exhausted the 
capital of the JMB group. It was then evident that 
liquidity support for the bank would not be 
sufficient on its own and thal if JMB could not be 
recapitalised, or its losses underwritten by a third 
party, it would have to cease trading. An 
invest igation of the loan book was undertaken by a 
team from the clearing banks, wh ich worked 
through the Thu rsday night. 27/28 September and 
identified the probable need for substantially 
greater provisions, a lthough the amount could not 
be accura tely assessed in the time available. Their 
find ings were confirmed by a separate exam ination 
of the loan book by Price Water house, 
commissioned by the Bank . 

As soon as the need for large scale provisions 
against the two large loans was known, the Ba nk 
discussed wit h JMB and other panies the ways in 
which support cou ld be provided. The parent 
company of JMB , Johnson Matthey p.l.c .. was 
approached first. While acknowledging its 
responsibility to stand behind the bank. Johnson 
Matthey p.l.c. indica ted that it would be unable to 
provide from its own resources all the support 
which would be required. 

Certain possible pu rchasers of the bank, including a 
clea ring ba nk. a major overseas ba nk and the 
members of the London gold market collectively. 
were approached , However. none of them felt able 
to commit themselves in the time available. given 



the considerable uncertainties over the level of the 
provisions required. Other solutions, such as the 
sale of the loan book and the introduction of new 
minorit y shareholders. were being explored 
simultaneously but had to be abandoned for the 
sa me reason. 

The fi nal potentia l purchaser withdrew during the 
la te evening of Sunday, 30 September. The early 
stages of the negotiations for a rescue had been 
conducted with complete secrecy but questions had 
started to be raised in the domestic and 
international market s on Friday 28 September. By 
the Sunday night. news agency tapes were reporting 
that a London bullion house was in difficulties. It 
was clear to all those present in the Bank that night, 
including representatives of Johnson Matthey p.l.c. , 
the clearin g banks and the other members of the 
gold market. that without a sol ution being agreed 
JMB would be unable to open for business on the 
Monday morn ing. If this was to be avoided, the 
only possible solution in the time available was fo r 
the Bank itsel f to take responsibility fo r providing 
the support requ ired. 

Once the decision to rescue JMB had been taken in 
princi ple, for the reasons described in the nex t 
section, the Bank sough t the co-opera tion of 
Johnson Matthey p.l.c., of other members of the 
gold market and of major commercial banks in 
meeting the cost of the operation. The parent 
company agreed to sell JMB to the Bank for a 
nominal £ I and to inject £50 million into the bank 
before it was sold. This sum was judged by all 
concerned in the rescue operation to be the 
maximum that Johnson Matthey p.l.c. cou ld 
contribute without se riously impairing its own 
credi tworth iness. Undertakings to contribute 
support were secured from the banks and other 
members of the gold markel. This support was later 
embodied in an agreement under which the Bank 
provided JMB with an indemnity of up to £150 
mill ion to meet losses in the commercial loan book, 
while the ba nks a nd the o ther members of the gold 
ma rket agreed to counter-indemnify the Bank for 
half of any such losses. The counter-i ndemnitors 
have agreed to share any calls on them in the 
following proportions. The clearing banks have 
agreed to divide £35 million between them, the 
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members of the gold market £30 million and the 
other Accepting Houses £\0 million. 

IV The reasons for the rescue operation 
The Bank 's fundamental reason for rescuing JMB 
was a deep concern for the systemic consequences if 
it was allowed to fail. The Bank, the commercial 
banks and the other members of the gold market 
involved on the night of 30 September 1984 were 
convinced that, had JMB not been rescued, there 
would have been unacceptable consequences for the 
banking system as a whole. This belief the Bank still 
holds. 

At first sight, it might seem implausible that the 
failure of a relatively small bank like JMB, not 
widely known outside the bullion markets, could 
have such consequences. Certainly there should be 
no presumption that the failure of any bank would 
be thought to carry such risk for the system that it 
would be rescued. But , III the particular 
circumstances of JM B last September, several 
special fac tors were present which were judged to be 
conclusive . They a re as fo llows. 

JMB is a member of the London gold market. This 
is not simply a market in a sense analagous to, say, 
the copper market. It comprises a group of banks 
and members of banking groups, a substantial 
proportion of whose liabilities are in the fonn of 
deposits of gold, traditionally withdrawable at 
short notice . London is probably the most 
important international gold market and is 
involved in placing and taking gold deposits with a 
large number of institutions all over the world. The 
members of the market also do a substantial 
amount of business with each other. The failure of 
one of the five main participants would therefore 
have created a situation of extreme uncertainty. 

The other members of the gold market would . 
because of their presumed eltposure to JMB, have 
come under immedia te suspicion and there would 
probably ha ve been a very rapid withdrawal of 
liquid funds from all of them. The pressure that this 
would have been likely to put on the other four 
members could quite quickly have been translated , 
in the classical manner of confidence crises, to other 



banks, in Britain and , perhaps, because of the 
international nature of the market, to banks 
abroad. The Bank believed, and still believes, that it 
would not have been possible 10 have convinced the 
markels in the first few days after the crisis that the 
problems did not derive from JMB's bullion 
business. Equally. no statements or promises of 
liquidity support could have been relied on 10 
contain an ensuing loss of con fidence in other 
members of the gold market and other banks. The 
possibility of allowing JMB to fail and seeking to 
contain the consequences of its failure was 
considered during the week of the rescue operation, 
but was rejected. Thi s was partly for the reason just 
given and partly beca use providing the necessary 
liquidity in gold would have been beyond the 
Bank 's own resources. It would have necessitated 
recourse either to the gold owned by the 
Government in the Exchange Equal isation Account 
or to a Government guaran tee for the borrowing of 
gold from other sources. It was quite impractical, 
certainly in the time available, to have set up what 
wou ld have been an open-ended and possibly very 
la rge commitment of this kind . 

At the time the rescue occurred , confidence in 
financial ma rkets generally was fragi le in the wake 
of the con tinuing international debt problems and 
particularly of the crisis at Continental Illinois 
National Bank where, despite the action taken by 
the US authorities to rescue that bank, US banks 
suffered some loss o f confidence for some time 
afterwards. The speed and magnitude of the 
problems that could have developed in the wake of 
the failure of JMB were demonstrated to the Bank 
in the early hours of Monday, I October. While the 
form of the rescue operation was still being 
discussed, and there had been no announcement 
made about the difficult ies in JMB, it was learned 
that in the Far East some major foreign banks were 
refusing to deal with fi rst-class British banks 
(including some not belongi ng to the gold market) 
with whom they had very long-standing 
connections. This strongly underl ined the need for 
speed y and decisive action. 

During the Continental Illinois crisis large amounts 
of money had moved from US banks into UK , 
other European and Japanese banks. The failure of 
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JM B, because of its prominence as a member of the 
gold market, risked provoking a similar movement 
away from British ba nk s. Much of the funds which 
moved out of the US banks remained in dollars, but 
sterling lacks the dollar's pre-eminent position and 
it was clearly a possibi lity tha t the move would have 
been out of sterl ing as well as o ut of British banks. 

In add ition to the fo regoing general concerns, there 
were two ot her important, if subsidiary. factors 
which rela ted to J MB itself. Although JMB is only 
one of the five members o f the daily gold fixing, it is 
the only one which is part of a group which has 
refi ning capacity. Th is refinery constitutes for two 
reasons an importan t encou ragement to overseas 
traders to use the London market. It possesses the 
facility to break down standard bars into smaller 
bars for which there is an increasing demand; and it 
has a capacity to refi ne gold in other forms into 
standard bars. Th is refining capacity was a major 
part of the Johnson Manhey group outside JMB. 
The failure of JMB wou ld have virt ually certa inly 
brought down the whole of the group and could 
thereby have damaged the position of the gold 
market. 

The second factor was a consideration of a rather 
different kind . As part of its bullion operations 
JMB received substan tial deposits of gold from a 
number of foreign governmen ts and central banks. 
Losses o n these official deposits could have had 
particularly serious implications for the standing of 
and con fidence in Brit ish banks generaUy. 

V Developments since the Bank 
acquired JMB 

Immediately following the acquisition of JMB by 
the Bank steps were taken to reorganise the board: 
Mr R D Galpin. an Execu ti ve Director of the Bank. 
was appointed Chairman and ttJe resignations were 
accepted of six members of the previous board. 
Two of the former d irectors, Mr J J Shaw and Mr P 
J K Smith, were confi rmed in their appointments 
and five new directors a ppointed. These were: 
Mr P Brena n as Fina nce Director, Mr G R A 
Copus and Mr M J Harper as Bank ing Directors. 
Mr P W Moss to oversee JMB's commodity 
subsidiaries and Mr LT G Preston who. with Mr 



Smith, has responsibility for the bullion and 
markets area. Mr Shaw is also Chairman of JMB 's 
insurance broking subsidia ry. 

Mr Brena n, a member of the Council of the 
Institute of Chartered Accountants, was at one time 
the Finance Director of Hambros Bank Ltd; Mr 
Copus was previously Senior Director of Standard 
Chartered Merchant Bank Ltd and Mr Harper a 
Managing Director of Charterhouse Japhet p.l.c, 
Mr Moss had been Finance Director of Czarnikow 
Ltd and Mr Preston a Director of Standard 
Chartered Bank and previously in charge of the 
foreign exchange operations of the Bank. 

Price Waterhouse were appointed as investigating 
accountants to review and report on the financial 
condition of the JMB Group as at 30 September 
1984. They were asked to cover all aspects of JMB 's 
business. Their report has confirmed the belief held 
by the Bank when JMB was acquired that its 
problems were confined to its commercial lending 
act ivit ies, 

An importan t task for the new board of JMB, in 
consultation with Price Waterhouse, has been to 
establish the level of provisions required by a review 
in detail of each of its loan facilities. The detailed 
review of the loan portfolio is largely complete. In 
the light of then current circumstances the level of 
provisions deemed appropriate by the new board of 
JMB as at 31 March 1985 was £245 million , of 
which only £20 million had been provided by the 
previous management. 

Price Water house have reported that the capital, 
reserves and bad debt provisions of the JMB Group 
stood at some £130 million as at 30 September 1984 
before the additional provisions required for loan 
losses had been made. This amount, together with 
the £50 million injected by Johnson Matthey p.l.c., 
has been absorbed in meeting these provisions; 
consequen tly approximately £ 180 million of the 
iden tified £245 million of provisions has been met 
from JMB's own resources. To meet the balance of 
the provisions against JMB's commercial loan 
book, together with a contribution towards fund ing 
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costs, the Bank has provided JM B with an 
indemnity of up to a maximum of £150 million . The 
Bank 's liabi lity is offset by counter·jndemnities of 
up 10 £75 million from a number of banks and 
members of the London gold market. The 
indemnity agreement , signed on 29 March, after 
lengthy and complex negotiations, provides fo r 
ca lls to be made as at 31 March, with subsequent 
adjustments, upwards or downwards, on a 
quarterly basis until 31 March 1986. The total 
amount for which the Bank and the counter· 
indemnitors are liable as at 31 March this year is 
likely to be of the order of £65 million. By 30 April 
the directors of JMB had identified the need to 
increase provisions by £3 million. This, and any 
subsequent adjustment, upwards or downwards, 
found necessary before the end of June, will be 
reflected in the indemnitors' liability to be 
calculated at that date. The Bank has thought it 
right, however, to provide in its own accounts for 
half of the adjustment identified at the end of ApriL 

In its efforts to recover as much as possible of the 
expected losses, the board of JMB is inten t to 
pursue all the lega l and other remedies open to it. 

An immediate step taken on acquisition was to halt 
the ou tward flow of lending where lending limits 
had been breached or were not properly 
established. Most of the authorities granted to 
individuals to commit JMB were temporarily 
withdrawn and an Executive Committee 
established, meeting on a daily basis, to control 
JMB's activities. Control of JMB's operations by 
the new management was thus quickly established, 
and as the new directors joined the board the 
process of appraising its activities was put in train. 
Immediate action was required in handling, with 
the help of merchant bank advisers appointed for 
this purpose, the two largest exposures which had 
precipitated the crisis. Shortly afterwards, in one 
case, su its were instituted in the US Courts by the 
debtor against JMB and the Bank, each fo r an 
amount of $300 million , Both actions lapsed on 24 
Ma y. 

Much of JMB's lending had been in US dollars and 



where provisions against such loans have had to be 
made, it has been necessary to purchase currency to 
cover these potent ial losses. Such cover has been 
effected using a deposit of £100 million placed with 
JMB by the Ban k in November. This deposit has 
also enabled JMB to make two-way busi ness in the 
money markets. 

A comprehensive review of JMB's lending 
operations was started in early October. Th is 
revealed deficiencies in JMB's records, and it soon 
became clea r that the work involved in reordering 
the loa n portfolio and records was too large and too 
complicated to be undertaken under the direction 
of the new board by the existing staff. Accordingly, 
approaches were made 10 a number of clearing and 
ot her banks for secondees 10 assist in this process. 
There was an immediate a nd helpful response and 
wit hin a matter of days seconded staff with the 
necessary skills and experience had arrived. There 
are currently some 35 such sta ff work ing in the 
banking area of JMB. 

With their assista nce, sign ifica nt repayments and 
reductions in JMB's commitments totalling some 
£65 million hllve been achieved. Facilities and credit 
files arc now in better order. A complete 
reorganisation of the trade fi nance and bill 
department has taken place with fundamental 
improvements being made in its systems, records 
and controls. In this area there has been a need 10 

reconstruct over a period of some years the facts 
surrounding over 1,500 separate accounts. 

The structure of J MB's banking department has 
been reorganised and a number of banking review 
teams established with particu lar responsibilities. 
Such teams are led by secondees who have brought 
to the task skills, such as experience in realisations 
and cred it assessment. which have been essent ial in 
dea ling with the complica ted lending situations 
which ha ve been discovered. 

The operations of the banking d ivision have been 
the subject of a review by outside consultan ts and a 
team of secondees selected for that purpose. The 
manner in which funds were allocated in support of 
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the banking operations of J MB has also been 
su bject to close exa mination . following wh ich a 
number of necessary changes were made. 
Management below director level has been 
strengthened through the use of senior secondees 
from other banks or by direct recruitment of 
ind ividuals with the requisite experience. 

All these developments have increased the demand 
for space and, in the interests of efficiency, 
considerable relocation of func tions and staff has 
been necessary. 

In addition to the Executive Committee already 
mentioned, which now meets weekly, a new Credit 
Committee has been formed; its responsibilities 
have been closely defined and the procedures which 
existed before have been reorganised and tightened. 
An Audit Committee of the board and an internal 
audit function have been established; neither 
exisled before. Arthur Young agreed to resign as 
JMB"s auditors a nd Price Waterhouse have been 
appoin ted in their place. Freshfields have been 
appointed JMB"s lega l advisers, Deloille, Haskins 
and Sells its tax consultants and R Watson & Sons 
have been appointed actua ries to the new Pension 
Fund which has been established by transfer of the 
actuaria lly calcu lated proportion of Johnson 
Mallhey p.l.c."s Pension Fund. A Staff Committee 
of the board has also been set up. The former 
parent company provided a variety of management 
services, including payroll, security and insu rance, 
to JMB. These have all been subject 10 review and 
have been taken over by J MB; and a security 
manager has been appointed. 

Arrangements have been entered into with each 
member of staff for JMB to take over his or her 
contract of employment which had been with 
Johnson Matthey p.l.c.; and steps taken to inculcate 
wi thin the ba nk ing area a more thorough 
understanding of bank ing procedures. 

Under the di rection of the Finance Director. new 
budgeting and financia l reporting methods have 
been introd uced; and management informa tion 
im proved. The implementation of a new com puter 



system has been put in hand with significant 
en hancements to remedy serious deficiencies and 
replace inadeq uate manual records. The Chief 
Accountant of JMB has been given a more active 
role in the executive of the Bank; his funct ion had 
previously been more one of book-keeping than of 
monitoring and reporting on financial performance 
and risk. The working capita l requirements of the 
JMB Group's overseas subsidiaries have been 
examined ; some repatria tion of funds has already 
taken place and more is in prospect. The boards of 
the subsidiary companies have been reconstructed 
and in the currently quiet conditions of the 
commodity futures markets, a reduction of some 40 
staff in total has been made in JMB's broking 
subsidiaries in London and New York. The 
activities of two further subsidiaries, Johnson 
Matthey and Wallace Singapore Pte Ltd and 
Johnson Matthey Asset Management Inc., neither 
of which had been making profits, have been 
brought to a close. 

Overall control of JM B's lending operations was 
found to be genera lly deficient bot h in its nature 
and extent. This was not true of the dealing a reas 
where a review of the operati ng systems and 
procedures revealed no serious weaknesses-and 
none which could not be quickly addressed. Steps 
have been taken to ensure the continued smooth 
operation of the bullion business in international 
markets. Various visits to dealing counterparties 
abroad have been undertaken and JMB, which 
continues to participate in the London gold fixing, 
continues to trade profitably overall in the bullion 
markets and elsewhere outside the banking area. 

The new board recognised that some of its decisions 
would involve additional overhead costs, However 
these have been kept to the minimum necessary and 
are in line with the new board's intention to correct 
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the deficiencies in JMB's organisation and systems 
which existed at the time of acquisition; and to 
strengthen the control and supervision of its 
banking opera tions. The board is also working to 
reta in and develop sound profitable busi ness within 
the banking area. All steps being taken should 
fac ilitate JMB's return to the private sector. 

It is the Bank's intention to dispose of JMB at the 
earliest practicable opportunity. A number of 
institutions have already expressed interest in 
acquiring JMB and Baring Brothers & Co. Ltd have 
been appointed by the Bank to advise on the 
strategy for disposal. With disposal in mind , and to 
provide JMB with a capital base appropriate to its 
level of business, the intention to reorganise the 
capital of JMB has recently been announced in a 
press release on 13 May. This will involve the 
cancellation of 59,999,900 issued and 15,000,000 
unissued Ordinary Shares of £1 each and the 
subscription by the Bank of £75 million of fresh 
equity, of which £25 million will be in redeemable 
form , together with £25 million of subordinated 
loan stock with a final maturity date of 1995. The 
end of JMB's current accoun ting period has been 
postponed from 31 March to 30 June to enable the 
reconstruction to take effect prior to its accounting 
date . Following the reconstruction, the deposit 
made by the Bank last autumn, referred 10 on page 
41. will be repaid . 

The past six months have created considerable 
pressure on the staff of JMB who, 10 their credit, 
have responded well in difficult circumstances. The 
Bank is grateful to them and also to those financial 
institutions who joined in the indemnity 
arrangements; to the clearing and other banks who 
so readily seconded experienced staff to JMB to 
assist in the recovery process; to the secondees 
themselves; and to the new board. 
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Banking Act 1979 

Annual report by the Bank of England 

This report on the exercise by the Bank of the 
functions conferred on it by the Banking Act 1979 is 
made in pursuance of Section 4(1) of that Act and 
covers the financial year of the Bank ended on 
28 February [985 . 

I New authorisations and 
authorisations surrendered or revoked 

Proposals for the establishment of deposit-taking 
businesses in the United Kingdom were submitted 
to the Bank by a wide range of institutions from the 
United Kingdom and abroad . Twenty-three 
applications for deposit-ta king authority were 
received but decisions were not given in a ll cases 
duri ng the year. A number of other insti tutions held 
exploratory discussions with the Bank about 
possible plans for seeking au thorisation. During the 
yea r twen ty-eight institutions, including th ree 
former recognised banks, were granted deposit
taking licences (compared with twenty-six in 1983/ 
84). Of these, fourteen were overseas institutions 
opening branches (thirteen in 1983/84), five were 
subsidiaries of overseas institutions (three in 1983/ 
84) and two were joint ventures owned by overseas 
institutions (one in 1983/84). Six overseas 
institutions were granted recognition as banks 
(three in 1983/84) , including one which took over 
the business of a recognised bank in the co urse of a 
group reorganisation and five which were formerl y 
licensed deposi t-takers. 

There were twenty-one deletions from the list of 
licensed insti tut ions, including fi ve which obtained 
recognition . Two inst it ut ions had their deposit
taking authority revoked by the Ban k; the 
remaining fourteen surrendered their authority. Six 
insti tutions ceased to be recognised banks-three 
being granted licences following group 
reorgan isat ions and three surrendering all deposit-
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tak ing authority. Included among the recognised 
banks and licensed deposit-takers surrende ring all 
deposit-taking authority were five overseas 
inst itutions which closed their branches and three 
subsidiaries of overseas institutions. 

The Bank' s interpreta tion and application of the 
statutory criteria for authori sa tion to carry on a 
deposit-taking business and of the grounds for 
revocation of recognition or a licence are covered in 
sect ion IV of this report. 

11 Published list of authorised 
institutions 

A list of recognised banks and licensed institutions 
at the end of the Ba nk's financial year is appended 
to this report. The changes which occurred during 
the yea r a re a lso shown. The following table shows 
the number of recognised banks and licensed 
institutions at the end of each financ ial yea r since 
198L 

Rcp<lrting year ending: 

Rccogni sed bank~ 
LIcensed insti tuti ons 

198 1 1982 1983 1984 1985 

28 1 293 295 290 290 
286 )()() 295 308 315 

Of the institutions authori sed at end-February 
1985. 250 were overseas institutions with UK 
branches, 65 were subsidi aries of overseas 
institutions and 24 were joint vent ures between 
overseas and, in some cases, UK institutions. The 
list is regu la rly brought up to da te and is avai lable 
from the Bank on request. 

III Supervisor)' developments 

The Bank's genera l approach 10 supervision, based 
on the ana lysis of stat istical information and 
regular discussions with the management of 



deposit-takin g in stitutions, remains as described in 
the report fo r 198 1/82. The report for 1983/84 
outl ined the arrangements made fo r the supervision 
of the special ist money-market insti tutions. the 
discount houses. 

In the la te summer of 1984 serious problems 
emerged in Johnson Matthey Bankers Lld (JMB), a 
recognised bank. These led to a rescue operat ion 
mounted by the Bank at the beginning of October. 

The nature of the problems in J MB and the Bank's 
supervi sion of JM B are discussed in an annex to the 
Bank 's Annual Report for 1985. This annex also 
covers the rescue operation and subsequent 
deve lopments. 

In Decembe r the Chancellor of the Exchequer 
announced the establishment of a Committee under 
the Chairmanship of the Governor to consider the 
present supervisory system and whether any 
changes were called for in the light of the problems 
which arose in JM B. The Committee was asked by 
the Chancellor to consider in pa rt icular: the 
rela tionship between auditors and supervisors; the 
ha ndling of concentrat ions of risk and the 
assessmen t of the quali ty of assets; the notification 
and collection of statistics; the adequacy and 
deployment o f staff resources and the experience 
and training of sta ff in the Ban king Supervision 
Di visio n of the Bank; and whether any changes are 
needed to the Banking Act. A joint HM Treasury/ 
Bank working group. chaired by a Treasury official , 
has al so been considering the desirability of changes 
to the Act. 

The formation of financial sen'ices groups 
In the UK financial markets, as in a number of 
major markets overseas. traditional barriers 
between the suppliers of different types of financial 
se rvices are being eroded. New integrated financial 
services groups embracing, for example, deposit
ta king, slOckbroking and insura nce, are in the 
process o f being formed , and new markets and 
services are bei ng developed. 

Onc element in th is process has been the move by a 
number of banks to take stakes in related financial 
service busi nesses, including in particular Stock 
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Exchange firms. in most cases as a firs t step to fu ll 
ownership when Stock Exchange rules permit. 
More than twenty ban ks have announced li nk s with 
Stock Exchange jobbing and broking firms. The 
Ban king Supervision Division has held d iscussions 
with those banks wh ich have formed such 
associat ions. The pu rpose of these discussions has 
been to identify the pa rticular activities to be 
undertaken by the fi rms, the risks involved and 
proposals to manage them, as well as how the 
expec ted ca pital requirements are to be met. 
Consideration is also being given to how the 
operations of individual firms will fit into the 
purchaser'S corporate structure and the likely 
extent of any trad ing relationship wi th the ban king 
pa rent or associa te. 

The Bank has also commenced discussion of these 
developments with The Stock Exchange and with 
the Depa rtment of Trade and Industry, which have 
related supervisory responsibilities. This co
operation will be extended to the new supervisory 
bodies, the Securities and Investments Board , and 
the Ma rketing of Investments Boa rd, when they are 
established . 

Consolidated supcnision 
The Bank has been ca rrying out a review of its 
approach to the consolida ted supervision of groups 
containing a bank in the light of the obligations 
imposed on the Un ited Kingdom by the European 
Communities Consol idated Supervision Directive 
which was agreed in 1983 , taking account of the 
developments in financ ial markets described above. 
Where a bank is part of a gro up, supervision of the 
bank must encompass the activities of the other 
group companies since their strengths and 
weaknesses will have implications for the soundness 
of the bank. Companies within a banking group are 
frequently identified in the market with the parent 
bank. Diffic ulties in a group company- particula rly 
in one undertaking a ba nking or financ ial 
business- wi ll reflect upon the parent, which will in 
consequence be likely to see a need to support it to 
the fullest ex tent which its own resources allow, in 
o rder to protect its own standing in the market. 
Even where a grou p com pany is not a direct 
subsidiary of the ban k, but an associate or sister 



company, the consequences of association may 
nevertheless be significant. 

In order to ta ke into account the risks existing 
elsewhere in .. group, supervision needs to be 
ca rried out on a consolidated basis. The supervisor 
has to look beyond the activities and performance 
of the bank alone, by ma king a qua litative 
assessment of the rest of the group which may 
require a quan titative assessment involving the 
consolidation of the accounts of some or all of the 
companies in the grou p. 

For many years the Bank has ta ken account of the 
activities of the companies in groups headed by a 
ban k when assessing the health of that ba nk . In 
doing so the Bank has, in many cases, required 
banks to provide statistics on a consolidated basis. 
The Bank's detai led proposa ls for complying with 
the Directive are in the process of d iscussion with 
HM Treasury and the banking community. 

Supenision of overseas banks' UK branches 
As loreshadowed in section IV of the report for 
1983/84, the Bank has extended the range of 
sta tis tics collected from the branches of overseas 
banks in the United Kingdom, bri nging them more 
into line with the data collected from UK
incorporated institut ions. Although prime 
supervisory responsibility continues to rest with the 
parent authority overseas, the new statistics provide 
a more comprehensive analysis of large exposures, 
profitability and the structure of liabilities. This 
information is providi ng a better and more 
consistent basis for the Ban k's regular discussions 
with the management of UK branches, which focus 
particularly on liquidity, foreign exchange 
exposures, asset quality and the institutions' 
management information and control systems. The 
frequency of these discussions has been increased , 
although the extent of supervision continues to be 
related to the Bank's assessment of the individual 
branch. 

The Bank has also con tinued to take up 
opportunities to discuss the affa irs o f overseas 
banks with UK operations with their senior 
management when they have visited the United 
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Kingdom . In addit ion, senior officia ls o f the 
Ba nking Supervision Divi sion ha ve, during the 
yea r, visited a number o f cou ntries in o rder to 
discuss wi th overseas banks the business of their 
UK operations, and the effectiveness of parental 
con trols over these operations. The opport unity has 
also been ta ken during these visits to exchange 
views wi th the overseas supervisory authorities 
about those o f their banks with operations in the 
United Kingdom, and about those UK banks 
operating withi n their jurisdiction. 

Capital trends 

Following the improvement in 1983 in banks' 
capita l ratios, the year under review was for many 
institutions a difficult period in which to sustain the 
improvement. The changes in investment 
allowances anno unced in the March 1984 Budget 
led those banks which undertake leasing business to 

increase substantially their provisions for deferred 
taxation. Most banks increased provisions through 
a transfer from ex isting reserves, resulting in a 
deteriorat ion in their capi tal ratios. The effect 
varied between ba nk s, depending main ly on the 
extent to which they had al ready provided against 
their deferred tax liabili ties. The banks a ffected 
have taken steps to restore their capital ratios. 
although fo r some th is has ta ken more than a year 
to achieve. The need to restore capital ratios came 
lit a time when blinks generally found it unattractive 
to raise capital through new issues of equity. 
Nevertheless, some issues were made. Capital was 
main ly increll sed through issues of su bordinated 
loan stock and, in some cases, from retentions. 

During Ihe yea r ban ks cont inued to add 
substantially to their provisions for bad and 
doubtful debts. The need to make provisions was a 
particu lar concern for those banks with a 
concentration of lending to the major problem 
debtor coun tries. Although the immediate debt 
problems of many of these countries tended to ease 
somewhat in the cOl1fse of 1984 as their external 
posi tions improved. the resol ut ion of these 
problems remains largely dependent on a continued 
adjustment of the debtor cou ntries' domestic 
economies, a nd sustained world economic growth. 
Such exposures will continue to require the close 



allention of the banks and supervisory authorities 
in the period ahead. 

The Bank welcomes the steps taken by banks to 
improve their capital resources which have been 
assisted in some cases by the restraint exercised on 
the growth of their balance sheets. In assessing a 
bank 's capital strength the Bank must also make 
judgements a bout ot her factors. such as the 
adequacy of its provisions for bad and doubtful 
debts and fo r taxation. Despite the progress which 
ha s been made , the Bank, in common with the 
supervi sory authorities in other major countries, 
continucs to sec a need for further strengthening in 
banks' capital ratios. 

Subordinated loan capital 

Lik e many overseas supervisory authorities, the 
B .. nk permit s banks. within clearly defined limits. 
to co unt as part of their e .. pital base debt which is 
subord inated to the claims of depositors and other 
cred ito rs in the event of a liquidation. 

In last yea r's report the Bank indicated that it had 
become concerned at the build-up of banks' 
holdings of o ther banks' subordinated debt on the 
grounds that the same capital should not be used by 
mo re than one bank to support its liabili ties. 
Subsequently. the Bank wrote to banks reminding 
them of its poli cy of deducting such holdings from 
their capital resources when calculating capital 
ratios. 

I n recognition of the fact that a number of banks 
play an important role in making a market for bank 
subordinated debt , in May 1984 the Bank wrote to 
the British Bankers' Association, proposing a 
framework for some concessions which would 
allow banks which are primary or secondary 
markct makers in such debt to hold a limited 
amount of debt without deduction from capital. 
Fo llowing consultations with banks, the Bank 
published a paper in November 1984, Subordinated 
loall capilal is.flled by recognised banks and licensee' 
deposil-lakers, which contained deta iled proposals 
on how these new arrangements might in practice 
be applied . The paper also explained that the Bank 
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wa s paying increased attent ion to the qual ity of 
banks' capital and. in particular, to the terms of 
loan capital which fo rms part of their capital base. 

In recent years increased emphasis has been given 
by supervisors in a number of countries to the 
distinct ion in quali ty between differen t elements of 
capi tal. The Un ited States categorises capital as 
pnmary or secondary, and the European 
Community is exploring a definition of capital 
which differentiates between so-called 'internal' and 
'external' elements. The Bank is considering the 
degree to which it may be useful to identify elements 
of the capital base which may be considered as 
primary capital. 

The Bank noted in the November 1984 paper that 
perpetual subordinated debt could have 
characteristics which brought it much closer to 
equity capital than to subordi nated debt with a 
fixed maturity. It therefore proposed that perpetual 
debt meeting certain condi tions should, within 
limits, be treated as prima ry capi tal in the 
Cll lculation of the ca pital base. This trea tmen t was 
designed to help, in particula r, those ban ks whose 
assets and liabilities were to a substantial extent 
denominated in foreign currencies and which would 
be able, by issuing additional qualifying perpetual 
loan stock s, more effectively to match the currency 
composition of their capital bases 10 the 
composition of their assets and other liabilities. 
Under the proposals banks would st ill be able to 
issue forms of perpetual debt which did not satisfy 
all the criteria necessa ry for them to be designated 
as primary capital. Such issues would, however, 
qualify as conven tional subordinated debt of high 
quality. 

The Bank recogn ises that issues of term 
subordinated debt will con tinue to provide ban ks 
with an important means of supplementing their 
C:lpi tal resources, but believes that the quality of 
such capital should be assured. The November 1984 
paper accordingly reflected the Bank's concern that 
some loan agreements had come to incl ude clauses 
which provided that the debt would become due 
and payable in certain defined circumstances. Such 



clauses might trigger the immediate repayment of 
the loan stock when it could least be tolerated from 
a prudential standpoint. The 1984 paper, therefore, 
stated tha t, where loan capital was to be included in 
the capital base, there were to be no clauses in the 
loan agreement which could trigger early 
repayment of the debt; neither shou ld there be any 
cross-default cla uses or negative pledges. Loan 
capi ta l already in issue would not be affected by 
these requirements. 

Issues of term subordinated debt meeting the 
conditions set ou t in the Bank's paper were made in 
the early months of 1985. In May some banks made 
issues of perpetual debt which the Bank accepted as 
satisfying in substance the necessary conditions for 
their qualification as primary capital. 

The Ban k's paper was issued as a consultative 
documen t and d iscussions with the banks are 
conti nuing. The Bank expects shortly to be in a 
position to confi rm its proposals. 

Capital ratios for individual institutions 
In its September 1980 paper, The measurement of 
capilll/, the Ban k described the basis on which it 
calculates the geari ng and risk asset ratios as the 
means of measuring the ca pital adequacy of banks. 
As indicated in the paper, the calcula tion of these 
ratios is only the first step towards an assessment of 
capital adequacy which involves, in additi on, a 
number of qualitative judgements, including the 
spread of the business, the quality of capital, the 
strengt h of management , profitability and the 
institution'S prospects. 

In its regular prudential discussions the Bank 
reviews with each bank its individual ci rcumstances 
and agrees a level below which that ban k's risk asset 
ratio should not fall. This level is usually set within 
the range esta blished for a group of similar 
instit utions. The Bank expects each inst it ut ion 
normally to cond uct its business so as to maintain 
ils risk asset ra tio at a margin above this level. Any 
fall below the agreed level will trigger a request 

from the Ba nk for an immedia te response from the 
institution about its pla ns for increasing its capital 
resources or otherwise restoring the position. 

Off-balance sheet risks 
Du ring the year man y banks felt the constraint of 
capital requirements on the growth of their business 
and bega n to look more critically at the 
composition of their balance sheets, particularly in 
terms of the implied cost of ca pital cover for 
carrying di fferent categories of assets. Banks 
worked to control their costs more strictly, and to 
improve margins on their tending. Many ban ks also 
paid more attention to the scope for increasing 
profits by developing new forms of business and , in 
particular, by increasing the amount of their ofT
balance sheet fee-earning business. 

For example, banks have devised arrangements 
whereby they sell packages of assets, usually of high 
qual ity, to specially incorporated fi nance veh icles 
funded sometimes by othe r banks, and sometimes 
by outside investors, Frequently Ihe seller continues 
to manage the portfolio in return fo r a fee . 

There are three aspects of th is practice which ha ve 
ca used the Bank some concern, First, the sale of 
such assets may lead to a sign ificant diminution in 
the average quality of the assets which remain on 
the sell ing bank's balance sheet. Second, the bank 
may continue to share in the risks associated with 
the transferred assets either directly or by 
implication (for eXilmple, if it continues to have a 
role in the management of the assets). Th ird , there 
could be increased risk for the sell ing or acquiring 
bank if either were to make a less careful assessment 
of the ri sks involved. The Bank will keep 
developments in th is area under close examination 
and will seek to ensu re that the risks are identified 
and included in its capital adequacy assessment. 

In another area of o ff-bala nce sheet activity, banks 
have been active participants in the market for note 
issuance facili ties,{') as arrangers or underwriters of 
such agreements and as note holders, Although 

(I) R"orcnocJ 10 nOlo "su.""" r'<IhlleOl shouk! be laken 10 Include rcyolv;nJ ul\derwri';nl> and Slmlla •. r.o"'u ... 
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accounti ng ror o nly a small proportion or the 
amoun t ra ised on the international capital markets 
in 1984, the vol ume or note issuance raci lities 
arranged by U K banks and others rose by more 
than flve times to some $16 billion. These racilities 
enable borrowers to d raw down runds up to a 
prescribed limi t by issui ng short-term paper over 
the lire or the racility- typically 7- 10 years. Many 
racilil ies have bee n underwrinen , with the 
underwriters com mi ned throughout the lire or the 
racility 10 buy notes (or otherwise provide runds) 
should the borrower be unable to place the paper 
with investors. 

These commitments thus give rise to a long-term 
credit exposure with the possibility that the 
underwriter could be called upon to provide runds 
when the financial position or the borrower has 
begun to deteriorate, thereby acquiring an asset 
which has immediately to be regarded as sub
standard . The Bank considers that this risk is 
different rrom conventional underwriting 
engagemen ts, where the exposure is normally short 
term, and has not been a ppropriately reflected in 
the low levels of remu neration paid to the 
underwriters. It IS thus important that an 
underwriter makes a full credit assessment of the 
borrower, and incl udes its exposu re within its 
norma l limits fo r the customer. Underwriting banks 
also need to take account of these facil ities in the 
management of their liquidity. 

As a result of these concerns, the Bank issued a 
notice, Off-balance sheet risks, in April 1985. This 
stated that a bank's underwriting obligations under 
a note issuance faci lity were to be included in the 
measurement and assessment of its ca pital 
adequacy. As a provisional measure, all such 
obligations were to be treated as contingent 
liabi lities for capital adequacy purposes and 
weighted at 0.5 in the calculation of the risk asset 
ratio. 

The Bank's notice a lso announced that it proposed 
to undertake, in consultation with banks and other 
instit uti ons, a review of the range of off-balance 
sheet risks, includi ng more traditional contingent 
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liabilities as well as the new instruments, in order to 
assess them more accurately. 

Promoters of off-bala nce sheet innovations and new 
fi nancial instruments need to consider whether a 
borrower might cont ravene the Banking Act; this 
could arise if the arrangements entailed the regular 
raising of debt in the Un ited Kingdom by a non
bank borrower. If such debt were to be regularly 
issued to non-bank investors the borrower might be 
lIccepti ng deposits in the course of carrying on a 
business which is a deposit-taking business for the 
purposes o r the Banking Act, and thereby 
contravene Section I or the Act. 

Foreign currency options 

During the year a number of banks in London 
started marketing foreign currency options. These 
options give the customer the right to buy (or sell) a 
given amount of currency at a fixed price during a 
specified period in the fu ture. 

In Apri l 1984 the Bank issued a memorandum 
ou tli ning its treatment of banks' fo reign currency 
option business ror the purpose or measuring their 
fo reign exchange ex posure. Exposures arising out 
of option busi ness must be contained within 
existing foreign exchange guidelines. In measuring 
these exposures the Bank has regard to the hedging 
techniq ues developed by banks. Where the Bank is 
satisfied that the techniques used have been 
properly developed and assessed by the bank 
co ncerned, a bank is permitted to use its own 
formulae in measuring its exposure on currency 
opt ions. In all ot her cases the Bank measures a 
bank's exposure on an 'at worst' basis. This 
approach takes account or the potential effect of the 
exercise or option rights held by customers of the 
bank on its open position in individual currencies, 
and makes no allowance either ror the likelihood of 
the opt ion not being exercised or for any options 
ta ken by the bank to hedge its position. 

Comfort letters 

It has been the Bank 's established policy to require 
le11ers or comfo rt from overseas banks which 



acquire a significimt shareholding in a UK bank. In 
some cases, overseas and UK non-bank institutions 
have also been asked for such letters. These letters 
ensure that the principal owners of a deposit-taking 
business recognise its special nature and confinn 
their acceptance of a responsibili ty to support it 
beyond the limited liability attaching to their 
sharehold ing should this become necessary, 
Although a comfort letter is not legally binding, 
being rather a statement of intent, the fact that it 
has bcen given can have an important effect on 
maintaining market confidence in a bank during 
periods of uncertainty. The Bank does not prescribe 
a standard wording for comfort lctters: acceptable 
wordings will vary according to who is giving the 
undertaking and his relationship to the bank. 

The Bank has recently reviewed its policy on 
comfort letters. These will now be sought from any 
shareholder in a UK-incorporated institution who, 
for the purposes of the Banking Act, is defined as a 
shareholder controller, that is any institu tion or 
other person cont rolling 15% or more of the voting 
power of a bank. In certain cases a comrort letter 
may be sought from a shareholder with a holding of 
as li ttle as 10%. However, a controller which is 
itselra UK-incorporated bank will not be expected 
10 provide a letter, since it is esta blished that such a 
commitment is already accepted by institutions 
supervised by the Bank.{I) In certain instances where 
the immediate shareholder is a company 
substantially owned or controlled by a third party, 
the Bank will consider whether an assurance should 
also be sought from the third party concerned. 

Liquidity 

The Bank has cont inued to monitor the liquidity of 
all banks in the manner set out in The measuremenf 

of liquidity (July 1982). The Bank accepts that 
banks' liquidity needs will be determined by their 
individual circumstances and has thus concluded 
that it would be wrong to set uniform liquidity 

mismatch guidelines. Instead, the Bank has 
concentra ted with individual ban ks on their policies 
with rega rd to the control of mismatches between 
assets and liabilities in a series of time bands 
extending up to one year, paying particular 
attention to the period up to o ne month. 

The assessment of liquidity needs to take account 
of, for example: an institution's cash-flow provided 
by ma tu ring assets; its holdings of marketable 
assets; the structure of its deposit base; and the 
standby facilities available to it which can be 
counted on as a reliable source of funds in times of 
difficulty. The assessment also depends on the role 
or the institution within the banking system. For 
those at the centre, especially those playing an 
important role as principal members of the clearing 
system, a stock of assets which can be readily 
liquefied at limes of need is likely to be particularly 
important. 

Computer and telecommunication-related risk 
As a follow up to a conrerence held in 1983,cl) at 
which the risks to banks from the increasing use or 
technology in their lending and communication 
systems were identified, the Bank commissioned its 
auditors, Deloitte Haski ns & Sells, to prepare a 
guide to security and cont rol in computer and 
telecommunication systems for banks. The guide, 
which was sent to all banks in February 1985, but is 
not available to the general public, is intended to 
assist senior management in deciding whether their 
systems are sufHciently well designed and controlled 
10 cope with the major risks which threaten any 
such system. 

The issue or this guide did not indicate any change 
in the Bank's approach to supervision: nor had 
there been any incidents affecting individual banks 
which prompted its preparation , It rather aimed to 
highlight an area which. with further technological 
developments, IS likely to be of increasing 
importance to banks in the years ahead, In the 

(I) An .ttqlloon IQ Ih" pOLICy apphes ,n lhe ca", <If UK-UKorp<>r.,<:d bank< ,,-hICk are controlkn or UK consoM,um 
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co urse o f prudential discussions the Bank will be 
reviewing the lessons learned from the assessment 
wh ich each ba nk is now expected to make . 

Discount houses 

Last yea r's report set out in some detail the 
arrangements for the supervision of the specialist 
money-market institu tions, the discount houses. 
Alt hough the principles governing their supervision 
remain the same, on 21 November two sets of 
changes were made 10 the details of these 
arrangements.(I) The first of these extended the 
system to cover positions in futures markets and 
o ther forms of forward commitment. The second 
change introduced a more favourable treatment of 
certain very short-te rm and highly liquid assets with 
a month or less to matu rity. This alteration , which 
gives a more accura te reflect ion of the gradation of 
risk in short -term paper, is consistent with the 
supervisory arra ngemen ts intended for the new gilt
edged ma rket. 

IV Interpretation and application of the 
Banking Act 1979 

Statutory criteria for authorisation to carry on 
a deposit-taking business 

The in terpretatio n and application of the crite ria 
are as described in previous reports. In particular, 
a tten tion is drawn to the Bank's interpretation of 
the 'fit and proper person' , 'four eyes' and 'prudent 
manner' criteria which were set out in section V of 
the report fo r 1983/84. 

Rc,'ocations 
There has been no change 10 the Bank's 
interpreta tion and application of the grounds for 
revoking recognition o r a licence. Considerations 
taken into account by the Bank when deciding 
whether its powers to revoke have become 
exercisable, a nd whether they should be exercised , 
were referred to in section Vofthe report fo r 1982/ 
83. The circumsta nces in which the Bank would 
consider using its powers to revoke the ex isting 

autho risation o f an institution and grant in its place 
a conditional licence were described in section V of 
the report for 1983/84, 

In all such cases, although the Bank's primary duty 
under the Act is to take such steps as appear to it 
appropriate in the interests of depositors, in so 
doing it must a lso have rega rd to the interests of the 
institution itself. In order to form a proper view on 
whether its powers to revoke are exercisable and 
whether they should be exercised, the Bank must 
fir st eX<lmine <Ill the relevant evidence carefully. It 
may be necessary to seek additional informatio n to 
assist making a decision . In this regard , the Bank 
h,IS increasingly had reco urse to inspection of the 
institution's books and papers and also to 
commissio ning investigations and reports by 
accountants, either by use of the Bank's powers 
under the Act or with the agreement of the 
institution. These reports deal with such matters as 
an institu tion's management information and 
control systems, the adequacy of its credit control 
proced ures and the quality of its assets. Reports 
may include recommendations fo r remedial action 
and before the Ban k gives notice of its intention 10 

revoke recognit ion or a licence it will , depend ing 
upon the circumstances, usually have explored 
whether appropriate remedial measures are open to 
the insti tution. 

The Bank has no powers instantly to withdraw all 
deposit-taking authority from an institution. T he 
procedures which the Bank must follow when it 
intends to revoke a deposit-taking authority are laid 
down in the Act. These require the Bank to give 
written notice of its reasons for intending to revoke. 
T he Bank must take account of any representations 
made by the institution and give its decision within 
twenty-eight days of its notice of intention. If the 
Bank does decide to revoke, this decision does not 
come into effec t for a further twenty-one days 
during which an appeal against the decision may be 
brought. In the latter event, the deposit-ta king 
authority rema ins in being until the Chancellor 
determines the appeal. T he Ban k does, however, a t 
or after the ti me it gives notice of inten tion to 

(1) TtH:", ~hu&n or<: descri«d mOre tully in lhe Dcor:mber 19114 Qut"'~TIJ' Bul/t/I" (""gcs 461 -2). 
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revo ke, ha ve the power to give directions in the 
interests of deposilOrs wh ich may limit the scope of 
the business. 

During the yea r the Ba nk withdrew deposi t-tak ing 
aut hority from two institut ions by revok ing one full 
licence and one condit ional 1icence. In addi tion, one 
institution's fu ll licence was revoked and replaced 
by a cond itional licence, replaced in turn by a 
furthe r conditional licence. 

The reaso ns for the Bank ta king steps to revo ke 
included, in va rying com bina tions: fail ure to 
maintain adequate ca pita l and liq uidity and to 
mak e adequate provisio ns; fa ilure to keep the size 
of exposures to individual customers within 
prudent limit s; lack of effecti ve direction of the 
business by more than one individual; serious 
deficiencies in administration, lendi ng procedures 
and control systems; failure to comply with 
conditions attach ing to the licence; and the Bank's 
fi ndi ng tha t the d irectors or controllers were not fit 
and proper persons to hold thei r respective 
posit ions. 

In the two instances where the Bank revoked 
deposit-ta king authority outright it gave directions 
under Section 8 of the Act designed to safegua rd the 
interests of depositors. 

Appeals 

On 27 June 1984 Castle Cou rt Trust Lld appealed 
under the provisions of Secti on I 1 of the Act to the 
Chancellor of the Excheq uer again st the Bank's 
decision on 8 June 1984 to revoke the company's 
licence. The Ban k had given notice of it s intention 
to revo ke on 15 May 1984. The appeal was 
withdrawn on 24 September 1984. 

Windings up 

As mentioned in last year's report, shortly after the 
beginning o f the year St. Marti n-le-Grand 
Securities Lld, which earlier had had its licence 
revoked by the Bank, was subject to a compulsory 

wind ing-up o rder by the court on a creditor's 
petition. 

Eastchea p Investments Ltd , which had previously 
surrendered its deposit-taking licence, was the 
subject of a winding-up o rder on 18 December by 
the cou rt on a petition of the Bank under Section 18 
of the Act. 

Three companies which held deposit-taking licences 
were the subject of creditors' voluntary winding up. 
They were Castle Court Trust Lld, Bremar 
Holdings Ltd , and Cross & Bevingtons (Finance) 
Lld . Resolu tio ns for winding up were passed on 
6 July 1984, 17 July 1984 and I November 1984 
respecti vely. As no ted above, the Bank had revo ked 
the licence of Castle Court Trust Ltd . Bremar 
Holdings Lld and Cross & Bevingtons (Finance) 
Ltd surrendered their licences. 

The Deposit Protection Scheme, established by Part 
JJ of the Act. gives a measu re of protection to 
sterl ing deposits made with the UK offices of 
contributory institu tions in the event of their 
insolvency. The Deposit Protection Boa rd (' ) has 
made, or is in the process o f making, payments to 
depositors with the institu tions referred to in the 
previous pa ragra phs. 

Prosecutions 

During the yea r criminal proceedi ngs in respect of 
offences of illega l deposit- ta king under Section I of 
the Act were concl uded in two cases. In one case, 
bro ught by the Bank, a principal of a former 
licensed institution which is now in liq uidation was 
convicted on indictment on six charges: he was 
senlenced to one year's imprisonment on each 
cha rge, to run concurrently. the sentence being 
sllspended fo r two years. In the other prosecut ion. 
brought by the Director of Pu bl ic Prosecu tions. an 
individual was convicted on two charges and fined. 

The Bank mai ntai ns close contact with other 
enforcement bodies, especially as offences under the 

(I) Thor: IXpos" PJo.<:c.oon 803rd. a body corpo"l1~ >c' up by.he: Act. manascs ,he: Scheme:: copies of U. ~potl otld 
~<>:<Iun'l r"r the: Y<~' etlded 28 February 1985 can be 'lbl .. ned rrom tboe Sec~.ary. 1Xp<»" PJ".ce""n Ik>.rd. c/o 
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Act can sometimes occur in association with fra ud 
and other offences of a fi nancial nature under other 
legislation, and has drawn the attention of those 
bodies to certa in cases which have caused the Bank 
concern. In addition. the Bank has given evidence 
to the Roskill Com mittee enquiring into the 
procedures for trying cases of fraud. 

v Other matters relating to supervision 

Short-term corporate bonds 

The issue of corporate bonds may in certain 
circumstances result in the issuer carrying on a 
deposit-taking business in co ntravention of the 
Banking Act. The Bank and HM Government 
considered that the interest expressed by a number 
of companies in issuing bonds of a maturity of less 
than five years should be encouraged. Accordingly, 
HM Treasury introduced (after the end of the 
reporting yea r) regulations under the Banking Act 
to exem pt from the prohibition on deposit-taking in 
Section I deposits accepted against the issue of 
sterling bonds by companies which meet certain 
specified requirements set out in the regulations. 
These requirements, which include the condition 
that the bond must have a ma turity of at least one 
year, are intended to ensu re that bond issues 
exempt from the proh ibition on deposit-taking are 
confined to deposits made by professional investors 
with safeguards for investor protection. 

Guide for intending applicants for authority to 
take deposits 

The Guide. an updated version of the Handbook of 
Banking Supervision prod uced III 1979 III 

connection with the introduction of the Banking 
Act, has been prepared by the Bank to assist 
applicants and their advisers. It contains notes on 
the sections of the Banking Act relevant to 
applicants and on supervisory and other 
requirements to wh ich they will become subject if 
they are granted recognition o r a licence. 

Questionnaires for directors, controllers and 
managers 

In the ligh t of experience, the Bank has again 
revi sed the question nai res which are completed by 
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individuals who are. or intend to become, directors, 
controllers and ma nagers. A new questionnaire for 
'corporate' controllers as distinct from 'personal ' 
controllers has also been introduced. T hese 
questionnaires have to be completed by directo rs, 
controllers and managers of institutions already 
authorised upon taking office or control as well as 
by d irecto rs, controllers and managers of applicant 
institutions. 

VI Advertising for deposits 

The Bal/kil/g Act 1979 (Advertisements) Regulations 
1985 (SI 1985 No 220) were laid before Parliament 
on 21 February 1985, and come into effect on I Ju ly 
1985. 

The regulations follow closely the proposals in the 
Bank's consulta tive paper of January 1984 and 
apply, broadly, to any advertisement issued in the 
United Ki ngdom which invites the making of 
deposits with the deposit-taker's offices outside the 
United Ki ngdom or any other member sta te of the 
European Communities. 

The regula tions require the incl usion III 

advertisements of specified particulars abou t the 
deposit-ta ker, and control references to the deposit· 
taker's assets and liabilities, deposit protection 
arrangements and interest paid on deposits. 
Advertisements must contain a conspicuous 
statement indicati ng the co untry or terri tory in 
which the deposits are invi ted to be made a nd that 
such deposits are not covered by the UK deposit 
protection arrangemen ts. 

In 1983 a number of institutions offering high 
interest rate curren t accounts and off-balance sheet 
money funds established guidelines governing thei r 
advertisements. The Bank welcomed this and 
together with the Registry of Friendly Societies 
subsequently encouraged the British Bankers' 
Association, the Fi nance Houses Association and 
the Building Societies Associat ion to develop these 
guidelines into a code of conduct applying more 
genera lly to advertising for deposits. Agreement on 
a volunta ry code was announced on 14 March 



1985. The Ba nk attaches im porta nce to this code 
which it has circulated to all authorised institutions, 
and expects all insti tutions to adhere to its 
provIsions. 

The Bank issued a notice, Allverlising for deposits, 
to recognised banks and licensed deposit-takers in 
February 1985. The notice refe rred both to the 
regula tions, and to the advertising code of conduct 
described above. 

VII International supervisory 
committees 

During the year the Bank continued to play a full 
part In in ternational co-operation between 
supervisory authorities. The Bank participated in: 

• the Committee on Banking Regulations and 
Supervisory Practices which meets at the 
Bank fo r International Settlements in Basle 
and bri ngs together supervisors from the 
Group ofTen major industrial countries and 
Luxembourg. The Committee (The ' Basle 
Supervisors' Com mittee') is chaired by 
Mr W P Cooke, Associate Director of the 
Ban k of England . 

• 

• 

the Bank ing Advisory Committee to the 
Europea n Commission. 

the Con tact Group of superviso rs from the 
member states of the European 
Communities. 

Among the range of issues considered by the Basle 
Supervisors' Committee, particular attention has 
been devoted to examining the liquidity of 
international banks, and to methods of comparing 
the measures of capital adeq uacy employed in 
member countries. As noted in last year's report, 
the Committee published in June 1983 a revised 
version of a paper first published in 1975, known as 
the Basle Concorda t, which sets out the pri nciples 
governing supervisory responsibil ities fo r banks' 
fore ign establishmen ts. These principles were 
endorsed by delegates from about ninety nations at 
an international conference of banking supervisors 
held in Rome in September 1984. as providing a 
sound basis fo r the approach to the supervision of 
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international banks' activities and to relations 
between different national supervisory au thorities. 

The Rome conference also provided a valuable 
opportunity fo r the Committee to pursue its 
contacts with ot her supervisory authorities in non 
member countries. In this respect the Committee 
has continued to ma intain close relations with other 
supervisory groupings, in particular the 
Commission of Banking Supervisory and 
Inspection Bodies of Latin America and the 
Caribbean, and the Offshore Group of Supervisors. 
In November, the Chairman of the Committee also 
attended the inaugu ral meetin g of the SEANZA 
forum of banking supervisors which includes 
supervisors from South East Asia, the Ind ian sub
continent, New Zealand and Australia. The 
Committee has also been examining ways of 
improving bilateral contacts between supervisors 
from different countries. 

As in past years, the Bank participated in 
discussions on a number of proposals by the 
Europea n Commission fo r measures applying to 
credit and financ ial institutions, including the 
defin ition of own funds (capital), the cont rol of 
concentra tions of risk, and the dra ft Directives on 
the winding up of credit institu tions and on the 
accounts of cred it institutions. Work has continued 
on trial calculations of a num ber of observation 
ratios relating to the solvency, liquidity and 
profitabilit y of credi t institutions, as provided for 
under Article 6 of the First Ban king Co-ord inati on 
Di rective of December 1977. Following the decision 
of the Banking Advisory Committee to suspend 
trial calculations of the present liquidity 
observation ratio, the Contact Group has been 
involved in preparing proposa ls for a new approach 
to liquidity observation. 

In December 1984 the Commission submi tted 
proposals for a Directive on mortgage credit to the 
Council. It is designc:d as a su pplement to, and a 
clari fica tion of, the First Bank ing Co-ordination 
Directive, with the object of removing the obstacles 
faced by specialised mortgage credit institutions 
which wish to operate in a member state other than 



the one of establishment. The Bank, in common 
with many other bodies, gave evidence to a sub
commillee of a House of Lords Select Committee 
examining the Commission's proposals. 

During the yea r the Bank continued to maintain 
in fo rmal contacts wi th a la rge number of individual 
overseas supervisory authorities in order to discuss 
pa rticula r cases where there was a sha red 
supervisory responsibil ity . 

VIII Administration 
At the end of February the number of staff working 
on banking supervision stood at 130 (94 of whom 
were engaged directly in supervisory and analytical 
work and 36 in a supporting role), an overall 
increase of 10 on the previous year. 

The responsibility for day-to-day supervision of the 
discount houses, referred to in section III of this 
report. rests with the Money Markets Division of 
the Bank (which also has responsibility for the 
Bank's money-market operations). The Di vision 
com prises 7 people, who are not included in the 
numbers of sta ff above. 

IX Orders and regulations 
The following orders a nd regulations were 
introduced under the Act-

/984 No 396. Thl' Banking Act 1979 (Exempt 
Tran.l"(lctions) (Amendment) Regulations 1984 
These regulations added The London Meat Futures 
Exchange Lld to the list of market organisations 
whose members are exempt in certa in 
circumstances from the prohibition in Section 1(1) 
on the acceptance of deposils. These regulations 
came into opera tion on II April 1984. 

1984 No 897 The Deposit Protection Fund (Excluded 
"utitl/tiollS) Order 1984 
This added the Sta te Bank of South Australia to the 
list of institutions which a re exempt from the 
req uirement to contribute to the Deposit Protection 
Fund a nd whose liabilities are not covered by the 
protection afforded by Section 28 in the event o f 
insolvency. It also deleted the Savings Ba nk of 
South Australia, which had merged into the State 
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Bank of South Australia, from the list. Thi s order 
came into operation on 23 July 1984. 

1984 No 1990 The Deposit Protection Fund 
(Excluded Institutions) (No 2) Order 1984 
This added Kansallis-Osa ke-Pankki, Barbados 
Nat ional Bank and Union Bank of Finland Ltd to 
the list described above. This order came in to 
operation on 9 Janua ry 1985. 

1985 No 220 The Banking Act 1979 
(A(hertisements) Regulations 1985 
These regulations have been made by HM Treasury 
after consu ltation with the Bank in the exercise of 
its powers to regulate the issue, fo rm and content of 
advertisements under Section 34 of the Banking 
Act. The scope of the regulations is covered in 
section VI of this report. These regulations will 
come into operation on I July 1985. 

When the regula tions come into force, a 
commencement order under the Bank ing Act will 
be made activating the repea l of the Protection of 
Depositors Act 1963 and the equivalen t Northern 
Ireland legisla tion; the effect of this will be that 
regulations made under that legislation will lapse. 
In addit ion. the order wi ll bring into force Section 
39 of the Banking Act (fraudulent inducement to 
make a deposit) and (with some minor exceptions) 
the remaining provisions concerned with the 
amendment and repeal of certain enactments. 

1985 No 564 The Banking Act 1979 (Exempt 
Transauiolls) (Amendment) Regulations 1985 
These regulations (effected after the end of the 
reporting year and referred to in Section V of this 
report) have been made by HM Treasury to exempt 
from the prohibition on deposit-taking in Section I 
of the Act deposits taken in connection with sterling 
bond issues by companies which meet certain 
specified requirements set out in the regulations. 

1985 No 572 The Banking Act 1979 (Exempt 
Transactio"s) (Amendment) (No 2) Regulations 1985 
These regulations (effected after the end of the 
reporting year) added Bailic International Freight 
Futures Exchange Ltd to the list of market 
o rgan isations whose members are exempt in certain 
ci rcumstances from the prohibition in Section 1(1) 
on the acceptance of deposits. 



Appendix 

Lis/ of ins/ilU/ion.s recognised or licensed a/ 28 February 1985 

lI«<>I:n;"'" b.~~. 

A P Ibnk lid. 
AIc:. and<:rs DilCOunl p_te 
AI~ ........ c Bank Nc<k.tand N.V 
Allied "'''db Bonk Lld. 
All"'" Bank InlC,nllronal 
Allocd Han k of Pak"lan Lld . 
... lIi«l Inlh Banb p.1.c. 
... Ih«l Inoh Inv.,,,ncnl Ihnk Lld . 
Amcn",n E,prell Inlern.uonal Bank rn & COrJlO", uon 
Amc"",n Nalional 8ank and T'UII Company of Ch'c;lgo 
AmSlenhm.Rouerdam Ihnk N,V . 
Anglo·Roman ian 8ank lid. 
Hen'y Anoba"he. &:. Co.L'd . 
Amb llank L,d , 
Arbu'hnOI ulham Hank Lld . 
As,eei.' ed Japanesc Rank (lnlet.l ,ion. 1) Lld, 
Al I.n'", Inlorna,ional Uank lId . 
Aumalia &. N.", Zea land Danking G roup Lld . 

8."c. Com",ore,.I" ha".na 
B.nca N."onalc d<l l .. oro 
Banco Ccn'ral. S.A. 
B.""" de Bilbao S."' . 
8.""" de la Naoion Msc.,in. 
8.rIC" de Sanl.nde., S,A. 
fuonco de Vile.Y. S."' . 
8;,ncodi Rom. S,p.'" 
Banco d, S,., II, 
ILl"..., do Bru" S ..... 
8.o1lCO do 8,,.do de Sio P~ulo S ..... 
110"", Es""i[O San'o. Comeral' do J.,l boo 
&""" Ex'enor U.K . S A 
llaoco Mc"""nul de sao Paulo S.'" 
BalK<> N""""'al <k MUleo S.N C 
B.roco POri ,,!,," do A,lan'K:o 
B:,me<> Rca' ..... 
Ibn"" Tom • .t: AQO<eS E.P. 
Ibnto Urq"'JO lI i."" .... Am~"" Lld. Ba"""....,., S.N.C 
llangkok Bank ltd . 
8ank Jul; ... Bur'" Co. Lld . 
8Jnk Bumi pu'Q Malaysia 8e,had 
Bank rn, ~m.'n"''''fChIA A.G. 
B.nk Ha"".hm 8 M . 
II:,ink Le"m, (U.K .) p_I. • . 
lIonk Mcll., 
Bank Mclh I .. n 
Ban k of Am,,,,,,, In«rn."onal Lld. 
B.nk of Amcri<:a N.T . '" S.A. 
B.nk of El.rod. 
TIle Bank ofC.Horn,. N."'. 
Ibnk orCeflon 
B,nk ar Ch,"" 
Bank of Cyp,", (l ondonllld. 
Bank or Indi. 
The Rank of Irdand 
Bank of London &. So ulh Amorie. Lld . 
Bank of Monlreal 
The B.ok of New Yor k 
iLnk of New Z". I.nd 
TfIc Bank of No •• Seoli. 
Oank <>f Seol land 
Tho B.nk of Tok~o. Lld. 
Bank <>fTokyo 1"lernallon.1 Lld. 
The Ibnk of Tokyo Tr~SI Com"" ny 
Th. Ibnk of Yokohama Lld 
Bank Sado"'l Iran 
8;,nk Sc:p"b 
Ibn1o" TrU'1 Company 
iLrHjue Iklgc: lid. 
iLnque IkI,O·Zairoisc S ..... 
iLnq,," Dru;>cUc. U.mberl S .... . 
llanq"" F",,,,,.,sc d ~ CommortlC Eoleneur 
!b.que Indosua 
Banque Nallonalc: de Pans p.1.c. 
B.nque Pa"b;o. 
8;,rela,.. Rank p.1.c. 
!brel_,.. Me"hanl llank lid. 
Rarin, Dr<>lhers" Co. lid. 
8;,yeruebc 1I)'pOlhekcn und WechiCl-Dank ... . G . 
8;,yerud,,, .... n .... bank G"Ol<Olralc: 
!byerische Vcrcinobank 
Be.hner D.nk .... G. 
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n" Dnti.h [bnk of lhe Moddlo Eall 
n" Dri' ish Lu ... n Bank Lld. 
B''''''n. Sh'p"'~ &:. Co.L,d . 

CIC- Unoon E.,opCcnnc. Inle,natoonol "I C;' 
Canadian Im""nal Bank of Commerce 
Caroh .. Bank Lld. 
C .. ," di R"pann.o ddk Provu ... ,. lomba,de 
C.I"r AII.n lid . 
Cen"a l O"nk of Ind ia 
Ccnlt.I T,,,,, .. S""og' Dank lid . 
Ch.'u nouse hphe' 1',1. • . 
Ch."" 8.nk (Ireland) L'd . 
Th, Chase Manhallon lIank. N.A. 
Ch .. , M.nhaa an L'd . 
ChemICal Bank 
Chem;",,1 B,nk Inl<tn""ona l Lld. 
Th, Oo·HeuoS Bank. Lld . 
Th. Chuo T,u" &:. Banking Con,p.ny lId. 
Ci l;b. nk N,A, 
Ci'",ot)l In' .,naliun.1 lI.nk Lld . 
Cli" Disco un, Company Lld . 
Clyd,"'.I, Dank p.1 .e. 
Comcrica lIank - DeltOIl 
Commere,.1 lI.nk of Korea lid . 
The Commerc,al Bank of 'he Nc., b .. p.I.e 
Comme,cial 8ank of Wales 1'.1. • . 
Commc",b;onk A.G . 
Commonweallh Bank of "'umah. 
Conllncnlalllhnoll Nallonal B.nk and Trul! Company ofCh.c.go 
Co.operal,,,,, Oank p.l.e. 
Couoly 8ank Lld 
Couns.t. Co. 
Cn!-dn Lyonn ... 
CmJn Lyonn . .. Ibnk Nc<ktl.nd N V 
Cn!-d" Su,..., 
CmJ" Su,..., Fil'$l Bos'on Lld. 
CmJ".n .. all·llank"~'n 
CmJI10 h . l,ano 
Crock .. Nauon.' 80n1 
The CW,ul Popular Oank 

Th, D.,·I.h, K .. gyo Bank. Lld. 
The D.' .... Bank. Lld . 
Dcul,;""e B.nk A.G . 
Di"",.nl B.nk (O"t'$Cu) Lld 
Drcsdnc. B.nk A.G 

Eu ro·LalinamenClln Bank Lld . 
Eu.opea n "'Nb Bank Lld. 
European Bankrng Company Lld . 
European Bra~i lian B.nk Lld. 

Fidchty R.nk N.A. 
Fim Cily Nalional 8.nk of Ii OUllon 
1''''1 Inl""'al. B.nk of California 
F" , I Inl' '''ale Lld . 
The Firsl National Dank of BOllon 
Tire Fi,.t NOli ona l D.nk of Chi cago 
F"'I Nat ion. 1 8ank of M.ry land 
Firs' Nalional Bank or Minncapo'" 
Fi", i'<nnsyl .. nia B.nk N.A . F,,,, Wi scon,in N.,ional Bank or M,I",.u ... 
Robe .. Fl"mi n~ &. CO.Lld, 
French B.nk of Sou,hcm ... fric. Lld . 
The Fuji Bank. Lld. 

Ge.",'" &. Nol;';' ... 1 p.l.e. 
Ghana Commcrcial llank 
G"O«1Ilral<"nd Bank d"r 6t'."clCh,,,,hcn Spark • ...,n A.G . 
G.indlay B .. ndll L'd. 
Gnndlay. Ibnk p.l.c. 
G .. ,nnCIJI ~bhon.t. Co.lId 
Gulf In,crnallonal Bank B.S C , 

Habob Bank A G . Zuneh 
H,bib Bank Lld 
Hambros Bank Lld 
Han,1 Bank 
Ii., .. ... Intcrnlloonal Bank Lld. 
H ... ,,,,h. landnbank.G"OKII'",k. 
Hill Somuel " CO.Lld . 
C.Hoa~ .t. Co. 
n,., HoHa,do T.k ushoku Bank. lid . 
n . Honlkon, and Shanahai Bank,ng Corpornllon 
Hungation Inl~mal'onal Bank Lld. 



The Indu,.".1 lIank of la"" •. Lld . 
Inl.rFI~1 Ihnl D.II •• , N." . 
Inl<fulI"n.1 C"mm.rei., Bank p I,e. 
101«0. lIon.1 E""'IY Ban\. Lld. 
I"'<''''',onol Mcoi<.n B.n\' Lld 
Intern"">II.' W<"mm"., Ban k p.l.e_ 
I,,,", Tou,. COmpany 
hlllY'O B.nculo San 1'.010 d, Tonno 
h.I", .. ' n«rn,,,onal 8ank pJ.c 

JJpoon In ...... 'oon:al 8..nk lid 
J<>.d , To)'nbct" GlllcH 1'.1 .• 
John_ M.UMy 8.nl. ... Lld 
LropoId lo,,",p" &: Sons Lld 

K '"J .t. Sh.""" I' to 
Kk,nwOl1. Iknwn L,d 
KolO' E,eh.ngo Ibnk 
Ko,u F"" e~n~ 
The K)'<O,,·" Ihnk. L,d 

la •• rd 8r",ho" &I Co .L'd 
lob," Ibnk 1'.1 <: 
U"yJ. Bonk p I.e 
LloyJ. Bank In,ernallonal Ltd. 
U",J; l:I.n~ Inl.rnall"nal (Fran<e) L,J. 
l.ond"n &: Co nlln<n,,,1 l:I.nl..rl Ltd 
l.ond"n Inlors,.,. l:Iank l.'d. 
The l.on~.To rn' C,odOl Bank of Japan. Ltd . 

M"'l.n B.nk ,ng Borh.d 
Man ufoClurerS Han",,"", Ltd 
Manufac'ure"" lI .no,'c, T,u" Compa ny 
Mannc M,dland B.n~ N A. 
\l<1lon e.nl.. N A 
"!erc.nuk Bank l.,d 
Mc..,1I Lynoh Inl<rn.lO(In,IB.nk Ltd. 
M'dland Ban~ p 1,0 
Th< M,I$ub,.h, 8ank L'd. 
Th< MIl, ub"h, Tru.1 ,00 8ank;n, COfpor:uion 
Th< M,!>u, Ibnk lId . 
Tbo M'I'u, Tru>! &I B.nk,", Company Lld. 
$:om ... 1 MOnla!u &I Co. l id 
MO<I"n Grenr.n &I Co. Ltd 
""",.n Guaranl)' Tru", Comp.ny of New York 
MOSCOW Narodny Bank Ltd 

t>;CND N~ho.",llIank of Nonh C~rolll'" 
N.I>O<\J.1 A..,>1".Io. 8.n\ Lld 
Nah""" B.o); of At... Dh~b1 
N~"o ... 1 Aank "fC.n:tda 
N."" .... ' lI;ink of Do,.o., 
Nail",.., B.o.k ofGr=c S.A 
TIw; N.""n.1 flank of New Ze.land Lld. 
Nallo ... l B.tnk of Pa •• >!a. 
N."onal W.,lmlns,er B.n~ p.l.e 
Ncdbilnk Lld 
Ncdorl;ond,d", ~hd<kn>l.nd.bilnk N.V, 
Th. NIppon Credll Bank. Lld. 
Noble Gr~"," Lld. 
Nord" Ban\. plc 
Non".n lIank Lld. 
Tile North.," Trust C"mp.ny 

Ono" Royal Bank lld, 
O"<:r:>(.·Ch, n<", 8.nk'"g Corporalion Lld . 
0"",><" Un Ion Bank l'd . 

PK Chris,ian ,. 8anl. IU K) L,d 
Ph,Ioppin< NOlio"al Bank 
POi "p. nkk, IUK) l.'d. 
Pr;".,ba-nk." l L<.I, 
Punjab Nal;on.1 Bank 

Od'.' N""on.1 B.nk 5.A,Q, 
Go'dld Ou,n. Cope &I Co.lld . 

R.fidl'" Blnk 
Rc. B,o\I>o", p .l.e, 
PS Ref.on &I Co. lid 
Republ>c Banl D.lIl'. N'.A 
R .. e".., Bank or AU>lr.". 
The R,W Na" on.' Ba"k of W .. h,nl'on. D.e. 
N M ROlhs<h,1d '" Sool L,d 
The Ro)",' fbnk of Canada 
The Ro)"'1 80nk ofSeotlan'J'.I.~. 
The Ro)"al T,usl Cornp,my C.""da 

The SI""ma lbnk. Lld 
The San"'"" lbnk. L,d 
Soo,"", Inle.n~l,onal 8.nk tAI.Bank AI· Saud, AI·Abmi l ' d.) 
s..dnd,nn,an Bank lid 
J Hen.~ S<:brodor Wa" &I CO. l ld, 
Seccombc M."hall &I C.mp;on 1'.1.0. 
Stcu"ly Pa<'~< Nallon.1 Bank 
Sh"niho, Commerc,al Bank Ltd. 
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SIn~<r &I F.,«II.ndor l id 
Sm"h SI.Aubyn &: Co.l ld 
Soc.cl. de Bdn'l"" OccMl<nlai< 
Soc.c'c G~n'; ... ak 
Soco<li: G,;n .... ale M.",hanl B"nk Ltd . 
So",," Bank 
Slanrb,d Ch." .r«l Banl 
Slaooa,d Chart.",,", Bank Ar,,<a 1'.1.<. 
Suoo.,d C"'rt.~ M.",l\an' funk lid. 
S,.ndard C""".~ p 1.<, 
Sla'. ~nk of loo,. 
Tho SumOlomQ Bank. l,d 
Th. SumnOmQ Tn .. , aoo B.nk'"g COOIpan)" Ltd. 
S,,', .. Ibn\. CO.po,...IIOn 
S)"owlooale lbnk 

TI>o Tal)"o Kol>o B.nk l,d 
Tn~s Comrncr« B,nk N A. 
TI>o Tha, Fa,m ... a.nk lid 
Th. Tok: .. e.nk. lId 
Th< Toron,<:>-Domlnlon Bank 
Th. To)"o T.u!i &I Bankong Comp."y lid. 

UBAF H.nk l.ld 
UII'.' B.n' l,d 
U",< r ' '''<Slmon, Bank lld, 
U",on Bank of Sw ,\~. r l" nd 
T h. Un, on O;"e"U"1 Company of London p.l,c. 
U" 'led Ba"k lid. 
T he Unil<dlhnk of KuwaLI l ld, 
U""C\! CommercIal Bank 
UI1".:cl O'o,,,,a, lI.nk lld , 

S.G Warbu.g &I Co, l.ld 
W.rdley l.ondon lid 
Wdls Fugo B.n~ N.A. 
W •• ,doul..:he Landob.nk G"o~.n l,...1e 
W •• lpac B"nk,ns CO,po'. lOon 
W,I I, .. ml &: Glrn's Bank p.I.< 
W,",'U.I Xcu.i"o Lld. 
Wul1lc-ml>o.-.,scl>o Ko",m"n.1e loooe.b."k Giro«n,,,,1e 

TI>o V .. uda T,u .. and Bank,ng Co .. lld. 
Yo,ksh"e B.nk p.l.c 

umb,. N.,,,,,,.I Comrncmal lbnk lid. 
ZII'nos,ensk. Ibnk' Na"onal Corpora';on 

Al (In .. ~lm.nl) l,d 
Abbey F,na""" Co.l.ld 
Adam &I Com""ny p .l.c. 
Ar~h .. n NallO",,1 C,«Iu &I F,nan<. Lld. 
Af'''an Conllnen131 Bank l.ld 
AOIken Hurnc Lld 
A~ 1",<,naIlO".1 lId 
AI B .. ", •• Inlo.".I,on.1 Lld 
AI Sdud, B.nql>< 5.A 
The Al lian« Tru., p, l.c. 
AII ,N Bank,ng Co.po •• "on 
AlIoN I",h F,na"o:e Co,Lld. 
AI' aJ " Lld . 
Ang ln· Yu gos l., (LOT) Ltd . 
A,,,b !\fn"." 1"'c, na" onaIBank 
A,a\) 8,nk In,elln,<nl CQ.lId, 
Arab IIank,nG Corpora,ion B.S.C. 
A,m"da In,o"m<nl, Lld, 
A,n,eu T,u. l l Id. 
A;:>(mbloe. of God Property Trust 
A.""".,«I C,ed;1I L,d 
""",,'.,0, Cop".1 Co.poMlon l.'d . 
Au""n F,nan« Lld 
A"an' 0'.''''0. Fina""" lid 
Av<o T.u>! Lld 

8.A. 1 I. 1'.1 < 
H C F Fin .. n"" Co lId 
BM I Hiamp>h,re) Ltd 
"ad,,,,he Kornm"n.ie londe<b,;,nk Gi."",n, .. 1e 
Han<1O Na~"",ale deW"'I"""',ura SpA 
ILn"'~ Se.fin S.N.C 
ILn .... d, San,o SP""o 
a.nk ltaowllowy ... W.ou..wo< S.A 
ILnk Men '" Uope N.V 
IIank ofC~1I 300 Commem: Inlerna"ooal S.A. 
a.nk or ' ",bowl F,na""" L,d 
ILnk or 1.01,00 F,na""" IN. I.) Lld 
ILnk of N.w Engl.nd N.A 
TI>o a.nk of Nov. Seo". Tn .. 1 Comp;on~ CUnn«l Kmgdom) lid. 
Ibnk oram,," lid 
ILnk of Seoul 
B,nk Te)dr"1 
Bank.,. T."" rn,e.nal,onallld 



BJn4L1< du Llban el d·Oulre·M .. 
1I""4Ue IOlcrn.loonale pour fArriljLl< Oc<:><Icnlaie S.'" 
Th. lIaploll Un...,. COrpor.IIIOn lid. 
I\;o,!>;'dos NallO"al flank 
1\;0«1;0)'$ flank Tru;1 Comp;ony 1.ld 
1\;o«la)'$ 8.nk Uk Lld 
T"""" .. Ba rIO'" &: flro.Lld 
IIdf' " V~ng<:r &. Co. Lld 
Ilea.'.' Guardnl« lid 
1Ie,,"1 Ihyad Bdnl S.'" L. 
1Ie,",1lcia1 T""I Lld 
lIo .. on T, u,1 &. S ...... " l id 
lIr:odrord In .... SlmenlS 
8ndll«wcr lid. 
IIndse'""y F,n.""" Lld 
IInllsh Crro" TruSl Lld 
B,ook 5«u",,<> & CO.lId 
Boch"nan 5«urilo<:$ Lld . 
lIoc~. L,,,,d 8< 8ulldlng Co lid . 
Bung< &. CO.lId . 
lIu rn ,."nder$On Tru" CO"'l"'ny Lld 
Bu,In"", Mort,.se' nu,l plc. 
lI yblo. Bank S.'" L. 

C'''I< Na"on. le de Crid,l AS,irol. 
C.kul . , Finance p,I,. 
Ca nada Per"," .... nl Mort g.ge Corpo,a lion (UK) Lld. 
C.nar. Hank 
Castle PIIl ll lp; Fin.o<:o Co, lId . 
Callic, H"I<ilOlI" Fin"ncc Lld. 
Cay,e, Lld. 
e"dar Holding; Lld . 
C<nILlI)' Fa~lor; Lld 
Ch"nccry s.:.: u"l ic> p.I.',". 
Cha rl c, ConSOlldaled F'n"n,,"1 So"'CC, Lld . 
Cha"e,ed TrUSI p.l.e, 
Chartcrhou,", J.phcl C'ed" Lld. 
Che,lclf,dd SIr«1 T,usI Lld 
Cil ibdnk Tm>! lid 
Cily T,u>! Lld 
CIo .. B,oll><'1 lid 
'~'d'sd'lc Il;onk Fin.nce Corpo",loon L.d 
C Coal<> & Co. Lld 
Cob"". FinanC'<: Co.Lld 
C"",honod C~plI~1 Lld 
Comm.rci.1 CmJ,1 s."1CC$ Lld 
Commonv.·.allh S ... n,. B.nk or Au",aha 
Con>Olodalod CmJlI. 8< O,ICOyn .. Lld. 
Co,".mc, CmJlI In"""menll L.d 
The Conll,",nl.1 Ttu. 1 Lld. 
C....,pe"'I"·. fl~n k (("omme""al) Lld 
Copcnhag<:n Han<kl"'->nk AIS 
COUll. Finance Co_ 
C", ... healh 5«.n, ... Lld 
CIid" Commcmol dc F",nC'<: 
C,-ro" d" Nord 
C,-rollo haloano InICrn'lional lld 
Cue & Co 
C)'pru. Crodll nank Lld . 
Cn""' F;na,",. Corpora lion (London) Lld 

D"lbo. llle Finance Co.Lld 
Da,hnglon Merchanl Crcdlll Ltd . 
D""In~IOn &. Co. Lld , 
lkn D,nsk . Bank af Ig 71 Akll ... I,k.b 
DeulS.he Gc no»cnschafhba nk 
TIle Develop"'enl lIank of Sins"po.e Lld . 
The Dor><:l . Somer><:1 8< lViii, 1n"", ln'en' Soc lely Lld . 
Dryfj" ld Fina,,« Lld 
Dnnba, & Co. Lld . 
Duncan La"·,,. Lld. 
Dun .. ervI II. Alien p.l.e 

E.TT,." Lld 
E'~II Trust Co.L1d, 
Ea" An~l l .n Sceu,,"., T,ull I. ld. 
Ea>! MIdland. Fi n ..... C",Lld . 
Eocl •• SavIng •• nd L"" ns Lld 
Th. ""Shsh A$$QCI, " on Trllst Lld 
En"gn D,,,,ouol Co.Lld 
En,kllcb 5«un"o •. Sk.nd,navilla En>kllda Lld 
E.t •• lo".1 Tru.t Cor{'Orallon Lld 
here" CI>o1l1< A»oel .. lcs 
Excl.r T.,,>! I.Id 

FIlii ~i "ane ... 1 T'u>l Lld 
Falr"""'nl Tru>l Lld 
FamIly FmanC'<: Lld 
F.rmers (WCF) F,nan"" Lld 
Fed""'led Tt"" Corpora""" lid 
F.nnoS<;-~ndl~ I.Id 
FIMncial and Gene",1 Secu"",, Lld 
J~""" Fml,)' Corpora"on Lld 
FIn",·. FIM""" Lld 
FIr,1 llank of Nlro,," Lld 
F'''I Cornmo"". Rdnk 
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F",I Co·opera",. Fin",",. Lld 
h ';IIn<kmn"y CmJII Lld 
1'1,,"1 Nallon.1 1Io,IOn Lld 
~" .. Na"o .... 1 Sc<;."II.' Lld 
1'1«1 Nallo ... l lbnk 
~'ord F;na,",I~1 Tru .. Lld 
FOld MOIOf CredIt Co.l ld 
Fo" " n 8< CoIo",.1 ~bn.J<m.nl Lld 
FOI""'" T,u>1 Lld 
Roben Fra~r &. P~ru .. " Lld 

Gllb poc H,.,.. 8< Compan)' Lld 
Goldman Sach> lid 
Good. Du, ... nl T.u .. p.I,. 
Go," (UK) Lld 
G"'"'-III. Fma""" Lld 
11.T Gr<cnwood lid 
G' ... I .... II 1',,,,,,,,,, Lld 
G,oh.", T ru .. p l.e 
G'c)'hound Go , ,,,"ly Lld 
G"od101' Humbcrely<l. Lld 
(irtndl.y, Indu,I".1 F,n.,",. Lld 
G.o,,·onor Arc"plances 1. • .1 , 
(iu lrG"ardnl« T,u .. Lld 

If FC Tr"'1 8< Sa"lngS Lld 
H.&. J.Flnan<c Co. (M ldl.nd ' l Lld 
Hab ib>o", Tru.1 and 1"""""0 Lld 
Th. lto rdw.n: Fede""i,,", Finance Co,Lld . 
Ha"" Tru" and Sa" log' 1I:",k 
Harrod, Tru.! Lld 
lfarlun Se,·u"II'S Ltd . 
To.: Her" able 8< Gene,al TrU,1 Lld 
HoldenhU f>1 5«."lic. Lld 
Hou>lon F, nanc,a l Sc,,,«; Lld 

IBJ Inlerna"onal Lld 
Indu,I".1 FIn"ncc"nd In ',"lm<nl COIpoI~"on pi .• 
Indu>!n.1 Fund,", Tru,l Lld 
Tho In"''''l<nl lIan~ of Ireland Lld 
In"'''''''"1 Tm" ... Lld 
In.· ... ' ... m Indu.lly p I.. 
In,."' .... In Ind",lIy Group 1'.1 C 
Irdn O""tsc:.$ In .. "men' Co,por,mo n I.ld 
h.1I G,oup Lld 

Jab;,.;: FI""nC'<:. Lld 
Jordan Finance ConSOrllum pLc 

K"""'lh>-O",k.· P~nkkl 
KccsIc, Fe<;k",1 CredIt UnIon 
K_· ... y & Co.Lld 
KrNlClbank N V 

t lochl.n".,n (UK) Lld 
1.11110 Lake> F,u""" Lld 
Llo)·d. &. Se"I"'" p.l.c 
Llo)'<I. Rank (LAIICO) Lld 
1.10)'<1. 8o"'ma~cr Lld . 
Lodh, F,nance 1. ld 
Lomb.rd "'...,planCC. Lld 
Lnmbard &. Uble, Lld . 
Lomba ,d North Ccollal pi,. 
Lumb. ,d SII-.el In" <>I",.nl TruII Co .1.ld 
Lond"n and Arab In,'el lmen" Lld 
London La", Sceufllles Lld, 
London s..·"n"h Fin"nce Corpora ll"n p I.c 
L,>rd,,'.1c Pinance Lld . 

Me No Il 1 Pca""n Lld . 
M.lhnhall Lld 
Manci1<:l le' "«hang. TrU'1 Lld 
IV M Mann & C". (1"'o,lInc nl» I.ld , 
Ed"ard Man.o n &: Co.Lld, 
M"nufaclur<", Huno.·", E,po'l Fln.nC'<: Lld 
Manuf .. lU,.rs H.n".,", FIn,,,,,,, Lld 
The Mard"n In' ·."meol Co.l.ld 
Mall1<:Kln Tru" Co 1.Id 
M.don. Tm>t Lld 
M.ghraJ & Son> L.d 
M."dn"lc Ctcd" Comf'"ny Lld 
Mercul)' Prm-l<.Icnl Soc" ' ) lid 
MOrscy$>d. Find"'" Lld 
T he M.ll>o<I"l Chapel A,d """",."on 1.Id 
Moddlo Ea .. Hank Lld 
Modland lJ.,nl E"ully Holdlns ' lid 
MIdland Bank F,n."", Corpo.OIoOd Lld 
MIdland Ba nk T tu .. CO"'ran) Lld 
Mllford Mul",,1 F""'hl .... Lld 
Mln>I<I T tu>! lid 
MolIC)'<lO'" I.ld 
Moo.ple Met""n,,1o H"ldln,> p.l. 
Mounl CredIt C0'l'o .... "on 1.Id 
M.ll lba .... ·"Comerm .. S N.C 
Mu,hm C"mm""",,! 8.n~ Lld 
M)n,hul TruI' Lld 



N.I.I.Ii. Group Lld . 
Nallona l Bank of ElYp' 
NOllOf\l.1 8~nk of Fon S.m Houston 
The N,"on~1 Bank of Kuwall S.A.K. 
N.llonal Bank of N;~ri. Lld . 
N.llonal Com m."".1 &. GI~n. Lld. 
N.llOflal Gua,dlan Fin.1"IOC Corponollon Lld . 
N .... Ni~na Ibnk Lld . 
Norddallschc Lalldeobank G".."..lral. 
"The No"h ofSrolland Finance CO.Lld . 
No"h Wesl S«"nll" Lld. 
N01'lh.rn 80nk Dewlopm.nl Corponuion Lld. 
Northern Ba nk [o."".1I0r &. T rUSIOO Company Lld . 
No ..... ( h Gcnmol TruSI Lld. 

Om.,a Trust Co Lld . 
Oppcnhcll .... r Money M.na,emcnl Lld . 
O".nlol C.wll Lld , 
O"OI">OS Tr ... l 8:onk Lld 

PL In"Cilmen .. &' s...,n,s Lld . 
Par. Str""l S«""h •• Lld. 
Th<: P~plc's T,usl &. S •• inllS Lld . 
PI"brot>ank A.G . 
Phlladelphl. Nallonal Bank 
POinlOn Yo,k Lld. 
p",'<lwick In" CSlmcnl TrU l1 p,I. •. 
Provlnci.1 T,y", Lld . 
Punpb &. S,nd Bank 

Ralli In"e"me nl Company Lld , 
R.Raph . cI '" Sonl p.l.c. 
R.lh!:>onc B,o •. & Co. 
Rdia_ Trust Ltd . 
Republic N."o .. 1 Bank of New York 
RhOnt TruS! Lld . 
Rlyad lUnk 
Ro.burgh. Gu.r.nt"" Corpora lion Ltd. 
Th, Rutal and Indu""<$ B.nk of W .. tem Au" ... li . 

S.P FIf.ln"" Ltd. 
SI Ma'lo .. l". TrUll Lld 
Sch.odc. Lel .. n! Lld , 
Srolll lh AmlClb" Money M.n",.rs Lld. 
Sta"I..-Firsl NOllonal Bank 
Sceumy PaCIfic T ,ust Lld . 
SII.wl.nds S«u",," Ltd . 
Tho S,im Commcn:lal Sank. Ltd. 
Smllh &. W,ll .. mson Sceun" .. 
Soulh No". Fi ........ Lld . 
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Souths... Mortp~ &. In.cslm, nt Co. Lld. 
Sp<;n, Ga,dens S«unllOJ p.I .•. 
Spry Fiun« Ltd. 
Standl«l C.wlt St,,,,,,,," Lld . 
S,.OO.«I Pro"",,y In ...,;,mcnt p.I.<. 
Slale Bank or Now Soulh W,,1es 
SI .. , Bank orSeuth Ausualia 
Slale Bank or V;"lon. 
Stat. S .. ""t Bank and Tru" Company 
SI .. I,n, TfII" Lld 
S' .. n,k. Inl .. n."onol Lld. 
5 .... » Ba nk Co. poral>en Inlemah"",,1 Ltd. 

TOI Lld 
TII. Toacherl &. Gentr.1 InvCSI"",nl Co. Ltd. 
Thames Trust Lld. 
Tl\ornchtr. Finanet Lld. 
T r.dc Dc, .. lopmcnl Bank 
T",loo.n Lld 
TrllC"d nda Trusts Lld, 
Th. Trust Bank of Af.iclt Ltd . 
T"II."ancl Rllcy Money Mln.,.menl Lld . 
Tu,k"h B.nk Lld. 
Turkl)": 1\I:!ank.SI A.$. 
Tynd"1I &. Co. 

UISI(r Bank T,"" Company 
UnIon B.ok of Finland Ltd. 
UnIon Bonk of Indi. 
Union Bank of Ni,e,i. Ltd , 
Uniled DominiOn! Tiu" Lld, 
Uniled Millahi lI"nk Lld. 
Un ily Tru lt Lld , 
Uni.ersal Crodit Lld, 

Vcnlu", Finono. Lld , 
V.rnons Tru", Corrorallon 
VOlksk.s Lld . 

Wagon Fina""" Ltd . 
W. Il.o.. Sm\l~ T,uS! Co. Lld. 
Welbcck Fin.""" p.l,~ . 
WC1I RidIng Sceun" .. Ltd . 
We".m T tust &. So"n" Ltd 
Wh lle.",,"y laId I .... & Co. Lld. 
Wimbledon &. Sou lh WCSI Fi""""" Co. Ltd. 
N.ft Woell.,. &. Co Lld 

York, ,,, .. 8:onk Finance Ltd . 
ft. F Youn, & Co. Lld. 



Changes to the list 
The ro llowi ng changes were made during the yea r to the list of authorised institutions. 

Additions 

fla1lC<l dl S .. ,ha 
CIC Unron .; .. ro ..... n"". Inte''''''lOnal cl C .. 
C."" dl R'>I'"mtlo dc:lk PTo ....... Lomborde 
GrrolCfllmk und flank do. Mlerre"h,,,,hcn Spa.k ..... A.G. 
['111,,10 Oa",."o San Pao,", dl Tonno 
Ne,Jcrland..,hc Mlddcn ... nd.bank N.V 

A'dnl O,«..,a , Fin"n ... lid. 
8anc. N.lIollalc dcll·Agricol\ur. SpA 
Ran"" dl Sanl" Spi,, ' o 
Da"k of New England N.A. 
Ca"1<" Nallo"al. de C":dil Agrkolc 
Copenhagen H"ndei,"'-nk AIS 
Cr<:d,lo Ita l;."o Inlernalional Lld. 
FirSl Comme""al lI.nk 
GOI' (U K) lid 
lI"blbson, T.ust and Fin,n ... lid . 
Har'" T .ust and Savings H"nk 
11.11 Gmup Lld . 
Jordan FinanIX Consortium p.l.e, 
Ka"san,,·O .. k,,·I'Jnkk, 
Krool<lbank I\' V 
ll<'Chl.n"<In IU K) Lld 
N""dd.ucoch. l.and .. bank G",,,,,,.'rale 
Omr:p T .... t Co Led. 
Ptul.delphl. Nal;"",,1 8ank 
Scow"," AmIcable Mo""y M .... ,. .. Lld 
5<"~nk-F '''l l\'allo ... 1 Bank 
Slale IIonk of Soulh Austral .. 
n..""" T ru.1 LLd. 
Tr...de o.."lopmenl Bank 
TIt< T",st 8,,"k of Aft ... Lld 
Unl"" 8ank of Finland lcd 
Un"~ Tt"" Lcd 
Vo.fk.h. Ltd 

Ocl<'lions 

fTIrc fonner) H.",lays 8ank p.l.e.' " 
C.nlem: Bank N.A 
Credit Indu"rid Cl Commercial 
!l.rn. Tru>! and Sa .. ngs B.nk 
SeJnle.Firsl Nallonal lIank 
Trade Dt.elopmenl H.nk 

l Li'<fl"'([ d,,,",i,_,.kin~ ,n"ilU,i,,", 

Haneo de 1."" S.A. 
Haneu di SieHi. 
Oa.que du Rhone .. de I. Tam is< S,A. 
Droma, lIoldlngs Led 

Ca ..... dl RosparmlO delk P'nvIf>C'I. Lomb;o.dc 
C ... k Court T ,usl lid 
Cr .... &1 lk'lnllOnS (Finance) l id 
""' .. ch .. p Im·OSI".,.n" Lld 
G"o ... nl ral. und 8ank d« Osoe .. e,.h,ochcn Spark.,,..n A G 
Hobo" s."unl .. , Lld 
l .. iIUIO BancarlO San Paolo d, To""" 
Kln~'''''rth Tnl>l Lld. 
Kinlyre S«","uC$ lid . 
Morlgage Ma",s.".,.,nl &1 [n~"mcnl~ Lld 
Mu.k .. Finance L.d , 
Ned •• iandochc MrddenSl.ndlb;onk N.V. 
NOrthe", Irdand Induml.1 Oank (1.0,M.) /..Id . 
S"' ingo 8ank of SoUlh A".tr.I ,. 
Te,", Commerce Inl •• n"lIon,1 lId . 
Vo lk sku In'ernolion.llId, 
Well. Forgo lld, 

Name eh~nl:CS 

AHoed (,i.h eanks lid. ,~ 
Ilar,I .. )"> 8an~ Inlern.uonal Lld, If' 
TIIo:: CIlancrcd 8ank '" 
Comm<>n"'.allh Tr .. d,ng 8ank of le 

Au.lralra 
Con"""nl.1 IIhno,' Lld 10 
Th< Fidellly 8.nk 10 
halran Inl.rnallonal 8ank Lld '0 
Llbr. flank Ltd . ", 
N>100,..1 Commercial BankIng u, 
Co.~ratlon of Au"'aha lid 

$0<1<1. Gc..c",i< Bank Lld '0 

TIt< Slanda,d 8."k p.Le 10 

Slandard Cha.le"'" lIank 1'.1.. 10 

Banc. So,f.n S.A. If' 
Bank of Seoul &1 T'"ll Co. ", 
8c~,.." Inve.lment> Lld . '" 
Canada Pe.m.nenl T ... ,l Co. ,e 

(UK) Lld . 
er Choulano" Son. &: Panner> '" 
F&C Management Led M 

K. S. Con,um.r Cred it F,".n.. Id 
Led, 

M.H , c.edil Cor[>Oralion ltd . 10 

Midland Bank Indu'I",,1 E~u ' ly w 
Holdings Lld . 

AlltW ["sh nanks p.l,c. 
Ibrc lay. lIank p,l.e·" 
Slandard Chorl<r<d nank 
Cnmmnn"'.allh 8ank nf A ... ,ralia 

Fin' Inc,,"'.le l.d. 
Fid<lny lIank N A 
italian In .. rnat,onal Bank p.I. • . 
L'bra !bnk p.l.c. 
Nallonal A ... lralra Bank lid. 

Soc~lc GCnhak Merehanl 8ank 

'" Slandard Cha,U:r<;d Bank Ar"ca 
p.l.c 

S1and.rd Cha ... "'" p.l.c. 

Oa",," Se.fi" S.N.C 
8ank of Seoul 
Se,ve. Guaranlee l.d 
Canada Perma.ent Monl"g< 

Cor[>Oral' Qn (UK) Ltd. 
P,ov,neial T.">! Lld . 
Fore,~n & COlonia l Man agemenl 

Lld , 
Consumer Credil In,· .. lments Ltd. 

Manufaclurer. Hanov •• Fin .... 
Ltd, 

Midland 8ank Eq uOly Holding. Ltd 

(11 The ro"""r 8uer"),> 8a nk p.l.c.elutnged U. name 10 Barela)'> p.l.e. and ox.ased 10 be a rtCO,n.sed bo.nk. while 
!brdo)'> Bank Inlern.llonal Lld .. al"". '"""'S",sed bank. ehang<d its name 10 8.",I.y. Bank p.l.e. 
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Addresses and lelephone numbers 

London Head Office Threadneed le St reet 0/-60/ 4444 (If 

London 
EC2 R 8A H 

Regist nl r's New Change 01-6014444 
Depart ment London 

EC4M 9AA 

Cleari ng Centre 161 Ci ty Road O/-60J 4444 
London 
EC IY IPA 

Pri nting Works Langston Road 01-5086221 
Loughton 
Essex. 
IGIO 3TN 

Branches Birmingham PO Box 3 021-6438571 
55 Temple Row 
Bi rmingham 
B25EY 

Bristol PO Box 10 0271277151 
Wine Street 
Bristol 
BS99 7A H 

Leeds King Street 0532441711 
Leeds 
LSI IHT 

Liverpool PO Box 76 051-2367092 
3 I Castle Street 
Liverpool 
L692AZ 

Manchester PO Box 301 061-2281771 
F;\Ulkner Street 
Manchester 
M602 HP 

Newcast le PO Bo); 2BE 0632611411 
Pilgrim Street 
Newcastle upon Tyne 
NE992 BE 

Sout hampton PO Bo); 20 070339411 
3 t- 33 High Street 
Southampton 
S097AZ 

Glasgow Agency 25 St Vincent Place 041-2217973 
Glasgow 
GI2E B 

11) EnqUiries relatmg to thi s R,'purl or to the Qu""rrly 8"l/eli" may be m"de 011 01-60\ 4030 
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