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Foreword 

In my Repon last year. I suggested that the Government 's new monetary 
framework - an unambi guous counler·i nnal ion objective, and a more 
transparent policy-making process - had laid the foundation for steady. 
non-inflationary growth . The need. then. was for expectations of 
inflat ion in the markets and in the economy at large 10 adjust to the 
prospect of low innlltioJ1: the faster they did so. the more swift and 
costless would be the achi eve ment of a more s table eco nomic 
environment. 

Over the pasl year monetary po licy actio ns have been directed to 
shaping those expectat ions. A year ago, we were at the low point of the 
interest rate cycle - some would hllve said we were still in the downward 
phase. But the recovery was gathering pace, and in lime the pressures 
of demand could threaten 10 feed through to inflation. Our readiness to 
respond promptly to that prospect was to be the fi rst real test of the new 
framework. The evidence was, of course, far from clear cut but by early 
autumn the balance of risks pointed towards raising interest rates. 

Since September 1994, the Chance llor has. on the Bank 's advice, 
increased interest rales by I fi% and his readi ness to do this. in response 
more to the prospect of higher inflation rather than to any contemporary 
evidence of it. marked a decisive break with the past. The message 
could not have been clearer: we were and remain prepared to pre-empt 
inflation. rather than just react to it. By doing this, we believe we can 
safeguard the recovery and sustain it. and ensure that the eventual rise in 
rates, through the cycle as a whole, will be less than it would have been 
had we waited . The evidence, both from financial markets and the real 
economy, that the implications of OUT actions h[lve been understood and 
indeed welcomed, has been encouragi ng. 

The arrangements for monetary polic y transparency now h[lve two 
essential feature s. First , our Injlation RCIJOr/, which provides a 
quarterly assessment of the prospect of achi ev ing the Government's 
inflation target ; that is now firm ly establ ished as providing , in an 
independent and authori tati ve way, the background to ou r monelary 
policy decisions. Second, we now have a year's experience of the 
publication of the minutes of my month ly monetary policy meetings 
with the Chancellor. Thi s has exposed. very publicly, the technical 
debate about the short-term policy settings necessary to achieve the 
inflation target. Both of these innovations have exposed the Bank's 
analysis far more than in the past; only if our anal ysis is welt-founded 
will me credibil ity gains of recent years be retained. 

Favourable economic conditions have led to an improvement in the 
profitability of large UK banks and. until the end of the year, I would 
have described the supervisory side of the Bank 's work as relati vely 
quiet. But towards the end of February, Barings failed aft er discovering 
massive losses in the ir Far East fu tures business - lo sses whic h 
substantially exceeded their entire capital base. It was clear to the Bank. 
from the outset. that this was not a case where our own capital should be 
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put at risk. It was a case of insolvency. not illiquidity. so any injection 
of money from the Bank would have involved near-certain loss: and the 
risks of knock-on effects through the financial system as a who le 
seemed to us relatively small. Nevertheless we were ready to explore 
the possibility of a private sector rescue. But with Barings' losses 
unquantifiable at that stage, a rescue proved impossible, and Barings 
wen t into administration. wi th the bulk o f its business being 
subseq uently sold by the administrator to lnternationale Nederlanden 
Group NV 

The Barings failure is now the subject of an enqui ry by the Board of 
Banking Supervision. which will establish the facts that led to the bank's 
collapse and draw out any lessons there may be for supervisory and 
regulatory arrangements. We will. of course, pay close attention to the 
report and any supervisory and regulatory issues will be addressed in the 
comi ng year. 

The past year has seen the new European Monetary Institute (EM I) 
installed in Frankfurt. The Bank is playing a full and active part in its 
work, Ten of our staff are working in Frankfurt on attachment to the 
EMI. and much parallel work is in train in the Bank. A key part of the 
EMl"s task is to prepare for monetary union: this means advising on the 
achievement of economic convergence, which is a criti cal prior 
condition of any move to EMU, and undertaking technical preparations. 
for example on the formulation and execution of monetary policy and 
on paymenlS systems and notes and coin. Whether or not EMU goes 
ahead. and whether or not the United Kingdom is involved, it is 
important that the Bank should play a full part in this preparatory work 
so as to ensure Ihat the choices are clearly and sensibly specified and 
that the system, should we join it. is fully thought through. 

Another area of intense activity has again been in domestic payments 
and settlement systems. The Real·Time Gross Settlement project is 
nearing completion and will become operational over the next eighteen 
months. This will be a major advance. increasing the efficiency and 
greatly reducing the inherent risk in the large-value domestic sterling 
payments systems. Work on CREST has continued. with the project 
remaining on schedule and withi n budget. During the year a private 
company. CRESTCo Ltd, was formed to own and eventually manage 

the project. 

Last year we celebrated the Bank's tercentenary. and were honoured by 
a visit to the Bank by Her Majesty the Queen. following a service of 
thanksgiving al SI PauJ"s Cathedral. Earl ier. I had been able to welcome 
more than 100 central bankers from around the world at a symposium 
on the future of central banking. 

\994 also saw much internal change in the Bank. To allow for a fuller 
debate on major issues, the Court of Directors now meets for an 
extended session each month. and wc have taken many steps to involve 
Court more closely and continuously in the Bank's strategic planning. 
More generally, the major internal reorganisation, which was at the 
planning stage at the time of la s t year's Report, has now been 
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completed. It has been the most comprehensive restructuring for many 
years. The new management structure renects very closely our core 
purposes - the achievement of monetary and financial stability. and the 
promotion of the efficiency and effectiveness of the fi nancial sector. In 
the main, the new structure is funct ioning we ll and we are now working 
through some of the implications for personnel planning. 

Rupert Pennant-Rea played a very large part in masterm inding these 
changes. We were all greatly saddened by hi s resignation in March. He 
had made a major cont ribut ion to our work. not least through hi s 
dedi cated and im agi native con tri buti on to the reorgani sation of th e 
Bank. Howard Dav ies will be joining the Bank in September 1995. and 
I look forward to working with him. 

Martin Jacomb and Coli n Corness reti red from the Court in February 
1995. and I am grateful to both for their con tributions. In their place. 
we welcome David Simon. the Chief Executi ve of BP. and Neville 
Simms. the Chief Executive of Tarmac. We remain fO f( unatc in our 
ability to secure Directors of such calibre. I am al so grateful to Hugh 
Ham s, who re ti red from the Bank last year after 35 years service. much 
of it in the Personnel and Corporate Services areas which. as Associate 
Director, he headed. 

Radical changes such as took place last year are not achieved without 
much uncertainty and upheaval and I am grateful to all of the staff for 
the flexibility and forbearance that they showed at all stages. I believe 
we have now a structure which wi ll encourage and reward excellence 
and promote the achievement of our aims. 

COI'emor of the Bank of El/gland 
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Report of the Court of Directors 

The Court of Directors is pleased to preselll its Report with the audited 
financial statements fo r the Banking Department and stalemenlS of 
account [or the Issue Department [or the year ended 28 February 1995. 

The Bank's purposes and responsibilities 
As the central bank of the United Kingdom. the Bank of England is 
committed to promoting the public good by maintaining a stable and 
efficient monetary fr:ullework as its contribution to a healthy economy. 
In pursuing this goal it has three core purposes: maintain ing the integrity 
and value of the currency : mainl3ining the stabilit y of the financ ial 
system. both domes tic and internati onal: and seek ing to ensu re the 
effecti veness of the UK 's financial services sector. Although the Bank's 
three core purposes relate primarily to the UK, achieving them requires 
the Bank to understand the international developments that may have a 
bearing o n the m and to co-operate ac ti ve ly with other mo netary 
authorities and international organi sations. 

Reorganisation of the Bank 
In July 1994 a reorganisation of the Bank 's internal structure took effect. 
The aim was threefo ld: to achieve a management structure which related 
much more directl y to the Bank 's core purposes; to bring the staff 
responsible for the Bank 's operational and analytical work more closely 
together; and to ensure that the Bank has the right number of staff with 
the appropriate skills in the right places. As the organisation chart 
(page 4) shows, the changes group many of the Bank 's activities into 
two wing s, focusin g on monetary stability and financial stability 
respectively, and e mbracing all aspec ts of the Bank's three core 
purposes . as well as drawing together the domestic and international 
dimensions of the Bank 's work. The new Monetary Stability wing 
extends from domesti c and international economic and monetary 
analysis, through preparation of the Bank's monetary policy advice and 
IlIfla tioll Report , to implementation of policy in the markets and to the 
banking services which support the Bank's policy operations. It is also 
responsible for co ll ecting and publi shing a range of monetary and 
financial statistics, which are used for monetary policy purposes and to 
assist banking supervision. The Financial Stability wing brings the 
Bank 's statutory and non- s tatut ory supervis ion together with 
surve illance of domes tic and international market s and systems, 
co-operati on with other financial supervi sors both in the UK and 
overseas. and work on payment and settlement arrangements. It also 
covers the acti vities associated with promot ing the efficiency and 
competitiveness of the UK's financia l sector, such as acting as a catalyst 
to ensure that London and other UK financial centres develop the 
necessary financ ial infrastructure to maintai n the UK 's international 
competitive position, and that the UK continues to provide the most 
effective and efficient forms of corporate finance. 
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One consequence of these changes has been the disappearance of the 
separate Intern ational and Econom ics Di visions. Since the Bank's 
international work is an integral pan of most of its other activities, the 
decis ion was taken to combine the resources and skill s accordingly. 
International macroeconomic analysis has, therefore, become pan of the 
analysis area of the Monetary Stabi lity wing. In the Financial Stability 
wing, the assess men t of developments in overseas economies and 
markets has been made an integral pan of the operational supervision of 
banks and the analysis of financial markets in the UK. 

The new Central Services area combines Finance, Personnel. Secretary's 
and the Centre for Central Banking Studies. Gardon Midgley, formerl y 
Head of Management Servi ces, has become Director of Fi nance and 
Resources. an area combining finance, premises and procurement and 
information tec hno logy. Roy Leeky-Thompso n was recruited as 
Director of Personnel; he was fonnerly Personnel Director at Cameron 
Markby Hewitt. The Information and Secretary's Divisions merged 
under John Footman. who became Secretary of the Bank. The Legal 
and Special Investigations Units. Audit. Printing Works and Registrar's 
Department are largely unaffected by the reorganisation other than 
changes in reporti ng li nes. The s ta ff ing impli ca ti o ns of the 
reorganisation afe covered on page 26 in the staff and administration 
section of this Repon. 

Financial background to the Bank's 
operations 
The Bank does not have as a principal objective the making of profit. 
Nevenheless it requires income and capi tal to enable it 10 carry OUl its 
functions. the majority of which do not in themselves directly generate 
revenue. The Bank has a responsibility 10 manage its resources and 
activities in such a way liS not to impose an unnecessary burden on the 
banking comm unity. whil st sati sfying its shareholder. HM Treasury, that 
it makes effective use of its capi tal and provides. through payments in 
lieu of dividend, an appropriate return . 

Since 1844, the Bank has, for accounting purposes. been divided into 
" Issue" and ··Banking·'. The Issue Depanment is solely concerned with 
the note issue, the assets backing the issue, the income generated by 
those assets and the costs incurred by the Bank in printing. issuing. 
soning and destroying notes. The entire profit s of the note issue are 
paid over to HM Treasury. 

The Banking Depart ment 's income derives principally from investments 
in British government securities, Treasury and commercial bills and 
adva nces to cus tom ers. The main source o f fund s is Cash Rati o 
Deposits (CRDs), which banks in the UK place interest-free with the 
Bank. The sum each bank deposi ts is calculated on the basis of the size 
of its eligible liabilities. These deposits are re-calculated twice a year. 
The investment of these fund s, and of the acc umul ated capital and 
reserves, produced approximat e ly 70% of the B:mk's income in 
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1994/95. The remaining income is derived mainly from charges to HM 
Government matching the cost of services provided to them. 

During the 1980s, the liabil ities on which CRDs are calculated grew 
faste r than the rate of innation and the Bank. without risk to the security 
of its income and capital, was able to reduce the percentage rate for 
CRDs: first from 0.45% to 0.4% in January 1991, and then to 0.35% in 
January 1992. The latter was stated to be a temporary reduction: the 
Bank indicated that it would raise the rate if it became necessary to do 
so, and that the rate would revert 10 0.4% in 1996 unless the Ba nk 
decided otherwise. It has nol been nece ssary to raise the rate in 
1994/95. 

About 50% of the Bank' s costs are staff-related. The Bank thercfore 
attaches considerable importance to ensuring that its personnel arc 
deployed effectively and are properly trained. In recent years the Bank 
has managed to reduce its staff in total whi lst taking on new or increased 
responsibilities in the areas of supervis ion. provision of market 
settlement systems and training for overseas central bankers. 

Payment in lieu of dividend to HM Treasury 

The Bank of England Act 1946 requires the Bank to pay to HM 
Treasury, in lieu of dividend on the Bank 's capital. a su m agreed 
between the Bank and HM Treasury. The dividend is paid in two parts. 
An interim dividend is paid on 5 ApriL based on provisional figures for 
the profit for the year. The final dividend is payable on 5 October. 

Presentation of the financial statements 
Ballkillg Deparlmelll 

Although the Bank is not governed by the Companies Acts, the COllrt of 
Directors present the financ ial statements of the Banking Department so 
as to fo llow, as far as is appropriate for a central bank. and with the 
major exception described be low, the accounting requirements for banks 
as laid down in the legislation or in accounting standards and practice. 

In exceptional c irc um stances. as part of its ce ntral banking 
responsibilities, the Bank may act as "lender of last resort" to financial 
institut ions in difficulty in order to prevent a loss of con fi dence 
spreading through the financial system as a whole. In some cases 
confidence can best be sustained if the Bank's support is disclosed only 
when the conditions giving rise to potentially systemic disturbance have 
imp roved. Accordi ngly. although the financia l effects of such 
operations will be included in the Department 's financial statements in 
the yea r in which Ihey occ ur, these financial statemenlS may not 
explicitl y identify the existence of such support. However, the ex istence 
of such support will be disclosed in the Annual Report when the need 
for secrecy or confidenti ality has ceased. 
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As a result, the Department's financ ial statements di sclose less detail of 
the constituent elements of the profit and loss account than would be 
required under the Companies Acts. In particular there is less disclosure 
in respect of interest income and expense and any provisions for bad and 
doubtful debts. together wit h consequentia l restri ctions in detailed 
disclosures in the balance sheet. cash flow statement and the notes to the 
financial statements. 

/SSlle Deparllllenl 

The statements of account of the Issue Department arc prepared in 
accordance with the requirements of the Currency and Bank Notes Act 
1928 and the National Loans Act 1968. 

Financial results 
The Banking Department financia l st'l tement s for the year ended 28 
February 1995 are give n on pages 32-52 and show a profit after 
provisions and before tax of £225.9 million (i ncluding £ 119.5 million 
from the sale of 3i Group plc shares) compared with £ 114.2 million in 
1993/94. 

The average interest rate during the year has remained virtually the 
same as the previous year. The va lue of the CR Ds has on average 
increased by 3% compa red to the previous year. The Bank ha s 
conti nued to exe rcise tight control over costs which has resulted in 
aggregate staff remuneration remain ing constant in 1994/95. in line with 
government pay policy. This year. it has become necessary to make 
provision for the costs of health cover and other benefits for pensioners. 
Th e accounts also in clude provi s ion for severa nce costs as a 
consequence of the reorganisation of the Bank. No release of provision 
in respect of the support operations described on page 12 has been made 
in this year' s account s. The combin ed effect of the se factors has 
resulted in operating profit being £8 mil lion lower than in 1993/94. 

As mentioned above. thi s year's profi t benefit s. by £ 119.5 million. from 
the results of the fl otation of 3i Group plc . The Bank has been a 
shareholder of 3i since the company's origination in 1945. The flotation 
process. incorporating a special dividend and rights issue. resulted in a 
reduction of the Bank 's shareholding in 3i Group plc from 14.5% to a 
current level of 6.6%. It was announced. on 12 May 1995. that cellain 
of the founder bank shareholders in 3i. including the Bank. intend to 
make further sales of 3i shares in the market shortly after the publication 
of 3i's annual resul ts. expected in earl y June 1995. 

After a payment in lieu of di vidend to HM Treasury of £ 102.2 mi ll ion 
(compared with £48.4 million in the previous year) and a tax charge of 
£32.7 million (1993194 £22.4 million), the profit transferred to reserves 
amounts to £91.0 million which compares with £43.4 million last year. 

The accounts for the Issue Department (which are given on pages 53 to 
55) show that the profits of the note issue were £967.2 million compared 
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with £1.117.0 million in 1993/94. These profits are all payable to HM 
Treasury. In accordance with the Currency and Bank Notes Act 1928, 
the assets of the Issue Department comprise securit ies sufficient to 
cover the fiduciary note issue. 

The stalement of balances renects the repayment during the year of the 
original govemment debt. which daled back to the Bank's foundation in 
1694. The figure o f £11 million had appeared on the statement. 
unchanged, since the Issue Department was created 150 years ago. The 
Government dec ided to repay th is debt as it had no contemporary 
operat ional relevance. In view of the purely historical signi ficance it 
was fe lt appropriate that the repayment should be made on 27 July 1994, 
the Bank's tercentenary. 

Proyisions for support operations 
As stated in prev ious Reports. the Bank has made provisions in respect 
of indemnities given to lenders to a number of small authorised banks. 
These indemnities arose out of arrangements that the Bank pUl in place 
in 1991 to support the liquidity of the banks concerned: this support was 
designed to avert the possibil ity of widespread difficult ies in the 
bank.ing system and in the economy, and was successful in containing 
the potential problem. These provisions amounted to £105 million at 
28 February 1994. down from £ 115 million in 1993. 

The Bank acquired, on 29 September 1994. the National Mortgage Bank 
PLC (NM B), the insti tution which necessitated the major part of the 
provision. This acqu isition. which was for the nominal sum of £1, was 
to facilitate better control over the realisation process. The position of 
the NMB group is improving but no release of provision has been made. 

Monetary stability 

Monetary analysis 
The greatly inc reased openness of the monetary policy process has 
e;o;.posed the Bank's policy advice to public scrutiny and this has given a 
sharper foc us to the Bank 's macroeconomic and monetary analysis. The 
immed iate task of the new ly created Monetary Analysis divis ions. 
working together with the monetary operations area, was 10 integrate 
domestic and international analysis and apply the results of research 
work much more rigorously to the Bank 's monetary policy advice and 
operations. The lia ison work of the Bank's Agents has also been 
integrated more effectively into the Bank's economic analysis. Onc of 
the new div isions has take n res pons ibil ity for writ ing Ihe IlIfla tion 
Report and co-ordinating briefing on the UK economy, as well as for 
publishing the Quarterly B,/lle/ill . The In1701;ol1 Report is released 
quarterl y after a press conference, which is now on the record. 

Seven working papers were issued duri ng the year, including work on 
the construction of the Bank 's RPIY measure of in l1 ation, the monetary 
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transmission mechanism and the new currencies of the fomler Soviet 
Union. Amongst the topics researched wi th in Monetary Analysis have 
been inflation targets, both in the UK and elsewhere; how infomlation 
about ex pectat ions can be deri ved fro m th e pri ces of financial 
instruments; smaller, more useful. economic models: and labour market 
developments in the UK and overseas. Staff from the monetary analysis 
and operations areas have also participated in the work of [he European 
Monetary Institute (discussed below) as well as in several inlernational 
working groups, including the G 10 study on sav ings and investment: the 
Bank for International Settlements study on the monetary transmission 
mechanism; and the I-Iannoun Group study of the macroeconomic and 
monetary effects of deri vati ves. 

European Union developments 

The Bank ha s continued to be full y in volved wit h the work of the 
European Monetary In stitut e (EM I) which was es tablis hed at the 
beginning of 1994. and which moved from temporary accommodation 
in the Bank for International Settlements in Basle to its own offices in 
Frankfurt in November 1994. As required by the Maastricht Treaty. the 
Bank has contributed to the resources of the EM!: our contribution. 
EC U 94 .5 mill io n (£74.7 millio n). is 15.35% of the EMI's total 
resources, and its investmenl will provide the EM I wi th income to meet 
it s operating ex penses. (For furt her details see note I I (b) 10 the 
Banking Department financial statements on page 43.) 

A major pan of the EMI's work is to make technical preparations for 
Stage 3 of EMU. Under [he terms of the Maast richt Treaty. these 
preparations are to be complete by the end of 1996 (which . however. has 
no implication for when Stage 3 will begin). The EM l ha:. accordingly 
established a detailed work programme 10 meet thal ti metable. Much of 
the work is conducted in various sub-committees and working groups. 
with discussion subsequently in the Committee of Alternates and then in 
the Council of the EMJ. of which the Governor is a member. The Bank 
plays a full part in di scussions at alllhcse levels. There are also several 
Bank staff on full -time secondment (0 the EMl . 

T he EMI' s oth er major task is th e monitori ng and promo tion of 
economic convergence among the Member States. This is also among 
the tasks of the EU's Monetary Co mmittee. on whi ch the Bank is 
represented alongside HM Treasury. The EMI's work is discussed more 
full y in its 1994 Annual Report, published on 4 April 1995. 

Management of the money markets 

The Bank's money market operations have continued to be directed to 
establishing and maintaining shorl-term interest rates at Ihe offi cially 
desired level. By acting normally as the marginal supplier of liquidity. 
the Bank provides sufficient funds to allow the sett lemenl ban ks to meet 
the daily requirement for pos iti ve bal ances on their accounts at the 
Bank. As a result, it is able to maintain money market rates within a 
tolerably close margin of the chosen level. and 10 exert influence over 
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commercial bank base rates. The Bank may provide liquidity at the 
official rate via open market operations in the bill market through the 
di scount hou ses or through direct lending on a sec ured basis to its 
counterparties. 

The Bank's daily bill market operations have been supplemented since 
January 1994 by a twice-monthl y gilt repa fac ili ty, for which banks in 
the UK, bu ilding societies, discount houses and gilt-edged market 
makers are eligible to be counterpart ies. A Master Legal Agreement for 
the fac ility was introduced on 20 April 1994. This facility, together with 
the reduction in the stock of the Bank's money market assets arising 
from changes to the Government 's operation of the full fund policy 
anno un ced in the 1993 Budget. has been instrumental in reduci ng 
significantly volatility in interest rates at the short end of the sterling 
money market. 

Management of government debt 

The need to fund a large PSBR. originall y forecast at some £38 billion 
for 1994/95, meant th31 the Bank was again very active in managing a 
substantial programme of gilt-edged sales. 

On 17 March 1994, HM Treasury published a funding remit for the year 
ahead to clarify the respective responsibilities of the Treasury and the 
Bank in the fu nding programme. In addition to specifying the funding 
target for the year, the remit set out the broad parameters within which 
the Treasury asked the Bank to carry out the necessa ry funding 
operations. 

As in prev ious years, auct ions prov ided the backbone of the funding 
programme. Ten we re held durin g the ye ar. onc each mont h but 
om itting the August and December holiday periods. As had al ready 
become standard prac tice, all auctions were conducted on the last 
Wednesday of the month. with the exception of November, when the 
auction was delayed to early December so that it would not fall on the 
day following the Chancellor 's Budget. Auctions were used to build up 
large, liquid benchmark stocks. There are now fifteen stocks with over 
£5 billion outstanding, including five of over £7 billion and two of over 
£8 billion. Auct ions were supplemented by lap iss uance, which 
accounted for a quarter of the total and enabled the Bank to respond to 
evident dema nd as it e merged and to en hance the liqu id ity of 
non-benchmark and off-the-run issues. 

Index- linked Slacks were issued through taps to the value of £3.3 
billion. some 11 % o f tota l gilt-edged issuance in the year. Taki ng 
account of the innation uplift, outstanding index-linked gilts totalled 
£40 billion and accounted for 17% of the Govern ment's gilt-edged 
obligations at the year·cnd, by far the largest index- linked sector in any 
government bond market. 

Following the annou ncement by the Chancellor of the Exchequer in his 
Budget on 29 November 1994, the Bank issued a consultative paper on 
the development of an open gilt repo market. This marks the most 
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important structural change in the gil t-edged market since the Big Bang 
reforms in 1986, with the potential to increase levels of activity and 
effici ency. contributing over time to reduci ng the government's funding 
costs. The market is due 10 commence on 2 January 1996. The Bank 
pub lished its detailed pl ans on 29 March 1995 . renecting market 
comments on its proposals. 

On 10 November 1994. HM Treasury announced that it was conducting 
a Debt Management Review to consider the ex isting arrangements for 
the selling of new government debt and the management of existing 
debt. 

Although no new issues of debt in foreign currencies other than ECU 
we re made thi s yea r. previous ly-issue d non-ECU government 
obligations. amounting to the equi va lent of US$ 13.3 billion. werc 
outstanding at end-February 1995. Hav ing been issued on very fine 
terms, these non-ECU debt issues contin ue to perform we ll in the 
secondary market. 

The monthly tender for ECU Treasury bills continued at an unchanged 
level of ECU I billion throughout th e year. Tenders have been 
consistently oversubscribed. with increasingly tight pricing as the year 
progressed. Turnover continued gradually to recover from the low 
levels of late 1992, and averaged ECU 2.5 billion per month during the 
year, The fourth three-year ECU Treasury note in the Government's 
programme was launched in January 1995 with the auction of ECU 
I billion. The note was reopened in April 1995 with the auction of a 
further ECU 0.5 billion. Both auctions were oversubscribed . Overall 
turnover in the outstanding notes substantially increased from 1993 10 
average ECU 3-4 bi ll ion per month. 

Banking and market services 

The Bank 's custodial service.~. which it provides to customers as part of 
its normal banking operations. have played ;t part in the last few years in 
facilitating international debt rescheduling ope rations. Acting as 
"escrow" agent. or in a simi lar tru stee capacity. the Bank has held 
securities and/or cash which foml part of an agreed overall settlement 
between the debtor country and its creditor commercial banks while the 
detailed process of reconci ling credi tor claims has taken place. The 
Bank has acted in this capacity as part of the arrangements for the debt 
rescheduling of Argentina, Brazil. Poland. Ecuador and Ru ssia. 

One of the priorities of the Market Services Division is the development 
of a real-time gross sett lement system. wh ich is d iscussed in the 
payment. sett lement and clearing systems sec tion of this Report on 
page 19. 

New compu ter sys tem s are be in g introduced to run the Bank' s 
mai nstream banking operations. The opportunity is also being taken to 
reorganise the office structure. AS:l conseq uence, twO new offices have 
been created: the Sterling Banki ng Office. within the Banking Services 
Division, which has absorbed the functions of Drawing Office and the 
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Bank's Clearing Centre: and Customer Settlement Services. within the 
Market Services Di vis ion. which brings togethcr the settlement and 
cuslody functions for gold. foreign currencies and securities. 

Atiministr(lliOll offlnanci(d Slmctions 

The Bank administers, on behalf of HM Treasury, the restrictions on 
assets of Iraq, Serbia and Momenegro. and Libya. Sanctions on certain 
assels of the military authorities in Haiti were removed on 16 OClOber 
1994 follow ing the return of President Aristide 10 hi s cou ntry. 

TIle nOle isslle 

The value of the note issue was £ 18.056 million al the end of February 
1995. £893 million (5.2%) Inrger than a year earl ier. 

Value of 1I011!!> ill circ:ullltion 

[ Millions 
End·February .l22l 122l - 122.\ 

(I (a) " " 57 57 
£5 1.166 1.163 1.135 1.072 

£10 5.743 5.348 5.245 5.348 

£20 5.288 6. 101 6.818 7.723 

£SO 2.515 2.732 2.884 2.852 

Other nOles (b) 1.350 1.563 1.0N I.O<W 

Total 16,121 16,965 17.163 18,056 

(a) No (I notes have been issued since 1984. 

(b) Includes higher yalue notes u.>c:d internally in the Bank. for e:<ample as cover for the 
note issues of banks of i~sue in Scotland and Nonhem Ireland In e:<ecss of tileir 

permiued issues. 

Numh~r of new notes issued each year b) denomination 

Millions 
Year 10 cnd·February .l22l = - 122.\ 

£5 '" 318 325 308 
£10 638 752 622 624 

£20 489 329 339 342 
£50 21 23 22 39 

Total 1,503 1,422 1,308 1,3 13 

A new £50 note was issued on 20 April 1994. completi ng the "E" Series 
which commenced in 1990. A silver foil was introduced for the fi rst 
time, as an additional security feature on this nOle. 

COllnterfeits 

AlIhouah the number of counterfeits removed from circulation remains 
o 

smalL it has increased slightly in recent years and the consequent losses 
to members of the public has been a matter of great concern to the Bank. 
Wi th the support of major ban ks and building societies , the Bank 
launched a campaign in October 1994 to increase public awareness of 
the main security features of its notes. Some 6 million leanets were 
distributed, main ly through banks, bu ilding soc ie ties and the Post 
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Office. A video was also produced to aid the training of bulk cash 
handlers and over 10,000 were sold. 

Financial stability 

Banking supervision 

Under the Banking Act 1987, the Bank is responsible for the prudential 
supervision of all UK banks except branches of banks incorporated in 
other countries in the European Economic Area (EEA). (The laller are 
supervised by thei r home state authoritie~. The Bank, with the home 
supervisor, is responsi ble only for ensuring that the EEA branches have 
adequate liq uidity.) The number of b:mks authorised to accept deposits 
in the UK fe ll , for the tenth consecutive yellf, 10 481 in 1994/95: of 
these, 224 arc UK incorporated, 155 are branches of non-EEA banks 
and 102 are branches of EEA banks. The rate of decli ne was lower than 
in recent years, renecting in part the improved state of the UK c(·onomy. 
16 banks surrcndered thei r authorisation in the year, while 12 new UK 
banks were authorised. The Bank did not exerci se its power to revoke 
any institution's authorisation but restrictions were placed on onc. 

In late February 1995, the merchan t bank Barings was placed in 
admi nist ration following large sca le losses on futures and options 
tradi ng by a Singapore subsidiary. The busi nesses of the authorised 
institution. Bari ng Brothers and Co, were subsequently purchased by 
Intemationaie Nederlanden Group NV, a Dutch bank, with no loss to 
depositors. 

On 27 February 1995. the Chancellor a ... ked the Board of Banking 
Supervision to investigate the Barings collapse. This investigation ha ... 
two aims: to establish the facts that led to the collapse and reach any 
im medi ately appli cable con cl usio ns: and to draw out any broader 
lessons there may be for supervisory and regulatory arrangements. The 
Board asked lan Wall , an adviser to the Governors and Head of the 
Bank's Special In vestigations Unit. to lead the fir ... t. fact finding stage. 
He is bei ng assisted by lawyers, account:mts and a derivatives expert 
drawn from outside the Ban k. 

Du rin g the yea r th e Bank was heav ily involved in work on the 
measurement of ma rket risk taken by banks . (Market risk can be 
defined as the risk of losses in on- and off-balance sheet positions in 
equity and debt securities, foreign exchange and commodities arising 
from movements in market prices.) In Apri l 1995 the Bank published a 
notice setting out how the EU Capi tal Adequacy Directive (CA D) would 
be applied to UK incorporated banks. Thi s followed the publication of a 
consultative doc ument in December 1994 and a consultation period 
ending in February 1995. The CAD will introduce capi tal requirements 
for market risks in ban ks ' trading books and must be implemented from 
I January 1996. At the same ti me. the Bank has partic ipated in the 
production of revised proposals by the Basle Supervisors' Committee 
for extending the Basle Accord to cover market risks. This document 
was publi shed in April 1995. It is hoped that the Basle proposals will be 
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finali sed by the end of the year but the earliest possible implementation 
date is probably 1998. During 1994/95 the Bank also published notices 
revising its requirements for subordinated debt intended to be included 
in banks' capital and amending its capital adequacy treatment of sale 
and repurchase transactions (repos and reverse repos). 

As part of the reorganisation of the Bank. supervision was combined 
with survei llance (the monitoring of risks to financial stability arising 
from ot her cou ntrie s 10 which UK ins ti tuti ons have s ignifica nt 
exposures or from which banks in the UK originate). This will help the 
Bank to develop a better overall view of the whole bank in the case of 
UK branches of overseas banks. and to understand overseas supervisory 
environments more fully. 

A fu ll account of banking supervision is given in the Annual Report 
undcr the Banking Act, publ ished alongside this Report. 

Supervision of wholesale markets 

Besides its Banking Act responsibilities for the prudential supervision of 
banks and discount houses. the Bank is responsible for the prudential 
supervision of the core gilts market participants (gilt-edged market 
makcrs. Stock Exchange money brokers and gilt inter-dealer brokers) 
under the Financial Services Act 1986 (FSA) and also. via the London 
Code of Conduct. for the conduct of business regulation of wholesale 
financial markets under Section 43 of the FSA. During the course of the 
year. it was confirmed that the Bank would be a competent authority. 
under the CA D. for the former. and under the Investment Se rvices 
Directive. for the laller, when these EU directives come into force on 
I January 1996. 

Work has cont inued on the development of capital adequacy regimes to 
implement the CA D. tak ing account of the specific circumstances and 
busi ness of the special ist firms whic h make up the gilts market. 
Detailed proposals were issued in December 1994. The work is at an 
earlier stage on the Section 43 side. An information document was 
issued in Jul y 1994; this will be followed by a revised "Grey Paper" 
(which sets out the regime) and London Code of Conduct later this year. 

Otherwise. as part of its planning for an open gilt repo market (see 
section on management of government debt on page 14). the Bank has 
been working towards ensuring (hat standards of conduct in (h is new 
financial market will be high. and that the prudential regimes which will 
appl y dea l fully with the risks. As part of thi s process, the Bank 
circulated for comment. alongside the detailed plans issued on 29 March 
1995. drafts of a gilt repa legal agreement and a code of best practice. 

In part to assist the Bank's oversight of the London Code of Conduct. 
the Bank has, for many years. had two Joint Standi ng Committees of 
market partici pants. covering the fore ign exchange and sterli ng money 
markets. A third Joint Standing Committee was set up in 1994 to cover 
the derivatives market; thi s has proved a useful sounding board in 
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redrafting key sections of the Code. which has been promulgated more 
widely for comment. 

Payment, settlement and clearing systems 

Real-Time Gross Settlement (RTGS) 

Work has con tinu ed in the Bank and by members of th e CHAPS 
Clearing Company Lld (co-ordinated by APACS) 10 develop a real- time 
gross settlement sys tem. prima rily for large va lu e payments. by 
evolution from the current CHAPS system. The building phase of the 
RTGS programme, during which all the new soft ware was developed. 
has been completed and implementation began in the spring of 1995. 
Following extensive testing. a phased mi gration will be undertaken 
begi nning in December 1995 and con tinuing during the first half of 
1996. In thi s period the new software and accompanyi ng arrangement s 
for the provision of intra-day liquidity will be progressively introduced. 

CREST 

Last year's Report described the Bank 's role in ident ifying the way 
forward for equ ity sellle ment fo llowing the decis ion by the Stock 
Exchange. in March 1993. to abandon TAURUS. The Securities 
Settlement Task Force recommended that the Bank should prepare 
designs for a replacement system 10 be known as CREST. Accepting 
this recommendation. the Bank established a Projecl Team. which by 
3 May 1994 had produced a complete design specificat ion for CREST. 
wit h a recommendation th at buildi ng the syste m should begin 
immediately. 

Since then work has proceeded in order to assemble all the elements 
necessary for the CREST system to begin operations: putt ing in place 
the finance and ownership struct ure for CREST; taking the design to a 
greater degree of detail and beginning the creation of the software; 
establishi ng the legal and regulatory framework in which CREST would 
operate; deve lopi ng the market practices 10 suppor! CREST: and 
selecting fimls to provide network and facilities management serv ices 
for CREST, This work is on schedule. The software deve lopment is 
subject to both internal and external :mdi t throughout. The Project Team 
expect to be ready for the tri alli ng of the system in the firs t half of 1996. 
with the start of live operations in the third quarter. Consultation with 
all pans of the securities industry continues to be a key element in the 
Project Team's approach and they have undertaken an intensive series of 
visi ts and seminars to disseminate infomla tion and to listen to reactions. 

At the time when the design was finali sed in May 1994. a group of 
market institut ions gave a commitment in principle to finance the 
development of CREST. Subsequently, a company called CRESTCo 
Limited was established and, in October 1994. 69 institutions, including 
the London Stock Exchange. subsc ribed £12 million of capital (£6 
million of shares and £6 million of share premium) to the company. 
This amount is expected to reimbu rse the Bank for the expenditure 
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incurred from September 1993 onwards and to finance the development 
to the end of 1995. The project continues to operate withi n this budget. 
The Bank holds £100 of Temporary Controll ing Shares in CRESTCo. 
which for the time being control all voting rights. It has appointed 
Mr Pen Kent as Chaimlan of CRESTCo and Mr lain Savi lle. the Project 
Controller. as Ch ief Execu ti ve. An Adv isory Committee has been 
establi shed to represent the interests of the other shareholders. On 
commercial. as di stinct from system design. issues. the directors of 
CRESTCo will nonnally expect to fo llow the recommendations of this 
com mittee. The Bank wi ll reli nquish its voting rights at a time to be 
agreed with the Advisory Committee. but in an y case before CREST 
begins live operations. With effect from I April 1995 the majority of 
the Bank staff on the Project Teum were seconded to CRESTCo for a 
two-ycar lenn. to provide contin uity of staffing until the system is fully 
established. 

Preparations/or Swge 3 0/ Economic lInd Monelllry Union 

In December 1993. the then Committee of EC Central Bank Governors 
agreed to develop links between domestic real-time gross sen lement 
systems (which either exist or will be introduced in all EU countries by 
the end of 1996). During 1994. the EM I and the national central banks 
have taken forwa rd work on th is topic. and have held preliminary 
discussions with representati ves of the banking community. A proposal 
for a new payment mechanism. to be called TARGET (Trans-European 
Automated Real-Time Gross Settlement Express Transfer system). has 
been approved by the EM I Counci l. The new mechanism. which will be 
decentrali sed. will involve harmoni sation of elements of the linked 
national systems only to the extent necessary for the proper functioning 
of the system. Work to implement the projecl is now in hand. It will be 
run by the EM !. with the full involvement of the national central banks. 

Group of Ten COllllfries 

The Bank has cont inued to be closely involved in the work of the 
Comminee on Payment and Settlement Systems. which reports to the 
governors of the central banks of the Group of Ten Countries. One 
aspect of this work ha s been a study group report on cross-border 
securi ties settlements. which was publ ished in March 1995. This report 
ex.amined the particular risks that arise in senling securities transactions 
between parties located in different countri es (most of these ri sks 
renecting the more freq uen t involvement of intermediaries in such 
settlements than in purely domestic settlements). and it noted a number 
of implications for the policy objecti ves of central banks. 

A further study group is currently working on ways to reduce the risks 
associated with settling foreign exchange transactions (Herstau risk). 
The group is considering how to improve the current practices of those 
engaged in fore ign ex.c hange tradi ng and settlement by means of 
initiatives to be taken by commercial banks and by central banks. 
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Foreigll exchange clearing hOllses 

The Bank, acting in conjunction with other interested central banks. has 
been examining two private seclor proposals to establish clearing houses 
in the foreign exchange market. The concern is 10 ensure that any such 
sc heme is legall y we ll -founded and incorporates appropriate risk 
management features. Intensive discussion~ have been held with the 
proponents of the London-based scheme. Exchange Clearing House 
(ECHO). 

Money laundering 

The Bank has continued to play a sign ificant role in developing money 
lau ndering counter-measures. respons ibility for which ha~ been 
centralised in the Special Investiglltions Unit. In February 1995, the 
Joint Money Laundering Steering Group. chaired by the Chief Cashier. 
publi shed revised editions of the Money Laundering Guidance Notes. 
which refined and expanded earlier guidance in certain difficult areas 
(eg tax offences). The Bank has also given full suppon to the work of 
the Financial Action Task Force. now the main international body 
focusing on combating money laundering. 

Business finance 

In hi s foreword to last year's report and accounts. th e Governor 
explained the close atte nt ion th e Bank had been paying to the 
relationship between smaller businesses and their bankers. cul minating 
in a speech by him. and the publication of a repon entitled "Finance fo r 
Small Fimls". in January 1994. Since then. the Bank has maintained its 
contact and interest with the aim of promoting a longer-ternl pannership 
between banks. small businesses and thc Government. In its second 
Report. published in January 1995. the Bank was able to repon progress 
in many of the areas previously idemifi ed. incl ud ing a marked sh ift from 
overdrafts to term loans within the total of bank bOl'l'owing by small 
businesses. However. much remains to be done and the Bank intends to 
conti nue its role of facil itating debate and 111onitoring progress. It wi ll 
report again early in 1996. 

Registrar's Department 
The volume of work handled by the RegiSITar's Department in 1994/95 
was 7% lower than in the previous year. The number of staff fell by 
10%. A restricted severance scheme was announced in October 1994 
with the aim of reducing the number of managerial and senior clerical 
staff in line with the continuing contract ion in work volumes. Some 
restructuring of the Department has already taken place and further 
changes are planned. 
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Management of the stock registers 

1.054.976 transfers of stock were registered in 1994/95. an increase of 
1.3% on 1993/94. While transfers effected through the Central Gilts 
Office rose to 585.926. representi ng 56% of the total. paper transfers fell 
by nearl y 8%, broadly in line wit h the reduction in work volumes 
generally across the Department. 

Transfers registered 

Thousands 
Year 10 end-February J.22Z Jm Jm -

Stol"l.:: tran , fe r fomls 474 609 509 469 

Elccuonic transfers through 
Central Gill$ Office 433 523 533 586 

Total 907 1,132 1.042 1,055 

The nominal value of British government securi ti es managed by the 
Bank rose by 11 % to £2 15.007 million and the total of other securities 
under management rose by almost 15% to £3.819 mill ion. The number 
of accounts. however. fe ll by over 11 % to 1.033.621 of which 1.023. 168 
related to British govemment securities. 

Securilies in issue under nmnagl'ment althe Bank of England 

£ mill ions nominal 
End-February Jm Jm -

British government securities: 
Registered stock 148.343 ]93,630 2 ]4.984 

of WIIl'cI, imft'x·/illked /6,362 21.395 23. 285 
Bearer bonds 32 26 23 

148.375 193.656 2]5.007 

Other securit ies: 
Government-guaranteed 257 224 226 
Commonwealth and overseas 3.027 2.990 3.485 

Loca] authorities 41 41 41 

The Agricu ltu ral Mongage 
Corporation plc 121 22 22 

Olher 45 45 45 

3.491 3.322 3.819 

Tobl 151.866 196,978 218,826 

Printing Works 
The Printing Works produced 1.390 million new notes. al an average 
unit cost of £27. 10/1.000. and 288 million ATM-fit notes in the year, 
exceeding targets in both cases. and has continued to increase both 
productivity and cost efficiency. Production of new notes exceeded the 
volume issued (by almost 6%), in order to build up stocks of the new 

"E" Series. 
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The chart below shows that unit costs have reduced further whil st 
deli veries have remai ned fairl y constant. These improvemen ts flow 
from a number of measures: the introducti on of a new Series of smaller 
notes, substant ia l in vest ment in new pl ant and equipmenl and th e 
decision to retrench by moving alJ operations into the main factory and 
refurbish the plant and services. The year has seen the vacating of the 
Returned Note buildin g and the transfer of the enti re Ret urned Note 
operation to a newl y refurbished area within the main building, along 
with the installation of new Currency Systems International used note 
sorting mach ines. 

New note deliveries & unit costs (at 1~)9,VS I>rices) 
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An initiative called PW2OQO, which encourages the staff to focus on a 
number of key values - continuous improvement. customer partnerships 
and teamwork - wi ll help to ensure that the Printi ng Works continues to 
drive costs down in line with the recent Value for Money Study carried 
out by the Bank 's Auditors. 

Training and technical assistance in 
central banking 
The volume of requests for trainin g and technica l assistance in a ll 
aspects of central banki ng continues to increase. Resource constraillls 
mean the Bank is unable to accede to all requests. Priority is generally 
given to those economies or insti tutions where prospects of refonn are 
highest: and efforts are made to ensure that the assistance is compatible 
with that of other international providers. 

The Bank 's activities in these areas are co-ordinated through its Centre 
for Central Banking Studies (CCSS). 46 courses in total were run in 
199 4/95, of whi ch 24 were he ld in London and 22 abroad. 
Approx imately 826 foreign ce ntral bankers attended CCBS courses 
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during the past year. A higher level syllabus has been offered. in line 
with the rapid development of many countries towards a market 
economy. wit h more semi nars and workshops where the count ries 
invited can share their experiences and develop best practice under the 
tutorship of the CCBS. At the same time. the Bank has continued to 
provide technical assistance to many central banks. either by releasing 
specialist staff for short visi ts overseas or by organ isi ng techn ical 
programmes in the Bank for individuals or small groups. 

The Bank continues to regard Eastern and Central Europe and the 
former Soviet Union as high priority areas for training and technical 
assistance. but other countries. where the central bank or monetary 
authority is adapting to chang ing circumstances. are not neglected. 
Examples during the last year have been t;tilor-made courses fo r the 
People's Bank of China and the Hong Kong Monetary Authority, and 
continuing technical assistance for the new ly-fo rmed Palestine 
Monetary Agency. 

Public accountability 
The greatly increased openness of the monetary policy process. 
including the publication of the Inflation Report and publication of the 
minutes of the Governor's monthly meeting with the Chancellor. 
together with the QlIlmeriy Bulletin. this Repon and the Annual Repon 
under the Banking Act. provide opponunities for the Bank to explain its 
policies and actions to Parliament and the wider public. In addition. 
evidence is given to Parliamentary Committees and during the past year 
the Governors and other officials have appeared five times before the 
Treasury and Civil Service Committee of the House of Commons. and 
before the European Parliamen t Economic and Monetary Affairs 
Committee. Written evidence was submitted to the House of Commons 
Select Committee on Home Affllirs. Through membership of the 
Industry and Parliament Trust and by other means, the Bank has 
continued to inform Members of the UK ;ll1d European Parliaments 
about its activities. 

Each year the Bank deals with over 40,000 enquiries from the public. 
Most of the si mple telephone enquiries are answered immediately. but 
for the more complex requests a target response time of 14 days has 
been sel. The Governors see the results of the continuous monitoring 
exercise which covers both the speed of response and the qual ity of the 
replies. There has also been considerable interest in a new video about 
the Bank, which complements the existing series of fact sheets. 

The Museum was one of the focal points of the Bank's tercentenary 
programme. During the year it held four exhibitions with themes related 
10 the development of Ihe Bank and was visited by a record 117,000 
people. The Museum colleclions, together with the Bank's Archive, 
also provided a wealth of material for Promises to Pay by Derrick Byatt. 
a 300-year history of Bank of England notes, which was launched in 
May 1994 as part of the official programme to commemorate the 
tercentenary. Another publication arising from the tercentenary 
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celebrations was the record of the symposium on the future of central 
banking, held at the Barbican on 9 Ju ne 1994, at which central bankers 
from 110 coun tries were present. The papers were publi<;hed by the 
Cambridge Uni versi ty Press on 24 February 1995. 

Staff and administration 
The average number of people employed during the year by the Bank 
and its subsidiaries, including the Governors and Executive Directors. 
and their aggregate remuneration, was liS follows: 

Aggrcg<lle Average Aggr~gme Avcrage 
remunerallon numhcr of remuneratIOn number of 
£111 ~taff £111 ,taff 

Bank 98.2 4.123 98.2 4.293 

Subsidiaries: 
National Mongage Bank PLC 0.' 60 Not ~pplicablc 
(from 29 Septemocr t994) 
Oilier subsidiaries 2.2 150 2.3 157 

Total 101.2 4.333 100.5 4.450 

Exceptionally, the Bank may undertake financial infrastructure projects. 
such as CREST These projects may involve the use of Bank staff and. 
consequently, the remuneration figure above includes their salaries. even 
though these are re-charged to other organ isations. 

AI 28 February 1995 the Bank em ployed the equivalent of 3,940 
futl·time staff ( ie including part-time staff pro-rata) . Th is figure 
comprises 3.800 full -time staff, 215 permanent part-time staff and 70 
staff temporarily working part time; of these. 365 futl-time and 40 
part-time staff were engaged on fixed-tc rm contracts and 80 were 
agency computer staff employed on specific short-term projects such as 
RTGS and CREST The di stribution at the year·cnd is shown in the 
following chart. 

Staff numbers at end-Februar) 1995 

hrw>< .. 1 S"'b<h,) y" ., ~9$ 

• ,,,,,1<1<1<. 0.11 ".rr"" ~m<"' oo.l .. ,he(lu'pl""<",,,", Un".,.j ,,,If I,~< ,to....<.,., ""'<11,,') 1.><. ,,1>0 "'. 
, ,,11 .mpIO)'N b~ ,I>< II",,~ "'" _ ,"",,0<i1 """"""'"1' 8 .. ~ ~'" 
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The chan below shows the extent to which the Bank's staff has fa llen 
since the peak of 1976. 

Numbers of staff emplo)'ed b) the Bank at cnd-February 

__ ..... ----__ Pnnlona W",l" ,.Jf ----------------..... _----

• , r - - - - - - - - - 19')] ,ot) 

The Bank places great emphasis on making effective use of its staff. 
who are its most important asset and key in vestment; the aim is 
conti nually to achieve efficiency improvements in all business activities. 
and to ensure that personnel cos ts are carefull y controlled . The 
personnel function is being reorganised during 1995 to provide more 
effective support to local line managers. 

The internal reorgani sation, described on page 8 of this Report, has had 
an impac t on the numb er of staff and th ei r remuneration. The 
restructuring of functions and responsibilities identified a number of 
areas where skills shortages could not easily be met by available staff 
from elsewhere within the Bank. The Bank is therefore recruiting a 
number of staff with skills and experience suited to the new structure. 
Thi s process will continue during 1995/96, offset by natural wastage 
and, in some cases, assistance 10 individuals maki ng careers outside the 
Bank. The assistance to individuals includes. on occasion. a short 
period of secondment with the costs being borne by the Bank. The costs 
of such secondments are included in the aggregate remuneration figures 
gi ven above. The full effects of the reorganisation are, therefore. not yet 
reflected in these figures. 

At 28 Februar y 1995, 26 members of the Bank's s taff were on 
secondment overseas with other centra l bank s, governmen ts, 
international institutions and UK missions. Another 25 staff were with 
UK organi sation s such as the Panel on Takeove rs and Mergers, 
gove rnmen t depart ment s and banks. These are additional 10 th e 
community secondments referred to on page 29. The number of inward 
secondees to the Bank from UK and overseas organisations was 24. 
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Employment policies 

The Bank is full y commilled to equality of opponu nity for all its staff 
and endeavours to make it an integral part of the corporale cu] [Ure. 
Selection and promotion are on the basis of merit. regardless of sex. 
marital status. nationality. ethnic origi n. religion or disability. Policies 
are in place tQ guard agu insl d iscri min ation and a comprehensive 
package of training has been designed for managcr~ and staff on their 
responsibilities under the eq ual opportunities pol icy. The Bank joined 
Opportunity 2000 al its launch in 1991 and has agreed a sel of action 
plans to increase the quality and quantity of women's participation in 
the workforce. There are currently 33 women on a career break and a 
further 70 staff who have opted to work part time for a pcriod following 
the birth of a child. 1995 will be the eighth year in which the Bank has 
su pported an ethnic minority student unde r the Wind sor Fellowship 
scheme and in May the Bank hosted the Fellowship's Open Day, when 
some 200 students met prospective sponsors. Action for disabled staff 
continues to focus on improved access to premi ses and increasi ng the 
availability to these employees of appropriate new technology. Bank 
staff's general awareness of disabi lity issues is increasing: 50 staff who 
work or are in contact with deaf staff have now volunteered to learn 
basic sign language in their own time. 

The Bank 's core purposes provide the cornerstone for the identification 
of training and development needs of the staff. Two major reviews of 
training needs ha ve been carried out. An ex ternal consultant was 
commissioned to review technical training for staff in Supervision and 
Surveillance: a re vised tra ining programme wi ll be introduced in 
September 1995. The second survey, on management ski lls across the 
Bank, was carried out by the Training Centre in the li ght of nine 
management skills identified by local working parties. The results of 
the survey are being used to re-foc u~ the provision of management 
training in the Bank. Tw o othe r as pects of training are worth 
mentioning: the economi cs course nl11 by Birkbeck College for Bank 
staff for the fir st time last ye:Lr, will be repeated this year: and, 
following the adoption of an agreed st;lI1dard for PC-based office 
systems, large numbers of staff arc receiving appropriate training. 

The Bank regards health and safety as an important issue and seeks 10 
ensure the well-being of all it s staff and members of the public. 
including contractors working on its prem ises. A fourth edition of the 
Bank 's Hea lth and Safe t y Poli cy book let and a new series of 
complementary Codes of Pmctice were issued during the year. Most of 
the changes were made in the light of gu idance published by the Health 
and Safety Commission on the application of the Health and Safety at 
Work Regulations, 1992. In particular, these stipulate that employees 
should approach health and safety in the same way as any other business 
function. Consequently, greater emphasis has been placed on the role of 
management: line managers are being trained to co ndu ct risk 
assessments and specific procedures have been introduced for auditing 
compliance with the Bank's Policy. Intemal training courses continue to 
raise awareness generally and to address specific issues. 
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Payment of bills 

The Bank endorses the Chancellor's and the CBI's initiative on prompt 
paymcllI of bills. Based on u sample pcriod in November and December 
1994. the Bank paid over 88% of its bills within agreed payment lenns 
or. where these were not specified. within 30 days of receipt of a valid 
invoice. The Bank intends to improve on this duri ng the current year. 

Community involvement 

Although not a member. the Bank subscribes to the principles of 
Business in the Com munity's Per Cent Club in that it contributes no less 
than half a per cent of its pre-tax profit to the community. Last year the 
Bank contributed £ 1.068.000 (1% of pre-tax pro fit excl udin g the 
proceeds from the t1otation of 3; Group plc) in support of its community 
programme. This covers the cost of second ments. donations to charities 
and to academic research, and contributions to other community-related 
activities. £348,000 was donated to registered charities and £ 110.000 to 
o ther organisations. whilst the cost of community secondmen ts and 
subsidised accommodation totalled £6 10,000. The Bank matched, on a 
£ I for £ I basi s, the £58,000 donat ed by sta ff and pensio ne rs to 
registered charities under the payroll giving scheme (G ive As You 
Earn). It also matched £IO,(x)() raised by staff for this year's appeaL 
Children in Cities. 

The Bank continues to suppon the following activities: 

Blind in Business 
Business in the Community 
The City and Inner London North Training and Enterprise Council 
(C ILNTEC) 
East London Pannership 
Education Business Partnerships 
Employee Volunteeri ng 
Employers' Forum on Disability 
Enterprise Agencies 
Hackney Community College 
Hackney Task Force 
The Industrial Society 
The Local Recrui tment Brokerage 
National Star Centre for Disabled Youth 
Oppon unities for People with Disabil it ies 
Prince's Trust Volunteers 
Scope's Fast Track Programme 
Spitalfields Community Job Li nk 
The Trident Trust 
Windsor Fellowship 
Workable 
Workwise 
Youth Training 
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As at 28 February 1995 there were 18 members of staff on commu nity 
secondments. Staff are al so give n tim e off to serve their loca l 
commun ities, for example as school governors and as magistrate,. 

No donations have been made for political purposes. 

Governance of the Bank 
Under the Bank of England Act 1946 and the Charters of the Bank of 
England. the Court of Directors is responsible for the affairs of the 
Ba nk . The Governor. the Deputy Go vernor and the "ixteen other 
members of the COUJ1 of Directors are appointed by the Crown. Up to 
four Directors may serve as Executive Directors. 

The names of the members of Court arc given on page 3. together with 
the dates of thei r first appointment and expi ry of their current term;,. 
The pri nci pal outside appointment of each Non·Exccutive Director i~ 
also given . The areas of responsibi lity of the Execu ti ve and Deputy 
Di rectors at I March 1995 are sel out on p:lge 4. 

The day·to·day management of the Bank is the responsi bility of the 
Executive member,> of Court. Thei r main forum fo r discussion and 
decision·making is the Executive Committee. comprising the Executive 
Directors under the Chainnanship of the Governor or Deputy Governor. 

The Court of Directors meets to review and examine major issues of 
policy and strategy proposed by the Executive me mbers of Court. 
Meetings va ry in length. with one monthly meeting set as ide for 
substant ive discussion on policy and strategic issues relating to onc of 
the Bank's core functions. During 1994/95 more emphasis ha:. been put 
on these longer meetings. 

The main commillees are the Remuneration Committee. which makes 
recom mendat ions to Court on the salari es of the Governors ~lnd the 
Executive members of Court. and the Audit Committee. The current 
members of the Remuneration Commi ttcc are Sir Da vid Scholey 
(Chairman). Sir David Lees. Professor Sir Rol~nd Smith. Sir Colin 
Southgate and Sir Christopher Hogg. The current members of thc Audit 
Comm ittee are Sir Da vid Lees (Chairman). Si r Jerc my Morse. Sir 
David Cooksey. Ms Shei la Masters and Mr Nevilte Sirnrns. 

Statement of Directors' responsibilities 

The Bank of England is not formally governed by the Companies Act 
1985 bu t has chosen, for the financial statement s of the Banking 
Departme nt. to comply wi th the accounting provisions of the Act. a:. 
applicable to ban ks. modified as set out in note I of the financial 
statements. The Court of Directors is responsible for ensuring that these 
financ ial statements, on the basis sel out in the financial st~tcment :.. 

present fai rly the state of affairs of the Ban king Department as at 28 
February 1995 and of the profit for the yea r to that date. Th e 
sta temen ts o f accou nt of the Issue Departm ent are drawn up in 
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accordance with provisions agreed between the Bank and HM Treasury 
to implement the requirements of the Currency and Bank Notes Act 
1928 and the National Loans Act 1968. The Court of Directors is 
responsible for ensuring thm Ihe statements of account are drawn up in 
accordance wilh these requirements. 

The Court of Directors is responsible for ensuring proper accounting 
records are kept, which disclose at an y time Ihe financial position of the 
Bank and enable the Cou n \0 ensure that the financial statements 
comply with Ihe requirements set OUI in note I thereto. The Court of 
Directors is also responsible for safeguarding the assets of the Bank and 
its subsidiaries. and hence for taking reasonable steps for the prevention 
and detection of fraud and other irregularit ies. 

The Court of Directors confirms that suit able accounti ng poli c ies, 
consistently applied and supported by reasonable and prudent judgment 
and esti mates . have been used in the preparation of the fin anci al 
statement s of t he Ba nkin g Departme nt. Accou ntin g stan da rd s 
applicable in the United Kingdom have been followed in preparing the 
fi nancial statements of the Banking Department in so far as they are 
appropriate to the basis of accounting set out in the notes to the financial 
statements. 

Auditors 
Coopers and Lybrand will continue as auditors of the Bank. 
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