
The Bank's accounts 

The Banking Department accounts for the year 
ended 28 February 1987 show an operating profit, 
before exceptional items, of £76.2 million, 
compared with £87.8 million in 1985/86. During the 
year, there was one exceptional item- a release of 
£6.3 million from the provision for payments under 
indemnity given to Minories Finance Ltd(') 
(formerly 10hnson Matthey Bankers Limited). 

After <l payment in lieu of dividend of £30.0 million 
(compared with £39.4 mi llion) and a tax charge of 
£18.3 million , the profit transferred to reserves 
amounts to £34.2 million, compared with £43.9 
million last yea r. 

T he current cost profit before tax and di vidend was 
£74.3 mi ll ion (some £8 .2 million less than in the 
historical cost accounts). After tax and di vidend 
payments the curren t cost profit was £26.0 million. 

The Issue Deparlmenl accounts are shown on page 
32. In accordance with the Currency and Bank 
Notes Act 1928, the assets of the Iss ue Department 
comprise securiti es of an amou nt in val ue su fficient 
to cover th e fiduciary not e issue. T he profits of the 
note issue <HC payable to the Treasu ry 1lI1d 

amounted to (1.362.9 milli on compared with 
£l.396.8 million in 1985/R6. 

«. I" l'JIN!XS " p,m"OOI1 "f O~.O nulliOI1 '"'' l11 .. d~ for I'a),mcnt under ",del11nH~ 10 Juhn"'''' M,'l1l1q 
lbnker. l,mned. An earlier rck"s,: of £7.0 null"", from the pro,·",,,n '1;1> nMdc ,n 19~5 . ~6 
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Report of the Auditors 

7i, 1111' GO\'(,/"/lOf m/(I CompallY of Ihe Ballk of Englmu' 

Wc have a udited the accounts of the Banking 
Department on pages 19 to 31, and the statements 
of account of the Iss ue Department on page 32, in 
;Iccordancc with approved Auditing Standards. 

In Ollr opinion 
1 The accounts on pages 19 to 29 give a true and 

fair view of the state of affairs of the Banking 
Department al 28 February 1987 and of the 
profit and SOUTce and application of funds for 
the year then ended. 

2 The statements of account on page 32 present 
fairly the outcome of the transactions of the 
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Issue Department for the year ended 
28 February 1987 and its balances at that date. 

3 The abridged supplementary current cost 
accounts of the Banking Department on pages 
30 and 31 have been properly prepared in 
accordance with the policies and methods 
described in notes I to 3. 

DEL01TTE HASK1NS & SELLS 

Chartered An·ollll/IIII1S 

I.omloll 

7 Mlly 1987 



Banking Department 

Profi t and loss account 
for the year ended 28 February 1987 

/986 
woo 

87,787 

7,()OO 

'1,528 

/06 ,3 15 

39.400 

66.915 

22.957 

43.958 

Opcntling profit before exce ptional items 

Exceptional items: 
Movcmelll in provision for payment under indemnit y 
Su rplu s over book value on disposal of invest ment 

Payment to the Treasury under Section 1(4) of the 
Bank of England Act 1946 

Pro fi t before ta xat ion 

Taxati on 

Profi t transferred to reserves 

The n01e~ on pagc~ 22 10 28 form pari or IheSt: aCC(l unts, 
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(Note 1) 

(Noll' 4) 

(Nole 5) 

(Nore 7) 

1987 
£000 

76.202 

6,276 

82.478 

30.000 

52.478 

18.321 

34,157 



Banking Department 

llalancc sheet 28 February 1987 

1986 1987 

moo £000 £000 

14j53 Capital (Note 6) 14,553 

447,20(} Resen'cs (Note 7) 581,6 11 

4()f.753 596,164 

C urrent liabi li ties 

J,9.15,507 Public deposits (Note 8) 1,923,560 

85(J.!J7 Bankers' deposi ts (Note 9) 954,061 

1./64 A 19 Other accoun ts 1, 111 ,840 

39,.J00 Paya ble 10 the Treasury (NOle 4) 30,000 

5.989.563 4,019,461 

{),451,J16 4,615 ,625 

The notes on p;lges 22 to 28 rorm p~rt of these accounts. 
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1986 
[O(}(J 

10.651 

226 .042 

4.738.495 

4.975./88 

399.562 

718,236 

125.080 

233.250 

Liquid assets 
Notes and coin 

Cheques in course of collection 

Treasury and other bills 

Investments 

Advances and other accounts, less provisions 

Subsidia ry companies 

P remises and eq uipment 

Banking Department 

Balance sheet: 28 February 1987 

1987 

£000 £000 

4.242 

173,664 

(NolI' 10) 2.393.458 

2.571.364 

(NOIf! 11) 402,]06 

1.1 98.528 

(NOIf! J 2) 100. 123 

(NOle /3) 343.504 

6,451.316 4,615,625 

R LIlIGH· PEMRERTON GO''I''lwr 

GIiOR.GE BLUNDEN DeptH}' Cort'mor 

AORI AN CAI)BURY Dir('ClOr 

H C E HU;R.IS Chif! oJ Corporati' S/!rl'ict':f 
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Notes on the Banking Department a~counts 

Accoun t ing policies 

a Form of tm.·~nta t ion of accouots 
Although the 1~(lI1k 's eonstitu tlun is not governed by the Comp.1nies Act 1985. the 
accounts have been prepllrl:d so <I S to comply wi th the requirements of that Act and 
the Stalcments o f St<lnd(Lrd Accountin ),; l'nLctice Lssued by the accountancy bodies in 
so far as they;Hc lLp propriate. 

The a~eO\lnLS have bc1:n prcpared on the historical cos t basis of accounting. modified 
to ind udc the rcv;llua tion of ~ertain lixed asse ts and in accordance wi th Sections 257 
to 260 of. ,HId Schedule 9 to. the Companies Act 1985. 

b Treasury, Local Authority and other bills 
Treasury. Local Authori ty and other bills arc stated at cost plus accrued interest. 

c Investments 
Securities of. or guaran teed by. the Brit ish Government. and Other securit ies arc 
stated in the balance sheet at cost less provisions. 

Profits and losses on realisat ion arc taken to profit and loss account in the year in 
which they arise. 

d I'rcmi M"S and equipment 
Freehold lll1d leasehold prcmi S<.'S (lre stated at a professional valuation o n an open
market Vlll ue for exist ing llse basis as at 28 February 1987. No account is ta ken of the 
liabili ty to taxatloo wluch could l,rise if the premises were disposed of at thei r 
revalued amou nts. 

Eq uipment is stated :11 COSt less lLCe umula ted dcprccia tion. Fully deprecia ted items 
hal'e been wri tten o ut of the accounts. 

lkpreciallon. on a stnLight line basts. is charged as follows: 

Freehold premlscs 
Lellschold prctnl:>Cs 

Computcrs 

Other equipment 

e Bad and doubtrul debts 

over the estimated futu re life 
over the period of lease or estimated 

future life 
over periods ranging from three to five 

years 
over periods T<l1I),;ing from three to 

twenty years 

Appropriate provision is m;tde for bad (l1Id doubtful deb ts. 

f Foreign currency Ir~n sla t ion 

Assets ~nd corresronding liabilities in foreign currencies are transla ted in to sterling at 
the exehan),;e Tates ru ling at 28 February. 

g Commitn.enls on behalf of the Treasury 
Commitments in foreign currencies and gold. or on a gold oosis. undertaken in the 
name of the Ilank for l.(:Count of the Treasury. principally in the course of operating 
the Exehll1lgt: Equalis;1l1on A~'COlln l. are not included in these accounts as the Rank is 
eonl:crned in such transactions only as agent. 

h Oefcrred t3.\( 
n derred tax is provided on lhe liabi lity method io respect of a ll milterial tim ing 
differences cxcept where it i~ e~pected that the relevant timing difference will not 
reverse in the foresccl,hle futurc. 
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j Rl't irl'ml'l1t bl'ncfits 
Thc profil of thc yeilr bears thc cost of provIding pensions rn rcspect of currcnt 

servicc. Any unfundcd li~lbilily in rcspect of POlSt servicc disclosed by OIn actuarral 
va luation is mCI eilhcr by 11 ~pecilll contrib ulron to. or by 1111 rncrcOlsc in the current 

contribut ion rllle of. Ihc rclev,rnl pension fund . 

Thc Bank of England Pcnslon F und is reviewed annually and full OIcluari1l1 valuations 

a.cobtained e,"ery three yc"n; . A full valuatIon IS tOlk rng placcas al18 February 1987 
and lhe res ults will be availablc In the autumn. A full actuan~11 "alual ion is oblarned 

yea rl y ill respecl of thc Cour t PCIl~ion Schemc. 

Therc IS no unfunded liability III rcspt'Ct of pa~t servlCC. 

2 Operating profit 
The operating profit is arrived at after taking account of thc following: 

1986 1987 
[ ,hol<sand, £ thousands 

locumr 
Interest 

543.497 Treasury and other bills 186.465 
Securities of. or gU;Hant<'Cd by. the 

48 .455 Bntish Government 48 .067 
33.385 Advances 22.843 

Interest and dividends: 
1.695 Listed securili es 1.912 
6JJ95 Unlis ted securitIes 5.389 

47.940 Charges for ..: rviccs 10 the Government 50.080 
2.136 Ren ts 2.798 

Charl:ei 
488.367 Inter..,,;t p;lId 10 deposHors 123.160 

600 Di=lors' emoluments (Note 3) 627 
70 Auditors' remunerat ion 85 

" Hire or computers alld olher equIpment " 8.458 Deprecialion of prcmi!;eS and equIpment 9.631 

'" Loss on disposal of thed assels .. 
3 Directors' and employees' emoluments 
The aggregate emol uments of thc Governors and Directors for Ihe yea r ended 
28 February were: 

" .. [1/.lJO 

{5W.las· 

Fees 
Other emoluments. includmg r~muncration of Governors 

and E~eculivc DirttlOrs and contrrbutions 10 Dirtttors' 
Pension Scheme 

· Includes £14.067 paid by a subsIdiary company. 

1987 
£11.392 

£615.763 

Thc Governor's emoluments. excluding pension contributions, totalled £99.550 
(1986 £90.085) . 

The emolumen ts of the highest paid DirectoT. for whom the Bank made no pension 
cont ributions. tota lled £106.307. In thc year ended 28 February 1986 no Di rector's 
emoluments excceded Ihose of the Govcrno r. 

The following table shows for Ihc year ended 28 February the number of other 
Directors and of employl'cs of Ihe Bank rceciYing remuneration in excess of £30,000 
(ellcluding pension contributions). within the bands Slated. 

"" 1987 
{)irut", .. £mpIQJ"n"J Dlreclors Employees 

70 £0-£ 5.000 " , £ 10.001 - £15.000 , £ 15.001 - £20.000 
9J 00.001 05.000 122 

" £35.001- £40.000 58 

" £4O.00 t- £45.000 28 

" £45.(101 £50.000 27 

" £50.001 -£55.000 17 , £55.001- £60.000 7 , 2 £60.00H65.000 , , £65.001 (70.000 1 1 
(75.001 - £80.000 

The aggregate remuneration of lhe employees of the Bank was £71.5 million (1986 
£66.6 million). 
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4 Payment to the Treasury 
1986 

[ IhousUTllb 
18,nO 
'MW 

)9,400 

5 Taxation 

Payable 5 Apnl 
~yable 5 Octolxr 

The charge for taxation comprises: 

"'" [ Ihousanlb 

14,OJO 

'" 4 
8,434 

UK corporalion ta~ at an average ratc of 
35.4 16% (1986 40.416% ) based on the 
profits of the yur 

Income ta~ on franked investment income 
Prior year adjustment 
Deferrcd tax 

1987 
£ thousands 

14,650 
15,350 

)0,000 

1987 
£ thousands 

14,721 
SI7 

(534) 
3,617 

22,9J7 18,32 1 

The deferred tax liability of £10,376,000 is included in Other accounts and is 
comprised as follows: 

1986 t 9g7 
[ Ihousands 

(l ,987j 
9,746 

6 ,7J9 

Short-tenn timing differences 
Accckratcd capital allo"'ances 

£ thousands 
376 

10,000 

10,376 

Tax of £2,600,000 (1986 £nil) has not been provided in respeet of further accelerated 
capital allowances as the provision at 28 February 1987 is considered adequate, 

The potential liabil ity for deferred taxation in respeet of capital gains on unrealised 
revaluation surpluses less deficits, which is not provided in the accounts, is 
£28,600,000 (1986 £8,300,000). 

6 Capital 
The entire capital comprising £14,553,000 of Bank Stock is held by the Treasury 
Solicitor on behalf of Her Majesty's Treasury. 

7 Reserves 

Balance at I March 1986 
Retained profit of the year 
Revaluation deficit on property 

sold during year 
Surplus on revaluation of properties 

Balance at 28 February 1987 

8 Public deposits 

General 
reserve 
286,017 

34,157 

320,174 

£. thousands 
Revaluation 

surplus Total 
161, 18J 447,200 

34, 157 

3% 3% 
99,858 99,858 

261,437 581.61 t 

Publ ic deposi ts are the balances on government accounts, including Exchequer, 
National Loans Fund, National Debt Commissioners and dividend accounts, 
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9 Bankers' deposits 
1986 

£ thousands 
673.70] 
/76,53$ 

8XJ,]37 

Cash t81io deposits 
Other deposits 

1987 
£ thousands 

740.281 
213.780 

9S4.061 

10 Treasury, Local Authority and other bills 
1986 

£ thoomtnds 
/014./70 
]{9.U8 

ON,877 

"" ( thousands 
British Government T~asllry bills 
Local Authority bills 
Other bills 

9~.1 15 
36.337 

2.26.1.006 

4.738.495 2.393.458 

11 Investments 
1986 1987 

£ thousands £ thou~ands 
Book value Va/uotion Book value Valuation 

377,043 

7:187 
{5PJ] 

399.56] 

46],066 

41 ,506 
60,779 

J64.35/ 

&'l:llrities of. or i"8rante«i 
by, the BrItish Government 

Other securities: 
listed 
Unlisted 

379.593 ~73.677 

7.487 53.61 7 
15.026 54.026 

402.106 58 1.320 

Valuation represents middle-market values except for unlisted investments which are 
al Directors' valuation . 

The principal holdings or equity share capilal included in Other securities arc as 
follows: 

/9/16 1987 
PerCl'ntage Mid Percen!age hdd 

17 

/0 

O'"fr lO% 
Agricultural Mongalle Corporation p.l.e. 

shares or (I 
Share capita l and reserves as 31 31 March 1986 
£3S.l91.000 

Profit for the year ended 31 Mareh 1986 
£2.784.000 

Portals Holdings p.I ,c. ordinary stock 
Sha~ capital and reserves as at 

31 Oc<:cmber 1986 £89,277,000 
Profit for the yellr ended 31 December 1986 
£12,752,000 

n 

As a matter of policy, the Bank does not seek to influence the 
above companies' commercial or financial decisions_ 
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Both the above companies are incorporated in Great Brilain . 
Unlkr 20% 
Investors in Indumy p.l.e. shares of £ I 

(lllCorporatcd 10 Great Brnain) 

Bank for Internahonal & nlements shares 
of 2.500 SWIS$ gold francs (25% paId) 
( I ntorpor~ted In S"'lIzerland) 

15 
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12 Subsidiary companies 
This comprises: 

1986 1987 
{ l/rolOJ"mls 

9]1)8] 
)].998 

Investments In subsidiary compames 
Amoun ts OWing by subsldiil ry companies 

( tllousands 
92.082 

8.041 

115.080 100.123 

(a) Minorics l' inanee Lld (rornwrly Johnson Matthey Bankers Limited) 
At 28 February 1986, the Bank held the entire issued capital of Johnson Manhey 
Bankers Limited (JMB), comprising 50 million £1 ordinary shares and 25 million 
redccmnble £1 shares, together with £25 million of variable rate subordinated 
unsecured loan stock . The 10:10 stock was redeemed at par on 21 May 1986. The 
redeemable shares arc redeemable at par o n 30 September 1995. Interest of 
£0.7 million received on the loan stock has been dealt with in the profit and loss 
account on page 19. Following the s:lle of the JMB group's principal business the 
company changed its name to Mino ries Fimlnl'C Lld (M FL) on I I August 1986. 

The B:U1k gave an indemnity to JMB in respect of lossc> cxpected to arise on the 
ultim;tte re:lIiS:ltion of its loan book as at 30 September 1984. Half this liability W<lS 
offset by amounts recciv:lble fro m a number of banks and members of the Lo ndon 
gold market under :1 re lated counter·indcmni ty given by them to the Bank. At 
28 Februa ry 1986 the amount paid and provided in the Bank's accounts under the 
indemnity was £27 million. The indemmty was determined as at 31 March 1986 at a 
IOtal cost to the B~nk of £20.7 million and accordingly the over-provision has been 
credi ted to the profit ~nd loss account. 

MFL has followed a programme of realising its assets and sold its principal business 
to Mase-Wcstpac on 18 May 1986 at a premium of£1 7.5 million over net value of the 
assets and liabil it ies transferred. MFL's other subsidiarie-s have also been sold at an 
aggregate premium over thei r net asset values of £6.2 million. leavi ng the company to 
realise its remaining outstanding loans and advances. The Bank is party 10 normal 
warranties and indemnilles given by M FL m eonncction with the disposals. The net 
aSSet value of MFL at 28 February 1987 eJleeeds the cost of the Bank's investment. 

The Auditors' report on MFL's accounts for the year ended 30 June 1986 stated that 
·the group is currently. or may bt:eome, party to claims against or by th ird parties 
which may involve substantial amounts' . No account has been taken of these claims 
as it is not practicable to judge the outcome at this stage. Having consulted the 
company's legal advisers. the directors of MFL consider that the claims against the 
group arc without merit. 

Third party proceedings. involving claims in substantial amounts have been instituted 
against the Bank in connection with the affairs of MFL In the opinion of the 
Directors. based on leg:il :ldvicc, the Bank has a good defence <lgainst these ehlims. 
Accordingly, no provision has b ... ..::n made. 

The accounts of M FL have not been consolidated with those of the Bank because. in 
the opinion of the Directors, it would be mtsleading to include its asse ts and liabilities 
with those of the Banking Departmen t in view of the circumstances of the acquisit ion 
of the comp,tny by the Bank and the company's rea lisation policy. 

(b) Other subsid ia ries 
InvCSlmentS in subsidiary companies. all of whkh arc wholly owned and registered in 
England. arc stated in the Bank's bal;lncc shcct at cost (which is not in exccss of the 
ne t tangible assets of the subsidiaries) and include: 

BE Serviccs Lld 
EBS Investments Lld 
The Securities M~nagement 

Trust Lld 
Slater, Walker Lld 

Dcbdcn Security Printing Ltd 
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5.000 shares of £1 
100 shares of £I 

1.000 ordinary shares of (I 
100.000 ordinary shares of £ I 
10.000.000 deferred shares of £ I 
100.000 ordinary shares of £ I 



The accounts of EBS In vestments Lld and Slater, Walker Lld have not been 
consolidated with those of the Bank beeause, in the opinion of the Directors, il would 
be misleading 10 consolidate thei r assets and liabilities with those of the Banking 
Department in view of the circumstances of the acquisit ion of these companies by the 
Bank through involvement in the support operations, The accounts of BE Serviccs 
Ltd, The Securities Management Trust Ltd a nd Debden Security Printmg Lld have 
not been consolidated with those of the Bank as the amounts are considered to be not 
mate riaL 

The net aggregate profi ts of the subsidiary companies auributablc to the Bank, which 
have nOI been dealt wi th in the accounts of the Banking Department, and which are 
sta ted by reference to audited accounts are as follows: 

" 86 
lllt()usunds 

1,356 

20,563 

For t he ye~r ended 28 February 1987 

Since acq uisi tion 

1987 
£ thousands 

2.768 

23,33 1 

Included within Current liabi lities is a to tal of 0,00 1,000 (1986 £2,095.000) due. in 
the normal course of business, to subsidiary companies. 

13 Premises and equipment 
£ Ihousands 

Leasehold premises 
(50 years (under 

Freehold and over 50 years 
premises unex pired) unexp"ed ) EquIpment Total 

Cost Or ' -Ituation 
At I March 1986 
Additions 
Disposals 
Adjustment in respect of 

fully dep=iated as:scu 
Surplus{{deficit) on 

revaluation 

At 28 February 1987 

Attumula'td depreciation 
At I March 1986 
C harge fo r the yea r 
On disposa ls 
Adjustment in respect of 

fu lly depreciated assets 
Wri llen back On 

reva luation 

At 28 February 1987 

Net book value al 
28 February 1987 

Nf/ hook value at 
28 FrbTuoTy 1986 

Cost or valuation at 
28 February 1987 
comprised: 

AI 1987 valuation 
At cost 

143. 196 
7,054 

0,868) 

39.l43 

t87.125 

9,941 
2.798 
(164) 

( 12,575) 

187,725 

/33,155 

187,725 

187.725 

19,448 
J,2~ 

44.353 

125,100 

4,134 
1,054 

(5. 1 8~) 

125.100 

75.314 

125,100 

125,100 

2,068 

(2.013) 

lIJ 

" 

(412) 

55 

1, 7$5 

" 
55 

37,623 
13,895 
(1.736) 

(4.003) 

45,719 

14,697 
5.680 

(1.219) 

(4,003) 

15,155 

30.624 

11.916 

45,779 

45.779 

262.335 
22,248 
(3,604) 

(4.003) 

81.683 

358,659 

29.085 
9.631 

( 1.383) 

(4.003) 

(18.175) 

15.155 

343.504 

133,150 

312,880 
45,779 

358.659 

The fig ures relat ing to property mtereslS reflect a professional \'alu3tion of Bank 
freehold and leasehold premises by SI Quintin. Chartered SUT\'eyors. as at 
28 February 1987. on an open·market value for existing use baSIS. 
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Contracts for capital clI:penditure authorised by 'the Directors and outstanding at 
28 February 1987 totalled £27,167,08 I (1986 £6, 114.280). Further capital ell:penditure 
authorised at that date, but not contracted for. is estimated at £6 million 
(1986 £26 million). 

14 Transactions with Directors 
The following particulars arc given relating to transact ions. arrangements and 
agreements entered into by the Bank of England with Directors, and persons 
connected with the Directors, of the Bank: 

Number of Directors 

Loans , 
Total amount 
£ thousands 

'" 
There were no quasi loans or other credit transactions that would be required to be 
shown under the Companies Act 1985, None of the Directors had a material interest. 
directly or indirectly, at any time during the year in any other significant transaction 
or arrangement with the Bank or any of its subsidiaries. 

IS Charitable donations 
Charitable dona tions during the year amounted 10 £143.000; no political 
contributions were made. 

16 Contingent liabilities 
Conlingenlliabi1ities. offset by corresponding obligations of third parties. arise in the 
normal course of business. In addi tion there are forward eontraCIS for the purchase 
and sale of foreign currencies. It is not envisaged that any irrecoverable liabil ity will 
arise from these transactions. 

Since 1930 there has also been a contingent liability. denominated in Swiss gold 
francs, in respect of uncalled capital on the Bank's investment in the Bank for 
International Settlements. The sterling equivalent of this liabili ty based on the gold 
market price on 28 February 1987 was £220 million (1986 £195 million). There are 
further contingent liabilities. ell:cluding the matters referred to in Note 12, of 
£21 million (1986 £20 million). 

17 Date of approval 
The Court of Directors approved the accounts on pages 19 to 31 on 7 May 1981. 
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Banking Department 

Statement of source and application of funds 
for the year ended 28 February 1987 

1986 
[000 

87.787 

8.646 

96.433 

1.929 
11.535 

84 
75.000 

184.981 

15 .346 
14.089 
25.300 
75.100 
14.342 
40.804 

184.981 

76.420 
(244 .718) 

(2.730) 

(17/ .028) 

(211 .832) 

40.804 

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

Depreciation, net of losses on disposal of fixed assets 
Other 

Funds generated by operations 
Funds from other sources: 

Repayment of taxation 
Disposal of Other securities 
Disposal of premises and equipment 
Repayment from subsid iary 

Application of funds 
Payment of taxation 
Payment under indemnity 
Payment to the Treasury 
Investment in subsidiaries 
Purchase of premises and equipment 
Increase/(decrease) in working capital (see below) 

Analysis of increase/(decrease) in working capital 
Current assets 
Advances and other accounts 
Advances to subsidiary companies 

Less: 
Curren l liabilities, excluding taxation and payment 10 the Treasu ry 
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1987 
£000 

76.202 

9,675 
(6.878) 

78,999 

8 

2,177 
25,000 

106,184 

15,437 
4,935 

39,400 

22,248 
24,164 

106,184 

(2,401,280) 
480,293 

43 

(1,920,944) 

(1.945,108) 

24. 164 



Banking Department 

Current cost profit and loss account 
for the year ended 28 February 1987 

1986 
[ millions 

106.3 Operating profit as in historical cost accounts 
Current cost adjustments: 

0.8 

6.8 

Additional depreciation charge 
Fixed asset disposal 
Monetary working capital 

98.7 Current cost operating profit 
Payment to the Treasury under Section \(4) of the Bank of 

39.4 England Act 1946 

59.3 Current cost profit before taxation 
23.0 Taxation 

36.3 Cu rrent cost profit for the year 

Current cost balance sheet: 28 February 1987 

1986 
[ millions 

14.5 Capital 
567.8 Reserves 

582.3 
5,989.6 Current liabilities 

6,571.9 

4,975.2 
479.3 

Liquid assets 
Investments 

718.2 Advances 
125.1 Subsidiary companies 
274.1 Premises and eq uipment 

6,571.9 

The notes on page 31 form part ofthcsc: accounts. 
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(Nole 2) 

(Note 3) 

(Note 4) 

(Note 5) 

3.3 
(0.3) 

1987 
£ millions 

82.5 

5.2 8.2 

74.3 

30.0 

44.3 
18.3 

26.0 

1987 
£ millions 

\4.5 
667.6 

682.1 
4,019.4 

4,701.5 

2,571.4 
487.2 

1,198.5 
100.1 
344.3 

4,701.5 



Notes 011 the current cost at'cuunts 

Basis 
The current cost information has been prepared on the basis of current cost asset 
va luations and the operating capital maintenance concept. The current cost 
information should be read in conjunction with the notes to the histo rical cost 
<lccounts. 

2 Accounting policies 
(a) Except as indicated below. the accou nting policies adopted have been the same 
as those described in note I on pages 22 and 23. 
(b) Assets and liabilities are included in the current cost balance sheet on the 
following bases: 

PI"!'miIe.I'-The figures re lat ing to property interests reflect a profession,,1 va luation of 
Bank freehold and leasehold premises by St Quinti!]. Chartered Surveyors. "s al 
28 February 1987. on an open-market value for c~isting use basis. 

£quipmml- The majority of the figures for equipment were calculated by using Pricr' 
Il1(ks Nu",ha.! fiJr Cum'lt! erm AccounlinJ( produced hy the Central Statistical 
Offke. 

Figures for the remainder (mainly computer assets) were calculated with reference 10 

suppliers· currenl price lists. 

Im·e5mlt'J//5-British Govcrnment stocks arc sta ted at COSt less provision: other 
scrurities are at market or Directors' va luallon. 

Ofll,', uss,'ts ami liubilities- TheS{; arc st<l ted at the amountS shown In the historical 
cost accounts. 

(c) Additional depreciation has been chargcd on premiS{;s and equipment in respect 
of thc diffcrence betwcen the dcpreciat ion ~\scd on the current replacement cost and 
the depn:ciat ion charge in the historical cost (Iccounts. 

3 Monetary w·orking capital adjustment 
The adjustmen t has been calcula ted by applYing the change IfI the UK retail pricc 
index during the year to the average of the opening and closing totals of nct monetary 
assets, Briti sh Government stock s have been treated as monetary items and included 
at book value in lhi s ea lcula1ion. 

4 Reserves 

Balance at I March 1986 
Surpl us on revaluation of premises, equipment and investments 
Monetary working capital adjustment 
Current cos t profit for the year 

Balance al 28 February 1987 

Resuves comprise: 
Currenl CO!)t reserve 
R~venu. reserve 
Reva luation reserve 

5 Premises and equipment 

"" imilliQns 

N" 
}47.] Prem,ses 
16.9 Equipment 

no 

J1 

Gross 
3t2.9 
69,) 

382.2 

1987 
£ millions 

DeprecIation 

37.9 

37.9 

t987 
£ millions 

567.8 
68.6 

5.2 
26.0 

667.6 

172.6 
233.6 
261.4 

667.6 

Net 
JlB 

31.4 

344.3 



Issue Department 

Account for the year ended 28 February 1987 

1986 
£(}(){) 

196,163 
1.248,844 

191 

29,498 
15,199 
3,744 

1.396.757 

Income and profits: 

Securities of. or guaranteed by, the British Government 

Other securities 

Other receipts 

Expenses: 

Cost of production of Bank notes 
Cost of issue, custody and payment of Bank notes 

Other expenses 

Payable to the Treasury 

Statement of balances: 28 February 1987 

1986 
£(}{)() 

1987 
£(lOO 

/986 
£000 

£(lOO 

37 1.576 
1,039.747 

18 

30,685 
14.623 
3.162 

Notes issued : J/,015 G overnment debt 

12.309,767 
/0,233 

12,320,000 

NIII<',\' : 

In ci rculation 
In Banking Department 

12,846,075 
3,925 

Other securities of, or 
guaran teed by, the British 

2,023,271 Government 

/0,285,714 Other securities 

12,850,000 12.320,000 

The income 1lnd profits, and va lue of securities. incl ude the effects of the qU'lr\crly 
reva lu,ltion of marketable SCCllrit ics. in accordance with the requirements of the 
N'ltional LO'lns Act 1968 , The last such valuation was made at 26 February 1987 . 

2 The Court of Dirc.::tors approved the above statements of account on 7 M.\y 1987 . 

1987 
£(lOO 

10411.341 

48.470 

1.362,871 

1987 
£000 

11,015 

1,252,867 
11,586,118 

12,850,000 

GEOItGE BlUNDEN Depu/y Governor 

A ORtAl" CA08 URY Director 

H C E HARR1S Chief of Corpora/(' Sen'ices 
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Annex 

Banking Act 1979 

Annual report by the Bank of England 
1986/87 

This report on the exercise by rhe Bank of ils funcrions under the 
Banking Act 1979 during the year /0 28 February /987 is presenled la 
the Chancellor of the Exchequer. and by him 10 Parliament. pursuant to 
section 4(1) oJ Ihe ACI. 

)J 
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Banking Act 1979 

Annual report by the Bank of England: 1986/87 

The opening section of last year's report, 
'Developmen ts In the system of banking 
supervision', summarised the measures which 
would be implemented to strengthen bank 
supervision in the United Kingdom, following the 
findings and recommendations of the Leigh· 
Pemberlon Cornmillee on Banking Supervision!') 
and the proposals contained in the White Paper(2) 
subsequently issued by the Government. Thi s year's 
report concen trates on the progress made in 
1986/87 and looks forward to developments in the 
current year including, notably, enactment of the 
new Ban king Bill. 

I The Board of Banking Supervision 

The Board of Ban king Supervision is an important 
clement of the new arrangements, offeri ng expert. 
practitioner-based advice to the Governor on all 
ma tters concerning banking supervision. It has met 
monthly since June 1986 following agreement with 
the Chancellor of the Exchequer that it should 
operate before its formal establishment upon the 
enactment of the Banking Bill. 

The Board 's own Annual Report appears on pages 
79 to 81 as an Annex. 

11 Market developments and 
supervisory issues 

The past year has been challenging for bank 
managements and supervisors ali ke, with 
considerable developments in supervision ta king 

place against a background of rapid structural 
change in banking and financ ial markets. 

Systemic developments, together with strategic 
changes, have affected core banking business and 
taken many institutions into new areas. While a few 
of the largest UK banks are aiming to provide both 
commercial a nd investment banking servlCes 
globally and are moving towards the universal 
banking pattern familiar in Europe, others are 
continuing to concentrate on traditional banking 
operations or at least have less ambitious 
investment banking stra tegies. The medium-sized 
banks arc even mo re d iverse, with some aiming to 
become global secu rities houses, some adopting 
specialist investment bank ing strategies and others 
emphasising retail fi nancial services. 

Although previously homogeneous classes of 
institution are beginning to fragment. the fo llowing 
analysis of Briti sh banks looks at two groups of 
broadly comparable institutions: the eight largest 
British banks and the members of the Accepting 
Houses Committee .o1 This classification IS 

becoming less apt as the structure of the UK 
banking system changes but is reasonable for a 
review of the past five years. 

The figures ren ect the aggregate position of the two 
groups of banks and are not averages of individual 
banks' positions. 

Profit abilit y 
British banks have been changing thei r structures 

(I) Re{Wrt of Ihl.' CQmrtWIU Sri up 10 ronsider ,he SYSI<'m of Banking S"f'<'rl'I .• ;,m (Cmnd 9550). 
(2) Banking SIIMrvlSlon (Cmnd 9(95). 
(3) Appendix I contains definitions orlhc terms used in Pan 11 and idcnhf,cs soum:s ofmrormallon. Not 

all the columns in the tables balance. on accoun t or rounding. 

37 



and strategies during a period or improving 
pronta bility and capital ratios, as shown below: 

Large British banks: I."a rnings 

1986 1985 1984 1983 1%2 

p.(·taA profits (( billions) 3.80 3.25 2.48 2.22 1.98 
P"'HU profits (( billions) 2.45 1.76 UI 1.42 1.4S 
Prc·lu return on equity 
(pcr ccm) 24.5 24.3 19.2 IU 17.2 

Post-ta~ rclurn on eqUity 
(per cenl) 15.8 13.2 8.5 10.9 12.5 

Prc·lax relurn on 
total assels (per cen!) '19 1.09 0.85 0.88 0.91 

Profits berore tax have steadily improved and there 
has been a considerable increase in the retu rn 
achieved on shareholders' funds si nce 1982. For the 
years to 1984. this may be part ly explained by 
increased gearing on shareholders' funds: the ratio 
or 10tal borrowings (including deposits and all 
su bord inated debt) to sha reholders' funds (plus 
minority interests) rose from 19.2 to 23.2 between 
cnd-1982 and end-1984. 

During 1985 and 1986, gea ring (on shareholders' 
runds) reil back to 16.9 whi le the re(Urn on tota l 
assets sharpl y increased. This suggests that the 
continuing improvement in return on equity may be 
partly attributable to a combina tion or a higher 
return rrom on-ba lance-sheet assets and the growth 
or off·balance-sheet business (with the associated 
increase in fee income), which on the whole is no t 
currently captured in the Bank's risk asset ratio and 
has therefore probably been underta ken without 
significant ca pita l allocat ions (see below). 

Throughout the period, banks have been aiming 10 
improve capital ratios by issuing debt eligible for 
inclusion in the capital base for supervisory 
purposes. There has in consequence been a steady 
rise in levels or capital geari ng (that is, long· term 
subordinated debt to shareholders' funds); from 
27% at end- 1982 to 62% at end-1986. This balance 
sheet restructuring will probably have helped to 
underpin the improved return on equity while at the 
sa me time enabling banks to increase their risk asset 
ra tios (see below). 

The arter-tax picture has been significan tly affected 
by variable effective tax ra tes. The 1984 decl ine in 

post-tax profits and profitabili ty was principally 
ca used by substantially higher effective tax rates 
rollowing that year's Finance Act. Since then, the 
tax rate has been declin ing with the gradual 
reduction in corporation tax rates and, in 1986, on 
account or significan t transrers from non-tax
allowable general provisions to speci fic provisions. 
The post· tax return on equity has accordingly been 
rising raster than the pre-tax return since 1984. 
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In the case of the AHC members, increased levels or 
corporate finance business and , to a lesser extent, 
investment management income acco unted fo r 
much of the ri se in earnings in 1985 and are 
expected to produce still better results in 1986: 

AHC earningsl" 

1985 1984 1983 1982 

Pre·lax profils (£ billions) 0.37 0.26 0.23 0.21 
PosHa~ profils (£ b,llions) 0.24 0.15 0.14 0.15 
Prc-Iax rewrn on eqUIty (per cen!) 24_5 202 19.5 19.0 
POSI-IU relurn on equIty (per cent ) 16_2 11.9 IU 13.7 

(~) The "'He d.la ... nee. the ."'~"". pos,l,on of ,he ,upervi<cd blnb and n01 
of ,he w,dc, fin."",.' .. ,w,es "oup"_ In ..,..,. ca .... som. oper~I!Oo$ ha,.., 
betn , ... ",f .... ed dunnl'hc pcnod ou, of Ibe blnk 10 olh., pan, oflhe l'OuP· 

Capital ratios 
Large British banks: capital ratios 

£ billions 1986 1985 1984 198J 1982 

TOlal as~cts 334.6 JOJ.I 315.7 271.1 243.1 
Weighled asse lS 251.7 236.0 245.4 
Adjusled capi tal hase 26.3 23.0 18.6 
Risk IIssct ratio (pcr ct:nt) 10.5 9.' " 

208.0 179.8'" 
16.9 13.7'" S, 7.6''' 

,., ",cl ud i n~ Ihe TSII. 

The late 1970s and early 1980s saw a decline in 
banks' ca pital ratios, among both Brit ish and 
roreign banks, prompti ng the GI O Governors to 
call in 1982 for an improvement. In the United 
Kingdom, the recovery was delayed by the 1984 fall 
in ea rnings and the need to make substantial 
deferred tax provisions on account of the changes 
to ca pital allowances in that year's Finance Act. 
This was, however, followed by {WO yea rs of 
substa ntial improvement so that, over the three 
years to end· 1986, the eigh t largest ba nks' 
aggrega te capital resources grew considerably faster 
(56%) than total assets (23%). 



This is largely the resuh of greater retentions 
combined with substamial iss ues of perpetual 
su bordinated debt, which qua lified as a primary 
capi tal component fo r the fi rst time in 1985, 
although in some cases improved earni ngs have 
made substantial rights issues feasib le: 

Large British banks: sources of new capitare') 

£ bi!1ions 1986 1985 1984 1983 1982 

Retained earnings 1.87 1.35 0.77 0.99 1.12 
Share iss ues"" 1.32 0.70 0.28 0.25 
Primary perpetual 
debl issues I.H 4.05 

Non·primary perpelllal£ (0.10) (0.23) 1.20 
Term subord ina ted debt (0.29) 0.05 J.29 0.68 0.45 
Other 0.10 

4.25 5.92 3.54 1.92 1.57 

(al Ban k,· ~api.al has ."0 been "ff",.od by. in.er oli •. properly re,·alu."""'. 
b.d dob' proviSloning polk,es "nd ch"nges in d.f.Tr.d I .. proviSion •. 

(b) PrinCipally right' , ...... bill ,n 1986 Including Ihe net proceed, (so r., 
r«eivcd) of Ihe TSB nOlal'On 

The AHC ra tios have a lso improved, again through 
retentions from increased ea rnings and the issue of 
primary perpetual debt: 

AHC: capital ratios 

£ billions "86 "85 "84 1983 1982 

TOlal assets 30.0 24.7 24.5 22. . 18.4 
Acceptan,es '2 3S 3.' 2.9 2.9 
Weighled assets 18.6 16.2 16.0 12.1 11.4 
Adjusted capital base 2.3 1.7 I.' I.l 1.1 
Ri sk assel ralio (per cent) 12.3 10.4 8.7 9.1 9.3 

Capital adequacy: the quality of assets and capital 
In assessing the recent improvements in capital 
ratios, it is important to note that , at present , the 
fisk asset ratio does not build in the risks arising 
from a wide range of off-balance-sheet exposures, 
which have grown considerabl y in recent years. 
Some of the new capital should therefore be 
regarded as su pporting this business (see Part VIII 
below). 

The make-up, and thererore the risk profile, or 
banks' ba lance sheets has a lso been cha nging (see 
below). For example, there has been an increase in 
lending to the personal sector fo r house purchase, 
which tend s to be high quality business (see Part III 
below). On the other hand, the average qual ity of 
loan portrolios may have fallen rollowing the loss of 
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a certai n amount of new prime name company 
business to the capital markets. 

The main uncerta inty rega rd ing asset quality, 
however, is the value of ba nk s' claims on a number 
of heavily indebted coun tries and the adequacy or 
the provisions made against those claims. Since 
1982 the tota l o r general and speci fic provisions, 
domestic and internatio nal , has been rising as a 
proportion of customer ad vances, partly reflecting 
increased provisio ns agai nst sovereign lending. In 
1986 banks made sign ificant transfers from general 
to specific provisions against their exposures to 
problem debtor countries. 

Finall y, capita l adequacy depends on the quality of 
banks' capital, as meas ured by the amount of 
primary capi ta l relative to total capital. 

urge British banks and AHC: capital constituents 

£ billiOns 1986 1985 1984 1983 1981 

Shareholdcn' funds 19.28 15.41 13.41 14.13 12.62 
Preference sharcs M. 0'" 0.03 0.02 0.02 
Primary pc:rptluals S.'" 4. 12 
Gef\Cral proVisions 1.42 1.82 ". 131 0 .81 
Minority intcresls 0.45 0.40 0.78 1.08 093 

Primary ca pilal 26.98 21.7<) 16.08 16.54 14.38 

Secondary capital 5.85 6.21 '''' 4.27 3.25 

TUlal capil~1 32.83 28.00 22.87 20.lU 17.63 

Of K·hirh (per ccnl): 
P';"'Il'y capillll 81.2 77.8 70.3 79.5 8/.6 
Senmd",y capilal 17.8 11.1 19.7 10.j 18.4 

As the ta ble shows, rollowing the dip in 1984, the 
propo rtion or tota l capital represented by primary 
capital has returned to its 1982 level. Increased 
reten tions have helped greatly, but the 
improvement is due principally 10 the £6 billion or 
perpetual debt issued since 1985, and the resulting 
shift away rrom term debt which had previously 
been growing sha rply, (With difficult secondary 
market conditions, the new issue market in 
perpetuals has effectively been closed in recent 
months, but this has not of itself affected the high 
quality capital characteristics o f subordinated 
perpetuals.) 



Business trends 
(a) Loan portfolios 

The make-up of banks' loa n portfolios has chan ged 
considerably in recent yea rs. Since widespread 
international debt problems emerged in 1982. new 
syndicated lending to sovereign and overseas 
borrowers has declined and many of the most 
highly rated corporate borrowers have tended to 
look d irectly to the bond markets rather than to the 
banks for finance. (In some cases. the British banks 
have been able to continue to share in this business 
by acting as managers and underwriters. In doing 
so they have competed against the overseas 
securities houses, which were not participants in the 
syndica ted lending market.) 

Banks have also placed greater emphasis on 
managi ng the shape of their loan portfolios, with 
some swa pping internat ional debt and ceding other 
types of loan in order 10 reduce credit risks. At the 
same time. ba nks have been trying to increase the 
liquidity of thei r portfolios, which has probably 
been helped by the increased securi tisation and 
hcnce ma rketabi lity of fi na ncial assets. 

Banks have. however, remained an impo rtant direct 
source of working capital finance for com panies 
and. in add ition, last year there was a slight reversal 
of earlier trends, with a rise in the arrangement of 
syndicated credits for borrowers III OECD 
cou ntries. 

Thcre is perhaps therefore a risk of exaggerating the 
changes in banks' business. This may apply 
particularly to the AHC members. For many the 
nature of their banking activities has developed, 
with some moving from leasing and syndicated 
lending to the provision of customised products. 
but as a group their total lending to third parties 
(together with acceptance business) and hence the 
use of their bala nce sheets has in fact increased from 
£8.3 billion at end-1983 to £11.1 billion at end-1 986. 
Intra-group loa ns have also risen, largely to fu nd 
new operations. 

An important growth area for the 'Large British 
ban ks' has been the domestic personal sector. Thei r 

lending for house purchase has more than doubled 
over the past fo ur years and now accounts for 
arou nd one-fi fth of total sterling advances. It has 
increased even more rapidly t).1an other personal 
lending, which has itself almost doubled since 1982: 

Large British banks: personal lending 

( bllhons. ~rrNIIIl'.I!S in 
illl/Ju 1986 1985 1984 1983 1982 

TOlallcndmg for house 
12.7 8.J purch~se 20.6 16.8 14.0 

As perccnl"sc of personal 
5}.5 47.1 adva nces 53.9 5}_0 50.9 

As perc.:nlagc of \01,,\ 
19.8 15.3 sterling advan,cs l1.) 20' 19.7 

Other l~ndll1g to persons 17.6 15.S 13.5 11.4 9.J 

As per<:cnULgc of total 
/9.0 / 7.9 / 7.1 sterli ng advilnccs /9.0 /9.1 

Just as the banks have emerged as competitors for 
thc building societies in the residential mortgage 
market, the banks arc in turn likely to face 
competi tion in the non-mortgage consumer lending 
market from those societies which utilise the 
provisions of the Building Societies Act 1986 
enabling them to widen their activities. This wi ll 
increase already in tense competition which, together 
with the rise in individuals' financ ial commitments, 
could lead to tighter margins and greater risks. 
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(b) Funding 
The increased commitment o f many banks to the 
residential mortgage market may be partly 
attributable to more stable funding. The recent 
introduction of high-i nterest-bearing personal 
accou nts by the major British retail banks has 
helped in this respect , with amo unts deposited 
offselling- and to some extent bringing about- the 
fall in tradit ional 7-day savings accounts and 
allowing banks to limit the recourse which they 
might otherwise have had to the wholesale market s. 
Non-interest-bearing current accounts have held up 
well, however, their attraction increased for 
personal customers by the introduction of free 
banking for those who stay in credit. 

(c) Income sources 
These business developments ha ve sta rted to show 
th rough in sources of income, with a relative fa ll in 
the con tributi on of net interest income and an 
increase in fees and commissions. This trend is 



particularly marked for the AHC, 
account of record corporate 
underwriting profits: 

principally on 
finance and 

AHC: sources or income 

£ mInions 1986'" 1985 1984 "" 
Nct IntcreS t ", l27 218 182 
Forcign c~change dealing .. " 29 25 
Investment trading (9) " " " Fees and commIssions '" )67 291 219 
Other 225'" " 62 " ." 727 '" '" 
lal Includ'"g a"nuahoed n,no· month flgu,", for ""me ban". 
Ib) The I,'gc 'olher' ",cm on 1986 reft""". row blonkf >lgmAc.nt p'ofit; from th. 

rc.li,.tion of long.term invoilmon lS. 

To a lesser extent trading, fees and other income 
has also become more important for the largest four 
UK banks, with fees increasi ng by almost 75% 
since 1982 (although growth has recently been 
dampened by the move to ·free-if-i n-credil
ban king'): 

Four London clearers' sources of income'" 

( billions 191\6 19~5 1984 1983 1982 

Nel InlerC~1 8) 7.' 7.' " " ForeIgn e~chan~ 0' 0) 0.3 0.2 0.2 
Fees and commiSSIons )) )0 ).0 ') I., 
OIMer 0' 0.) 0.) OJ O. 

12.6 11.6 IU '.6 " 
la) n" "nd 'h c [ol luw,"S labl. covc. Ihe Darday,_ Lloyd,. Midland and 

Natoo"al We'tmln't •• aroups. 

The interest margins (net interest income/average 
interest earning assets) secured by the four London 
clearers from both their domestic and international 
operations have, however, remained fairly stable 
si nce 1982 (after a decline in domestic margins in 
1981 and 1982 when nomin al in terest ra tes fe ll). 

Four London clea rers' inlerest margins 

I'c,c.:n tagcs 1986 1985 " .. 1983 1982 

Oomesuc '" 5.5~ 5.52 5.46 5.91 
In(Cmallonal '" 2.11 2.14 2.13 2.10 
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At around 5I %. domestic margins a re more than 
double international margin s, reflecting higher 
spreads in domestic business together with the 
continued value of the 'endowment' effect of large 
sums held in non-interest-bearing UK current 
accounts. In addition , international loan portfolios 
include a higher proportion of low margin advances 
to top sovereign and company borrowers. 

Dh'crsification: sccuritisation and 
inl'Cslment banking 
In part, the trends emerging in income sources 
reflect the major developments of recent years: the 
growth of ofT-ba lance-sheet business , product 
innovation, increasing participation in the securities 
markets and banks· moves into investment banking 
and securities trading and distribution. both in the 
United Kingdom and overseas. 

As highlighted above, banks· ofT-balance· sheet 
business has grown sign ificantly over the past few 
years, oft en through the use of new instruments and 
normally with an element of risk for the banks. The 
supervisory response to such new products and 
services can affect their development. For example. 
in April 1985 the Bank incorporated banks· 
underwriting commitmen ts under Note Issuance 
Facilities in the risk asset ratio, which probably 
accelerated the trend towards non·underwrillcn 
eurocommercial p,tper programmes. The coming 
period shou ld sce the introduction of capital 
requirements for of1"-ba lance-sheet business 
genera lly (sce Part VI II below). 

The banks· commitment to diversification and . in 
particular. to the securities markets became 
apparent in the stream of strategic sta kes and 
acquisitions in the period leading up to Big Bang. 
Fou r of the ·Large British banks· have taken such 
stakes in or acquired a total of seven former Stock 
Exchange brokers and jobbers. Tcn of the AHC 
members have acqui red (or taken significant 
shareholdi ngs in) twenty Stock Exchange member 
finns. As an indicator. this underestimates the 
interest in the securities markets si nce a significant 
number of banks have opted to establish securities 



operations by hiring skilled and experienced staff 
rather than by making acquisitions. In addition, 
ma ny of the ' La rge British banks' and AHC 
members have for many years been active as issuing 
houses in the domestic capital markets and as 
managers. distribu tors and market-makers in the 
Eurobond markets. where they compete with 
ove rseas securities houses as well as foreign 
commercial banks with securities operations here. 

Di versification and the increasing involvement in 
domestic and in ternational securities markets have, 
however, raised a number of prudential issues, in 
particular the assessment of risk and the quality of 
ea rnings. On the one hand, looked at in the round, 
diversification may reduce a bank's overall risks by 
achieving greater balance in its portfolio of 
exposu res . A broader base may also help to stabilise 
earmngs where different activities expenence 
different peaks and troughs. 

On the other hand, while the risks from taking on 
la rge credit ex posures may continue to represent the 
most serious threat to many banks' sta bili ty, it is 
clea r tha t trading losses incu rred in investment 
bank ing a nd securities operations ca n signifi can tly 
damage the earni ngs of even the largest insti tutions 
and will need to be very carefully controlled by the 
more modestly capitalised houses. 

In addition, the overall risks of banking groups 
co uld ri se from their being exposed to clients or 
sectors from a range of their activities; for example, 
if they are providing loan finance to a company, 
underwriting its capital market issues and trading 
it s securities. 

Oh'crsitkation: organisation and 
corporate structures 
The most significant single event of 1986/87 was Big 
Bang. shortly before which banks were able to take 
their holdings in Stock Exchange member fi rms 
over 29.9%. In most cases banks chose to make 
100% acq uisitions, so that in fu ture years the 
earni ngs and assets of their securities anns will be 
fully consolidated. These changes, which of course 
were widely expected. contributed to a series of 
corporate restructurings and reorganisations which 
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were already in train. The ground has not yet settled 
but so far levels of functional integration vary 
considerably as do banks' divisional structures: a 
recent trend is towards market segmentation by 
type of client. Delivery systems (for example, the 
clea rers' branch network) are also changing. 
Formal legal structures are equally variable and do 
not always mirror a bank group's functional and 
managerial arrangements. 

Although there are no formal banking supervisory 
requirements on group structures and organisation, 
they are nevertheless important to the Bank's 
supervisio n as inappropriate or weak arrangements 
can lead to poor performance and, in particular, to 
poor risk controls and internal systems, reducing 
the ability of group management to direct the 
business effectively. The Bank therefore addresses 
structural issues, often as part of its consolidated 
supervision of bank groups (see Part IX below). 

In addition , legal structure and functional 
organisation are relevant to the arrangements being 
put in place to ensure co-operation between 
banking and other financial services supervisors, 
particularly given the number of bank groups which 
are now headed by a holdi ng company with 
investments in a number of businesses, ban king 
being only one. 

III Supervisory concerns and responses 

These recent trends in banking markets have 
produced the following general issues for bank 
supervisors: 

• the assessment of new types of risk and, in 
particular, the need to incorporate new 
activities into capital adequacy ratios 

• the ability of managements to monitor and 
co ntrol their new activities and to ensure that 
adequate systems are in place and are properly 
used 

• co-operation between superVisors, 
internati ona l as well as domestic, and covering 
other fi nancial services as well as banking. 



In addition, 1986/87 saw a range of issues relating 
to specific groups of banks.(') 

Domestic licensed institutions 
Following a number of revocations and a few 
failures among the population of small domestic 
licensed institutions duri ng the early 1980s (see Part 
XI below), enhanced monitoring by the Bank has 
effecti vely raised standards for this group, 
particu larly in the area of systems, controls and 
management capability. 

At the same time, some smaller institutions have 
recently come under pressure on account of market 
developments. In particular, it has been difficult for 
them to match the consumer lending terms offered 
by the larger banks and other lenders without 
compromising on asset quality. 

In the face of tougher competit ive conditions and 
the tighter supervisory regime, a number of smaller 
institutions have been reassessing the benefits of 
keeping a licence, with some withdrawing from 
deposit-taking. These have typically been 
individually or family controlled locally-based 
businesses which have experienced difficulty in 
meeting the standards of management and control 
systems required for authorised deposit-taker 
status. 

By contrast, other companies concentrating on 
personal lending have been growing rapidly, often 
attracting outside capital. The Bank carefully 
monitors growth rates, using them as one measure 
for deciding whether to increase its supervisory 
monitoring. 

A previous concern regarding a number of smaller 
inst itutions was concentrated loan portfolios. Thi s 
remains a problem in some cases and the Bank 
continues to press management to reduce 
concentrations, but the general picture is much 
improved. Particular emphasis is also placed on 
loan book quality, control systems and depth of 

management, with visits to institutions 
concentrating on these areas, as described in Part 
IV below. 

With growing interest in the UK fi nancial services 
industry. licensed institutions have been changing 
hands more frequently than in the past. In 1986/87. 
the ownership<:!l of some fourteen domestic licensed 
institutions changed, in four cases following specific 
encouragement from the Bank to find a solution to 

problems with their business. Comments made by 
the Bank may also have played a role in some other 
cases. 

As explained in previous annual reports, the Bank 
has to be satisfied that the new shareholder
cont rollers will develop the business prudently and 
that. under new ownership, {he instituti on will 
con tinue to satisry the other criteria ror 
authorisation. 

Overseas institutions 
The 1979 Banking Act applies to overseas banks 
which therefore need to satisfy the sta tutory criteria 
for authorisation in order to operate in the United 
Kingdom. 

The Bank's role in the supervision of overseas 
banks is guided by the terms or the revised Basle 
Concordat(31 (see the 1983/84 and 1984/85 Annual 
Reports) which recommends that. as the host 
supervisor of branches, the Bank should generally 
look to the parent authority for reassurance about 
the overall financial so undness and management of 
an institution. 

To meet the requirements or the Act and in the light 
of the Concordal. the Bank therefore needs a good 
understanding of the home supervi sory regime and 
to this end it stepped up its bilateral contacts with 
overseas authorities last year and increased the 
number of visits to them. 

On the occasions where problems arise. in addition 

(I) Throughoul thi s r~porlth~ term 'bank' covers both rl"Co~ni,ed banks and licensed dcpOsll'l"kmg 
institutions. cxctpt where the COnlrary is clear from the context. 

(2) Ownership in thi s contcxl means control of 50';' or more of voling righls . 
(3) Principles fo, 11", sl'pe"/s/ufI of bu"ks"for~,g" nwblishlllf"III.<. is~ucd in June 1993. 
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to discussing them with the local management of an 
overseas bank's UK branch, Bank ing Supervision 
Division discusses the issues with the parent 
supervisory authority and the bank's head office 
so as to ensure that a programme of remedial 
action is agreed by all concerned. Such cases were 
discussed with eight overseas supervisors during 
1986/87. In general. improvements were needed 
in lend ing procedures and controls. and in other 
control systems and the quali ty of management 
information. 

Two particular issues have been pursued with 
overseas banks in recent years. First. the Bank has 
expressed concern that some institutions did not use 
objective credit assessment criteria. in some cases 
relying instead on the 'good name' of the borrower 
or guarantor. 

Second. the Bank encourages branches of overseas 
banks to diversify their lend ing away from home 
country business, so as to avoid undue 
concentrations of risk and the liquidity difficulties 
which could arise if problems developed. The Bank 
has therefore monitored levels of home country 
lending and, where necessary. has sought to agree 
with branch management a prudent limit on such 
business. in the light of the circumstances of the 
bank and count ry concerned. 

UI< institutions' operations O\'erSf-as 
Just as the Bank looks at overseas banks' UK 
operations. it also looks at UK banks' overseas 
offices as part of its consolidated supervision 
(described in Part IX below and more fully in 
the 1985/86 Annual Report). During 1986/87 
officials visited a number of UK banks' offices in the 
Far East and South East Asia. taking the 
opportunity to hold discussions with local ban k 
supervisors. 

Banks' ad"isory functions: corporate tinance 
questionnaire 
Following evidence of the dislUrbing role of a few 
bunks in the Guinness/Distillers takeover, the Bank 
has been reviewing the standards and systems of a 
wide range of banks' corporate finance operations 
and in particular the way in which they handle 
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client relationships. It is essentia l that adequate 
systems a nd con trols are in place for this type of 
business and are properly used and that operations 
are conducted with integrity and in line with best 
market practice. as lapses could have a material 
impact on a bank's financial st rengt h. as well as its 
reputa tion and sta nding. 

Over seventy banks have so far answered a 
questionnaire issued in January 1987 covering the 
functions and st ructure of their corporate finance 
divisions, personnel policies and control and 
compliance arrangements, and on the basis of these 
answers are currently discussi ng the management of 
their corporate finance activities with the Bank. 

Consumer credi t questionnaire 
Bank lending to the personal sector conti nued to 
grow rapidly in 1986. The growth of the past few 
years is not of itself necessarily a mal1er for 
supervisory concern , but there are signs that some 
lenders have adopted more generous approaches to 
lending than hitherto, for example by lending 
higher proportions of security or on higher income 
mulliples. This may be associated with a lowering 
of credit standards which cou ld lead in due course 
to increased bad debt experience. 

Accordingly. a sample of thirt y-six institutions have 
answered a questionnaire issued in January 1987, 
seek ing statistical information on their activities in 
Ihis area (including arrears experience) and an 
indication of the lenns and conditions (including 
margins) on which they lend. 

Asset sales 
There is considerable interest in establishing a 
secondary mortgage market in the United 
Kingdom. In particular. a number of banks are 
consideri ng arra ngements whereby they wou ld 
transfer mortgage loans to a separate vehicle 
funded from the capital markets. One objective for 
banks is to reduce their risk assets for supervisory 
purposes. In order for this to be achieved, the Bank 
will need to be satisfied tha t there is no residual 
credit risk to the ceding bank. The Bank is 
discussing the details of its policy with the banking 
community in the light of the Code of Practice 



drawn up by the joint Whitehall/Ind ustry 
Secondary Mortgage Market Work ing Group. 

IV Developments in the supervisory 
system 

Im'cstigalions, visits and rcvic\\s 
Last year's report high lighted the Ban k's increased 
use of visi ts and investiga tions. There are a number 
of mea ns available to the Bank to ex tend its 
understand ing of an institution's busi ness. Fi rst, 
info rmal (or non-statutory) reviews: 

• visits by a divisio nal ma nager, together with 
supporting ana lysts, to discuss the business 
genera lly 

• visits to review specific areas by teams usually 
comprisi ng a seconded ban ker, a seconded 
accountant and a member of the permanent 
staff (see Part XIV below for an explanation of 
the posi tion of seconded staR) 

• informat ion packages prepared and/or 
independent accountants' reports 
commissioned by an institu tion, after 
discussions with the Ban k. 

Second , two types of statutory enquiry or 
investigation used when the Ban k considers 
depositors' interests may be threa tened: 

• special information packages and/or 
independent accountants' reports required 
from an institu tion under section 16 of the 
Banking Act 

• investi gations under secti on 17 of the Act , 
usual!y by a leadi ng firm of chartered 
accountan ts. 

The visits by seconded stafThave become an integral 
and regular part of the Bank's supervision, 
supporting the division's discussions wi th 
management based on prudential returns. They arc 
designed to improve the Bank's understanding of 
an institu tion'S operations and ma nagemen t and 
ca n last from a few days to over a week, depend ing 
on the natu re of the business and the purpose of the 
visit. 

Seventy-five in formal reviews were conducted 
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during 1986/87 with the agreement of the 
insti tutions concerned. The focus was on operating 
and control systems and loan book quality, with 
eigh teen reviews covering loan books, nine systems 
and forty-eigh t both. 

Forty-six of these reviews covered domestic 
insti tutions. T he remaining twenty- nine covered 
subsidiaries and branches of overseas banks. in 
some cases following an application 10 move from 
the licensed to the recognised tier. 

At the Bank's instigation, sixteen institutions 
agreed to commission accountants to report on 
various aspects of their business. 

On a few occasions the Bank used its formal 
Banking Act powers to require information or to 
appoint investigators. Section 16 of the Act was 
used to require information from one institution 
and the Bank used its section 17 powers four times 
10 appoint investigating accountants to report on 
the state and conduct of an institution's business. 
This was in line with previous yea rs: 

Use of section 17 powers 

Year 10 cnd,February 1987 1986 1985 1984 1983 

Number of 
investigations 4 5 3 -.I 

The Ban k had the benefit of some form of report in 
every case where it revoked a licence (see Part XI 
below). 

Timeliness and aCcurac) of prudential returns 
The fo undation of the Bank's supervisory system 
remains regular discussions with management on 
the basis of prudential statistical returns. 
Proced ures for monitoring the submission and 
completion of returns have been enhanced. with 
new computerised systems being introduced last 
yea r to help identify banks with a poor reporting 
record. Seven ty-four institutions were asked to 
improve their reporting sta ndards. usually in fatrly 
minor respects. However, further action did have 10 

be taken in eight cases. 

Changcs to thc Banking Act 

A number of minor mod ifications were made to the 



1979 Act during 1986/87. These are summa rised in 
Appendix 5 below. Over the years a substantial 
number of statutory instruments have been issued 
under the Act. A list is set out in Appendix 4. 

V Policy notices 

At the beginning of the year the Bank issued policy 
notices on consolidated supervision(l) (see Part IX 
below) and the treatment of subordinated debt in a 
bank's ca pita l base.m Both were described in Part JJ 
o f last year's An nual Report. 

Ca pital adequ3C)' 
Since the 1980 Measuremellf of capital paper was 
first issued, a number of mi nor modifications have 
been made to the risk asset ratio, the cornerstone of 
the Bank's system for measuring capital adequacy. 
These were described in a notice (8S0/1986/4) 
issued in June 1986, which set out changes to the 
risk weightings given to plan t and equipment 
financed by hire purchase and leasing. holdings of 
bills, and lending to building societies; and 
indicated how redeemable preference shares are 
included in a bank's capital base. 

The notice also covered reductions in share capital. 
The Companies Act 1985 provides for purchases of 
own shares where, inter alia, shareholders have 
granted the necessary authority. In all cases, 
irrespective of the position under company law, 
banks should seek the prior consent of the Bank 
before making any reduction in share capital. The 
Bank will wish to ensure that a bank 's capital will 
st ill be adequate after any such reduct ion. 

In December 1986, the High Court ruled that UK
incorporated companies can issue multi-currency 
share capital. The Bank has no objection of 
supervisory principle to banks issuing ordinary 
shares in a foreign currency , However, the Bank 
expects to be consulted in all cases prior to an issue 
and will take account of the change in the currency 
make-up of a bank' s obligations III supervlSlllg 
foreign currency exposure. 

The application of capital adequacy policy 
continues to be based on setting minimum or 
' trigger' risk asset ratios for individual insti tutions 
in the light of their particular circumstances, as 
described in the 1984/85 and 1985/86 Annual 
Reports. Institutions are expected to observe a 
prudent margin over their 't rigger' ratios. 

The US/ UK Convergence Proposals announced in 
January 1987 represent a very important 
development in the area of capital adequacy. They 
are described in some detail in Part VIII below. 

VI The Banking Bill 

The Banking Bill has com pleted its passage through 
both Houses of Parliamen t. As soon as practicable 
after Royal Assent , its provisions will be brought 
into force. 

The Bill has a similar structure to the Banking Act 
1979 (which will be repealed) but with several 
material changes following the Leigh-Pemberton 
Committee report and the subsequent White Paper. 
The main provisions are summarised below. 

Prohibit ion on deposit-taking 
The scope of the prohibition on deposit-taking will 
remain much the same but, in order to be able to 
keep abreast of market developments, HM 
Treasury will be empowered to amend by order the 
definition of 'deposit ' and 'deposit-taking business'. 

The Bank will be given new powers to investigate 
illegal deposit-taking. There will also be powers fo r 
the Court, on application by the Bank, to order the 
early repayment of deposits accepted illegally. 

Minimum authorisation criteria and abolition 
of the two-tier system 
The current two-tier system of authorisation 
(recognised banks and licensed institutions) is to be 
replaced by a unified system with a single category 
of authorised institution . 

(I) Con_",IIII",~·d 5up;!T>;siOIl of ;nmlu/ions ""thori5ed ""der the BonklrlK Art 1979 (8S0/ 1986/J). 
(2) S"b(mlinuied loun capital issunf by (('CQgnised btmks {lnd liunud dfl'0si/·/ukers (8S0/l986/2) . 
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All authorised institutions will have to meet the 
same statutory prudential requiremen ts. In 
summa ry, these are that an institu tion's directors, 
controllers a nd managers are fit and proper persons 
to hold thei r positions; that the business is 
effect ively d irected by at least two ind ividuals; that, 
in the case of UK·incorporated institutions, it has 
as many non·execut ive directors as are considered 
appropriate by the Bank, having regard to its 
circumstances; that the business is conducted 
prudently- which covers, inter alia, adequate 
capital, liquidity, provisions for bad and doubtful 
debts, accounting and other records, and internal 
controls; that the business is carried on with 
integrity and the professional skills appropriate to 
the nature and scale of its activit ies; and that, when 
authorisation is granted, the institution has net 
assets of not less than £ I million. 

As under the current 1979 Act, these will be 
millimllm statutory criteria and the Bank will retain 
the discretion to set prudential standa rds on a case· 
by-case basis in the light of its assessmen t of an 
inst itut ion's particular circumsta nces. 

All insti tutions which are recognised ba nks or 
licensed institutions under the 1979 Act (on a day to 
be specified) will be deemed to be authorised 
institutions under the new Act. 

Banking names and desc riptions 
A UK-incorporated authorised institution will be 
permitted to use a banking name provided it has at 
least £5 million of pa id-up share capita l and/or 
undistrib utable reserves. Institutions authorised 
fo !lowi ng the introduction of the 1979 Act may 
resurrect any bank ing name which they then had to 
drop, irrespective of whether they have £5 million 
of share capital and reserves. 

As at present, authorised instilUtions from overseas 
will be entit led to use the name under wh ich they 
carry on business in their country of origin, but 
following the move to a single tier of au thorisation 
there will no longer be any need to qua lify names 
with 'licensed deposit taker'. 

All authorised institutions will be able to use 
bank ing descriptions. 
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The Bank will be empowered to object to the name 
or proposed name of an applicant institution where 
it considers the name is misleading or otherwise 
undesi rable. The Bank will have similar powers to 
object to proposed name changes by authorised 
institutions. 

Changes of directors, controllers and managers 
All institutions will be required to notify the Bank 
of changes of their directors, controllers and 
managers. The Bank will however be able to modify 
this requirement for an institution whose principal 
place of business is outside the United Kingdom. 
The definitions of 'controller' and 'manager' are 
slightly wider tha n those in the 1979 Act. 

in addition, any person who becomes a significalll 
shareholder in a UK·incorporated authorised 
institution will be required to notify the Bank; in 
brief, a 'significant shareholder' is defined as a 
person entitled to exercise, or control the exercise 
of, between 5'Vo and 15% of a n institution·s voting 
power (or that of its holding company). 

TakeOlers and mergers 
A person proposing to become a shareholder
controller of a UK-incorporated authorised 
institution will be obliged to give alb'once notice to 
the Bank. Similar requirements will apply to 
existing shareholder-controllers who propose to 
take their shareholding over 50% or over 75%. The 
Bank will be empowered to object on prudential 
grounds. 

Failure to give the Bank prior notice or proceeding 
when the Bank has objected will he criminal 
offences, which could lead to prosecution. In 
addition, the Bank will be able to take steps against 
those who proceed in spite of its objection. for 
example by freezing voting rights. and on 
application by the Bank the Court will be 
empowered to order the sale of the shares 
concerned. 

The Bank will also be able to object to an existing 
shareholder-con troller of aUK-incorporated 
authorised institution which it considers does not 
sa tisfy (or no longer sa tisfies ) the 'fit and proper' 
requirement. After giving due notice. it will be able 



to take action in such cases. again including 
freezing voti ng rights. 

HM Treasury will be empowered to direc t the Bank 
to give a notice of objection to a person proposing 
to become a sha reholder-controller of a UK
incorporated aut horised institution where, if the 
acquisition were to proceed. it could serve a notice 
of disqualification o r restriction on the institution 
under section 183 of the Financial Services Act 
1986. This will effectively enable HM Treasury to 
block an acq ui si tion on the grounds that the 
proposed shareholdcr·controller is from a country 
which does not offer reciprocal access to UK 
entities in the Held of banking, insurance or 
investment business. 

Large exposures 
Authorised institutions whose principal place of 
business is in the United Kingdom will be obliged to 
report to the Bank exposures of over \0% of capi tal 
and to give prior rio/ice of proposed transactions 
exposi ng them to the risk of losing over 25% of 
ca pital. (See Part VII below which contains 
summa ries of two consultative papers on la rge 
ex posures issued last yea r.) 

Information and imcstigations 
It will be a criminal offence for any person 
knowingly or reck lessly to provide information for 
supervisory purposes which is false or misleading in 
a material particular; and for an authorised 
instituti on to fail to provide information in its 
possession which it knows or has reasonable cause 
to believe is re levant to the Bank's supervision of it. 

The Bank 's powers to require information and 
documents for the purposes of bank supervision are 
being extended to cover, inter alia, holding 
com pan ies, subsidiaries, sister subsidiaries, 
d irectors, con trollers, significant sha reholders and 
managers of a utho rised instit utions. The powers of 
investigators appointed by the Bank are being 
similarly increased and provision is made for 
investiga tions into the ownership and cont rol of 
authorised institutions. 

Information received by the Bank for supervisory 
purposes wi ll contin ue to be subject to strict 

confidentiality safeguards, but new provision is 
made fo r disclosure to other regulatory bodies and 
government departments (but not the Inland 
Revenue), addi ng to the amendments already made 
to the 1979 Act (see Appendix 5 below). 
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Auditors 
UK.incorporated authorised insti tutions will be 
required to no tify the Bank of changes in their 
auditors. An auditor will also have to give notice to 
the Bank ifhe resigns, does not seek reappointment, 
or decides to qua lify his opinion on an institution's 
accounts. 

Provision is also made to release auditors (and 
reporting accountants) from constraints on their 
disclosing to the Bank information about an 
authorised institution obtained in the course of 
their audit (or examination), provided the 
disclosure is made In good faith and the 
information is relevant to the Bank's supervision of 
the insti tution concerned . (See Part VII below for 
the Bank 's proposals on the role of the accou ntancy 
profession in bank supervision.) 

Re\'ocations and restricted authorisations 
As at present , the Bank will be able to give 
directio ns as to the conduct of an institution's 
business when it initiates revocation procedures. In 
addition, however, where it has grounds for 
revocation, the Bank will also have the alternative 
option of placing restrictions on the business where 
it considers that remedial action is needed but 
ou tright revocation is not warranted. 

Th is is similar to the provision in the 1979 Act which 
enables the Bank to impose conditions on a licence. 
However, in future , the Bank will not need to 
revoke in order to restrict the business and, in 
contrast to the existing conditional licence (which 
has 11 maximum one·year term), a restricted 
authorisation may either have a limited dura tion 
(maximum three years) or no time·limit. A 
time-limi ted authorisation may be appropriate 
where, for example , an institution was conducti ng a 
programme o f orderly repayment of deposits. The 
circumsta nces in which the Bank may exercise its 
revocation or restriction powers will be somewhat 
wider than at present. 



Deposit Protection Scheme 
The Deposit Protection Scheme will be ex tended to 
cover all authorised institutions, including those 
overseas ban ks now exempt. In add ition, the cover 
is being increased to 75% of the fi rst £20,000 
(previously £ 10,000) of sterling deposits made with 
an insti tution's UK offices. 

Appeals 
Any institution aggrieved by a decision of the Bank 
to refuse it authorisation, to revoke its 
authorisat ion, impose a restriction or give a 
direction may appeal to a tribunal, whose role will 
be to determine whether, for the reasons adduced 
by the appellant, the decision was unlawfu l or not 
justi fied by the evidence on wh ich it was based. 
Appeals may also be made against a notice by the 
Bank objecting on prudential grounds to a person 
becoming or conti nuing to be a sha reholder
controller. Individuals may appeal in their own 
right aga inst a find ing by the Bank that they are not 
'fit and proper' to hold their posit ion with an 
appl icant or authorised insti tu tion. 

Representative offices 
Overseas banks proposing to establish 
representa tive offices in the United Kingdom will 
have to give prior notifica tion to the Bank; at 
present, noti fication is req ui red only after 
establishment. The Ban k will be empowered to 
object to the name of the institution if it appea rs 
misleading (or otherwise undesirable) and to 
req uire the provIsion of info rmation and 
documents. In addition, H M Treasury will have 
reserve powers to impose an authorisation and 
regu latory regime on representative offices. 

VII Policy initiatives: consultative 
papers 

Ban king Supervision Di vision issued the following 
consult ative papers duri ng 1986/87: 

• Off-balance-sheet business (March 1986) 

• Reports to su pervisors: requirements for 
branches of overseas banks (May 1986) 

• La rge exposures (July 1986) 
• Sterling liquidity (J uly 1986) 
• Banks and securit ies business (J uly 1986) 
• Accounting and other records and infernal 

control systems and the reporting accountants' 
reports thereon (November 1986) 

• Convergence of capital adequacy in the UK and 
US/ I) (January 1987) 

• The role of aud it committees in banks (January 
1987) 

• Sterling liquidity (January 1987) 
• Large exposures (February 1987) 

Each of these papers is still under discussion with 
interested parties. They are summarised in this and 
the followi ng two Parts. (A full list of current policy 
not ices and consuilative papers issued by Banking 
Supervision Division, including two consultative 
papers issued si nce the Bank's year-end. can be 
found in Appendices 2 and 3.) 

The role of the accountancy profession in bank 
supen+~ion 

Adequa te records and control systems are essential 
for sound banking. Similarly, it is vital that the 
prudential retu rns made to the Bank should be 
complete, accurate and timely. The Bank considers 
that the accou ntancy profession has a positive and 
constructive part to play in this area and, building 
on the Leigh- Pemberton report and the December 
1985 White Paper. last year's Annual Report 
explained the role envisaged for the accountancy 
profession in bank supervision. Briefly, for each 
authorised institution, an independent firm of 
accoun tants will prepare three separate reports on 
various aspects of its business: annually o n its 
interna l control systems; annually on its accounting 
and other records; and. as requested by the Bank. 
on its prudential statistical returns. These reports 
will be addressed to the institution concerned and 
made avai lable to the Bank . 

Progress was made during 1986/87 on the 

(I) A Bank of England paper issued logelher wilh a JOlnl USfUK paper: AII, .... d proposu/ of thr United 
S,U'el Ftck,u/ Banking Su"".isory AUI"oritirJ ,md lire BUllk of Enll/m,d un prmta'Y€""pllol Ulld copital 
odi'quacYaM<'Jsmt'nI. 
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implementa tion of these arrangement s. First, as 
described in Part VI above, the new Banking Bill 
includes among the minImum criteria for 
authorisation an express requirement that each 
institution maintains adeq uate account ing and 
other records, and adequate control systems. 

In add ition, the Bank issued two consu ltative 
papers on the role of reporting accountants. The 
May 1986 paper explained how the arrangements 
were expected to apply to UK branches of overseas 
banks and. in panicula r. recorded the Ba nk 's 
strong pre ference that aU K firm of accou nta nts 
should be respo nsible for the three reports 
described above . 

The November 1986 paper explained the Bank's 
approach to the new sta tutory requirement that 
banks maintain adequa te records and control 
systems, outlined the matters which insti tutions 
should take account of in order to comply with the 
new legislation and set out how reporting 
accountants should report to the Bank. The Bank 
will issue a fo rmal Guidance Note once the Banking 
Bill has been enacted . 

A third paper,") issued sho rtly after the year-end, 
covered reporting accountants' examinations of 
prudential returns to the Bank. 

The new reporting system can work only if all 
pa nies arc able to communicate freely a nd in good 
faith. As described in Part VI above, the Ban king 
Bill .will make this possi ble, by enabling 
accountants to disclose information to the Bank 
wi thout contraven ing a duty to their clients and, in 
ccrtai n circumSlances. enabling the Bank to disclose 
information to accountants. 

A number of pilot exami nations designed to test the 
proposals are currently under way. 

The accoun tancy profession is preparing a gu ideline 
on the audit of banks. the reports on accounting 
and other records and control systems. and the 

rellltionship of aud itors and reporting accountants 
with the Bank. 

Audit committees and non-executi\'e directors 
The 1985 White Paper emphasised the importa nt 
role of bank audit committees, defi ned as a sub
committee of the board of directors, usually chaired 
by a non-executive director, with a general 
responsibil ity for ens uring that management is 
performing satisfactorily ill the area of lICCounts, 
records. controls, systems and compliance. 

The Janua ry 1987 consultative paper encouraged 
the appointment of audit committees and made 
suggestions regarding their establishment. 
functions and effective operation. It also described 
the important contribution which non-executive 
directors can make to audit committees; as 
described in Part VI above, once the new Banking 
Bill is passed , a UK-i ncorporated bank will have to 
ha ve as many non-executive directors as the Bank 
considers appropriate. 

Some small authorised insti tutions may fi nd it 
difficult to appoint sufficient suitable non·executive 
directors for an audit commi ttee to be established. 
The Bank is neve rtheless com mitted to the principle 
that banks and banking groups should have an 
audit committee and that, unless there are sound 
reasons to the contra ry, all authorised institutions 
should appoint at least one non-executive director 
to undertake some audi t committee fu nctions. 

Large exposures 
Experience suggests that large exposures to a si ngle 
entity (or connected group) are a frequent ca use of 
bank failures and difficult ies. For some yea rs, the 
Bank has placed pa rticular emphasis on controlling 
and mon itoring large exposures in its supervision. 

The Bank's policy on large exposures, wh ich will 
supplement the statutory requiremen ts for 
notification of exposures, was set out in the July 
1986 consultative paper. The Bank believes that an 
exposure to a si ngle party should not normally 

(I) Tit/' "'porli"~ (lCCO""IWII.'· rrporl 0" Hwd( of £"x/(mt/ rel''''IS used for p",t/ctl/ial flurflo.m •• issued in 
March 1987. 
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exceed 100/ 0 of a bank 's capital base and that those 
that do need thorough examination and 
justification; and that no such exposure should 
exceed 25% of the capita l base apart from in the 
most exceptional circumstances. As described in 
Part VI above, the Banking Bill will require banks 
to notify the Bank of '10% exposures' and to give 
prior notification of '25% exposures' ; it does not 
impose statutory limits on the size of exposures and 
in fact gives the Bank discretion to determine the 
ca pital resources and relevant exposures of an 
insti tution for these pu rposes, 

The policy is designed to capture the total exposure 
to a counterparty (or group of associated 
counterparties), This will therefore be calculated as 
the sum of all claims together with, inter alia, 
undrawn facilit ies, con tingent liabilities, other 
counterparty risks and equity hold ings. 

The definition of capital used is Ihe capital base of 
the bank concerned as defined in the 1980 
Measurement of capital paper (as ame nded). 

The policy also covers, in ter alia, large exposures to 
borrowers connected wit h the bank; sectoral and 
interbank exposures; the special position of bank 
subsidiaries, where parental capital can sometimes 
be taken into account; the applicati on to UK bank 
groups; and the position of UK branches of 
overseas banks. 

The February 1987 consultati ve paper represented 
the latest consultative stage in the development of 
the Bank's approach to large exposures and built on 
the July 1985 and July 1986 papers. It included 
some new proposals and also draft inst ructions for 
the reporting arrangements. 

The latest paper explained how the policy will apply 
10 underwriting commitments. The Bank proposes 
that underwriting exposures should be reponed as 
the amou nt of an issue being underwritten. 
Different rules wi ll apply 10 lead underwriting: 
during the underwriting period, exposures will be 
valued at one sixth of the amo unt of an issue, with 

(I) Banks who$C bills arc eligible for discount al the Bank or England 

" 

the elTeet that exposures exceeding 60% of a ban k's 
ca pita l base sho uld be notified to the Bank after 
they have been undertaken; and those exceedi ng 
150'% of capi tal should be notified in advance. The 
Bank's approach to individ ual institutions' lead 
underwriting ex posures will vary accordi ng to its 
assessment of their skills and experience. 

Sterling primary liquidity 
In September 1986 and ahead o f Big Bang, the 
arra ngements were forma lly ended whereby eligible 
banks(l) undertook to mainta in secured balances 
(known as 'cl ub money') with the di scount houses, 
gilt ,edged jobbers a nd Stock Exchange money 
brokers. These arra ngements had incidentally 
played a part in ensuring that the banking system 
had adequate liqu idity a nd that indi vidual banks 
maintained a minimum stock of sterli ng liquid 
assets. With the termination of this requirement, 
replacement arrangements were therefore needed 
on prudentia l grounds. While these were being 
prepared, eligible banks we re asked not to make 
any sign ificant changes to their liquidity policies. 

Bui lding on the J uly 1986 consultative paper, the 
Janua ry 1987 paper proposed a list of high quality. 
or ' primary', sterling liquid assets and that each 
authorised institut ion sho uld hold primary liquid 
assets equivalent to not less than 12% of its gross 
sterling liabili ties with a matu rity of sight 10 eight 
days. 

Institutions at the centre of the banking system will 
be required to hold th is level of primary liquidity 
directly (as they need to maintain stocks of high 
quali ty sterling liquid assets for their own 
operational purposes). Initia lly these 'primary 
liquidit y institulions' will be settlement members of 
the CHAPS and Town Clearing Company Ltd. 

Other institutions will be free 10 choose whether to 
hold thei r primary sterling liquidity di rectly or, 
alternatively, indi rectly in the form of short-term 
sterl ing deposits with the UK offices of primary 
liquidity institutions (which will need to cover these 



liabilities with additional holdings of primary liquid 
assets) , 

It sho uld be emphasised that these proposals 
supplement the Bank's basic approach to 
monitoring banks' liquid ity, set out in the 1982 
Measurement of liquidity paper. This rests on the 
assessment of a bank's maturity mismatch over a 
series of maturit y bands a nd was most recently 
described in Part III orthe 1984/85 Annual Report. 

VIII Convergence: the US/ UK 
proposals 

It has been apparent fo r some years that greater 
interna tiona l convergence is needed in banking 
supervisory standards . This has been widely 
recognised by bank supervisors and much has 
already been done in the Basle Supervisors' 
Committee, the European Community and other 
regional groupings to promote harmonisation of 
banking supervisory practices (see Part Xlll 
below). 

Towards the end of 1986 the US and UK bank 
supervisors found themselves at much the same 
stage in their thinking about capital adequacy, 
which made it natural to work together to produce 
a com mon framework for the measu rement and 
assessment of capital adeq uacy in their two 
countries; and to agree a common minimum 
primary capital ratio which would apply to all 
banks in both countries. The result was a 
consultative paper,(!) published jointly by the Bank 
of England and the US supervisory au thorities on 
8 January 1987, inviting comments on a proposed 
agreed framework. 

Although they stem from bi la teral US/UK 
discussions, the proposals build on much of the 
work previously undertaken within the Basle 
Supervisors Com mittee and the EC. This 
multilateral work continues (particularly in the 
Basle Committee and within the EC) with a view to 

advancing convergence of capital adequacy 
standards in a number of countries. 

Summar)' of the proposals 
In broad summary, the US/U K joint paper 
proposes a risk-based framework for measuring 
banks' capital adequacy focusing primarily on 
credit risk. It covers a/l on and off balance sheet 
business with any significant credit risk and is 
designed to be appl ied on both a consolidated and 
an unconsolidated basis, 

The agreed proposals are similar to the Bank's 
existing system or capital adequacy assessment, 
using a ratio or ca pilal to aggregated weighted 
assets and exposures as the key measure. The 
pri ncipal changes proposed fo r the United 
Kingdom are the stress placed upon primary capital 
and the inclusio n ror the first time within the risk 
ratio or all main categories or off-balance-sheet 
activity giving rise to significa nt credit risk (which 
would remedy the gap in the current UK ratio 
rererred to in Part II above), 

All transactions givi ng rise to credit risk would be 
allocated one of five risk weights-O%, 10%,25%, 
50% and 100%- primarily reflecting the relative 
creditworthiness or the counterparty to the 
transaction. Maturity and the existence of cash or 
government security collateral would also be taken 
into acco unt in some cases. 

Each ban k would be required to maintain a ratio or 
primary capital to total risk assets, For most banks 
this ratio would exceed a published minimum 
common to both the United Kingdom and the 
Un ited Sta tes. 

Whi le it is proposed 10 introduce the new system as 
soon as possible after consultations with other 
banking supervisors and the banking community, it 
is likely that not all banks will be able to meet the 
additional re{lorting requirements straight away , A 
transitional period ma y thererore be necessary 
during which banks can set up the necessary 
reporting systems. 

( I ) A/:rt'{'U fHo{>Qw l of the United Stotes FeUerol Honking SU!,<,,,",SQ' Y Authorities (md the Bonk of £ng/""d 
<HI primury ~upllul ond rupuo/ u,t.-qllfJry. 
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Off-balance-shcct fisk 
In recent years, off-balance-sheet business has 
grown to constitute a significant proportion of 
banking activity in London, but is presently 
captured in the risk asset ratio in a piecemeal 
fas hion, with many importan t items excluded 
altogether from the calculation, although the Bank 
does take account of [evels of off-balance-sheet 
business in its broad assessment of capital 
adequacy. The proposal to include all off-balance
sheet activities within the risk asset ratio framework 
therefore represents a major step forwa rd in the 
United Kingdom. 

The Bank's initial approach to and analysis of off
balance-sheet operations was set out in the March 
[986 consu ltative paper. As the associated credit 
risks are in principle si milar to those arising from 
on-ba lance-sheet business, the paper outli ned a 
framework for including off-balance-sheet 
exposures in the Bank 's existing risk asset ratio. The 
Convergence paper's treatment of off-balance-sheet 
risk is based on a simi lar framework . 

Under the Convergence proposals, ofT-ba[ance
sheet activities are incorporated into the risk asset 
ratio in two steps. First, a 'deemed credit risk 
equivalent ' is derived using a credit conversion 
factor. This credit equ ivalent is then weighted 
according IQ type of obligor and , where 
appropriate, other factors, such as the matu ri ty of 
the instrument, usi ng the ru les proposed for on
balance-sheet assets. 

The conversion factors range from 100% for 
instruments/facilities which are direct credit 
substitutes (such as gua rantees and acceptances). 
through 50% for trading contingencies (such as 
commercial letters of credit) and committed 
facilities with over five years' original maturity , 
down to [0% for short- term commitments (such as 
borrowing facilities reviewable and unconditionally 
withdrawable at least annually). 

Whereas the conversion facIQrs for commitments 

and contingent ex posures can be expressed as 
simple fractions of the amount of the facility , the 
credit exposure to co unterparties arising from 
interest and exchange rate instruments (such as 
swaps, options, and forward rale agreements) 
va ries with movements in market rates. For each 
such contract, the credit equivalent amount is 
therefore calculated as the sum (where positive) of 
its current market value and an estimate--derived 
usi ng a formula- of the potential credit exposure 
arisi ng rrom prospective movements in rates over 
its rema ining life. 

This system and the underlying methodology were 
described in a second joint USjUK paper l

) issued 
after the year-end , which also d isc ussed some 
valuation issues and the concept of netting 
exposures where a bank has more than one contract 
with the same cou nterparty. It is designed to catch 
the credit exposure /0 counterparties arising out of 
foreign currency and interest rate contracts and not 
the risks in running open foreign currency positions 
or interest rate mismatches. 

IX Diversification and banking groups 

Consolidated supcn·ision 
Last year's Annual Report described the Bank 's 
policy on the su pervision of banking grou ps,P) 
which is based principally on consolidated 
statistical returns and the annual reporl and 
accou nts of group companies. The Bank expects to 
hold at least one meeting each year with group fel.eI 

management to disc uss the overall financial health 
of the group. 

Banks are now required to provide a consolidated 
balance sheet return (the C BS) and a consolidated 
supervisory return (the Q7) at six-mo nthly 
intervals. They have two months rrom their 
reporting date to subm it the returns, although those 
whose business is mainly in the United Kingdom 
are expected to complete the returns within one 
month. 

(1) AKreed Proposal: (r('dil rqui'·ulrm um",,,,IS fi r ill/ani rUfr 0"'/ f"rif." /·.whOllgr Fate rdm"d 
itls/rI,m('ms. issued on 4 March 1987. 

(2) Sel OUI in ConsoUd(llfil .'uprrl'isian o/inslilulions'lUlho,isrd undN th,· BIII/HIIX Art 1979 (BSD{1986/3). 
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Arrangements to deal with superl'isory o\crlup 

With the development of diversified and integra ted 
financial conglomerates, the erosion of traditional 
boundaries between financial markets and the 
restructuring of the UK securities industry, many 
groups-and in some cases single institutions- now 
provide a wide range of financial services. In 
consequence, a large number of banks and other 
financia l institutions will be supervised by more 
than one body. particularly once the F inancia l 
Services Act regime is implemented, underl ining the 
need for proper co-ordination between supervisors. 
This has important implications for the Bank's 
consolidated supervision of banking groups since 
co-operation is needed with supervisors responsible 
for non-banking operations. 

The 1986 Building Societies and Financial Services 
Acts and the new Banking Bill make this possible 
by enabling information exchanges between 
supervisors, hitherto a const raint on the regu lat ion 
of diversified financial intennediaries. 

(a) Groups 
The task of establishing a co-operative framework 
for supervising financia l groups falls to an 
interdepartmental working group drawn from the 
Bank, H M Treasury, the Department of Trade and 
Ind ustry and the Securities and Investments Board 
(SIB). The Government has endorsed the group's 
recommendation that the desired degree of co
operation can best be achieved th rough extra

statutory arrangements. 

As explained in Part I1 of last year's report, while 
each supervisor will retain its statutory 
responsibilities, a lead regulator will be appointed 
for each conglomerate, charged with promoting 
exchanges of informa tion and co-ordina ting any 
necessa ry remedial action. Duri ng 1986/87, the 
working group concen trated on identifyi ng 
conglomerates requiring a lead regulator, deciding 
the appropriate lead regulator in each case, and 
agreei ng the general procedures to be followed by 

lead regulators. 

(b) Single institutions 
Special arrangements are also needed for single 
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institu tions subject to multiple authorisation. The 
Bank has accordingly held discussions with the SIB 
and a number of prospective Sel f-Regulating 
Organisations under the Financial Services Act, 
with a view to developing arrangements which 
minimise problems of supervisory overl ap . T he 
Ban k's July 1986 consultative paper proposed that 
one supervisor should be delegated to monitor the 
institution's fi nancia l position on behalf of the 
o thers, with the Bank normally being the 
mon itori ng supervisor for ban ks. The financ ial 
services supervisors would in all cases continue to 
monitor compliance with their conduct of business 
rules. 

In part icular, further work has been undertaken on 
the position of the many banks underta king 
securities business which are likely to require 
authorisation from The Securities Associa tion. 
Shortly after the year-end the Ban k and T he 
Securities Associat ion issued a draft Memorand um 
of Understanding under which T he Securities 
Association wou ld normally delegate to the Bank 
the monitoring of banks' compliance wit h its 

securities business capital requirements. 

As the Bank monitors banks' capital positions on a 
quarterly basis, it is proposed tha t, in order to 
guard agai nst any competitive ineq ua li ty which 
could otherwise arise from T he Securities 
Association requiring more frequent reporting from 
non-bank securit ies compan ies, the Bank should set 
a capit al limitation for each bank's securi ties 
business at the beginning of each quarter and 
should monitor compliance as frequently as The 
Securities Association requires. Where the capital 
limitat ion was breached, the Bank would seek an 
explana tion and would notify The Secu rities 
Association of any a reas of concern. As 
appropriate, the Bank would agree any remedial 
measures with The Securities Association and 
would ensure their implementation. 

Hanks and securities business 
Market developments have brought about an 
increase in banks' secu rities portfolios and trad ing 



activities. At present, the risk asset ratio treatment 
of securi ties positions is fairly si mple, providing a 
basic proxy fo r position risk (ie the risk that prices 
move unfavourably) in a primarily credi t risk based 
measurement of ca pital adeq uacy; for example, by 
giving a 10% weight to British government 
Treasu ry bills, despite the absence of credit risk. As 
reported in the Bank's July 1986 consultative paper, 
the Bank is reviewing position risk and developing 
risk coefficients for secu rities positions. 

Under the terms o f the draft Memorandum of 
Understanding with The Securities Association (see 
above), it is hoped that common risk measures and 
capital adequacy rules will be agreed for securities 
business. The Bank's work on position risk is 
therefore proceeding in consultation with the SIB 
and The Securities Association, with the aim of 
producing capi tal requirements broadly equivalent 
for banks' and non-banks' securi ties operations. 

Discount houses 
The discount houses (which are all authorised 
under the Banking Act) are now supervised by a 
new division of the Bank, Wholesale Markets 
Supervision Di vision , which was formed IO 

November 1986 and whose operations are 
described in the Ban k's Report and accounts. 
Wholesale Ma rkets Supervision Division has 
inherited this and some other functions from 
Money Markets Division. The supervision of 
discount houses is ca rried ou t on the basis described 
in previous Annual Reports (see in particular the 
reports for 1983/84 and 1984/85). 

Wholesale Markets Supervision Division win also 
be responsible for supervising some institutions in 
respect of certain wholesale market transactions; 
institutions will be exempt from the Financial 
Services Act in respect of such transactions 
provided they are on a list drawn up by the Ban k. It 
is proposed that, where an institut ion on the Ban k's 
list for wholesale market transactions is also 
authorised under the Banking Act, there wi ll be no 
additional capi tal adeq uacy req uirements for such 
business and extra meeti ngs with the inst itution 
should not be required, questions relating to 
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wholesale market transactions normally being 
covered by the existing supervisory arrangements. 

X Authorised institutions 

The population of authorised ins titution!> 
A list of recognised ba nks and licensed institutions 
at the Ban k's yea r-end , showing changes during 
1986/87, is attached at Appendix 8. The list is 
regularly updated and is available from the Bank on 
request. 

The following table shows the number of 
recogni sed banks and licensed institutions over the 
past five years: 

End·Februar~ 1987 191:\6 1985 1984 1983 - ---
Recognised banh 298 291 290 290 295 
l~nsod ins.itutions 290 304 315 308 295 

588 50s 605 598 590 

Of the institutions authorised at end-February 1987, 
254 were overseas inst itutions with UK bra nches 
(252 in Februa ry 1986), 67 were UK-incorporated 
subsidiaries of overseas insti tutions (65 in 1985/86) 
and 23 were UK-incorporated joint ventures 
between overseas insti tutions and, in some cases. 
between overseas and UK institutions (24 in 
1985/86). 

The geographical origin of authorised insti tution s is 
very wide, with banks from 77 countries having 
offices here, as shown in Appendix 7. Institutions 
also vary considerably by size, as shown below: 

Total assets of UK-incorporated institutionsl· . 

"" IlIan , , , , , Med,an Mean 
£lm I·Srn s-SOrn 5O·500rn SOOrn·IObn IObn+ ~17.e SIze 

'm 'm 
1983 32 60 18 " 60 5 ... 675 

""' 26 57 81 " 12 6 ,.. 818 
1985 " 52 77 91 70 6 ., 896 
1986 16 " 18 % 89 6 121 1032 

(~) Tk POPUI3t'l>n" UK.,nr"'p"'g/Nou,honscd 'OSl,tu",oo, ""porltog a. end. 
D«<mbol H' each ~.r (ood 'he TSBs bor"",, .nd ,,,,(:< ,h." .u.h"nsalton). 



Changcs in authorised population 

As can be see n below, the level of applications and 
new authorisations has been fa irly steady in recent 
years, although there waS an increase last year:(I) 

Year 10 end-February 1987 1986 1985 1984 1983 

Applieation$ J4 2S 23 )7 )6 
AUlhorisations J7 18 28 26 25 

In recent years, a number of the institutions 
applying (a nd being authorised) have not been 
'traditional' banking businesses. Companies 
wishing to manage money funds or operate budget 
accounts are notable examples. 

Eighteen institutions were granted recognition as 
banks during 1986/87 (compared with nine in 
1985/86). Of these, nine were overseas institutions 
operating branches (six in 1985/86) , four were 
subsidiaries of overseas institutions (one in 
1985/86) and five were other UK-incorporated 
institutions (two in 1985/86). 

Nineteen institutions were granted deposit-taking 
licences (compared with eighteen in 1985/86). Of 
these, seven were overseas institutions opening 
branches (eight III 1985/86) and th ree were 
subsidiaries of overseas institutions (two III 

1985(86). 

Eleven inst itutions ceased to be recognised banks 
(eight in 1985/86). Two surrendered recognition 
after a decision to cease taking deposits in the 
United Kingdom; eight surrendered recognition as 
part of group reorganisations, deposit-taking 
authority either being granted to, o r already 
existing in, a company elsewhere in the group; and 
Minories Finance Limited was granted a licence 
following the surrender by lohnson Matthey 
Bankers Limited of its recognition. 

There were thirty-three deletions from the list of 
licensed institutions (twenty-nine in 1985/86). 
Eleven followed the grant of recognised status 

(seven in 1985/86). One arose from outright 
revocation during 1986/87 and one from a 
revocation at the end of the previous financial year 
(there were four deletions from the list of licensed 
institutions during 1985/86). One conditional 
licence expired. Nineteen institutions surrendered 
their licences (eighteen in 1985/86). 

Xl Use of Banking Act powers 

Statutory criteria for authorisation 

The in terpretation and application of the criteria 
for authorisation in Schedule 2 to the Act remain as 
described in previous reports. The Bank's approach 
to the 'fit and proper person', 'four eyes' and 
' prudent manner' criteria was set out in Part V of 
the 1983/84 Annual Report. 

In Part V(iii) of the 1983/84 report, which explained 
the Bank's interpretation and application of the 
'pruden t conduct' criterion. the Bank stressed the 
importance of applicants having established a 
successful track record in their chosen field. Since 
then, a small number of applicants have been 
advised that, in the Bank's view, they did not have 
sufficient experience. A few of these a re currently 
working to establish a track record. 

RCl'ocations 

In 1986/87 the Bank used its powers under section 7 
o f the 1979 Act to replace two full licences with 
conditional licences, one of which was subsequently 
revoked. 

The Bank also gave notice of its intention to revoke 
two conditional licences and one full licence but, in 
each case, the licences either expired or were 
surrendered before the revocation process had been 
completed. 

In all cases, it appeared to the Bank that some of 
the criteria in Schedule 2 to the Act were not 
fulfilled. Two of the cases where the Bank moved to 

(I) The lolals include appl ications withdrawn or refused. applieallons made In one year wilh 
aUlhorisation granted in Ihe neXI. and rcapplicalions/reaulhori sallons arising oul of 8rouP 
reorganisations and movcmenlS bclwet:n lius. 
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revoke a conditional licence followed breaches of 
conditions. 

Reasons fo r concl uding that the 'prudent conduct' 
criteri9n was not fulfilled included inadequate 
capital; inadequate liquidity; inadequate provisions 
against bad and doubtful debts; excessive con nected 
lending; imprudently large exposures; and 
deficiencies in procedures for credit assessment, 
taking of security, loan monitoring and control. 

In two cases the Bank concluded that directors and 
controllers were not 'fit and proper' to hold their 
positions with the institutions concerned; and in 
another that the 'four eyes' criterion was not 
fulfill ed as only one person was effectively directing 
the business. 

The following table shows the Bank's use of its 
revocation powers over the past five years: 

Section 7 revocation~') 

Year \0 end· February 1987 1986 1985 1984 1983 

Revocation of 
recognition and 
grant of a 
conditiona l hcelltt 

Outright revocation of 
full licence 

Revocation of full 
licence and grant of 
conditional licence 

Rtvocation of 
cond itional licence 
and grant of funher 
conditional licence 

Outright revoca,ion of 
conditional licence 

Outright revoca,ion of 
transitional licence 

l 

) 

5 

l l 

2 l 

la) The ,.b~ ,"cludes c .... in 'he ~a' Ihal Iht Dank', fo,mal nol;« of 
rev",","on wa, gIVen . In $Om. c ..... Ih. ,ev"""tlon ... ,11 nol have la\:<n c/f""t 
until 'he follow;n& yea' and in a few t~<u the ,n""ut,on .urrendered (o,. 
cond"ional hccn« e'P".d) bcfo", ",.ocat,on took .ff",,!, In addi';on. 'ht 
Bank has u .. d us PO""'" mOre lhan On« in <UptCl ofa few ,nshtulion •. h i. 
no' che .. rorc a reco,d or hccnces , .. oked bUI of lhe me '" lhe Bank ', 
po ....... 

It is important to emphasise that the table is not a 
record of the number of instit uti ons which have 
experienced difficulties and where the Bank 

considered that its powers were exercisable, since a 
number of institutions ha ve surrendered 
au thorisa tion rather than face revocation . 

Appeals 
Last year's report recorded that an appeal was in 
progress against the Bank 's decision to revoke a 
licence. With the Bank 's agreement and after 
further discussions between the Bank and the 
company, the appeal was subsequently upheld as 
the grounds cited by the Bank for its action had 
been met by satisfactory remedies. 

Du ring 1986/87, one institution lodged notice of 
appeal against the revocation of a conditional 
licence but, in the event, did not pursue the appeal. 

One applicant has appealed agai nst the Bank's 
decision not to gra nt a licence. The appeal has not 
yet been heard. 

LiQuidations 
The Ban k did not make any applications under 
section 18 for windi ng-up orders du ring 1986/87. 
However, after the Bank's year-end, the Bank 
petitioned for a winding-up order in respect of 
Consumer Credit Investments Ltd. , a licensed 
deposit-taker. A provisional liquidator was 
appointed. 

One licensed institution, Oriental Credit Ltd, went 
into voluntary liquidation, as did two formerly 
authorised institutions, Spring Gardens Securities 
p.l.c. and PL Investments & Savings Ltd, while they 
still had deposit obligations outstanding. The 
Deposit Protection Boardll ) has made, or is in the 
process of making, payments to depositors in these 
cases. 

The recent pattern of liquidations of authorised 
institutions (and those formerly authorised with 
outsta ndi ng deposit liabilities) is: 

(I) The Dcpo", Pro'~h041 Board. ' body COrpOr.,c S<I up by the 19N Ad. rn."alP 'he Depo<., Pr"'~,,,", Scht.m 
C"P'" ,of ". repo" and att(Iunl. (,,' Ibe~ .. ended 28 Feb,uary 1987 can be "b'"mm f'''m Ihe Secre'.ry. 0<:1'0'" 
Pto'ec,,,," Hoard. ciD Bank of England. Th .. adnecd~ Succ •. London. EC2R 8AH 
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Liquidations 

Year ~ o cnd-February 1987 1986 1985 1984 1983 

SoxhOn 18 pc~i~ion s 1 
Creditor petit ions 
Company peti tions 
Volunta ry 3 ) 

Enforcement 
During 1986/87 the Bank enquired into some forty
five cases o f possible breaches of the 1979 Act , 
mainly relati ng to possible illegal deposit-taking. In 
most instances the posi tion was satisfactorily 
regularised without prosecution, but in a small 
number of cases charges under section I of the Act 
arc being considered with the Director of Public 
Prosecutio ns and the police. 

A number of developments are in train. First , the 
Bank will be extending contacts with other 
enforcement agencies to include the new regulatory 
bod ies seekin g recognition as Self-Regulating 
Orga nisat ions under the Financial Services Act. 

Second . once the new Banking Bill is enacted , the 
Bank will ha ve wide powers to investigate illegal 
deposit-taking. It wi ll also be entitled to apply to 
the Court for orders di recting the repayment of 
deposits accepted illega lly and confiscating profit s 
from illegal deposit-ta king, to seek injunctions to 
preven t contraventions of the legislation by an 
unauthorised person and to petition the Court for 
the wind ing up of illegal deposit-takers. 

X 11 Control of banking names and 
descriptions 

The Bank wrote in May 1986 to several domestic 
and overseas banking and securities associations 
asking them to draw the a ttention of their members 
to the pro hibition which section 36 of the 1979 Act 
places on the use o f terms such as 'investment bank' 
and 'investment banki ng'. 

XIII The Bank's international role 

Th is report has highligh ted the importance of 
in ternational supervisory co-operation, a key 
objecti ve of the G 10 Basle Supervisors Committee, 

the European Community and a number of other 
regional groups. The Bank places great importance 
on their work and its contribution to them. 

The Basle S upen 'isors Commitlee 
The Committee on Banking Regula tions and 
Supervisory Practices, which normally meets at the 
Ba nk for International Settlements in Basle, brings 
together supervisors from the Group of Ten 
industrialised countries and Luxembourg under the 
chairmanship of Mr W P Cooke, an Associate 
Directo r of the Bank, 

The general objectives of the Committee have been 
described in previous reports. Great emphasis is 
placed on the further development of international 
co-operation between bank supervisors. 

The major issues for the Committee during 1986 
included ca pital adequacy, liquidity, off-ba la nce
sheet risk and interest rate risk . The work on capital 
has been important in developing the joint US/UK 
proposals (see Pa rt VIII of this report). 
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In recent yea rs, the Committee has been developi ng 
close relations with other supervisory groups. In 
1986 a joint meeting was held with supervisors from 
the Gulf Co-operation Counci l and members of the 
Committee participated in meetings with groups 
from the Caribbean and the SEANZA countries 
(South East Asia, the Indian sub-co ntinent, New 
Zealand and Australia). The Committee also 
maintained contact with the Commission of 
Bank ing Supervisory and Inspection Bodies of 
Latin America and the Offshore Group of 
Supervisors. 

The Amsterdam conference 
Bank officials attended the fourth international 
con ference of banking supervisors hosted by de 
Nederland sche Bank in Amsterdam in October 
1986. The con ference was co-chaired by Mr H J 
Muller, Executive Director of de Nederla ndsche 
Bank , and Mr W P Cooke in his capacity as 
C hairman of the Basle Supervisors Committee. 
Some ninety cou ntries were represented. 

There was general acceptance of the importance of 
enhancing supervisory co-opera tion . Formal 



discussions cen tred on two main topics-capital 
and capital adequacy and the practical application 
of the principles of the revised Basle Concordat,(' ) 
with particular emphasis on in fo rmat ion Rows 
relevant to effective supervision. 

The conference agreed on the value of the risk
rela ted approach to capital adequacy measurement, 
incorpora ting banks' on and off-balance-sheet 
business and with assets/exposures weighted 
according to broad relative measures of perceived 
risk; and agreed that supervisory efforts should be 
co ncentrated on securing agreement both on the 
highest quality element s of ca pital and on 
comparable ml!l!mum standards of capital 
adequacy for international banks. 

The conference 
colla boration was 

considered that greater 
needed on information flows. 

Stress was put on ensuring adequate data flows to 
parent authorities on large exposures and on asset 
qual ity. 

The forum also provided a valuable opport unity fo r 
personal contact and exchanges of views between 
supervisory au thori ties on a range of issues. The 
next such conference is to be held in Tokyo during 
1988. 

The European Economic Community 
The bank supervisors of the member states of the 
EC meet together in two groups: the Banking 
Advisory Committee established under the 1977 
First Banking Co-ordi nation Direcllve and the 
Contact Group of EC Supervisory Authorities. 

At the J une 1985 Milan summit, Heads of 
Government gave political impetus to the European 
Commission's proposals on the opening up of the 
cross-border market in banking services, which 
fo rm an important part of the overall plan to 
complete the internal market of the Community by 
1992. To this end, the Commission and the Council 
of Ministers have been act ive in the field of 
Community banking legislation. 

In December 1986, the Council adopted the Bank 
Accounts' Directive, which will standardise the 
preparation and presentation of banks' accounts. 
In the same month the Commission adopted 
Recommendations (which do not have the force of 
law) on la rge exposures and deposit guarantee 
schemes. 

Draft directives are being discussed on own funds 
(capital), the winding up and reorganisation of 
credit institutions and also on mortgage credit 
(designed to remove obstacles facing mortgage 
credit institutions wishing to operate in other 
member states). 

In addition. towards the cnd of 1986 the 
Commission outlined its thinking on the scope of a 
Second Bank ing Co-ordination Directive. This will 
be designed to harmonise authorisation criteria so 
as to enable the exercise of rights of establ ishment 
and free supply of bank ing services across the 
Community's internal borders. 

The Bank ing Advisory Committee and the Contact 
Group have continued to develop the observation 
ratios relating 10 solvency. profitability and 
liquidity of banking institutions in member slates. 
In addition , at the invita tion of the Banking 
Advisory Committee, the Contact Group IS 

considering and will report on the links and 
activities of banking institutions in the broader 
financial spheres of IIlsurance, securities and 
investment business. 

XIV Administration 

Structure of the dh'ision 
An organogram attached at Appendix 6 shows the 
current structure of Banking Supervision Di vision_ 
During 1986/87 the senior management resources 
of the d ivision were st rengthened to cater for the 
increased policy workload. 

The opera tional side of the di vision was also 
reorga nised . The three groups supervising overseas 

(I! f'r",cip/r.. [nr I/.r ""prn'r.<I(m .if bu"k.<'[orriK" r.f1(rh/i../.nrrM< JUII~ 198): a:rslc SUP<'''' ro rs Comm.(tc.:: 
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banks were spli t into five groups and, since the yea r 
end , have been further reorganised into eight 
groups. The three groups supervising miscellaneous 
deposit-taki ng institutions were a lso split into five 
groups. 

Staff 

Staff numbers have increased considerably in recent 
years: 

Banking Supervision Oh·ision: staff members\') 

I March 1987 1986 1985 1984 1983 1979 

Ma nager; " 26 2l 20 17 " Analysts and assis tant s "5 86 69 .. 57 J9 
Inward stl:ondccs " 6 ) 2 I 

Tot31 155 '" 95 " 75 57 

la) E. d...J,ni support s.a lJ(S«;rt .anc$ and Ahm ) and nolllld...Jing .. all" of lM 
Wholo;alc Marke" Sup.""""n D"" ,on whlch •• s noted in Part IX . IS no .... 
rt,pon" b,1o f" r , urerv'>Ing the di sco unt house •. 

During 1986/87 seven staff were recruited with 
experience in banking and accountancy. The 
programme of inward secondments has also been 
developed. The division currently has four 
secondees from the clearing banks and six from 
firms of chartered accountants typically for a period 
of between one and th ree years. 

On average, at end- February 1987, each manager 
on the operational side of the division was 
responsible for thirty-three authorised institutions 
and each analyst was responsible for seven 
institutions. 

At mallageriai level and above, staff have spent an 
average of five years in Banking Supervision . 

Training 
Both the Leigh-Pemberton Committee Report and 
the White Paper placed great emphasis on the 
contribution training makes to developing a 
professional corps of bank supervisors. The 
division 's new training programme is designed 10 
increase awareness of market developments and to 
improve technical skills. More in-house training 
was provided in 1986/87. G raduate recrui ts now 
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spend time on a tra ining group and division 
members attend internal computer courses and 
other seminars. Training is also provided at a 
number of ex ternal institutions, incl uding banks, 
commercial training companies and the Civil 
Service College. Specially designed courses have 
been commissioned from outside bodies on 
company law and accounta ncy. 

The programme of outwa rd secondmen ts is also 
proceeding. Over the past few years, six members of 
the division have been on secondment to 
commercial institutions, including merchant banks 
and clearing ban ks. Five members are currently on 
secondment: one to a merchant bank, one to a 
clea ring bank, one to a firm of chartered 
accountants and two to the Department of Trade 
and Industry's Companies Investigation Branch. 

S~'stems 

Considerable progress has been made towards 
moderni sing the division's technical resources. A 
further forty-s ix personal computers were brought 
into use during 1986/87. A pilot 'office automation' 
project was also successfully completed and the 
system is now being expa nded to cover the whole 
division. 

In add ition, consultants were employed to help 
specify the requirements for a computerised 
management information system which would 
enable efficient and rapid response to policy 
changes and market innovation. Their report has 
been accepted and, with their continuing assistance, 
the system is now under construction. 

It will be integrated with the expanded office 
automation system to provide an on-line database, 
links with the Bank 's other mainframe systems, 
word processing, elect ronic communicat ion and 
management tool s and various local processing 
faci lities. Installation of certain features of the 
combined systems is being phased over the 
rema inder of 1987, with project completion 
scheduled for early 1988. 



Appendix I 

Glossary of terms for Part 11 
Large British banks 

AHC banks 

Pre-tax profit s 

Post-tax profi ts 

Return on equity 

Re/urn on lotal assets 

Gearing 

Capilol gearing 

TOfal asseLS 

Weighted assets 

Adjusted capital base 

Risk asset ratio 

Retained earning.f 

Primary perpetual debt 

Comprises 8arclays, Lloyds, Midland , Nationa l Westmi nster, Bank o f 
Scotland , The Royal Bank of Scotland, Standard Chartered and the TSB 
Group. All data fo r these ban ks arc consolidated. Calenda r-year-end 
information except fo r Bank of Scotland , The Royal Bank of Scotland and 
the TSBs. 

Compri ses the sixteen members of the Accept ing Houses Committee. Most of 
the data for the AHC refer 10 solo auth orised instituti on. Earni ngs and capital 
data include these banks' hidden reserves. 

Profit before taxati on but after provisio ns. 

Profit after taxation and before ex traordinary items; includes amounts 
attributable to mi nori ty shareholders in subsidiary opera tions. 

Percentage ratio of pre/post-tax profi ts to average shareholders' funds plus 
minority interests. Sha reholders' funds defi ned as paid -up share capital and 
reserves. For AHC banks, shareholders' funds incl udes in ner reserves. 

Percentage ratio ofpre-tax profits to average total assets. 

Ratio of total borrowings (includi ng deposits and all perpetua l and tenn 
subordinated debt) to shareholders' fu nds plus minority in terests. (This is not 
the same as the gearing ra tio defi ned in the 1980 Meosuretnenl of capiwi paper 
used for capi tal adeq uacy assessment. ) 

Percentage ratio of the sum of perpetual and term subordinated debt to 
shareholders' fund s and mi nority in terests. 

Aggregate balance sheet footings. 

Total assets adjusted in accordance with the risk weight ings as set out in 
Measuremenl of capital (as amended). 

Shareholders' funds , general provisions and minorities plus all qu alifying 
subordinated loan capital- less: goodwill , equipment, con nected lending of a 
capital nature, investmen ts in subsidiaries and associates, and holdings of 
bank paper in excess of concession. 

Percentage ratio of adjusted capita l base to weigh ted assets. 

Current year's post-tax profi ts (as defined ) after ex traordi nary items and 
distributions. 

Qualifyi ng undated subord inated debt that is el igi ble for inclusion as primary 
capita l under Bank of Engla nd rules. Qualifying criteria req uire that the debt 
can only be converted into pri mary ca pita l instru ments, is availa ble at all 
times to absorb losses, and provides fo r the deferment of interest payments in 
certain circumstances. 
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Non-primary perpetual 
debt 

Term SlIbordinated debt 

Primary capital 

Secondary capital 

Total capital 

Pnsonal {ending 

Net interest 

Foreign exchange 

Other income 

Interesl margin 

Interest spreo(J 

£ndQlI'mel/l e!fecl 

Sources of data : 

Undated subordinated debt that either fails to qualify as primary ca pital or is 
ineligible in that it exceeds 50%. of the total capital base less loan stock and 
intangibles. This debt would form part of a bank's secondary capital. 

Subordinated debt with a fixed maturity and satisfying the Bank of England's 
condi tions for secondary ca pita l. 

The total of sha reholders' funds , minority interests, general provisions and 
perpetual subordi nated debt subject to certain conditions and limits. 

Perpetual subordinated debt not included in primary capital together with 
teon subordinated debt, subject to certain conditions and limits. 

The sum of primary capital and secondary capital. 

Outstanding loans advanced to UK persons, including lending for house 
purchase and bridging finance. Dates are for mid-November 1982- 85 and for 
end-November 1986. All figures in this table refer to sterling advances to UK 
residents only. 

Gross interest income less interest paid on borrowings. 

Income from foreign exchange dealing. 

Includes investment income. 

Net interest income/average interest-earning assets. 

The difference between average interest rate earned on assets and average 
interest rate paid on interest-bearing funds. 

The benefit received by the retail banks from deploying the -free· funds 
genera ted by their non-interest-bearing current accounts. 

Audited financial sta tements for the large British banks. with the exception of 
the tables on capital ra tios and mortgage lending. 

AHC data from Bank of England returns. 
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Appendix 2 

Current supervisory notices 

The/allowing is a fist of policy and practice notices issued by Banking Supervision DiI'is;on which are cllrrenl!}" 

ill force. 

Title 

Measurement of capital 

Foreign currency exposure 

Measurement of liquidity 

Connected lending; accounts; large exposures; fraudulent 
invitations; floating charges (BSD/l983jl) 

Foreign cu rrency options 

Advertisi ng fo r deposi ts (850/ 1985/1) 

Notice on advertising code of conduct 

Note issuance fac ilities/ revolving underwri ting fac ili ties 
(BS 0 /1985/2) 

Statistical notice to monetary sector institutions (released in 
conjunction with previous paper) 

Guide for intending applicants for authority to take deposits; 
revised questionnaires for directors, controllers and managers 
(8 S0/1985/3) 

Further notice on advertising code of conduct and 
attach ments 

Large ex posu res in rela tion to mergers and acquisitions 
(BSO/ 1986/ 1) 

Subordi nated loa n capital (BSO/l986/2) 

Consolidated supervision (8S0/ 1986/3) 

Measurement of capital (8S0/ 1986/4) (amendments to the 
1980 paper) 

Statistical notice to monetary sector institut ions (released in 
conjunction with previous paper) 
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Date of issue 

Septem ber 1980 

April 1981 

Ju ly 1982 

April 1983 

April 1984 

February 1985 

March 1985 

April 1985 

April 1985 

April 1985 

November 1985 

February 1986 

March 1986 

March 1986 

June 1986 

June 1986 



Appendix 3 

Current consultative papers 

The following is a list of CQnsuilali l'e polic)' papers issued by Banking Supervision Division which are now being 

dis(;lIssed with fhe banking community and olher inleresfuJ parlies. 

Title 

The relationships between the supervisors, auditors and 
managements of banks 

OfT-balance-sheet business 

Accountants' reports to supervisors: requirements fo r 
branches of overseas banks 

Large ex posuresill 

Banks and securities busi ness 

Sterling liquidity(ll 

Accou nting and other records and internal con trol systems 
and the reporti ng accoun tants' reports thereon 

Convergence of capital adequacy in the United Kingdom and 
United States(l) 

T he role of audit committees in banks 

Sterling [iquidity(2) 

Large' exposuresll ) 

Agreed proposal: credi t equivalent amounts for interest rate 
and foreign exchange rate related instruments(l) 
Potential credit exposure on interest rate and foreign 
exchange rate related instruments(l) 

The reporting accountants' report on Bank of England 
retu rns used for prudential purposes 

(I) These papers should be: rcad in conjunction. 
(2) These papers should be: rcad in conjunction. 
(3) These P"pcrs were issued together and should be read in conjunction. 
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Date of issue 

August 1985 

March 1986 

May 1986 

July 1986 

July 1986 

July 1986 

November 1986 

Janua ry [987 

January 1987 

January 1987 

February 1987 

March 1987 

March 1987 



Appendix 4 

Banking Act J 979: orders and regulations 

The following S/afulOry Instruments made under the Hanking Act are cllrrelllly in force. (Copies afe (I)'ai/able 

from HM Slatianery Office.) 

2 

3 

4 

5 

SI 1979 No 938 (C 26) 
The Banking ACI 1979 (Commencement 
No /) Order 1979 

SI 1980 No 347 
The Banking Act 1979 (Excepred Persons) 
Order 1980 
- The 18[9 Savings Ban ks 
- The Crown Agents 

SI 1980 No 348 (S 35) 
The Banking Ac/ 1979 (SeOl/ish Appeals) 
Regulations 1980 

SI 1980 No 353 
The Banking Act 1979 (Appeals) Regula/ions 
1980 

SI 1982 No 188 (C 7) 
The Banking Act 1979 (Commencement 
No 2) Order 1982 
- Bringi ng in to operation provisions of the 

Act relating to the Deposit Protection 
Scheme, the repeal of certain enactments 
relating to banks and banking and certain 
consequential amendment s and repeals. 

6 SI 1982 No 1681 

7 

The Banking Act 1979 (Excepted Persons) 
Order 1982 
- Addit ion to Schedule of certain 

international organ isations includi ng the 
IBRD, the IMF and the EIB. 

SI 1982 No 1808 
The Deposit Protection Fund (Excluded 
Institutions) Order 1982 
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8 

9 

10 

11 

12 

13 

14 

15 

SI 1983 No 1100 
The Deposit Proreclion Fund (Excluded 

11ISlilu(iolls) Order /983 

SI 1984 No 897 
The Deposit Protection Fund (Excluded 

11ISli lllliolls ) Order /984 

SI 1984 No 1990 
The Deposit Pro/eelion Fund (Excluded 
InslilU/ions) (No 2) Order /984 

SI 1985 No 220 
The Banking Act 1979 (Adl'ertisemems) 

Regula/ions 1985 

SI 1985 No 797 (C 12) 
The Banking Act 1979 (Commencemem 
No 3) Order 1985 

SI 1986 No 100 
The Banking Act 1979 ( Remol'al of 1819 
Banks) Order 1986 

SI 1986 No 772 
The Deposit Protection Fund (Excluded 
Institutions) Order 1986 

SI 1986 No 1712 
The Banking Act 1979 
Transactions) Regulations 1986 

- Cha rities 
- Church deposit funds 

(Exempt 

- Industrial and provident societies 
- Agricu lt ural. fores try a nd fi sheries 

associations 



- Retail and other co-operative societies 
- Solicitors 
- Deposits accepted in the course of estate 

agency work 
- Certain public undertaki ngs 
- The National Children's Charities Fund 

Lim ited 
- Commodity brokers and clea ring houses 
- Members of The Stock Exchange 
- Sterling debt securities 

16 

17 
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- Sterling commercial paper 

SI 1987 No 64 
The Bal/king ACl /979 (AdlwlisemclIlS) 

(Amendment) Reglllatiolls /987 

SI 1987 No 65 
The Banking ACI /979 (Exempt Transactions) 
(Amenrime"t) Reglllalion.~ 1987 



Appendix 5 

Minor changes to the Banking Act 1979 

A /lumber of changes were matie 10 lhe A c/ during 1986/87. principally resullillg from other legislalioll. 

Amendments 
Amendment to section 8 (the Bank's power to give 
directions when revoking deposit-taking authori ty) 

Section 8 of the Banking Act was amended by 
section 185(7) of the Financial Services Act 1986. 
Directions may now be given a t any lime after a 
disqualification notice has been served on an 
instituti on by the Treasury under the reciprocity 
provisions of secti on 183 of the Financial Services 
Act. 

Amendments 10 section 18 (wi ndi ng up on petition 

by the Bank) 

Section 18 of the Bank ing Act was amended by the 
Insolvency Acts 1985 and 1986, the relevan t 
provisions of which came into force on 29 
December 1986. 

Section 18 enables the Bank to petition the Court 
for the winding up of an authorised instituti on o r a 
formerly authorised institution with deposit 
liabilities ou tst"mding. Under the o rigina l section 
18 , the Bank was uble to petition on the gro unds 
that the institution was unublc to pay sums due and 
payable to its depositors or that the value of the 
insti tution's assets was less than the amount of its 
liubilit ies. The amended section enables the Ban k to 
peti tion on the grounds that the instilUtion has 
defaul ted in iln obliga tion to pay any sum due and 
paYilble to a depositor or is otherwise unable to pay 
its debts within the mea ning of section 123 of the 
Insolvency Act 1986. T he amend ments slightly 
extend the Bank 's powers to petition fo r winding
up orders against insolven t institutions. T he 
amendments also empower the Court to ma ke a 
winding-up order against an institution. on petition 
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by the Bank. if it considers it just ilnd equitable to 

do so. 

Amcndments to scction 

confidentiality obligat ions) 

19 (the Bank 's 

The Fi nancia l Services Act 1986 amended section 
19 of the Ba nking Act to allow the Bank to disclose 
confidential information (that is. information to 
which the provisions of section 19 apply) more 
widely than before. In consequence, the Bank is 
now able \0 pass co nfiden tial informiltion to, inter 
alia. UK insurance or fi nancial services supervisors; 
the Secretary of Slate in respect of his Financial 
Services or Insurance Compan ies Act functions; 
inspectors appointed under the Financial Services 
Act to investigate any possible contravention of 
sections I, 2, 4 o r 5 of the Company Securities 
(Insider Dealing) Act 1985; and overseas banking. 
insurance or financial services supervisors. 

On 29 December 1986 provisions of the Insolvency 
Acts 1985 and 1986 were brought into force which 
amended section 1910 allow the Bank to disclose 
information in co nnectio n with most proceedings 
under Pa rts Ita VII ofthc Insolvency Act 1986 or 
under Part XV III or XX of the Companies Act 
1985. 

In add ition. on I January 1987, the provision 
allowing the Bank to disclose confidential 
information to the Building Societies Commission 
ca me into force under lhe Building Societies Act 
1986. From that date. the Bank and the 
Commission have been able to d isclose confidentia l 
in formation to each other in connection with their 
respective fu nc tions. 

Orders and regulations 
A full list of current orders and regulations is 



contained in Appendix 4. The following were 
introduced under the Act during 1986/87: 

1986 No 769 TIll! Ballking Act 1979 (Exempl 
TrallslIclions) (Amendmen/) Regula/iolls 1986 
These regula tions. which came into opera tion on 
20 Ma y 1986. exempt from the section I prohibition 
on deposit-taking any deposits taken in connection 
with issues by companies of sterli ng commercial 
paper wh ich meets certain specified requirements 
set out in the regulations. For example. the paper 
may not be redeemed within seven days but must be 
redeemed within one year beginning with the date 
of issue; the shares of the company or its parent 
guarantor must be listed on The Stock Exchange 
a nd its net assets must be not less than £50 million; 
and the minimum deposit accepted must be 
£500.000. 

1986 No 772 The Deposit Protection Fund (Exc/!I(Ied 
In stitutions) Order 1986 
This added the Norddeutsche Landesbank 
Girozentrale to the list of instilUtions which are 
exempt fro m the requirement to contribute to the 
Deposit Protection Fund and whose liabilities are 
not covered by the protection offered by section 28 
in the event of insolvency. This order came in to 
operation on 21 May 1986. 

1986 No 1712 The Banking Act 1979 (Exempt 
Tr(lIlS(lCliolls) Regula/ions 1986 
These regulations consolidated, with amendments, 
the Banking Act 1979 (Exempt Transactions) 
Regulat ions 1983 as already amended, which 
prescribed certain transactions to which the section 
I prohibition on deposit-taking does not apply. 
T hese revised regulations came into operation on 
27 October 1986. 

There were five amendments of substance. The first 
amended the former regulation 8, now regulation 7. 
Previously the acceptance of a deposi t by a co
operative society was an exem pt transaction if, 
amongst other things. a t least ninety per cent of the 
society's shares (by reference both to the total 
number of such sha res and to thei r nominal value) 
were held by certa in shareholders. The amended 
regulation req ui res that at least seven ty-five per cent 
of the votes which may be cast to determine the 
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conduct of the society'S affairs and at least ninety 
per cent of its shares by reference to their nominal 
va lue be held by such shareholders. 

The second was the om ission of the former 
regulation 9, which concerned the ta king of 
deposi ts by the British Railways Board as the 
British Railwa ys Savings Bank; this amendment 
followed the granting of a licence to the British 
Ra ilways Savings Company Ltd. 

The third concerned the list (now in Schedule 2) of 
public bodies which are allowed to accept deposits 
from each other. The list now omits British 
Airports Authority, British Airways Board, 
British National Oil Corporation, British 
Telecommunications and British Gas Corporation, 
in most cases following privatisation. British Gas 
p.l.c .. British Airways p.l.c. and BAA p.l.c. (which 
succeeds the British Airports Authority) were listed 
in Schedule 2 but regulation 10(2) provided that the 
companies were subject to these provisions only so 
long as they remain wholly owned by the Crown. 

The fou rth made fresh provision for members of 
The Stock Exchange (includ ing traded option 
brokers) to ta ke account of the end ing of the 
distinction between stockbroking and stockjobbing 
members. 

The fifth substantive amendment enables sterling 
commercial paper of the minimum redemption 
value of £500,000 10 be issued at a discount and 
provides, by way of clarification, that the statement 
referred to in regulation IS(e)(iii) should be made 
by the company accepting the deposit or it s 
guarantor parent company. 

1987 No 64 The Banking Acl 1979 (Adl'errisemenls) 
(Amendmenl) Regulations 1987 
These regulations, which came into force on 
16 February 1987, amend the Banking Act 1979 
(Advertisements) Regu lations 1985 so as to exclude 
from their scope an applica tion form for securit ies if 
there is provided with it a statement of the 
approved listi ng particulars for the purposes of The 
Stock Exchange (Listing) Regulations 1984; and 
also such applications accompanied by a statement 
of li sti ng particulars for the purposes of any listing 



rules made pursuant to section 142(6) of the 
Financial Services Act 1986. 

1987 No 65 The Banking Act 1979 (Exempt 
Transactions) (Amendment) Regulations 1987 
These regulations, which came in to force on 
16 February 1987, amend the Ban king Act 1979 
(Exempt Tra nsactions) Regula tions 1986. They 
amend the definition of 'company' and provide a 
definitio n of ' the listing rules'. This was in the light 
of the commencement on 16 February 1987 of Part 
IV of the Financial Services Act 1986 (concerning 
the official listi ng of secu rities) and the repeal on 
that date of related provisions. 

The following o rder was made under the Trustee 
Savings Banks Act 1985: 

1986 No 1223 (C36) Truslee SQI'ings Banks Acrl985 
(Appointed Day) (No 4) Order 1986 
This order, which came into force on 21 July 1986, 
inter alia, removed trustee savi ngs ban ks from the 
lisl of institutions in Schedule 1 10 the Banking Act 
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exempted from the section I proh ibition on deposit
taking. The exemption was redundant following 
the grant ing of recognition to the three 
bank ing subsid iaries of the Trustee Savings Bank 
Group p. l.c. 

The following order was made under the Financial 
Services Act 1986: 

1986 No 2246 (C88) Financial Services Act 1986 
(Commencement No 3) Order 1986 
This order, made on 17 December 1986, brought 
into force various provisions of the Financial 
Services Act. Among these is the repeal of 
paragraph 9 of Schedule 1 to the Banking Act 
(which excepts from the section I prohibition on 
deposit-taking members of The Stock Exchange in 
the course of business as stockbrokers or 
stockjobbers). The paragraph was no longer 
necessary because of the rcvised regulation for 
acceptance of deposi ts by members of The Stock 
Exchange referred to above. This provision came 
inlo force on 12 Janua ry 1987. 
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App('ndi x 6 
Rankin): Supcnision Dilision organogram 

The Go.erllOn ---- Board or Banking Supen'ision 

I R 0 G. 'pin __________ __ __ w P Cookt 
Exu wu'. t D,'rrc/or AJJociuu Dirtc/OI 

~ ---- - - - SP.oc'" r------------------'I Ad.i""r I<> tM GO''t!rnOl 

I B/ian Quinn 
R A B A,UIJ/onl Dlrec /OI 
Assista~~n:;;rfCl<>r Head of Banking Swpu.isian 
Policy (md ReJo~rctj 

o M Sutherland'" 
J F Rippon 
Manager! 
Group I 
ugul including 
Banking Ac/ 
enforcement 

RH Fa//anl 

",i" r"" 
J C W Osborn 
Managtr 
Group 1 
Gent ral policy 

D J Malleu 
Senior Munuger 
Accountancy and 
S~ia/Is.urs 

United Kingdom 
r" ui/ Iwnic! and 
mercl'unl banks 

BSPGenl 
Deputy Htad 
Misctllaneous deposif./akerl 
Rt maim'ng UK rtcognistd /mnks 

J S Bevcrly 
Deputy Hrod 
Ol't!rSeal bunks
Narlh America and 
Wt!tern Eurapt 

J W Andctson 
Deputy Head 
Ol't!rSNJt banks
Rest of the ... orld 

King5ley RoberlS 0 A Reeves C J C Sparkes'" o T R Carse J B C At~inson T P Sweeney OA Ware P J Marr Mr$ J V Coppel Mis$ J M Haddon 
Manage' Manager ManaKer Manager Mal10Ker Manoger Manager Monagu Manager 
AdmmlSlralion Slalislics Confide",,,,' G,o~p J major Group -I Group 5 Group J I Grallp 11 Group JJ 
Sluff Irain/ng Compulers rnquirit J Eng/ish d eorers Seal/ish and OIMr UK merchant Fran". USA Canada. AUSlria. 

Foreign 
exchange 

CJFBall 
Manager 
Group 6 
A-Ca 

( I) See,.tM. Y of Board <>r Bankini\ SUJICTV'~i<>n 
(2) See~o'Y <>r Depos,t P'<>teth<>n 800rd 

M J Fugglc 
Manager 
Group 7 
Ch- E 

UK clearers banks 

WO R Swanney 
Manager 
GroupS 
F- / 

Miss W M Hyde 
Manager 
Group 9 
}-<) 

$condino .io . 
/klgium and 
/.J.;rembolirg 

J C Cleland 
Manager 
Group 10 
p-y 

PC Hayward 
Managn 
Group 15 
JaplUl. II,ae/. 
Turkey 

Germany , 
SK';lztrfond. 
LitchlelUteI'n 

J M Hayden 
Manage' 
Group 16 
Auslro/asia, 
Indian SUb-C()tIlinent. 
Afghanistan . Easlern 
europt. Soulh Africa 

Munager 
Graup U 
Ire/and.lta/y . 
Gretct. NetnerllUlds. 
Portugo/. Spain 

C P Ma nn 
Manager 
Group 17 
Middle £oSI . 
Cyprus 

R 0 Ch.almers 
Monager 
Grollp 18 
For East. 
Lotin An~rica . 
OIMr Africa 



Appendix 7 

Geographical representation of overseas institutions 

The fol/owing table shows the geographical origins and slatus of foreign banks and quasi-banks 
represented in the United Kingdom 01 end-February 1987. 

Controiling (15% or 
Country or Branch Subsidiary morc) s l~ke in Reprcscnl~live 

ownership operations operations consortium banks offICei!''' Total 

Arghanistan , 
Argentina , , 2 
Australia 9 , , " Austria ) ) , 
Bahamas 2 1 
Bahrain 2 , , 
Bangladesh , , 
Barbados , , 
Belgium ) , 
Bermuda , 1 
Brazil • , 

" Bulgana , , 
Canada , , , 

" Cayman Islands , , 
Chile , , 
China , 
Colombia , 
Cuba , , 
Cyprus ) 2 5 
CuchO$lovakia , , 
Denmark ) 1 , 
Ecuador , 
Egypt 2 1 
Fin land 1 , 1 2 7 
France " 

, 7 15 
German Democra tic Republic , , 
Germany, Federal Republic " ) '" Ghana , , 
Gibraltar , 2 
G"= , , 
Hongkong ) 2 , 
Hungary , 
India 9 9 
Indonesia , ) , 
Iran 5 , 
Iraq , , 
Ireland , ) 9 
Israel 2 2 2 , 
Ilaly " 1 1 21 " lap.m lJ , 2 " " Jordan , , ) 
Kuwait , , , 
Lebanon ) , 
li~hlellslein , 
lu~cmbourg 2 • , 
MalaySia 2 , 
Mexico , , 7 
NClhl:rl~nd$ , , 9 
New Zealand 2 , 
Nigeria ) , 
Norway , , 
Pakistan 5 5 

'" 
This covers only those representative offICe!; included in a list published by lhe Dank. 
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Controlling (15% or 
Country or Branel) Subsidiary more) stake in 
ownership o""rations operations oonsoruum banks 

P.,lnllma 
PhlhPf\lncs , 
Poland , 
Portugal 3 
Qatar 
RumanIa 
SaudI Ar .. boa 3 
Sing;tporc , 
South ArrlCa , 
South Korea 6 
Sp;tln 6 
S" Lanka 
Sweden , , 
S ..... ,tzcrland " 

, 
Taiwan , 
Th:)il"",,J 3 
Turkey 2 
United Arab Emir" tcs , 
Uruguay 
United St"lc~ " 20 • USSR 
Vcnc:wda 
Yemen Arab Republic 
Yugoslavia 
ZambIa 

TotalS '" 67 29''' 

(I) This eo~rs only those represe ntative offias included in a list published by the Bank. 
(2) Representing 19 institutions_ In addit ion tl>cre arc fou r other consortium banks. 
(3) Reprcsenung ~ institutions_ 
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Representat ive 
offias'" Total 

, , , , , , , , 6 , , 6 , " • " , , " " 22 , 
3 , • , , , , .. 83 , 

2 2 , , 
• 9 

... 518'" 



Appendix 8 

Authorised institutions 
uSI of inslirurions recognised or licensed tlI 28 February 1987 

ANZ M<~h"nl Ihok lid. 
A P Bank Lld 
AI ... nd." D,sc"unt p,l.e 
AI~.mc"" lIank Nedcrland 1'1 .1,1. 
Allied "'ab Ilan k Lld 
... Ihcd Sank Or Pax,,,_,, Lld. 
AIl,«I I"'h !lanks p,l.e. 
AII,ed J,,~h InVtl",.,.n, Bonk p.l.c. 
Am."ean Eopn:s, Hank Lld. 
Amslcrdam. Roucrdam Sank 1'1 .1,1. 
Anglo·Ronuman Bank Lld . 
Henry An;bachc, & Co. Lld. 
Arab Ihok Lld 
Arab 8~n klng C""",,,, uon BSC 
Arbulknol Lalk.m Bank Lld . 
Am.c, ... d 1.pane"" Bank (I "lO rn""M.') Lld 
Allanlle In,.rn'llon.1 B.nk lid . 
"",Ir.h. & New Zea land Sanking Group Lld. 

8.A 1.1 p l e_ 
"aJ\C~ Comm.,c,~l< haltana 
B ...... Na(lonal< dol Lavoro 
D.""o C~ n'",1. S.A 
B.IKO de Dl lb.Jo S.A. 
B. IKO de la NatiOn Argenlln. 
B.""o de San,.od ... S.A. 
!I,nco de Y,,,,. ya S.A. 
!I.nco dl Rom. S.p.A. 
8.nco dl SICII,a 
8,nco do O"'$>I S.A. 
B,nco do Es,.do d~ Sio Poulo S.A. 
B.nco Espln' o San'o e Com",ci.1 d< LISl>o. 
B.nco 1Ox""or- U.K. S.A. 
B.nco Hlsp"'o Amer;eann Ltd. 
B.nco Mcre.nlll de Sio P.ulo S,A, 
lI. nco N."on31 de Mo ... o S.N.C. 
lI.nco PO'I,,!U';S do A, lan"eo 
B.nco Real .A. 
B.nco To". & A""e. E.P. 
II.>.noom<r. S,N.C. 
Flan, kot 8.nk Lld 
Bank Jull u. 11 ... , & Co. lid . 
II.ln~ lI"mlp"'''' M. lay ... IItrbad 
II.>.nk !\if G""'Oln",,,,,,,ba ft A.G . 
II.>.nl Ha"""llm B.M. 
Bank Le"ml (U.K.) pJ.t. 
Bank Mees & Hope 1'1 V. 
8.nk Meh, 
Bank Mdll I",n 
II.>.nk of America In,,, •• 1I0n31 lid 
8.nk of Ame.ICa N.T. & S.A 
Flank of 8.rod. 
The lIank ofC. I,fol." N,A . 
BanJo of Ce~lon 
8,nJo of Ch,n. 
H.nk of Cy prus (London) Lld 
Bank of Ind'a 
T",= Bank of l rel.nd 
Bank of London & $ou,h Ameri<. L'd. 
s"nk of Mon"e.1 
T"'= B.nk of N~'" V .... k 
8.>nk of Ne,.. .«.Iand 
The 8.nk of Now. 5<o" a 
8.>nk of Sco.land 
The 8an k ofT""1O. Lld 
ilank of Tokyo Inlema"onal Lld. 
8.>lIk of W.ks p.I.,. 
n.e 8.nk of Vokoltam. Lld. 
Bank Sader .. Iran 
Bank Scpah 
8a nk~ .. TrUSl Compa ny 
R.nquo IId$e Lld . 
lI.nquo Rtlgo·Za"o;", S,A. 
Banque IIru ,<I le. L.mbert S.A. 
Banque Fr. n~", se du Commerce E>l'ri<"r 
Banque Ind o. u« 
R.nque Inl<rnallonale po ur l'Af"qut 0c.:,d.n,.le S.A 
8'nque N.llon.l. de P.,i. pLo 
Banquo N~IIon.le de Pari. S.A. 
II'-"'Gue Pa"b<>s 
Barclays Ihnk p.l.c. 
8;",olayo de ZOCto Wedd lId. 
8.>"n, 111'(11100 .. & Co. Lld 
Ba}'\'''lthe II )POlhehn-~nd Wtthsd _ Bank A G 
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lIayemen. Lande,bank G ,ro,enl .. l. 
Say<nschc Vcre,",bank 
Ek,I,ncr Bank A G 
Th<: 8f1I .. h lIank ,,(, he MIddle E.,( 
TI>< ll"",h linen Ibn~ lid 
O,own, Shlpky & C",L.d 

CIC · Un..", EU1opt.,nnc. !nterna"onal et C .. 
Cal"" 1'1.1,0",,10 de Credu AV",ol< 
Canadlall I mpe,,~1 Bank of Commer~ 
1ome. Cape! 8;"lIk ... L,d 
C~fol,n. 8.nk Lld 
Ca .... dl R,..,.."",o delle Pro.,,,,, .. Lo<nb<>rd< 
Calor Alkn l Id 
Ccn"al Ban k of Indl' 
Ch. rl" hou", lIan' L,d 
Ch.,. In" .. m.nl nank Ltd , 
The Ch.", M.nha".n B.nk , N A 
Chenu"a l n.nk 
Chem",.1 Hank Inlern.llon,1 Ltd. 
Cho· Hun~ lI.nk 
Ch"'l,"nia lIallk 08 Kredllka,>< 
The Chuo T,uIl & BankIng Co mpany Lld 
Ci"bo.n k N A 
Cll"",r" Inve,lme"l Ball k Lld. 
C"y M<teh.nl, lI.nk Lld 
01'< Dl>coun' Com"" ny Ltd. 
Oyd"k B.nk p.l.e. 
COfIIlI'I<rcla' Bank of Kore. Lld 
Thc Comll'l<'tla! Bank 0( 1100 Near Ea« p.l < 
COmll'l<~,b<>II~ A G 
Common""al,h lI.nk 0( Au",. li. 
Con"nco,.' IIhl"101' N."on.1 lI.nk and T rU>l Comp.ny 0( ChlCllg<> 
CO·O ..... II'. B,lIk p.Le 
Copell haitn H,"dd,b.nk AIS 
Coull. & Co, 
Ood" Commerc Ial cl< Fr."". 
C,.d" du Nord 
Cred ll L~on"," 
Cr.d ,l Lyonn." 11.". Nede,land N, V 
Cri-<lu SUI\,. 
Crodu Su,"", I-Ir" iIo"on Ltd 
Crod,l.n" .I, · 8."kv~r~'n 
Crod,lO Ilall.no 
The CypruI Populal Ibnk 

Th. D,,·kh, K.IIBYo fI.llt . Lld 
The 0.,,,,, Ibnk . L,d 
Dcll Dan»c Ibnk af IHlI Ak"cscl,hb 
Den non~e Crodllb<>lIk p.l ,e 
Deul>che B.nk A.G 
Deu'>ch. Geno."o>chafhban k 
DI>CQunr R. nk and Tru" Co. 
Drcod"", 1I,lIk A G 

EBe Amro lIonk Lld . 
The En~li. h Tru,' Compa ny Lld . 
EII! kl lda St<:ur jlle.·Shndin3\'iska Ensklld. Lld 
EU,o·L;,lln. n,or ic.n lI.nk p.l.e 
Eu ,opea n Arab lIank Lld 
Eu,opean Dr.~,hall Ballk p, l.e 

FiIl_hlY lIank 1'1 A 
F,n.l CUr 1'101"",.1 Bank of Hou>lon 
f"$l In,er"aIC Ball k o( C~hf"'nla 
f"st In'em.'~ C.p"~1 MarkelS Lld 
The FIBl Nallonal lbn k or 110<'011 
Th_ FIBl Nallon.llhnk ofCh""'10 
f,,~, N.loonal lIank o( Maryland 
Fin' N.,oona( Bank of Mlnneapoh< 
FIBl W"Q"'>ln Na,,,,,,.l lIank of M""'auk.,., 
Robe" !'km'ng & Co. L'd 
french Bank of South erll ArrlCa L'd. 
The fUJI Dank. Lld 

("","arJ " N.llon.1 Ltd , 
Gh. na C"mmerclol 8aok 
Gllobank p.l,t 
Gllo,.n".1o und 8.nk dot fu'."",chlschen Spar' .,,,, n A G 
Gfl ndlay. lIank p,I.C. 
GUlnne" Maholl & Co Lld 
Gulf In l~rna"on.l llank II.S.t. 

H.b,b lIank A G . Zur",h 
Hab,b Bank Lld 
Hambros fI ,lIk Lld 



H.n,l Rank 
H.,'.n. Inlernallonal !bnk Lld. 
IIcSSls<he londe>b.,nk·GlfolCnlralc
H,II S.m ... 1 & Co Lld 
C II e>:u. & Co 
The IIoH.kio Ta\. uoJoolu lLnk. Lld 
Th. II""skanll.nd Sl<an~ha, Ban~'tql Corpora lion 
Iluns~""n lnlo<n3llO<l.1 8;onk L,d 

The Indu,"",llLnl of bp;on. Lld 
Inl« I' "'' Hank Dall.~. N.A. 
Inl.rMilon .. 1 Commc«",1 Dank p_l.e 
Inl«n3"on .. 1 M."ean B.n\' Lld 
Inl .. """oo .. 1 We>lm,nSl.' 8;onk p_le 
Imns T,u", Cnrn""ny 
1."lu,o !ldn .... "o San 1'.0010 0.11 Tonno 
ha),.n I"te . .... "on.l Bank 1'.1 c. 

la!"," I"'~r".toonal Flan). Lld 
Leopokll"",ph &: Son. 1.,0.1 

K.n""II,,·O>ak~·Pankk. 
K.n ~ &: Sha , ,,,n Lld 
KI<-inw"" Hcns.on Lld 
Korea E,chan~. H.nk 
Ko«" fUll \lank 
The Kyow" R.on~ . Lld 

L"lard Rrolhtr$ &: Co. Lld 
I •• b'" R .• nk 1'.l.c, 
Lloyds Ran. p,l.e 
Lloy,l, R.nk (Fr.n,-c) Ltd, 
Uoyd. Merch.nl Ran . Lld . 
London &: Con"""nlal Ranh" Lld 
London Inlcr'lal. R.n' Lld 
T~c Long.TOfm Crrd.1 Ran\. of Japan. Lld . 

Mul.yan Bank.ng Hcrh.d 
M""UrOClUfO<$ It.nn,·Of lId . 
M.nuf.<,u .. ", H.no,'.' Tru~' Company 
~b"n. M.dland R.n~ 1'1 A 
M.", WC"""", l.ld 
Mdlon flank . 1'1 fI 
M.mU Ly""h In,.,n'I"",.1 D~nk Lld 
M.dbnd Han\. 1'1. 
Tb.< Mn. ub"l" !bnl l,d 
The M.,"ub •• h. Tru>! and IbnkonS Corpo,.Ilon 
The M""" flank l.ld 
Th. MOl lY' Try" &: tunk,"~ Company l .d_ 
s..m ... 1 Monla,u &: Co Lld 
Mo.",n Grcnf.lI &: Co. lId 
M"".n Gu ..... n.y Tru>1 Com!"'ny of N~ York 
1.1 0><0'" NarOOny Bank Lld 

NCNB Nal""",1 Dank 0( Nort~ CafOhna 
N.""n.1 Aum.h. Hank Lld . 
Nallon.1 lLnk of fib" Dh.b. 
Natoonalll.nlofCanada 
N. toon.1 B.n\' of ik""" 
N."on.1 H,n' of G,~ S,A 
Th. Nal.onalll.nk of Kuw." S.A.K_ 
The N""onal flan)' of New Zeal.nd Lld , 
NalOon.1 Hank ofp.k"lan 
N.toonal We,lm.n".r !bnk p.l.c_ 
N.IW.sl In" ,",lm.n l Rank Lld . 
Ncdb;.nk Ltd . 
Nederl.nd""hc M,dd,nSl.nd, bank N.V. 
The N.pp"" C""j" Hank . Lld 
Noble G,o»"rt Lld 
North.,n H.nk !.Id 
Th. Northern Tru>l Company 

O"on Royal !l.nk lId 
O"er>ca.Ch,ne", !l. nk,n~ Corpo ,a"on Lld , 
Ov."" •• Un,on Ihnk L.d , 

Ph,hpp,,,,, N.ll(Hl.1 !lank 
Po;.lipankk, \U K) Lld 
P-rw.lb;.nk.n lId 
l'un)Ob NII"",.I DJ nk 

QOI., Nal>Ol101 Flan k S.A Q 
QUln Cope L.d 

RaMa,n tunk 
R •• B.olhe" l.d 
Repubhc Bank D:.ollu. N A 
RepublIC Nal"""'I Oank.of New York 
Rcs<:"·. lLnk of Au"'al .. 
The R,W N."ona) Bank of Wash,n,lon. D.e 
N.M Ro,hschlld &: Son~ Lld 
The Roy.1 Dan k of Can.d. 
The Roy.l1.lank of Scolland 1',1.. 
Ro)'" .. 1 TruSI lLnk 

S.FE D.nk l id 

The S .. I.n,a R.nk. Lld 
Th. San,.,.. Bank. Lld. 
5;".d, Inl.rn3uonallLnk (fll·R.nk AI·Saud, AI -fllami L'd_) 
Sc~nd,na",an !bnk Group p.l,c_ 
1 Henf)' Sch.odcr Wagg &: Co. Lld 
Sc«nrnbc M'Dh"1I & Camp,on pte. 
Secumy r .c,fic Nal,on.1 Dan1 
Shanlha, Comm.l'Clal Bank Lld 
S'n~e,& f"cd~...sc, lId 
Soc",le (kn.mlc 
Soc,h. G<:n'r~1c M.n:han, R~nk p.l_c 
Son.h D.nk 
SIJnd.rd Ch. lUred llank 
Slandard Ch.ncre.! lLnk Afr .... 1'.1_0_ 
S.and.rd Ch.n.m! MefOhanl Bank l ,d. 
S, ... tunk of Ind,. 
The SUmllOm" Ihok. Lld 
Tho Sum'IOmo T,u.1 and !bnk,"~ Com!"'ny Lld_ 
S.en.ka ft .ndcllbonke" p,l,c. 
S ... ,,, lLnl Corpora ll..,n 
S"'i" D~nk CO'po'. I,on Inlem.llonal Lld 
S~ndlca le B.n); 

TSD ""gland &: W.1es I' I,c. 
TS8 Northern Ird.nd p,l,e. 
TSD ScOlland p,l.e 
Th. TalYo Kobc B.onk Lld 
To,a. Co ,n" ... "" Rank N.A 
The Th. , P.rm"$ Ran k lld , 
The Tok", l1.nk. Lld, 
The Toron'o.Domini on H.nk 
The Toyo T,ull & H a"~,ng Company Lld 

UDAP Ba"1. Lld 
Uo" Bank 
Uht« B. nk Lld . 
UI- Ior In •• llmenl Rank l.ld, 
Un,on Bank of Sw,I","anoJ 
Un,on D.","Unl Com pany Lld . 
Un"ed H.nk Lld 
The Unlled !bilk of K."'all Lld 
Um",d 0, .. "" .. !bnk Lld 

S G Warhurll & Co Lld 
W<:sld"UISCho lond<:sb>lIk GlfolCn,ralc 
WCSl"",, 8ank,n, Corporal"'" 
W,n"u,l Sct;un"es Lld 
Wurll ..... bcrpschc Kommun.ic l andCSb> nk Glfoun'''lc 

The Yuud. T,,,,, and llankm, Co. lId 
Yo.hhu" Bank 1'.1 e. 
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umbl. NallOn.1 Commerc,al II>nk Lld 
z,onost.n,ki !bnk. Natoonal C"rpnr.tlOR 

UC"I"""fd "'p<l"'H. kln~ j"",j,ulioo, 

"I C,tdll p,l,c 
"NZ P'n.oo:e Lld 
"dam &: Company p.l,c, 
" fkha" Natoon.1 Crtd 'l &: F,n,nce Lld 
Afr",.n Conl,nen,,1 Bank Lld 
fiord". Sa"'n~1 Bank 
" .. ken Hum. Lld, 
Ak Inle,nal.on.1 Lld. 
fll n.,aka Inlorn.,"on.1 Lld . 
AI SaudI B'"4"" S.fI. 
AII'."ce Trujl (l'i"."ce) Lld. 
Alhcd Bank,ns Corporal,on 
Alhod Dunb., &: Co p I,e. 
fl lI,ed Imh fin.nce CO.Lld 
Anglo.Yugo,la. (lDT) Lld. 
Arab Af"ean Inlernat,on.1 Bank 
Arab Bank Inv"'menl CO.lId 
Argon"u, Secu"I", l,d. 
Arm.d. l"ve.lm.nl> Lld , 
A.",mbhe, of God PrOj1Crly Trust 
A .. «i.,ed Cred", 1.ld 
fI"oo"'<$ C.p.,.1 Corpor"I,On l,d 
Aubon F,nance !.Id 
Au ,honl y &: Co Lld 
Avco T,u" lId 

B C F,,,,, ... e lId 
OMI (lbmpSh, .. ) lId 
D..J~he Kommu,,"1c la...sc.bonk Guo",n".I. 
Dan .. N.~""'.1c dell"Allneollur4 SpA 
!bncaSc.r.nSNC, 
Banco de s.,boddl 
tunco d. Napol, 
8:onco d, s.. .. IO SI""'O 
B.Rk lI andlo>wY w W.r.,.wi~ S_A 
B.nk N.pr. Indo ... "a 1946 
!lank ofC,cd,1 and Commerce Inlernal,onal S.A. 
Bank of Ird.nd F.nance Lld. 



Ban k of New England N,,,,. 
The Bank of Nova Soou. Trust Compa ny (United Kingdom) Lld 
Bank or Oman Lld 
Bank of Seoul 
Ban k Teja,.1 
6,mk ... Trust 101< . ... 1Ionol Lld , 
11>"<1"" du Llban et d'o...,,,,·Me, 
BaRque Worm. 
Tb< Bapll.t UnIon Cmponlllon Lld 
l:I>,bodo! NallOd.lll Bank 
Ba.clays Bank T ru .. Company lid 
1br<:lay1 Bank U K Ltd . 
1l>om .. Sa,low &: Bra.Lld 
Ba'ne Vanll'" &: Co. lid 
Bc,,"\ RI)'lld Bank S," L. 
IIcnchmark Tru.l Ltd . 
lleneli<ia l T,uSl Lld 
8oSlon Tru.t & Savings Ltd . 
Bradford InvUlmtnl$ p,I. •. 
Rrill.h Cm!i t Trust Lld. 
Bri tiSh Rai lwa y. S .. ings Company Ltd. 
Ru nge Fino. "" I..ld. 
Bu m,-And'fSO" Tr u. t Company Ltd. 
Bu, in .. , Mortgage. T ' U'1 p, l ,e. 
Byblo. Bank S.A.L 

Canada Permanent MOrlgage Corpor.llon (U K) L ld. 
Can",. ".nk 
Castle I'hilii". Finance Co.L ld. 
Cay~.r Ltd. 
Cedar ft oldlngs Ltd . 
Ch.ncery Securit ies p,i.e. 
Th. Chari l,es Aid Found . l,on Money Manag.m.nl Company Lld. 
Chan. r Co n$O lidalW Fi n. n~i. 1 ScrvlCCS Lld. 
Cnarl.red Tr"'1 p.l.c. 
Cb"l<rho"sc Japhcl Credil Lld. 
Chmtr1icld Slreel Trull Lld. 
Cilibank Tr.,1 Lld . 
CilyT',,'1 Lld. 
CIo,. BroHI<~ l'd 
Oyd.sdalc n..nk Finan« COrporal ion lid 
Comhll'ltd C.polol l 'd. 
Comme",ial Finan."1 ServlCC$ Lld. 
C""$Olidate<J C. «I; .. " olKounll l ' d. 
C"",um •• Cred" Invalmenu Lld 
The Conlon.nlal T ,ul1 L'd . 
C"",us Finao« Co. 
C ..... h.a'h Sceun'''' l,d 
Cred,lo hll,ano Inl •• nal"",.l lld. 
Cue" Co. 
C)'1>fUS Credl1 Bank Lld 
Cyp.u, F,n.nce Corporal"", (London) Lld. 

l),lOW>. E"rope Fin>no. p.l.c. 
Dalbeanje Finano< Co. Lld . 
Darhnglon Merchanl C,od ,I' Lld 
D •• "n,!on & Co.L!d. 
Tht (X"olopmonl Bank or S,ngapcr. Lld. 
The Dorsel. Somcrsel & W, lts In,,o,,men, Socioly Lld . 
Oryfl.ld Fina""" Lld, 
OU""," n Law.it lid. 
Oun" •• "ill o AI l<n p.l.e. 

E.T.Tru $1 Lld. 
Eag,1 Tru.t Co.L'd. 
Eal l Angli an S"".uri ti., T, u" Lld. 
~." M,dl.nd. Fmano< Co. lId. 
Eccle, Savin g$ and Loans Ltd. 
Edington p,l.e. 
En"gn Fin" n« Lld. 
Equa to, ia l T, usI Co'('Or.lion p.l.e. 
E'ore n Ch.Ilk A~OCl . t .. 
E,olo. Trust Lld. 

FIBI Financia l Trus, Lld , 
Fairmo"nl Tr"" Lld. 
F'm,ly Finano< Lld 
Foderalod T, u,1 CO'po'a llO" Lld. 
F"""Scand,,, L'd. 
F,na ...... 1 and Gc .... r.1 Sce.nll .. Lld. 
l ...... Finlay Corpo.allOn L'd. 
Fin"". Fin.nee Lld 
Fi. " Bank or Niseria Lld 
Fir .. Comme", .. 1 Dank 
Fi"" Co·oper."", F,n.nee Lld 
Fit .. Indemn"yCn;d" Lld , 
F"" Na"on. 1 1Io>Ion Lld 
Fint N'''onal Sce""" .. Lld 
FIee1 N.,,,,,,.I B.nk 
Ford F,na .... ,al Trust L,d 
Ford Motor Credll Co lid 
Fo"',n & Colon .. 1 Managemenl Lld 
Forward T.".I Lld. 
Robe" F"l'Cr & Pari ...... Ltd 

Goldman Saoh' Lld 
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Goodc Du".nl Trul1 p.l .• 
Go, .. (Uk) Lld 
Gran"ill< TntSt Lld 
H.T_GTccnwood lid 
GruJt~m T rust p.Le 
Gr<yhound Guaranly Lld 
Gm,".nor Acceplon"", Lld 
G"lrG""","I« Trust Lld 

HFC T.u"" 5;o~lng> L,d 
H .. "'!>wn, Tr,,!oI and Finance Lld 
The HlrdW"4'. F«Ie .. llon F,nance Co, L'd 
Harn. Tru .. and 5;o",n8' Bank 
Harrod. T''''I Lld . 
Hanon SceU""" Lld 
The He",able & Gc""r.1 T .u!ol L,d 
H,II S.muel Po ..... n>1 F,un"" Ltd 
Ho"Senh"r" Sce"n"" Lld 

181 Inlo.n.lioul Ltd. 
IFICO Tru>! Lld 
Ind .. ", .. 1 Fundinll Tru., Lld 
The Inve,lm.nl lI.nk of Ireland Lld , 
In"e"o,. ,n Indu.try p.Le . 
In,,"st"rs ,n Indu, lry Group p.l.c. 
Iran O".""'~l l n"" lmenl Corpo,."on Lld . 
II,B Group lid 

Ja b •• Fin. " o<s Lld . 
lo.dan Finance Consonium p.l.c. 
Jy, " Dank 

K .. , lcr Fedor.1 C. odil Un ion 
K .. d,ttba nk N.V. 

Lau,en!ian Finanei.1 Strvlo<' Lld 
ugal & General (Money Manallo,,) Lld 
L,ceh!Cnl'. ,n (UK) Lld 
Lmle Llk .. F,na".;e Lld 
Lloyds lIo""mak •• Lld 
Lloyd. IIolfl'Tllak •• F,n.no. Ltd 
Lomba.d Aoo:pl."""1 L.d 
Lombard & UI".r Lld 
Lomb.rd Nonh C.n"~1 p.Le. 
Lombard Str«l InVC$tm.nt T,u" Co Ltd 
Loodon arid Arab InVC$lmenlS Lld 
Loridon Law Sce"n" .. Ltd 
LoD<lon Scothsh F,n;once Corporal"'" p.l .•. 
Lords ..... Fi .... n« Lld , 

MLA Finano. Ltd 
MeNo,11 Pca...,n Lld . 
Man<:hest~ E.ehanllC T rust Lld. 
W M.Mann & Co_ (In""tm.nt.) lid 
Man"f..,l"r.,. Hanove. E.port Fmance Lld 
MonufocWt<rs Hanover F,n.no. lid 
The Mardun In".stment Co Lld 
Malhcson Tr,,>! Co. Lld 
M«kns TruSI Lld. 
Mcg.,,) & Son. Lld 
Morc. n,,1< Credit Co,"pany Lld 
M.rcury P.ovid.nl p.l.e 
The Methodi" Ch ~ pel A,d AS""" ~lIon Lld . 
Middle East nank Lld. 
Mid land Bank Fin.no< Corpo,al ,on Lld. 
Midl,nd B, nk Tru" Comp~ny Lld . 
Mid l.nd Monta,u V. nl u.e! Lld . 
Milford MUlual F.dh"c, Lld. 
Minone, Finance L'd. 
Mm"" T."st Lld . 
Mon.)"· ... Lld. 
Moo'iato Mercanl, le Ho ld;n$' p.I .• 
Mo"n' Cred'l COrporal 'On Lld 
Mult'''''n.o Comerm .. S.N.C. 
Musl ,m Commerc,.l Danl Lld , 
MUlual T .ust and Sa",ns, lid 
Myn,hul Tr"'1 Lld 

N.1.I ,D Group lid 
NatIOnal Bank or DUN' 
NallOnal n..nk or E~)pl 
N .. IOnal n..nk of Fon 5;om HOII.IOn 
NatIOnal Bank of Nrll"na Lld 
NatIOnal C<>mmem.1 Bank 
N.IIOnal G ... rd,"n F,n.""" CO' pOril"on Ltd 
Ne"" N,SC". Bank Lld 
Nomu .. [nl ...... "onol F,n;oroa: p.lc 
Nordde", .. hc Lartdel.b.ank G"=nl"" 
The NOf1h orScotlarid Fi .... n« Co_lid 
Nonh WC" 5«"", .. , lid 
N011hcrn Dank (X"elopment Corpor.ll>(>fl lid 
Nonhcrn Danl E."""lo. & Trys,,,,, Company Lld 
NO""och G ....... I Trus! Lld 

Omoga Tr,," Co Lld 
Oppenhc,met Money Mo"o,o",<nl L.td 



O,Mnc'ch, ";:hc Undcrbonk A.G, 
Qvcr$Ca. Tr.," Bank Lld . 

PK Finan$ In'cmalo"".1 (UK) Lld 
r ... ,,,W.bbc. I n'~.nauonal T • .,s. Lld . 
The P«>plc's Tru .. I< Say, .. " Ltd. 
Ph,,,"ddpl,,. N3"onal Bank 
Ph,,,"<l<lp/I,a Naloonal l'd. 
Pt"lhpS I< On:w Tru,. Lld. 
Poon.on Yo.k Lld . 
F'rcslw,ck In'"tS'm ... , T rus. pJ.c. 
F'Yoy,,,,,,.l Tru" Lld 

Rabobanl Ncdo. land 
(Cooporalo.'. C.nlr.1c Ra, fJ.,scn·!Ioerenkcnbank B.A.) 

R.II, Iny~ .. mon' Comp;lny Lld. 
R hp/laol I< Son. p.I.~. 
h,hbo"" BIOI. I< Co. 
Rthanee T.u" lId 
R'yad Bank 
Ro.M.rahc Guaranlee Cotpor~"on Lld. 
Royo<o, T." .. Lld 
Th. Ru,..' and Indum, .. Hank or W ... em Au",..h. 

S.P,F,n.".,. Lld 
SI. M I ~ha.1 Fina"",.1 ServIce. Lld . 
S,ud i Am. nca" B.nl: 
Sch,odcr LeaSing Lld 
&OI" l h Amicable Money Manage .. Lld . 
Sca ltlc.Fi'SI N,,"ona l Bank 
Secure Homes Lld 
Sc:cUn ly PacIfic Tru!, Lld. 
5h. ,,'I. "d, 5«."" .. Lld . 
Shore Tr • • , Lld. 
The S,.m Commerci.1 Bank. Lld . 
Srnuh &I Wilhamson Sec"n ti .. 
Soulh ... Mort".,. &< In .. "men, Co. Lld . 
Spry Fmancc Lld 
Stand.rd Pro~rly In'''' n'I<nl p_te_ 
SII'C ILnk of New Sou,h Wales 
S"" a..1: of Soulh All.,r.h. 
St.,. B.n~ of V""ona 
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SI.,. Sir"". Ihnk and T."" Company 
S,«I, n8 T.u" lid. 
S"" " CanlObank (Inl •• nalio"al) 
S",iu Volhbank 

TC B Lld. 
T C.L,..., lI.nhSl 
The Teacbcrs &; Gc ..... 1 InVC$lmr;n\ CO. Lld . 
Thames T." .. L.d 
Thomchfl"< Fina""" L.d 
T",dc o..""lopmonl !bnk 
T .. I""" Lld . 
Truaond. Tru". Lld 
The T . ... , Bank of Af.ica lid 
Tull." and RiI.y Mo ... y Man.ge"'e,, ' lId . 
Tu. kish Bank Lld. 
Tii.kl~ 11 Bankui A.$. 
Tyndan &; Co. 

UI.", Bank TruSI Company 
Union Bln. or Finl.nd Lld. 
Union 8ank of Indi . 
Union Bank of Nog.n. Lld 
United DomInions TtuSI Lld. 
United MI~'. hi Bank Lld. 
UM cd O .. rseas Bank (80.qu( Unit pour I •• Pay, d'Oulre-Mer) 
Uni lY Ttu" pol .•. 

Vcnlu •• Finance Lld . 
V.rnon, TruSI Co,po" '; on 
Volk s\:.as Lld . 

Woao n Finance Lld. 
w.nae<:. Smilh T.us, Co.l ld. 
W.lbcck Finance p.l.c. 
WCSI •• n Trus, &; Savi ng> Lld . 
Wh".away LII,dl.w I< Co. Lld. 
Wimbledon &0 Sou'h WeSI Finance Co.Lld. 
N.H.Wool1ey &; Co.L'd . 

H.F.Youna &0 Co. Lld. 



Changes to Ihe lisl 

The following changes were made during the year to the list of authorised instilutions: 

Additions 

RA.I.!. p.k 
B.nk M ••• & Ho"" N.V. 
B.nquc 10Ie",alloo, I. ;i LU".mbou,. S.A. 
Baoque N.tional< de P.ri, S.A. 
Caisso National. de C~i l AVicol. 
Ch,iOliao,. B,nk 01\ Kredilkasso 
Co""nhas.n Handel ,bank AIS 
The EnBh'h T'u'l Company Lld. 
Ens kild. Sec uritics·S'.nd,navi,k. Ens kild. Lld . 
Kan .. Uis·Osa ke.Pankki 
King &: Sh .. son Lid.'" 
Ma .. We.tpa. Lld. 
The Nalional B,ok of Kuwail S.A.K . 
Republic Nal,on.1 Bank of New Yor k 
S'·ons" rnlor"allon.1 Lld. 
TSB NOrlhorn I'dond p.l.c. 
TSB Smtrand pJ.e. 
Un ton Di""ounl Company Lld . 

Alh .. "" Tru.1 (Finan""l Lld . 
Bank N<B'" Indor>e$" 1946 
8on""" Worm. 
Bradford In.-nl .... nl. 1'.1.(. 
n.e Chari" .. '"d F .... nd.'ioft MOfley M.na~m"'l Comp.ony L,d. D., .... Eu,o"" Fina""" Lld. 
&hnglon p.l .( 
Gronv,11t Tru.1 L.d 
J~.ke Bank 
M.nories Fi""""" Lld. 
MUIU.r Tnt" and Sav.na. Lld 
n..: N.t,o ... r Com .... "',. r Ibn. 
Nomur. Inte .... llon.1 Fin.noe Ltd. 
SI.Mich.el Fina"",.1 ServlI:~1 Ltd. 
S ... di A .... " .. n Elank 
Shire TnJ51 Lld. 
T.C.Ziraat Bank .. , 
Uniled ~f$I";a. B.nk 

(B'nqu. Un .. pour le$ p..~s d·Outre.M,r) 

Del<'liolls 

Amer ican Naliona l Bank and T.u,1 COmpany or Chicago 
The B. nk or Tokyo TrUl I Comp.ny 
Cha"" Ban. (lrelood) Lld. 
ChriStlania Bank (UK~ Lld. 
King& Shnson Lld." 
KlO g& Sha. son p.I.(.''' 
Lloyds Bank Inlernallonal Lld. 
M.rt.nILI. Bank Lld. 
M'nod .. Finance Lld. 
The Union Oiscouol Comp;tny or London p.l.c 
W.II. Fa.go 8ank N.A . 

Abbey Fi""""" Co. L,d. 
Tb. Alho""" T <u.t 1'.1. •. 
Allied Bank Ini ...... llonal 
8.A 1.1. p.I.(. 
Bank MttS & Hope N V 
B.nq ... Int ...... llon.1c: j Luumbou" S.A 
Bradrord In...,,,mall. 

Bfld~ver Ltd 
B"dgew~y Finance: Lld 
B"d'anon Sc.:unlle. Lld 
Ca, ... Nationalc: de Cred,l Ailr>colc: 
Care"l u, Fin~nce p.I .• 
Cl,nlc. Holding' Fina""" Lld . 
CE Coales & Co.Lld . 
Commonw.allh Sa •• ng. H.nk or A",tr~l .. 
Co.o""rali .. B.nk (Comm'""al) Lld. 
Co""nha$cn Handclsbank AIS 
Th. English TrUM Camp,ny Ltd . 
En,kild. Securotks·Skandin •• is<a EnSk, ld" Lld 
Fa,me" (WCP) Fin.ncc Lld . 
Gr"n. ill. Fin.nce Ltd . 
Grindlay' InduSlrial Fin."". Lld . 
H.&J.F,n ancc Co. (Mid land.) Ltd. 
In.",lm.nt TrU'I"", Ltd . 
Kan .. lli ,·O .. k •. Pankk, 
Lodh, F ina""" Lld. 
The Nal,onal Hank o(KulO".,1 S.A K. 
0rit"1~1 CredO! L.d. 
PunJ3b & S,nd B,nk 
R'public NOllo ... 1 Bank of N .... York 
SprintGardcn. Sec"nl'es p 1.( 
S"',n, • Inl.mat,on_1 Lld 

Name chanl:ts 

"H"OJIni"""b ... h 

8o",bys Me"'''''nl a..nk Lld ,. 
Central Tntst« ~v,n&$ 8ank Lld o. 
Charterhou"" Japhel p I.e '. Chase M~"han.n Ltd ,. 
Comm<rc;;,1 8.nk 0( Wait> 1'.1." o. 
Counly Bank lid. .. 
Crocker N."onal Bank ,,, 
Eu.o.Lolin.m.";';'n lI.nk Lld o. 
European B ..... h •• B.nk Lld o. 
Gerr.rd & Nallon.1 p.1 0 '" Hongkon gH"nk Ltd ,. 
John,on M.lIh'lB.nker, Ltd '" PI( Chri " ,.nia ank (UK) Lld . 

'" Rc. Hrothers p.l.e. .. 
The Roy.1 T,u,t Company or 

" Canada 
Seand.navian Hank Lld. .. 
Seand in'-"n H.nk t..1.0. " Smilh Sl.Aub~n & O.Lld. 

" S •• nska Internal,on,1 Lld . o. 

2 I.i<.n..-.d d'P<"i'·' .kin~ i"'tilur;"., 

AI Credil Ltd . .. 
Comme..,;.1 Cn;d ,t Serv", .. lid 

" D", .... Eu,'t,'; F,n.""" L!d " l',qu",ori.1 ru.1 Corpornllon Lld .. 
Grindl"y. H"mbe"'lyd~ Lld '. Know.lty & Co. Ltd. o. 
London & Pacillc: TrUSI Lld '. 
Ed ..... n:r hhn.Ofl & Co.lId ,. 
M • ..,ury PrOvident Soactr, Lld '" Modbnd Bank "'Iu,ty Ho d'ngo L!d ,. 
NlImur. Inlcrn."on.1 Fiu""" Lld o. 

Omn,ban' A G ,. 
SI.MafprerS TrUSI Ltd ,. 
Uni .. nal C,...,jll Lld o. 

Bar"l .. y. de Z"" .. Wedd Ltd 
TS II Enl\land oS: Wale> p I.c 
Chart.rhou,"" Rank Ltd 
Ch""" r.,'c>tmen. Bank Ltd 
Bank or w.re. pJ.c 
NaIW ... In,"C.lmenl Bank Lld 
Work F.r"" Han' N.A. 
Euro·l.allna"",nc.n R.nk p.l.c. 
Euro""an Bra,, !..n Hank p.l.c. 
O.".rd & Nal,on.1 lid . 
Jam« Ca",,1 Hanlco ... L.d . 
M,no"., Finance Ltd. 
Chn.ltan,. Bank (UK) Ltd 
R •• Bro.h.rs Lld . 
Ro~"1 Tru'l Hank 

Se.nd,".,·.," Banl; p.I., . 
Se.ndin,. ,.n Hank Group 1'.1 ., 
KlOg & Sh",on Lld'" 
S'·on,b H"nddSbankon p.l.e. 

Al Credit p.l.e 
Comm."",,1 Ftnanc,al Ser,·"", Ltd. 
Da,,,",, Euro"" F,"a""" p.l.c. 
Eq"'lonal Tr"" Corporation p.I.< 
ANZ Fin.nce Ltd 
AUlhoflly & Co. Lld 
Pa,,,,,W.bbcr (nlema"ona( T ..... 

Co, 
Be""hma,k T",,, Ltd. 
M~..,ury Pro,·,<!tnl p.l.c 
Modland Monllg" V.nlUres Lld 
NlImura (nl<tnal"",.1 Fm,,,,,,, 

p.l.e 
S,,· ... Canlobanl (In"mal,on.l) 
RoyScOl Tt"" Ltd. 
HIlI Sam ... 1 Pcrsonal Fma""" Lld 

(I) Follo",na , he'cqulSII,ono(Smllh SI. AUb~n(HOld , ngS)!.I.e. b)I King& Shaxson Holdin,. p.l.c .. lhe: b .. "", •• 
of Kina & Sh"son Ltd h.>. been m.rlled ,"10 tbal of mnh SI Aubyn & Co. Lld The I'ller COmpany" 
carrying on Ih. enlarBod busine .. under Ih, n.me or K,nK & Shax."" Ltd. 
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Annex 

Annual Report by the Board of Banking Supervision 

Board of Banking Supervision 
Membership as at 28 February 1987 

Chairman: The RI Hon Robert Leigh- Pemberton ! 
George Blunden ex officio 
R D Galpin 
J A Caldecott 
Sir Peter A Graham OBE 
A J Hardcastle 
N J Robson 
Deryk Vander Weyer CBE 

Establishment of the Board 
The Board was established in May 1986 on an 
info rmal basis. This implemented the agreement 
between the Governor and the Chancellor of the 
Excheq uer, announced in the White Paper Banking 
Supervision in December 1985, that the Board 
sho uld be established as soon as possible to operate 
on a non-statutory basis until legislation took 
effect. The arrangements were modelled closely on 
the statutory provisions expected to be included in 
the Banking Bill to be introduced later in the year; 
the provisions in the Bill currently before 
Parliament are consistent with these expectations. 

Role of the Board 
The Board has provided a forum within which the 
Governor and other ex-officio members gain expert, 
practit ioner-based, advice on all matters relating to 
the Bank's responsibili ties fo r supervisi ng deposit
takers. Its remit has therefore been ex tremely wide, 
and simila r to that provided for the new statutory 
Board in the banki ng legislation. Specifically, it has 
covered advice on: 

(i) the general principles and policy of 
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supervision of insti tutions authorised under 
the Banking Act ; 

(ii) the development and evolution of supervisory 

practice; 
(iii) the administra tion of banking supervisory 

legislation, including advice on particular 
cases; 

(iv) the structure, staffing and training of the 
Banking Supervision Di vision. 

As with the proposed statutory Boa rd, the 
funct ions are advisory. Executive responsibility 
remains with the Bank . 

The Board meets monthly. It considers monthly 
reports submitted by the Banking Supervision 
Di vision , designed to keep the Board abreast of all 
significant developmen ts in the divi sion's work. 
More detailed papers o n part icular subjects of 
importance are also offered fo r discussion 
includi ng, notably, drarts of all consulta tive papers 
intended fo r publicat ion. In addition, the 
independent members raise other matters which 
they feel warrant discussion by Ihe Board . The 
Assistant Directors responsible for the work of the 
division attend Ihe Board's meetings, together with 
other members of the staff as appropriate. 



Work of the Board 
The Governor announced on 15 May that he had 
appointed, with the agreement of the Chancellor, 
Mr Andrew Caldecott, Mr (later Sir) Peter 
Graham, Mr Alan Hardcastle, Mr Nigel Rohson 
and Mr Deryk Vander Weyer as independent 
members of the Board. They. together with the 
Governor, Deput y Governor and Mr Galpin as ex· 
officio members. served throughout the period 
under review. Sir Peter Graham felt it right not to 
attend meetings of the Board after the appoi ntment 
on 6 February \987, at the request of Standard 
Chartered Bank , of investigators under section 17 
of the Banking Act. He had earlier informed the 
Governor of his intention to resign with effect from 
April 1987, before assuming executive 
chaIrmanship of Standard Chartered Bank. 

Since the end of the period under review, Sir 
Donald Barran and Mr Harry Taylor have been 
appointed to the Board. bringing the number of 
independent members to six, in line with the 
membership proposed in the Banking Bill. 

The Board met nine times during the period to the 
end of February 1987. 

In anticipati on of the provisions in the Banking Bill 
requiring notice to be given to the Chancellor of the 
Ellchequer of any case in which it is decided that the 
advice of the independent members should not be 
followed. the Board agreed that, in the interim, any 
such disagreement between the independent 
members and the ex-officio members should be 
reported to the Chancellor by the ell-officio 
members. No such disagreements occurred. 

The period was marked by the issue of a number of 
important consultative papers on aspects of 
banking supervision. including: the regulation of 
banks and securities business; large exposures; 
sterling primary liquidity; accounting records and 
internal control; and the role of audit committees in 
banks. Drafts of all these papers were considered by 
the Board before publication. 

The most complex questions arose in relation to the 
first two papers mentioned in the preceding 
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paragraph. The Board returned several times 
during the year to matters concerning the 
supervision of financial conglomerates following 
implementation of the Financial Services Act. It 
was particularly interested in the discussions in 
which the Bank was engaged with other regulatory 
bodies, aimed at establishing satisfactory 
arrangements fo r banks which would also be 
subject to authorisation by the Securities and 
Investments Boa rd or by one or more of the Self· 
Regulating Organisations. Members recognised the 
importance of giving a high priority to this work 
both to ensure that potential problems of 
supervisory 'overlap' were minimised and that 
adequate arrangements for liaison between 
supervisors were put in place. 

Similarly, the Board considered on several 
occaSions the developmen t of the Bank's large 
exposures policy. This raised difficult issues, 
reflecting the technical complexity of the subject 
and the need for precision in defining how 
exposures are to be calculated and assessed (since 
breach of the reporting provisions in the new 
legislation is to be a criminal offence). The 
treatment of lead underwriting exposures, for 
example, required particular consideration. Such 
exposures tend to be large in relation to the capital 
of the underwri ting bank, but of very short 
duration. The large exposures policy, on the other 
hand , applies a prudential control to concentrations 
in banks' business and can take very limited 
account of the relative lack of credit or position risk 
attaching to particular exposures. The Board has 
been closely involved in reviewing the question of 
the balance which must be struck in such cases 
between proper supervisory prudence and 
competitive considerations. 

The Board was kept informed of progress made in 
the Bank's discussions with the US federal banking 
supervisory authorities about a common approach 
to primary capital and capital adequacy assessment. 
The Board welcomed this initiative which was felt 
to be potentially of great significance. 

The Board followed closely the progress of the new 
Banking Bill; and independent members offered 



advice on a number of clauses, notably those 
relating to the Board itself, to the question of the 
size criterion for the use of banking names and to 
the provisions for controlling bank takeovers and 
mergers. 

In addition, various issues were discussed by the 
Board at the suggestion of independent members. 
In particular, the Board reviewed the adequacy of 
the Bank's revised procedures for deal ing with 
instances of late or inaccurate reporting of 
prudential data by banks. Similarly, the Board 
considered the Bank's approach to the control of 
foreign exchange risks in banks. In both areas, 
members were content with the arrangements being 
implemented by the Bank. 

The Board was very conscious of the need for 
supervisors to remain alert to changes occurring in 
the market place. It was informed of a number of 
matters on which the Banking Supervision 
Division, in response to such developments, sought 
additional information in order 10 keep under 
review its supervisory practice. In this regard , the 
Board noted, in particular, the detailed inquiries 
undertaken by the division into the controls and 
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standards applied by banks to their corporate 
finance activities. 

Arrangements established with the division have 
involved the reporting to the Board of all indi vidual 
cases in which the possibility of use of the Bank"s 
powers under the Banking Act has arisen. 
During the year the Board was informed of over 
60 such cases. These covered a wide range of 
circumstances-for example, where the emergence 
of a new sha reholder-controller required the Bank 
to consider formally whether action under the Act 
was required. In most cases, the Bank had no 
present prudential concerns. As described in the 
Bank's Annual Report under the Banking Act, in 
only a small proportion of the cases reported to the 
Board did the Bank need to use its statutory 
powers. 

Independent members of the Board took the 
opportunity during the period to familiarise 
themselves with the division and its working 
procedures; a number of briefing meetings were 
held with senior staff of the division and members 
visited the division to meet others of the staff. The 
Board has kept under review the division's staff 
budget and taken a close interest in developments in 
staffing and training. 



Addresses and telephone numbers 

London Head Office Th read nccdle Street 01.601 4444 ti ) 

London 
EC2 R SA H 

Registrar's New Change 01·6014444 
Department London 

EC4M 9AA 

Clearing Centre 161 City Road 01·6014444 
London 
EC IV IPA 

Printing Works Langston Road 01·5086221 
Loughton 
Essex 
IGI Q 3TN 

Br(l nches Birmingham PO Box 3 021-6438571 
55 Temple Row 
Birmingham 
B25EY 

Bris tol PO Box 10 0172 277251 
Wine Street 
Bristol 
8S997AH 

illd, King Street 053244/711 
Leeds 
LS I IHT 

Manchester PO Box 301 061·2281771 
Faulkner Street 
Manchester 
M602HP 

Newcastle PO Box 2BE 06326JJ4/1 
Pilgrim St reet 
Newcastle upon Tyne 
NE992BE 

Agencies Glasgow 25 SI Vincent Place 041·2117973 
Glasgow 
GI2EB 

Liverpool Lancaster House 051·2272553 
Mercury Court 
Tithebarn Street 
Liverpool 
L2 2QP 

Southampton Area PO Box 15 0962·840161 
Ca nister House 
27 Jewry Street 
Winchester 
Hampshire 
S0238LP 

(I) Enquiries relating to this Rrport or to the QUU'i"'/)' Sul/Clin may be m"de on O)·60t 4030. 
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