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Document disclaimer

e SMBC Nikko Capital Matkets Limited and its subsidiaties (“CM-UK” or the “Group”) ate subject to
consolidated supervision by the Financial Conduct Authority (“FCA”). The disclosures set out in this
document have been provided in accordance with the disclosure requirements (“Pillar 3 disclosures”)
established under the 4% Capital Requirements Directive (“CRD IV”) and the Capital Requirements
Regulation (“CRR”), hereinafter the CRD IV package, which cameinto effect on 1 January 2014.

e The purpose of the Pillar 3 disclosures, as contained within this document, is to provide sufficient
information to enable market participants to assess the risks within the Group.

e This document does not constitute any form of financial statement on behalf of CM-UK.

e This document reflects, where appropriate, information whichis contained within the Consolidated Annual
Report & Financial Statements of CM-UK.

e Theinformation contained herein has been subject to internal review but has not been audited by CM-UK’s
external auditors.

e Although Pillar 3 disclosures are designed to provide transparent capital disclosure by banks and investment
firms on a common basis, the information contained in this particular document may not be ditectly
comparable with that made available by other firms. This may be due to a number of factors such as:

o Themix ofapproaches allowed under the CRR;

o Themix of exposure types;

o Thedifferent tisk appetites and risk profiles of firms; and/ or
o

Thedifferent waivers and modifications granted by the FCA.

1. Overview

1.1 Background and scope

The CRD 1V package is the latest regulatory framework across the European Union governing the management of
risks and capital requirements for banks and investment firms.

The objective of CRD 1V is to promote the safety and soundness of the financial system by requiring banks and
investment firms to hold a level of capital appropriate to the risks inherent in their business model. CRR disclosure
requirements (“Pillar 3””) aim to complement the minimum capital requirements (“Pillar 1”°) and the supervisory review

and evaluation process (“Pillar 2”).

The Pillar 3 disclosures herein have been prepared in accordance with the disclosure requirements of CRR. These
requirements are designed to promote market discipline by providing market participants with key information on the
Group’s risk exposures, risk managementprocesses and, hence, capital adequacy. Improved public disclosures of such
information leads to increased transpatency and shouldlead directly to more effective market discipline.

Atrticle 432 of the CRR allows the Group to omit any of the required disclosures that are deemed to be immaterial in
that such an omission would not change the understanding of a reader relying on this information. In addition, the
Group may omit any disclosures where it believes that the information is proprietaty or confidential. Informationis
deemed to be proprietary where we consider that, if shared, it would undermine our competitive position. Information
is deemed to be confidential where there are obligations binding us to confidentiality with our counterparties and
suppliers.

The Group has not omitted any disclosures on the grounds of being proprietary and / or confidential information.
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1.2 Basis of Disclosure

The CRD 1V disclosure requirements apply to CM-UK on a consolidated basis, consequently the disclosures beow
are presented on a consolidated basis. Unless otherwise stated all figures in this document are denominated in millions
of United States dollars and are as at 31 March 2020 (and 31 December 2018 where comparative figures are provided).

All the members within CM-UK are fully consolidated in the Group and there are no differences in the basis of
consolidation for accounting and prudential purposes.

The Group does not have any significant subsidiaries (as defined under CRR Atticle 13 (1) (2nd paragraph) that require
additional disclosures on an individual or sub-consolidated basis.

1.3 Frequency of Disclosure

After due consideration of the sizeand complexity of the operations, the Group has determined that this disclosure
document will be formally updated on an annual basis, to reflect the situation as at the end of each financial year.
However, the Group may decide to publish some orall disclosures more frequently than annually if there are future
changes in the business that ate deemed to be material by the Group’s Board of Directors.

1.4 Location and Verification

This Disclosure Document has been reviewed and approved by the Group’s Board of Directors but has not been
subject to external audit. However, where data is equivalent to that included in the Annual Report and Financial
Statements, such data has been subject to external audit during the formal review and vetification process of the
financial statements.

This reportis published on the corporate website of SMBC Nikko Capital Markets Limited http://www.smbcnikko-
cm.com/ corporate/ financial-information.html

1 CM-UK has changed its accounting year end from 31 December to 31 March effective from 19th December 2019.


http://www.smbcnikko-cm.com/corporate/financial-information.html
http://www.smbcnikko-cm.com/corporate/financial-information.html
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1.5 Key Metrics

Thekey metrics dashboatd providesa summary of the Group. Supplementaryinformation can be found in the table
references provided:

tem Category Ref 31 March 2020 31 December

(US$m) 2018 (US$m)

Available capital

1 Common Equity Tier 1 (CET1) Section 4 - Table 1 1,394.6 1,317.3
Tier 1 Section 4 - Table 1 1,754.6 1,677.3
Total capital Section 4 - Table 1 1,754.6 1,677.3
Risk-weighted assets

4 Total risk-weighted assets (RWA) Section 5 - Table 3 3,839.2 4,100.1
Risk-based capital ratios as a percentage of RWA
Common Equity Tier 1 ratio (%) Section 5 - Table 4 36.3% 32.1%
Tier 1 ratio (%) Section 5 - Table 4 45.7% 40.9%
Total capital ratio (%) Section 5 - Table 4 45.7% 40.9%
Additional CET1 buffers requirements as a percentage of RWA
Capital conservation buffer requirements (2.5% from 2019) Section 6.1 2.500% 1.875%
Countercyclical buffer requirement Section 6 - Table 5 0.033% 0.292%

10 Bank GSIB and/or DSIB additional requirements (%)

10 Total of bank CET1 specific buffer requirements ltem 8+9 2.533% 2.167%
Basel lll leverage ratio

11 Total leverage ratio exposure measure Section 9 - Table 18 14,588.0 14,517.0

12 Leverage ratio (%) Section 9 - Table 19 12.0% 11.6%
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2. Corporate Structure and business activities
2.1 Corporate structure

The Group is an investment business with derivatives and securities including business advisory divisions. Itis patt of
a wider Sumitomo Mitsui Financial Group (“SMBC Group”).

The Group consolidates the following legal entities:

e SMBC Nikko Capital Markets Limited (“the Company” or “CM ILtd”), company number 02418137
incorporated in England and Wales, a full scope investment firm authorised and regulated by the FCA.
Sumitomo Mitsui Banking Corporation (“SMBC”) of Japan is the majority shareholder and controller.

e SMBC Detivative Products Limited (“SMBC DP”), a wholly owned subsidiary of CM Ltd and a full scope
investment firm incorporated in England and Wales, authorised and regulated by the FCA. Itis structured as
a bankruptcy remote derivative products company (“DPC”) and has received a credit rating of Aal from
Moody’s Investors Service Inc. (“Moody’s”) and AA - from Standard & Poor’s Ratings Group (“S&P”). SMBC
DP’s principal activities are the provision of interest rate and foreign exchange risk hedging products to
customers seeking a highly rated counterparty and the provision, for a fee, of performance guarantees of its
affiliates.

e SMBC Capital Markets (Asia) Limited (“CM Asia”), incorporated in Hong Kong and authotised and regulated
by the Hong Kong Securities and Futures Commission. CM Asia acts as an agent and intermediary for the
Companyand its affiliated entities in the Asian markets outside of Japan and in Australia.

2.2 Business model and strategy

The Group’s business model is to provide customer focused investment banking services including securities and
derivatives products and corporate advisory services to investors and customers,including onbehalf of SMBC Group.

The Group’s strategyis focussed on strengthening its global product o ffering to meet the needs of its customers and
continue to build long term sustainable growth through a strategic plan which recognises the Company’s responsibility
to a broad range of stakeholders including shareholders, customers, employees and society.

The Group is organised as two divisions, the Securities Products Group (‘SPG’) and the Derivatives Products Group
(‘DPG’). SPG’s activities are underwriting primary issuances and facilitating secondary market trading in bonds and
equities focussed on customer facilitation and maximising order flow. The Group’s repo and securities lending
activities are predominantly undertaken for customer facilitation purposes rather than a source of funding. The M&A
advisory group provides advice and support to SMBC Group customers seeking new business opportunities. DPG
provides largely vanilla derivative hedging products to meet the needs ofits customers, including those customers of
affiliated entities in the SMBC Group.

2.3 Business Environment

The Group operates in a highly regulated business environmentwith significant requirements in respect of reporting,
capital and liquidity management, product design, conduct, customer service and other business aspects from multiple
regulatozs in the countries the Group operates. These regulations constantly change and evolve in response to petiods
of financial instability, new business practices, economic and political developmentsand become increasingly stringent
in order to promote good practice and stabilityin global financial markets.

The Group operates in an environment of unprecedented uncertainty with respect to the currently unfolding crisis
presented by the COVID-19 pandemic and the continued uncertainty following the UK’s withdrawal from the EU
(“Brexit”). The Group’s strategic plan, which incorporates the challenges and op portunities presented by Brexit and
the Group’s response to the COVID-19 crisis are discussed in the Group’s Annual Reportand Financial Statements.
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2.4 Diversity

The SMBC Group is committed to diversity andinclusion because it recognises that diversity of people, opinions and
perspectives is both good for business and strengthens our workplace culture. There are a number of initiatives actoss
the group to support the developmentof diversity and inclusion for example DRIVE in EMEA and THRIVE in the
USA.

In Japan, Nikko have launched the “With Us” female networking program along with a mentoring scheme and
Welcome Back Policy aimed at helping women return to work. In the UK, CM Ltd has signed the HM Treasury,
Women in Finance Chartet, pledging to increase female tepresentation to 30% at seniorlevels in the organisation by
2023. The Presidentand CEO of CM Litd is the accountable executive for the Women in Finance Charter.

The Board acknowledge the benefits of greater diversity, including gender diversity and is committed to an aspirational
target of 25% for the proportion of female members of the board by 2022. To facilitate this, the Company hasadopted
the following policies in recruiting senior executives:

o engaging, when required, an executive search firm thatis a signatory to WiFC or the Executive Search Firms’
Voluntary Code of Conduct;

e  liaising with the search firm to produce a brief thatincludes emphasis ondiversity of skills and background,in
addition to careet expetience and compatibility with the values and behaviours of existing board members,

with a view to enhancing the overall effectiveness of the Board;
° encouraging the search firm to producelong lists which include female and other diverse candidates and;

e  considering female and other diverse senior executives, who may not have previous board experience in
executive and non-executive directorship roles, subject to the requirements for potential candidates to meet
regulatory requirements for a board director ofa financial services firm.
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3 Risk management objectives, policies and material risks
The Board of Directors (the “Board”) ensures that risk management is embedded throughout the organisation by
way of:
e  aformal risk governance framework, with clear and well understood risk ownership, standardsand policies,
e astrong risk culture, with personal accountability for decisions,

e thealignment ofrisk and business objectives through the integration of risk appetite into business planning
and capital management,

e thealignment of remuneration within the risk framework and risk outcomes, and
e dailymonitoring byan independentrisk function.

Risk management is underpinned by SMBC’s values driven culture.

3.1 Risk Management Framework

The Board has established an Enterprise Wide Risk Management Policy that sets out the Group’s objectives and
defines a framework for how the risks it faces are managed. The framework covers governance arrangements, roles
and responsibilities, risk appetites and limitsand the processes and reporting that are in place across the Group. Itis
designed to achieve and assure effective risk governance and management across all business activities.

The Framework covers seven key components, which in summary are the following;

e Risk Governance Structure — who is responsible for the Group’s risk management and what authorities are
given,

e RiskIdentification and Assessment— what risks the Group is faced by and how important each risk s,

e Risk Appetite — whatlevel of risk for each risk type and on an aggregate basis the Group is prepared to take
in the pursuit of strategic objectives of the Group,

e Risk Measutement — how risks are individually and collectively measured and recognised,

e Risk Monitoring and Reporting — how risks are monitored, controlled and reported to the Board, executive
management and business owners,

e  Stress Testing — Scenario analysis of potential downside risks, and

e Capital, liquidity and funding Planning and Management — how the Group’s capital and liquidity resources
should be managed.

3.2 Risk Governance
The Group recognises that well-defined and transparent risk governance arrangements are imperative to ensure
effective overall management and oversight of risk management.

The Boatd retains all decision making powers, though it has delegated some of these to either committees or
individuals.

The Group’s risk management governance arrangements are comptised of:

e A Committee structure to oversee and manage the risks of the Group,

e An organisational structure that utilises a “Three Lines Of Defence” model for the management of risks
with clearly established responsibilities for the various Lines of Defence, and

e A policy framework that defines the mandatory minimum requirements for the management of risks across
the Group.
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3.3 Risk Management Committee Structure

CM-UK’s committee structure is illustrated below:

Board of Directors

Board Committees

. o Board Risk & .
Executive MNominations . Remuneration . .
Compliance Audit Committee

Committee Committee Committee

Committee

Risk Management Prudential
Steering Regulation
Committee Committee

Executive / Risk
sub-committees

Transaction
Approval
Committee

RMSC sub- New Product Operational Risk
committees Committee Committee

Liquidity
Credit Committee Management
Committee

331 The Board Risk and Compliance Committee (“BRCC”)

The BRCC is responsible for assisting the Board in its oversight of risk, reviewing the Company’s risk appetite and
risk profile, reviewing the effectiveness of the risk management framework, reviewing the methodology used in
determining the Company’s capital requirements, stress testing, ensuring due diligence appraisals are carried out on
strategic or significant transactions, working with the Remuneration Committee to ensure that risk is propetly
considered in setting remuneration policy and monitoring regulatory requirements. The BRCC is supported by and
oversees the wotk of the Prudential Regulation Committee.

The BRCC members include independent non-executive directors and meets at least quartetly.

3.3.2 The Nominations Committee

The Nominations Committee is constituted of non-executive directors and is responsible for the recruitment,
recommendation and the annual assessment of the skills, knowledge, expetience and capabilities of candidates of the
Boatd, and to senior management positions within the Group.

The Nominations Committee is responsible for selecting candidates for the Board and senior management positions
within the Group. The selection is based on competency based interviews that would assess the candidates' actual
knowledge, skills and abilities that the Committee consider to be televant for the appointment. The Committee shall
recommend successful candidates to the Board for the approval as part of the Company’s governance process.

The Nominations Committee also has the responsibility to review on an annual basis the size and composition of the
Board. Such a review will cover those areas that the Nominations Committee determines are relevant and shall include
skills, knowledge, experience and diversity of the Board. The Nominations Committee shall provide the Board with
outcomes of each review, including the review of the operation of its diversity policies, and where appropriate make
recommendations for changes orareas for further development by the Board.

10
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3.3.3 The Remuneration Committee

The Remuneration Committee consists entirely of NEDsand has oversight for the operation of remuneration polides
across CM-UK. It is also responsible for the review, approval and challenge whete appropriate of remuneration
proposals for members of senior management (including Executive Committee members) and other employees and
Directors of CM-UK who are considered to have a material risk impact on CM-UK.

334 The Audit Committee

The Audit Committeeis responsible for assisting the Board in i) its oversight and monitoring of the integrity of CM-
UK''s financial statements and internal financial controls i) monitoringand reviewing the effectiveness of the intemal
audit function. Itis chaired by an independent non-executive director.

3.3.5 The Executive Committee

The Board delegates day-to-day management of the Group to the CEO who is further supported bya management
committee framework including the following committees:

e an Executive Committee;

e amanagement risk committee (the Risk Management Steeting Committee, “RMSC”) and its sub-committees;

The Executive Commiittee supports the CEO in his responsibility to implement the strategic vision of the Board and
to manage the daily operations of the Group. The Executive Committee oversees the operation of the RMSC.

3.3.6 The RMSC and sub-committees

The RMSC and associated RMSC sub-committees are responsible for assisting the Board in the oversight of its 1) risk
governance structure; ii) risk management and risk assessment processes; iii) risk appetite and tolerance; iv) capital,
liquidity and funding; v) compliance with all applicable laws and regulations; vi) systems risk management and vi)
internal controls.

The RMSC sub-committees can be summarised as follows:

e Credit Committeeis responsible for reviewing and monitoring credit risk exposure vs. agreed internal limits,
as well as risk appetite. Other areas, e.g. analysis of problem credits or portfolio concentrations, are also
considered.

e Operational Risk Committee is a specialist forum structured to look mote closely at, inter alia, risk events,
losses and associated trends, escalated Key Risk Indicators (“KRIs”) and Key Performance Indicators
(“KPIs”), overdue actions and remedial steps, as well as wider themes around Third Party Vendor
Management and, as relevant, Information Security.

e Liquidity Management Committee focuses on issues related to liquidity risk and treasury management, eg,
liquidity stress testing, funds transfer pricing and efficiency ofliquid asset buffer.

The Transaction Approval and New Product Committees convene to review new business which could potentially be
considered to be outside of the norm, e.g. due to size, specific risk considerations (e.g. liquidity or credit) or if there
are reputational considerations.

11
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3.3.7 The Prudential Regulation Committee (“PRC”)

The PRC is a sub-committee of the BRCC, which provides additional oversight of important processes within the
firm such as the Internal Capital Adequacy Assessment Process (“ICAAP”), Internal Liquidity Adequacy Assessment
(“ILAA”), Recoveryand Resolution Plans (“RRP”) and Solvent Wind Down Plans (“SWDP”). The Committee meets
to review and challenge metrics, models and results related to risk management and valuation, as well the accuracy of
regulatory returns (such as COREP & FSA 047/048) and interpretation of relevant rules and guidelines (e.g. CRR /
BIPRU/IFPRU).

3.4 Directorships

Thebelow table shows CM-UK’sdirectorsand the number of both internal and external directorships they each serve
as at 31 March 2020:

CM LTD Director Internal directorships External directorships
Takahiro Yazawa (ED)
Antony Yates (ED)

Tetsuro Imaeda (NED)
Hideo Kawafune (NED)
John David Thomas (NED)
Hitoshi Minami (NED)
Patricia Jackson (INED)
Stephen Souchon (INED)

N WO OO Fkr OO

OO0 ©bh oo O W

Key:

ED = Executive Director

NED = Non-Executive Director

INED - Independent Non-Executive Director

The following directors resigned during 1st January 2019 and 31st March 2020:
e Bungo Miura
e Naoki Okubo

Allinternal directorships are appointments within the SMBC Group.

12



Iﬂl Y@ svBC NIKKO

3.5 Three Lines of Defence (“3LOD”)

The Group has adopted a 3LOD approach to risk management to ensure the adequate oversight of risksand to embed
a culture of risk awateness throughout the organisation. Thisapproach sepatates the ownership /management of risk
from the functions that oversee risk and those that provide independent assurance, as illustrated below:

RISK & CONTROL

- Identify, own and manage risks

1stLOD - Business & Operations: - Manage business in line with Risk
(DPG, SPG incl. Product Planning & Appetite Framework
Treasury) - Test effectiveness of controls

‘ ' RISK & CONTROL

- Independently owersee / monitor risks
- Strategic management

- Policy and procedure setting

- 1stline owersight

‘ . RISK & CONTROL

- Provide independent assurance on
completeness and accuracy of risk
34 LOD - Independent assurance:

: - identification, measurement,
(Internal Audit, External Audit and other

independent assurance providers) monl_torlhg anciicronting
Provide independent assurance on the

robustness of controls

2nd | OD - Owersight functions:
(e.g. Risk Management, Compliance)

Y

o]
o
f<%}
=

=2
2
o
o
E
3.
—t
=3
@
@
w
[y
=
f o
O
=
o
=
@

3.51 FirstLine of Defence

Each business function, and its respective head, is required to ensure that all business decisions maintain an
appropriate balance between risk and return and are in accordance with the Group’s objectivesand risk appetite. The
business functions constitute the first line of defence (“1st LOD”) and are responsible foridentifying and managing
risks directly and are accountable for both upside and downside outcomes. Each business function undertakes a
regular risk self-assessment thatis presented for executive management scrutiny.

The 1st LOD originates proposals for business opportunities, makes decisions relating to pricing, and, following
relevant approvals and executes business activity. It includes direct support such as I'T, operations, marketing and
product development.

Risk managementis a crucial element of everyday activityin the 1st LOD. The firstline has the responsibility to:

e  Prevent therisk that the Group is not prepared to own through forwardlooking risk identification
e  Mitigateidentified risks by proactive business managementand teport new / emergingrisks when identified

¢ Conduct primary monitoring of risk controls

The 1st LOD executes these responsibilities within the constraints, limits,and policies determined by the 2nd Line of
Defence.

13
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3.5.2 Second Line of Defence

The 2nd Line of Defence is organisationally independent from the 1st LOD. The 2nd LOD provides oversight,
guidance, and approval as well as advising, facilitating, and challenging the first line in their risk managementactivities
and risk-return considerations.

A number of functions collectively form the 2nd LOD of the Group:

e  Risk Management Department (coveringmarket, credit, counterparty, liquidity and operational risks),
e Compliance Department (covering conduct and compliance risks),
e Finance, and

e Jegal (coveringlegal and reputational risks).

The mission of the 2nd Line of Defence is to ensute financial stability and continuity of the Group, by acting as
guardian ofits risk profile. The 2nd LOD ensures the cortect execution of risk management that satisfies all applicable
laws, regulations, and best practice. To that end, 2nd LOD responsibilities are:

e Todesign an appropriate and effective risk and policy framework,

e Toensure the 1st LOD has implemented an effective risk management framework,

e To implement controls which enforce compliance with the Board’s stated risk appetite and provide
appropriate reporting,

e Toidentifyand highlightcurrent and emerging risk issues, and

e To monitor compliance with applicable laws and regulations.

3.5.3 Third Line of Defence

The Internal Audit departmentconstitutes the thirdline of defence (“3rd LOD”) and provides independent assurance
to the Board that the 1stand 2nd LOD’s are fit for purpose and thatthe risk based information provided to the Board
and management is accurate and reliable.

The 3rd LOD assesses the design, quality and the effectiveness of the identification, measurement, monitoring and
reporting of risks and their cotresponding controls by the 1st and 2nd LODs. The 3trd LOD responsibilities are to:

e Provideindependent review of adherence to controls, policies, rules, and regulations by the first two lines

e  Assess the efficiency and effectiveness of the risk identification, measurement and monitoring processes
petformed by the 1st LOD and 2nd LOD

e Assess theefficiency and effectiveness of the design and operation ofinternal controls

e Recommend and track remedial action where operational weaknesses are identified

3.6 RiskIdentification and Assessment

The Group identifies and assesses risk based on the following principles, objectives and processes:
3.6.1 Key Principles and Objectives
Thekey principles for effective risk identification and assessment are:

e Toidentify the major risks that could impact the Group’s long term sustainability,
e Toassess thelikelihood and impact of the risks materialising,
e Toassess therobustness of the controls that mitigate the risks, and

e To ensure thatidentified risks are recorded on the Group’s risk register.
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The main objectives of the riskidentification and assessmentare:

e To help the Board with understanding the nature and size of the risks that the Group faces,

e To determine adequate capital and liquidity requirements on a forward looking horizon through ICAAP,
ILAA and RRP processes,

e To ensure effective controls are implemented and maintained, and

e To help the executive management with day-to-day decision making in the Group’s business so such
decisions will bein line with the strategic objectives and the risk appetite of the Group.

3.6.2 Required Processes

The Group has a number of processes to ensuteits risks are cotrectly identified and propetly assessed, which include,
but are notlimited to:

e A risk identification process, which is on-going but also formally reviewed during the ICAAP process,
through assessment and challenge of the Group’s risk register and then presented to the BRCC for challenge,
review and approval.

e An emerging risk identification process where contemporaty and developing risks are identified, their
potential impact evaluated, and mitigation actions are contemplated and reviewed and then presented to the
BRCC for challenge, review and approval.

3.6.3 Responsibilities

The Risk Management Department is responsible for identifying such tisks and preparing the explanation and
assessment of such risks. The First Line of Defence mustalso continually seek to identify and assess the risks within

its business activities.

3.7 Risk Appetite

Based on therisks that have been identified and assessed, the Board considers and sets out the Group’s Risk Appetite
in the context of the Group’s strategic objectives. This is reviewed at minimum on an annual basis orin the event of
a material change to the nature or size of risk faced by CM-UK.

The Group’s Risk Appetite Framework sets out the broadlevel of risks thatare to be accepted in pursuitofits business
goals and strategy. Underpinning this framework, day-to-day business activities are managed using appropriate
measures, risk targets and limits, which are to be considered as defining acceptable levels of each category of risk
under normal conditions and are set out within the specific policies and procedures in place across the organisation.
A comprehensive risk assessment process is undertaken annually and fully documented in the Group’s ICAAP.

The Board-approved risk appetite statement sets out a series of metrics that are monitored through a risk appetite
dashboard. This dashboard addresses a seties of risk categories:

*  Solvency,

*  Liquidity,

e Creditand concentration risk,

*  Market risk,

*  Operational risk,

*  Conduct, compliance and reputational risk, and
* Earnings.

The current status of the Group’s risk appetite metrics is reported to the appropriate management committees on a
monthlybasis and to the BRCC quattetly. These results are displayed alongside the trigger and thresholds established

by the Board. Defined procedures are set out for the escalation of any breaches of risk appetite to senior management
and the Board.
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As at 31 March 2020, the Group’s risk exposures were within risk tolerance.

3.8 Material risks

A comprehensive risk assessment process is undertaken annually and is fully documented in the Group’s ICAAP.
From the ICAAP, CM-UK’s material risks are identified as below which the Group has allocated appropriate capital

against:
381 Creditrisk

CM-UK defines credit risk as the risk of economic loss resulting from the failure of an obligor to perform in
accordance with the terms and conditions of a contract oragreement, as a result of credit events such as deterioration
of a borrowers’ financial standing. Thekeydrivers of credit risk are outlined as follows.

Counterparty risk is the tisk of a counterparty failing to perform on a contract or agreement during the life of the
transaction. Counterparty risk most often arises when CM-UK enters into a swap transaction, purchases an option or
buy/sell secutities with a forward settlement date including under repo/reverse repo and stock lending/borrowing
agreements.

Issuerrisk is the risk of credit quality deterioration or outtight default (i.e. non-payment of coupon and /ot principal
on the due date) of an issue of securities. Issuer risk arises when CM-UK underwrites a new issue of securities or
purchases securities in the secondary market.

Depositoryriskis the risk of failure by a depository or custodian holding CM-UK’s cash or securities. CM-UK may
be required to deliver margin in the form of cash or other collateral for various types of business. Margin is deposited
with clearing brokers for listed futures and options and some OTC transactions as well as directly with exchanges
and/or their associated cleating houses.

Settlement Risk s the risk that one party will fail to deliver the terms on a contract with another party at the time of
settlement. It is therefore necessaty to manage credit by establishing settlement limits in accordance with the
counterparty’s credibility.

Transferriskis defined as the risk that aborrower will not be able to convertlocal currency into foreign exchange and
so will be unable to make debt service payments in foreign currency. The risk arises from exchange restrictions
imposed by the government in the borrower's countty.

Residual risk is the risk that the risk measurement and mitigation techniques employed prove less effective than
expected.

The Group monitors credit risk against conservative limits to ensure the stability of the overall portfolio. These
monitoring measures include:

e Current exposure (the positive mark to market / replacement cost value of detivative contracts),

e  Potential exposure (theamount over the remaining life ofa derivative transaction that a counterparty could
potentially have to pay in order to close out a transaction or portfolio of transactions at some future time.
CM-UK uses credit exposure at selected points in time over the life of the transaction at the 97.5%
confidencelevel to define potential exposure),

e Expected exposure (the average of positive future values of derivative contracts for each scenatio generated
by an internal simulation model for each simulated time point over thelife of thedeal or portfolio),

e Average expected exposute (the sum of the Expected Exposure number of all-time points, divided by the
life of thedeal, or the maximum tenor of the portfolio),

e  Expected loss (the cumulative sum of each time point’s Expected Exposute multiplied by that time point’s
incremental loss probability), and
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¢ Notional amount (for securities transactions, the aggregate Notional Amountis calculated as the sum of the
face value of the secutities bought/sold orborrowed/lent).

Credit risk mitigation is also a high priority for the Group’s credit risk management and a variety of mitigants are
employed including:

e Collateral and netting agreements, which are actively pursued from the standpointof both credit and liquidity
risks. Collateral is predominantly in the form of cash, mainly in major currencies. Securities collateral is
limited to high grade government bonds.

e Parental guarantees, which the Group have purchased to cover specifically identified counterparty credit
risks.

e Strict credit control procedures and limits monitoring, which ensure that all front office staff incorporates a
comprehensive credit assessment in their approach to pricing.

3.8.2 Marketrisk

Market Risk is the risk of financial loss or reduced valuation to the Group’s financial position arising from adverse
market movements in interest rates, foreign exchange rates, credit spreads, equity prices and their associated
volatilities, and other market risk factors.

The Group has strict market risk limits forits derivative business whichis predominantly undertaken on the basis that
the market risk arising from customer tradesis hedged either with a group company CM Inc., or a market counterpatty,
which substantially mitigates market risk in the detivatives business.

Market risk arises in both the primary underwriting activity and the secondaty securities held for market making
purposes. It is mitigated through the monitoring and enforcing of a variety of measures such as position limits,
sensitivity based measures, VaR and stress testing, and management of inventory holding periods. Market risk limits
are reviewed regularly and are approved annually by the board and are set outin an official Risk Appetite Statement.

The VaR analysis for the year was as follows

Category Year to March 2020{US%m)
Year-end 2.3
Average 2.0
Maximum 34
Minimum 1.6

Note: The VaR tableaboveis based ona 99% 1 day VaR over a 520 day cycle.

3.8.3 Concentration risk

Concentration risk is the risk of losses arising as a result of concentrations of exposures amongst individual

counterparties, economic sectors or geographical regions due to imperfect portfolio diversification.

In the specific context of the Group’s business, concentration tisk may arise through exposures to groups of connected
clients and/ or to specific market sectors or geographical locations. Such exposute may atise from counterparty credit

risk from derivative transactions and securities financing transactions, as well as issuer risk from the securities business.

Credit risk mitigation techniques (as mentioned in 3.8.1 above) are employed to reduce concentration risk arising in
these areas, mainly through the use of EMIR compliant CSA agreements and associated collateral. In addition, the
Group receives cash collateral from SMBC under a guarantee framework to mitigate exposutes from certain third
party derivative counterparties.
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The Group monitors concentration risk within its Risk Appetite and management information and proactively

manages and limits its exposures to single names, sectors, and regions.

Further, and in accordance with the requirements of latge exposure monitoring, CM-UK hasestablished a framewotk
for monitoring aggregate exposures arising from ‘connected counterparties’, i.e. individual exposures that may be
linked viaa common economic or structural dependence. Credit exposures are assessed onan ongoing basisin order
to identifyand report any such linkages where required.

3.84 Operational risk

Operational risk is the risk ofloss resulting from inadequate or failed internal processes, people and systems, or from
external events. Broadly, the definition excludes Strategic and Reputational risk, but does include risks from the wider
regulatory environment including Iegal, Compliance and Conduct factors (see more details in section 3.10 below).
Overall, such Regulatory Risk, a significant factor for authorised and regulated firms, encapsulates the risk of non-
compliance to existing regulations and that of changes to applicable regulations orlaws having an adverse impact on
the business.

In applying this broad definition to its operations, the Group monitors Operational Risk on an ongoing basis and
within its Risk Appetite, through the following core processes:

¢ Operational Risk Event reporting;

*  Key Risk Indicator reporting;

* Riskand Control Self-Assessments, and;

¢  Ongoing regulatory reporting and compliance monitoring

Collectively, such processes help identify Operational Risk Events impacting the Group,and the remedial or mitigating
actions required. These in turn help build a residual risk profile thatis reviewed in monthly governance forums and
represented in the Group’s Risk Register. The events also provide loss data and scenatios for the annual ICAAP
process, under the governance of the internal Prudential Regulation Committee.

The Group secks to minimise operational risk through cleatly defined responsibilities for management and staff,
comprehensive daily risk reporting and regular self-assessment of the operational framework to identify any control
weaknesses covering front office, credit, risk management, settlements, finance, compliance, legal and systems

functions.

Internal processes and controls are subject to regular verification by the internal audit function, reporting to the Board,
which has full discretion over the particular processes and controls it cho oses to review and the timing of any review.

3.8.5 Pension obligation risk

This is the risk to a firm caused byits contractual or otherliabilities to or with respect to a pension scheme. CM-UK
capitalises the gross value of the scheme’s liabilities, which are not deemed a material risk.
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3.8.6 Other risks
The Group’s Risk Register also analyses risks for which capitalisationis not considered to be an appropriate mitigant.
*  Group Risk

Asnoted in Section 2, the business model of CM-UK brings about an inhetent interdependence with the wider SMBC
Group, therebyleading to the potential for Group Risk.

Group risk represents the possibility that the financial position of the firm may be adversely affected by its
relationships (financial or non-financial) with other entities in the wider SMBC group o1 by risk which mayaffect the
financial positionof the whole group including reputational contagion.

SMBC group exposures are therefore explicitly analysed & stress tested in both the counterparty credit risk and
concentration risk calculations contained within the Group’s ICAAP document.

As with concentration risk, the firm receives independent amount collateral from SMBC group to offset the credit
exposure arising from derivative trading with group entities. This is provided in the form of Japanese Government
Bonds, subject to haircut for FX volatility.

e Liquidity Risk

Liquidity risk is the risk of loss or damage to the Group as a result of being unable to meet obligations when they fall
due without incurring material costs in realising liquid assets. Liquidity risk arises primarily from the requirement to
fund securities balances and collateral calls on derivatives contracts.

Liquidity risk is mitigated by holding cash and highly liquid securities, including a buffer of high quality, unencumbered
assets, to cover any unexpected cash outflows. The Group measures and maintains liquidity ratios in accordance with
the Individual Liquidity Guidance set by the FCA and the Group’s Risk Appetite.

The Group monitors expected cash flows onits assets and liabilities to identify and address any funding gaps that may
arise in the future. The funding requirements are met from its own resources, borrowing from its parent company
and, occasionally, through repo market transactions. Potential funding risk is mitigated by a policy of holding
significant positionsin high quality marketable securities thatmay be sold to cover any funding gaps. For stress testing
purposes, relianceis placed only on a committed facility provided by SMBC.

* Collateral requirements in the event of a rating downgrade

CM-UK does nothave a public rating, however, in the event of a credit downgrade in the public rating of either SMBC
orofthe publicly rated, bankruptcy remote subsidiary SMBC DP thete will be the potential for various liquidity events
such as collateral calls or terminations upon downgrade in respect of certain derivative transactions with extemal
clients. CM-UK therefore continuously monitors this position in its liquidity stress testing. Stress testing results
indicates that CM-UK has sufficient available liquidity resources to manage the cash requirements which may arise in
such a situation.

¢ Other non-financial risks

The Group considers other potential risk impacts such as reputational and others which it manages within the overal
policy framework.

*  Wrong way risk

This is the risk that an exposure increases as the probability of the counterparty failure increases. A counterparty
default typically coincides with increased exposure to that counterparty which subsequently results in increased losses.
Wrong way risk can be caused by trade specific (idiosyncratic) or market general (systemic) reasons. Specific wrong
way risk arises through pootly structured transactions,i.c. trades collateralized by own or related party shares. General
wrong way risk arises where the credit quality of the counterparty may be correlated with a macroeconomic factor
that also affects the value of the derivative transactions.
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CM-UK has a strong preference to collateralise transactions with (normally US dollar) cash, but potentially may take
government debt as collateral. Wrong way risk is mitigated to a large extent given preference for cash collateral or
high grade government bonds, while wrong way risk in stressed market conditions is considered in the context of
Pillar 2a counterpatty credit risk requitement.

* Interest Rate Riskin the Banking Book (IRRBB)

The Treasury department manages the Group’s funding profile, daily business funding and theliquidity asset buffer.
The Group’s exposure to IRRBB arises from Treasury’s funding activities. The Group invests its capital in cash
deposits, treasury bills, and a portfolio of high quality floating rate notes; through thelatterit seeks to earn an interest
margin. In addition, the Group places cash collateral with derivative trading counterparts, upon which it earns
overnight interest. The Group has interest-bearing liabilities of cash collateral held on behalf of derivative trading
counterparts and inter-group borrowings.

¢ Macro-Economic Risks

Additionally the Group is exposed to macro-economic, geopolitical and other external business risks which include,
but are not limited to, the uncertain economic environment, particularly in regards to an increasingly unstable
geopolitical environment, and changes to thelevel and volatility of prices such as foreign exchange rates, creditspreads,
commodity, equity prices or interest rates. These risks are considered as part of the Group’s ICAAP stress testing
process.

* Climate change and Environmental, Social and Governance factors

The Group and the SMBC Group assign a high priotity to environmental issues and such issues, in particular climate
change, have been identified as one of the Group’s emerging risks.

Climate change presents risks for the stability of the financial system and risks may manifest through economic losses,
for example, from severe weather events (physical risks) and/or through the transition to a low catbon economy
(transition risks). The Group is building on its existing risk management framework to strategically address climate
change through four key components: analysis; education; policy; and strategy and opportunities.

The Group environmental strategy is further described in the Strategic Report of the Annual Report and Finandal
Statements.

3.9Adequacy of risk management arrangements

As part of its ongoing risk management framework, on atleast an annual basis the Group undertakes an assessment
of the level of capital and liquidity resources required to execute its business model within the boundaries of its risk
appetite framework; these assessments form the basis of its ICAAP and ILAA documents. Further, contingency

preparations are also maintained in respective of Recovery Planning and Solvent Wind Down planning,

This suite of documentationis provided to the Board who have assessed that the risk management framewotk
implemented within the group is satisfactory and performing effectively. Further, these documents are also subject

to independent review by both internal and external audit / consultancy firms, who have confirmed this assessment.

3.10 Conduct Risk

Conduct risk arises from any activity that the Group or its employees might engage in which would result in unfair
treatment of the Group’s customers or other stakeholders, breaches of conduct of business or financial ctime rules ot
damage to market integrity or competition.

The Group’s Conduct Framework is based around three pillars.
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3.10.1 Identification of Conduct Risks
e  Each employeeis responsible to identify Conduct Risks in his orherarea
e  Each Department Head mustidentify Conduct Risks for their area of responsibility

e The firm sets its conduct tisk appetite as part of its Risk framework and maintains a Conduct Risk Register
at firm and departmental level which is regularly reviewed and updated.

3.10.2 Monitoring and Reporting Conduct Risks
e  Frontand Back Offices conduct quarterly self-assessments

e The Compliance Department conducts its Compliance Monitoting Programme including Conduct telated
themes and review of conduct controls

e Conduct KRIs are reported to the Control and Conduct Assessment Forum and to the board and board
committees

e TheEmployee Conduct Risk Committee reviews individual conduct issues and ‘joins the dots’
e Speak-up and whistleblowing is encouraged and protected through our Whistleblowing framework.

e  TheGroup has implemented the Senior Managers and Certification Regime including the Code of Conduct.
The Group has provided training on the Code of Conduct and established a mechanism foridentifying and
reporting on Conduct breaches as required by SMCR

e Each Frontand Back Office Department has appointed a conduct champion whose roleis to promote the
conduct agendain that department

e The Group has established annual Positive Conduct Awards to recognise good conduct by individual
employees.

3.10.3 Controlof Conduct Risk
e  TheGroup hasa full Conduct Risk training curriculum
e  Conductissues are highlighted through regular Conduct Risk Updates to employees
e New Product Approval Process and Transactional Approval Committee embed conduct issues
e  Departmental and firm wide Policies and Procedures also embed conduct themes

e Employee Conduct Risk Committee makes recommendations to the board remuneration committee on
individual conduct related issues

e  TheGroup’s Culture programme seeks to embed its group wide values and enhance the Group’s culture

311 Upcoming Prudential Regulatory Changes

The amendments to the Capital Requirements Regulation (EU Regulation 2019/876) was published on the 7th June
2019. The amendments cover the leverage ratio, the net stable funding ratio, requirements for own funds and eligible
liabilities, counterparty credit risk, market risk, exposures to central counterparties, exposutes to collective investment
undertakings, large exposures, reporting and disclosure requirements, and the European Market Infrastructure
Regulation (“EMIR”/EU Regulation No 648/2012). Some of the amendments apply from 27 June 2019, whilst the
majority of theamendments will come into force from 28 June 2021.
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The Group is currently implementing those amendments that are relevant.

The impact of any material changes in the capital requirements is considered in the Capital Planning section of the
Group’s ICAAP document.

4. Own funds
4.1 Common Equity Tier1 (“CET1”) Capital

CM-UK’s Common Equity Tier 1 capital is made up of $779 million of fully paid-up ordinary share capital, $165
million share premium, audited reserves and other reserves.

Ordinary shares catry voting rightsand are owned by Sumitomo Mitsui Banking Corporation (85%) and SMBC Nikko
Securtities, Inc. (15%). Further details of the features of ordinary shares are in Table 1 and Appendix 1.

4.2 Additional Tier 1 Capital (“AT17)

AT1 Capital consists of $360 million of perpetual, non-cumulative preference shares, fully paid-up and compliantwith
the eligibility criteria under the CRR. Further details of the features of AT1 are in Table 1 and Appendix 1.

4.3 Capital deductions

CM-UK’s own fundsare subject to the followingdeductions from CET1:
e Deduction ofintangible assets
e  Prudential filters, which include:

o Reversal of the fair value reserves related to gains or losses on cash flow hedges on projected cash
flows,

o Reversal of the gain or losses on liabilities that result from changes in the own credit standing of
the firm, and

o Application of the additional value adjustments.
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Table 1: Summary of the own funds for CM-UK:

31 December 2018

N | 31 March2020 “
(US$m) (US$m)

Common Equity Tier 1 (CET1) capital: instruments and reserves

Capital instruments and the related share premium accounts 944.0 944.0

- Ordinary shares 779.0 779.0
- Share Premium 165.0 165.0

Retained earnings 487.3 425.9

Accumulated other comprehensive income (and other reserves) .0 (2.6)
Common equity tier 1 capital before regulatory adjustments 1,431.3 1,367.3
Common equity tier 1 capital: regulatory adjustments

Additional value adjustments (2.0) (2.6)

Intangible assets (net of related tax liability) (6.7) (7.2)

Fair value reserves related to gains or losses on cash flow hedges (1.0) 15

Gains or losses on liabilities valued at fair value resulting from changes

in own credit standing (27.0) (41.7)

CET1 instruments of financial sectior entities where the institution has a

significantinvestmentin those entities .0 0
Total regulatory adjustments to common equity tier 1 (36.7) (50.1)
Common Equity Tier 1 (CET1) Capital 1,394.6 1,317.3
Additional Tier 1 (AT1) capital: instruments

Perpetual non-cumulative preference shares 360.0 360.0
Additional Tier 1 (AT1) capital before regulatory adjustments 360.0 360.0
Additional Tier 1 (AT1) capital: regulatory adjustments

AT1 instruments of financial sectior entities where the institution has a

significant investmentin those entities .0 .0
Total regulatory adjustments to Additional Tier 1 (AT1) capital .0 .0
Additional Tier 1 (AT1) capital 360.0 360.0
Total Own Funds 1,754.6 1,677.3

Theincrease in Total Own Funds is predominantly due to the inclusion of the audited profit for the 15 months

period ended 31 March 2020 in CET1.

Table 2: Recondliation of total own funds to shareholders’ equity for CM-UK:

31 March 2020

31 December 2018

Category (US$m) (US$m)

Shareholders' equity per financial statements

Called up share capital 1,139.0 1139

Share premium 165.0 165

Retained earnings 487.3 425.9

Other reserves 0.0 (2.6)
Less Regulatory Adjustments for Own Funds

Capital Deductions (36.7) (50.0)
Total Own Funds 1,754.6 1,677.3
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5. Capital Requirements

CM-UK determines its Pillar 1 capital requirements on a daily basis in accordance with the relevant CRR rules. A
summary report, which includes a variance analysis and highlights points of note, is then distributed to the Group’s
key stakeholders, which consists of senior management, heads of businesses, risk management and finance.

Table 3: Summary of RWA and Pillar 1 capital requirements by risk category for CM-UK:

Capital Capital
RWA (US$m) Requirement RWA (US$m) Requirement
Category (US$m) (US$m)
31 March 2020 31 December 2018

Credit risk

Standardised approach 1,455.3 116.4 1,304.2 104.3
Institutions 756.3 60.4 548.7 43.9
Corporates 638.3 51.1 716.1 57.3
Central Governent 0 0 0 0
Multilateral development banks 0.1 0.0 0.3 0
Iltems associated with particular high risk 16.2 13 0 0
Others 444 3.6 39.1 31
Credit valuation adjustment 188.5 15.1 238.4 19.1
Market risk 1,720.4 137.6 1,602.6 128.2
Interest rate risk 1,363.6 109.1 1,295.1 103.6
Options transactions 0 0 0 0
Equity 1404 11.2 213.6 171
Foreign exchange risk 216.4 17.3 93.9 7.5
Operational risk 475.0 38.0 436.5 34.9
Concentration Risk 0 0 518.4 415
Total 3,839.2 307.1 4,100.1 328.0

The Group’s RWA decreased by $269m in March 2020 compared against December 2018. This was principally due
to a fall in Concentration Risk RWA as a result of the FCA granting permission on 17 January 2019 to CM-UK to
exempt, from the application of CRR Article 395(1), the tradingbook exposures incurred by the firm to certain SMBC
group counterparties. This decrease was partially offset by an increase in Credit Risk RWA of $151m and Market Risk
RWA of$119m.

Theincrease in Credit Risk RWA was mainly due to a rise in cash deposits with external banks.

Theincrease in Market Risk RWA was primarily due to a rise in Foreign Exchange risk.
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Table 4: Capital Ratios for CM-UK:

Capital Ratios 31 March 2020 31 December 2018

Common Equity Tier 1 ratio 36.3%
Tier 1ratio 45.7%
Total capital ratio 45.7%

The Group’s capital ratio has increased from 31 December 2018 to 31 March 2020, as a combined result of:

e Anincrease in own funds; and

e A decrease in RWA

The reasons for the movements are explained under Table 1 and Table 3 above, respectively.

5.1 Pillar 1 approach

CM-UK adopts the following approaches to calculating Pillar 1 capital requirements:

Risk Category Pillar 1 approach

Credit Risk Standardised approach under Chapter 2, Title II, Part Three of CRR

Market Risk
- Interest rate general marketrisk  Maturity-based approach under CRR Article 339
- Interest rate specific marketrisk Standardised approach under CRR Article 336

- Equity risk Standardised approach under Section 3, Chapter 2, Title IV, Part Three of CRR
- Foreign exchange risk Standardised approach under CRR Article 352
Operational Risk Basic Indicator Approach under Chapter 2, Title Ill, Part Three of CRR.

Credit Valuation Adjustment Risk Standardised method under CRR Article 384
Additional own funds requirements for large exposures in the trading book
Concentration Risk under Article 397

Settlement Risk CRR Article 378

5.2 Settlement risk

The credit risk RWA and Pillar 1 capital requirement in Table 3 above includes settlement risk RWA and capital
requirements, which wetre $0.9m and $0.07m respectively, as at 31 March 2020. These figutes are not reflected in the
Credit Risk Tables below.
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6. Capital Buffers

The Group is requited to hold the following capital buffers under CRD IV.
6.1 Capital conservation buffer (“CCoB”)
The CCoBis designed to ensure that institutions build up capital buffers outside of times of stress that can be drawn

upon if required. The requirement is 2.5% of RWA but has been phased in from 2016 in steps 0f 0.625% per annum
to the full value in 2019. The CCoB rate for 2020 is 2.5%.

6.2 Countercyclical capital buffer (“CCyB”)
The Cub is designed to require financial institutions to hold additional capital to reduce the build -up of systemic risk

in a credit boom by providing additional loss absorbing capacity and acting as an incentive to limit further credit
growth.

Table 5: Institution-specific CCyB and requirement for CM-UK:

(US$m) and %

31 December 2018

Category

Total risk exposure amount
Institution specific countercyclical capital buffer rate

Institution specific countercyclical capital buffer requirement

The countetcyclical buffer is a temporary macro-prudential buffer that is built up during the upward phase of the
credit cycle in order to ensure that banks have big enough margin to cover credit losses during the downward phase
of the credit cycle.

Due to the challenges for the economy posed by the coronavirus crisis, the Regulators in several countries have
announced reduction in their respective CCyB rates, such as United Kingdom, Belgium, Denmark, France, Iceland,
Norwayand Sweden.

The reduction of the countercyclical capital buffer provides the banks with extra (preventive) capacity to deal with
possibleloan losses should the wotldwide slowdown in growth persist or gain momentum and, in this situation, also
ensures continuity of financial service provision and lending to the real economy.

The main driver for the fall in the CM-UK’s institution specific countercyclical buffer rate and requirement is the
changein UK CCyB rate from 1% in December 2018 to 0% in March 2020.
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Table 6: Geographical distribution of credit exposures relevant for the calculation of the CCyB as at 31
March 2020 for CM-UK: table updated last two columns total removed.

General credit

31 March 2020

Trading Book

Own funds requirements

exposures Exposures
(US$m) Own funds Countercyclical
Geographical breakdown Sum of long and | of which: | of which: requirement capital buffer rate
Exposure Value for short positions of | General | Trading weights (110) (120)
SA (col 10) trading book credit Book
exposures for SA | exposure | exposure
(30) s (80) s (90)

Australia 0.000% 0.000%
Austria 6.4 0.0 0.0 0.0 0.0 0.000% 0.000%
Belgium 1.0 0.0 0.1 0.0 0.1 0.000% 0.000%
Bahrain 0.0 0.7 0.0 0.1 0.1 0.000% 0.000%
Bermuda 3.7 9.3 0.3 0.2 0.5 0.000% 0.000%
Cayman Islands 29.3 146.4 23 8.5 10.8 0.000% 0.000%
China 0.0 5.0 0.0 0.0 0.0 0.000% 0.000%
Czech Republic 0.0 03 0.0 0.0 0.0 0.018% 1.750%
Denmark 16.2 0.0 13 0.0 13 0.000% 0.000%
Egypt 0.7 0.0 0.1 0.0 0.1 0.000% 0.000%
France 230.0 27.4 5.4 2.0 7.4 6.299% 0.250%
Germany 245 20.9 1.0 1.6 2.6 0.000% 0.000%
Guernsey 7.9 0.0 0.6 0.0 0.6 0.000% 0.000%
Hong Kong 0.7 11.4 0.1 0.9 1.0 0.810% 1.000%
Hungary 12 0.0 0.1 0.0 0.1 0.000% 0.000%
Ireland 0.0 21.7 0.0 05 05 0.455% 1.000%
ltaly 10.6 5.0 0.9 0.4 1.3 0.000% 0.000%
Japan 2.0 3315 0.2 26.4 26.5 0.000% 0.000%
Jersey 88.1 0.0 3.2 0.0 3.2 0.000% 0.000%
Luxembourg 2.0 10.5 0.2 0.6 0.8 0.655% 0.250%
Malaysia 55 0.0 0.2 0.0 0.2 0.000% 0.000%
Netherlands 4276 775 5.9 25 8.4 0.000% 0.000%
Norway 276 3.0 0.3 0.0 03 0.284% 1.000%
Oman 0.0 0.8 0.0 0.1 0.1 0.000% 0.000%
Qatar 6.0 0.0 0.5 0.0 05 0.000% 0.000%
Republic of Korea 0.0 5.8 0.0 0.1 0.1 0.000% 0.000%
Saudi Arabia 33.9 237 11 0.7 1.8 0.000% 0.000%
Singapore 49 0.0 0.4 0.0 0.4 0.000% 0.000%
Spain 0.0 26.4 0.0 13 13 0.000% 0.000%
Sweden 21 6.2 0.2 03 05 0.000% 0.000%
Switzerland 147 0.0 1.2 0.0 1.2 0.000% 0.000%
Thailand 0.2 0.0 0.0 0.0 0.0 0.000% 0.000%
Turkey 7.8 0.0 0.0 0.0 0.0 0.000% 0.000%
United Arab Emirates 0.0 26.9 0.0 1.0 1.0 0.000% 0.000%
United Kingdom 12024 80.9 30.2 6.2 365 0.000% 0.000%
United States 178.0 118.9 0.0 6.4 6.4 0.000% 0.000%
Virgin Islands, British 0.0 27.6 0.0 1.6 1.6 0.000% 0.000%
Totals 2,336.4 993.1 55.9 615 117.4
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7. Credit risk
7.1 Credit risk adjustments

Credit risk tepresents the potential losses that CM-UKwouldincurifa counterparty failed to perform its obligations
under contractual terms.

A financial asset (at amortised cost) is defined as past due when a counterparty has failed to make a payment when
contractually due.

A financial asset (at amortised cost)is impaired if its recoverable amountis less than its cartying amounton the balance
sheet.

At each balance sheet date, the Group assesses whether financial and other assets which are not accounted for at fair
value through profit and loss ate impaired. Despite significant financial assets held in the balance sheet, the IFRS 9
impairment provision was immaterial at both 31 March 2020 and 31 December 2018 and not adjusted for.

7.2 Fair value reserve

Another element of CM-UK credit risk management is a rigorous quantitative valuation adjustment process based on
scenario simulation and market-risk-adjusted probabilities of default. Such a system cannot by itself assure efficient
pricing or monitoring of individual credit exposures, butitis a strong incentive for proper trade-off of risk and retum
at the time of transaction, as well as providing an efficient incentive for assignment and termination of transactions
later.

The result of this calculation methodology is that the valuation adjustment teserve for each counterparty name
effectively reflects the market credit spread charged on the expected exposure to the counterparty at each time point.
This is a good proxy for the transaction unwinding cost in the market. Management uses this reserve as a tool for
credit monitoringon a portfolio basis, supplemented by reports from the Credit department, includingbreaking news
of sharply detetiorating credits. Additionally, managementreviews a seties of reports on specific exposures identified
as high risk.
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7.3 Summary of Credit Risk Exposures for CM-UK

Table 7: Breakdown of credit risk original and average original exposures by exposure class for CM-UK:

31 March 2020

Exposure Class (USSm)

Average Or\ig:z:l exposure

Standardised approach
Central Governments 360.2 457.7
Multilateral Development Banks 10.7 6.8
Institutions 9,318.8 9,398.5
Corporates 2,281.1 2,187.0
Items associated with particular high risk 13.6 29
Other 41.7 51.9
Total 12,026.1 12,104.8

31 December 2018

_ Average Original exposure
Original Exposure g vglue P

Exposure Class

Standardised approach
Central Governments 514.7 514.6
Multilateral Development Banks 7.1 23.1
Institutions 8,043.0 6,876.8
Corporates 2,157.2 2,174.1
Other 36.6 42.2
Total 10,758.7 9,630.8

The increase in original exposure to Institutions from December 2018 to March 2020 is mainly due to a rise in
exposure to repo/ reverse repo transactions and cash deposited at banks.

As at 31 March 2020, certain exposures were identified as being items associated with particular high risk and were
disclosed as such under CR.

The Average Original exposure is calculated as the average original exposure of five reportable quarters from
December 2018 to March 2020.
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7.4 Original Exposure

Original exposutes are CM-UK’s exposures to counterparties after accounting offsets and without takinginto account
the effects of credit risk mitigation. For derivative exposures, CM-UK applies contractual netting under Section 7,
Chapter 6, Title IT, Part Three of CRR, to derive at the gross exposure values where the Group has netting agreements
in place with counterparties that arelegally valid and enforceablein the relevant jurisdictions. Please refer to Table 16
for further details on the effect of contractual netting for derivatives.

The tables below contain a number of disclosures regarding CM-UK’s original exposure.

Table 8: CM-UK’s Original Exposure, Net Exposure and RWA by exposure class:

31 March 2020

Exposure Class (US$m)
Original Exposure Net Exposure
Standardised approach
Central Governments 360.2 360.2 0
Multilateral Development Banks 10.7 10.7 0.1
Institutions 9,318.8 3,022.8 755.4
Corporates 2,281.1 682.7 638.3
Items associated with particular high risk 13.6 10.8 16.2
Other 41.7 41.7 44.4
Total 12,026.1 4,128.9 1,454.4

31 December 2018

Exposure Class

Original Exposure Net Exposure

Standardised approach
Central Governments 514.7 514.7 0
Multilateral Development Banks 7.1 7.1 0.3
Institutions 8,043.0 2,005.4 545.6
Corporates 2,157.2 763.5 716.1
Other 36.6 36.6 39.1
Total 10,758.7 3,327.3 1,301.1

RWA increase in Institutionasset class is driven by the derivatives exposureand a tise in cash deposits with extemal
banks. RWA decreasein corporate asset class is due to a fall in derivative exposure.

As at 31 March 2020, certain exposures were identified as being items associated with particular high risk and were
disclosed as such under CRR.
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Table 9: Residual maturity breakdown of original exposure by exposure class for CM-UK

31 March 2020
(US$m)

Exposure Class

Original

exposure

Standardised approach
Central Governments 0 360.2 0 0 360.2
Multilateral Development Banks 0 0.3 104 0 10.7
Institutions 2,022.8 5,736.9 199.0 1,360.1 9,318.8
Corporates 0 229.7 594.1 1,457.2 2,281.1
Items associated with particular high risk 0 0 4.6 9.0 13.6
Other 41.7 0 0 0 41.7
Total 2,064.5 6,327.2 808.1 2,826.3 12,026.1

Exposure Class

31 December 2018

On Upto1l 1to5 Over 5 Original
Demand year Years Years exposure

Standardised approach
Central Governments 0.5 514.3 0 0 514.8
Multilateral Development Banks 0 0 5.3 18 7.1
Institutions 966.3 4,849.5 182.3 2,044.9 8,043.0
Corporates 0 4.2 589.0 1,564.0 2,157.2
Other 36.6 0 0 0 36.6
Total 1,003.4 5,368.0 776.6 3,610.7 10,758.7
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Table 10: Industry breakdown of original exposure by exposure class for CM-UK

31 March 2020

(US$m)
Exposure Class ) Human Health ST,
Financial and ; - Gas, Steam _
. . and Social Manufactu § Mining and R Other Original
insurance Education X ) and Air . X
L Work ring quarrying A industries f| exposure
activities . Conditioning
Activities
Supply
Standardised approach
Central governments 360.2 0 0 0 0 0 0 360.2
Multilateral development banks 10.7 0 0 0 0 0 0 10.7
Institutions 9,3188 0 0 0 0 0 0 9,318.8
Corporates 5135 408.5 284.8 2315 2333 200.1 409.4 2,281.1
ltems associated with particular high risk 0 0.5 0 0 0 14 117 13.6
Other 0 0 0 0 0 0 41.7 41.7
Total 10,203.2 409.0 284.8 2315 233.3 201.5 462.8 12,026.1

31 December 2018
(US$m)
Electricity,

Exposure Class X Human Health
P Financial and Gas, Steam

and Social Manufactu § Mining and and Air Other Original
W.o.rlf ring quarrying Samglienig industries f| exposure
Activities

Supply

insurance Education
activities

Standardised approach
Central governments 514.8 0 0 0 0 0 0 514.8
Multilateral development banks 7.1 0 0 0 0 0 0 7.1
Institutions 8,043.0 0 0 0 0 0 0 8,043.0
Corporates 629.4 367.5 256.1 223.2 175.0 154.9 351.1 2,157.2
Other 0 0 0 0 0 0 36.6 36.6
Total 9,194.3 367.5 256.1 223.2 175.0 154.9 387.7 10,758.7

The main variance between December 2018 and March 2020 is an increase in exposure to Financial and Insurance
Activities; this is explained in the movement in exposure to Institutions in Table 7 above.

Table 11: Breakdown of Corporate clients assigned to “Other Industries” in table 10 above

Original Exposure (US$m)

Industry 31-March- I 31-December-
2020 2018

Transportation and Storage 164.5 113.5
Information and Communication 76.5 58.2
Construction 49.0 52.9
Water Supply; Sewerage, Waste Management and Remediation Activities 38.2 70.3
OTHER 81.2 56.2
Total 4094 351.1

32



Iﬂl Y@ svBC NIKKO

Table 12: Original exposure by exposure class and geographical location for CM-UK

31 March 2020

Original

Exposure Class
exposure

Standardised approach
Central governments 0 0 60.2 0 51 300.0 300.0 360.2
Multilateral development banks 0 0 0 0 0 10.7 0 10.7
Institutions 4,047.2 3,903.9 3,095.0 8553 15239 2,176.6 2,169.6 9,318.8
Corporates 485 2.0 2,015.6 230.0 1,151.4 217.0 178.0 2,281.1
ltems associated with particular high risk 0 0 12.8 0 9.3 0.7 0 136
Other 0 0 41.7 0 41.7 0 0 41.7

Total 4,095.7 3,905.9 5,225.3 1,085.3 2,731.4 2,705.0 2,647.6 12,026.1

31 December 2018

Original

Exposure Class Total Of which Total of which fJofwhichf  Total | of which f exposure
Exposure Japan Exposure France K Exposure USA

Standardised approach
Central governments 0 0 110.2 52.6 05 404.6 404.5 514.8
Multilateral development banks 0 0 0 0 0 7.1 0 7.1
Institutions 3,580.5 3,404.3 2,691.7 5085 1,975.2 1,770.8 1,769.7 8,043.0
Corporates 525 1.0 1,856.3 270.5 1,049.6 248.4 2123 2,157.2
Other 0 0 36.6 0 36.6 0 0 36.6
Total 3,633.0 3,405.3 4,694.8 831.6 3,061.9 2,430.9 2,386.5 10,758.7
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Table 13: Countries where CM-UK has exposure to and not separately disclosed in table 12

Country Region

Australia Asia & Oceania
Hong Kong Asia & Oceania
Malaysia Asia & Oceania
Saudi_Arabia Asia & Oceania
Singapore Asia & Oceania
Thailand Asia & Oceania
Austria Europe

Belgium Europe
Denmark Europe

Finland Europe
Germany Europe
Guernsey Europe

Hungary Europe

Ireland Europe

ltaly Europe

Jersey Europe
Luxembourg Europe
Netherlands Europe

Norway Europe

Slovenia Europe

Spain Europe

Sweden Europe
Switzerland Europe

Turkey Europe
Bermuda Rest of the World
Brazil Rest of the World
Canada Rest of the World
Cayman_lIslands Rest of the World
Egypt Rest of the World
Other Rest of the World
Qatar Rest of the World
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7.5 Net Exposure

The Group calculates net exposure based on original exposure and application of credit risk mitigation. CM-UK
applies the rules under Chapter 4, Title IT, Part Three of CRR to recognise the effect of credit risk mitigants that meet
the eligibility criteria.

7.6 Use of External Credit Assessment Institutions (“ECAI”) to derive client Risk Weight:
Under the standardised approach to credit risk, CM-UK uses ECATI’s external credit assessment to determine the risk
weight to be applied to exposure amounts. This is performed viaa mappingof external credit ratings to the associated

credit quality step (“CQS”) using the standard association published by the European Banking Authority (“EBA”) as
well as the clients’ Exposure class and residual maturity of the transaction.

For this purpose, CM-UK uses the following ECAI’s:

e  Moody’s
e S&P
e Fitch
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Table 14: CM-UK’s Net Exposure by Exposure Class and associated Risk Weight applied:

31 March 2020

Risk weight and (US$m) ;
Exposure class Total il
unrated
Central governments or central banks 360.2 0 0 0 0 0 360.2 0
Regional governments or local authorities 0 0 0 0 0 0 0 0
Public sector entities 0 0 0 0 0 0 0 0
Multilateral development banks 104 0.3 0 0 0 0 10.7 0
International organisations 0 0 0 0 0 0 0 0
Institutions 0 25219 499.6 13 0 0 3,022.8 1,157.3
Corporates 0 18 85.9 595.0 0 0 682.7 480.1
Retail 0 0 0 0 0 0 0 0
Secured by mortgages on immovable property 0 0 0 0 0 0 0 0
Exposures in default 0 0 0 0 0 0 0 0
Items associated with particularly high risk 0 0 0 0 10.8 0 10.8 10.8
Covered bonds 0 0 0 0 0 0 0 0
Institutions and corporates with short-term creditassessmen 0 0 0 0 0 0 0 0
Collective investment undertakings 0 0 0 0 0 0 0 0
Equity 0 0 0 0 0 0 0 0
Other items 0 0 0 39.9 0 18 417 28.4
Total 370.6 2,524.0 585.5 636.2 10.8 18 4,128.9 1,676.6

31 December 2018

Risk weight and (US$m) of which
Exposure class Total
unrated

Central governments or central banks 514.8 0 0 0 0 0 514.8 0
Regional governments or local authorities 0 0 0 0 0 0 0 0
Public sector entities 0 0 0 0 0 0 0 0
Multilateral development banks 5.7 14 0 0 0 0 7.1 0
International organisations 0 0 0 0 0 0 0 0
Institutions 0 1,529.1 473.0 3.2 0 0 2,005.3 819.6
Corporates 0 1.7 92.0 669.8 0 0 763.5 594.6
Retail 0 0 0 0 0 0 0 0
Secured by mortgages on immovable property 0 0 0 0 0 0 0 0
Exposures in default 0 0 0 0 0 0 0 0
ltems associated with particularly high risk 0 0 0 0 0 0 0 0
Covered bonds 0 0 0 0 0 0 0 0
Institutions and corporates with short-term creditassessmen 0 0 0 0 0 0 0 0
Collective investment undertakings 0 0 0 0 0 0 0 0
Equity 0 0 0 0 0 0 0 0
Other items 0 0 0 34.9 0 17 36.6 36.6
Total 520.5 1,532.2 565.0 707.9 0 17 3,327.3 1,450.8

Most significant increase in RWA is within 20% risk weight and Institutions, mainly due to Increasein cash deposits
with external Banks and arise in derivatives.

7.7 Counterparty credit risk

Counterparty credit risk (“CCR”) means the risk that the counterparty to a transaction could default before the final
settlement of the transaction’s cash flows. CCR is one of the most significant risks that the Group is exposed to. The
following products are subject to CCR:

e Derivative contracts, and

e  Securities financing transactions (“SFI”).

CCR forms a significant portion of the Group’s credit risk RWA. CM-UK calculates the exposure values of the
contracts subject to CCR using the following approaches:

e  Derivative contracts: ‘Mark-to-Matrket Method’under CRR Article 274, and

e SFT: Financial Collateral Comprehensive Method under CRR Articles 223 & 224.
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Table 15: Breakdown of credit risk exposures and RWA by product category for CM-UK:
31 March 2020

Category Original credit risk Net exposure
FAS (Bt ) exposure (US$m) (US$m)

CCR - Derivative contracts 1,120.3 4,688.1 2,377.2
CCR - Securities financings contracts 24.3 5,370.5 121.1
Credit Risk - Other 309.8 1,967.5 1,630.6
Total 1,454.4 12,026.1 4,128.9

31 December 2018

Category RWAS (US$m) Original credit risk Net exposure
exposure (US$m) (US$m)

CCR - Derivative contracts 1,080.8 4,371.0 2,050.0
CCR - Securities financings contracts 9.4 5,157.0 46.6
Credit Risk - Other 210.9 1,230.7 1,230.7
Total 1,301.1 10,758.7 3,327.3

Table 16: Breakdown of derivative counterparty credit risk exposures for CM-UK:

31 March 2020 31 December 2018

m

Gross positive fair value of contracts 14,406.5 7,056.4
Netting benefits (11,732.3) (4,562.9)
Net Current Credit Exposure 2,674.2 2,4935
Collateral held (2,310.8) (2,321.0)
Potential future credit exposure 2,013.8 1,877.5
Net Derivative Credit Exposure 2,377.2 2,050.0

The gross positive fair value of detivative contracts have doubled from December 2018 to March 2020, however due

to the netting benefits theincrease in net derivative exposureis only $327m.
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8. Market Risk

Table 17: CM-UK’s RWA and Pillar 1 market risk capital requirements by risk type:

31 March 2020

RWA Capital
Outright products amounts requirements
(US$m) (US$m)
1,363.6 109.1
- General market risk 473.7 37.9
- Specific market risk 889.9 71.2
Equity risk (general and specific) 1404 11.2
- General market risk 75.9 6.0
- Specific market risk 64.5 5.2
Foreign exchange risk 216.4 17.3
Total 1,720.4 137.6
RWA Capital
Outright products amounts requirements
(US$m) (US$m)
Interest rate risk (general and specific) 1,295.1 103.6
- General market risk 394.2 315
- Specific market risk 900.9 72.1
Equity risk (general and specific) 213.6 171
- General market risk 108.1 8.7
- Specific market risk 105.5 8.4
Foreign exchange risk 93.9 7.5
Total 1,602.6 128.2

The increase in Market Risk RWA was mainly due to a rise in Foreign Exchange (“FX”) Risk, which was driven by
FX risk arising from cashflow hedge transactions entered in March 2020.
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9. Leverage

The purpose of monitoringand measuring thismetricis to prevent the risk ofa build-up of ‘excessive’ leverage. This
is not amaterial risk to CM-UK.

9.1 Approach to leverage ratio exposures

CM-UK calculates theleverage ratio exposures based on accounting values of the assets on the balance sheet, except
for the following:

e Jeverage ratio exposures for detivative contracts: based on the exposure values calculated for CCR purposes

e  Ieverage ratio exposures for SFT's: a counterparty credit risk add-on (calculated under CRR Article 429b) is
included in addition to the accounting values of the assets.

9.2 Approach to leverage ratio reporting

Point in time reporting: under Recital 9 of the Leverage Ratio Delegated Regulation, CM-UK monitors and repotts
leverage ratio each quatter based on quarter-end data.

Table 18: Breakdown of the leverage ratio exposures for CM-UK:

Applicable amounts (US$m)

exposures 31 March 2020

Summary reconciliation of accounting assets and leverage ratio

31 December 2018

Total assets as per published financial statements 20,769.2 15,162.7
Adjustments for derivative financial instruments (6,214.2) (959.8)
Adjustments for securities financing transactions 74.7 46.7
Adjustment for off-balance sheetitems (ie conversion to credit equivalent

amounts of off-balance sheet exposures) 0 0
Other adjustments (41.7) 267.4
Leverage ratio exposure 14,588.0 14,517.0

The ($41.7)m other adjustments relates to exposures already deducted from capital.
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Table 19: Reconciliation of accounting assets and leverage ratio exposure for CM-UK:

31 March 2020

CRR leverage ratio
exposures (US$m)

Leverage ratio common disclosure

On-balance sheet exposures (excluding derivatives and SFTs)
On-balance sheet exposures (excluding derivatives and SFTs, butincluding collateral) 5,492.7
Assetamounts deducted in determining Tier 1 capital (36.7)
Total on-balance sheet exposures (excluding derivatives and SFTs, but including collateral 5.456.0
Derivative exposures
Replacement cost associated with derivatives transactions 3,170.1
Add-on amounts for PFE associated with derivatives transactions 3,054.5
Total derivative exposures 6,224.6
Securities financing transaction exposures
Gross SFT assets (with no recognition of netting) 2,832.7
Add-on amount for counterparty credit risk exposure for SFT assets 74.7
Total securities financing transaction exposures 2,907.4
Capital and Total Exposures
Tier 1 capital 1,754.6
Total Exposures 14,588.0
Leverage Ratios
End of quarter leverage ratio 12.0%
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10. Asset encumbrance

The Group determines encumbered assets and collateral in a manner consistent with the definition provided in the
EBA Guidelines on the disclosure of encumbered assets. Assets are considered encumbered when they have been
pledged orused to secure, collateralise or credit enhancea transaction whichimpacts their transferability and free use.
The key sources of encumbrance are repurchase agreements, trading liabilities and detivative activities. Asset
encumbranceis integral to the Group’s business and funding model. The types of encumbered assets have remained
consistent during the year.

The Group utilises standard collateral agreements and collateralises at appropriate levels based on industry standard
contractual agreements.

There is no significant difference between treatment of encumbered assets reported below and treatment of pledged
and transferred assets in accordance with accounting framework applied by CM-UK.

The reported values in the tables below represent the median of the values reported to the regulator over the period
1 January 2019 to 31 March 2020.

Table 20: Encumbered and unencumbered assets by asset category for CM-UK

31 March 2020

Carrying amount Fair value of Carrying amount Fair value of
Category of encumbered encumbered of unencumbered § unencumbered
assets (US$m) assets (US$m) assets (US$m) assets (US$m)
Assets of the reporting institution 2,949.8 61.4 13,647.5 1,813.7
Equity instruments 0 0 2.9 29
Debt securities 61.4 61.4 1,810.8 1,810.8
of which: issued by general governments 614 614 377.0 377.0
of which: issued by financial corporations 9.0 9.0 581.6 581.6
of which: issued by non-financial corporations 0 0 569.7 569.7
Other assets 2,888.4 0 11,833.8 0

31 December 2018

Carrying amount Fair value of Carrying amount Fair value of
Category of encumbered encumbered of unencumbered § unencumbered
assets (US$m) assets (US$m) assets (US$m) assets (US$m)
Assets of the reporting institution 2,866.7 25.4 11,111.6 1,721.4
Equity instruments 0 0 0.7 0
Debt securities 25.4 25.4 1,699.4 1,721.4
of which: issued by general governments 254 25.4 650.5 650.5
of which: issued by financial corporations 0 0 404.6 404.6
of which: issued by non-financial corporations 0 0 666.3 666.3
Other assets 2,841.3 0 9,411.5 0

Note that Assets categorised as “Loans on demand”,"Loans on Advance" areincluded in “Otherassets" category
pursuant to the Regulation (EU) 2017/2295 that sets out the regulatory technical standards for disclosure of

encumbered and unencumbered assets.

41



Iﬂl Y@ svBC NIKKO

Table 21: Collateral received that are encumbered and available for encumbrance for CM-UK

31 March 2020

Unencumbered

Fair value of encumbered collateral Fair value of collateral received

Category received or own debt securities issued § . own debt securities issued
(US$m) available for encumbrance
(US$m)

Collateral received by the reporting institution 2,942.9 4,951.7
Loans on demand 0 0
Equityinstruments 0 0
Debt securities 2,857.1 1,576.5

of which: issued by general governments 2,668.6 1,5656.1

of which: issued by financial corporations 85.9 111

of which: issued by non-financial corporations 102.6 9.3
Loans and advances other than loans on demand 0 3,364.1
Other collateral received 0 0
TOTAL ASSETS, COLLATERAL RECEIVED AND OWN DEBT 55702 0
SECURITIES ISSUED '

31 December 2018
Unencumbered

Fair value of encumbered collateral

Category received or own debt securities issued | Fair value of collateral received
(US$m) or own debt securities issued
available for encumbrance
(US$m)

Collateral received by the reporting institution 1,570.2 5,596.1
Loans on demand 0 0
Equity instruments 0 0
Debt securities 1,570.2 2,509.4

of which: issued by general governments 1,561.9 2,117.0

of which: issued by financial corporations 4.8 55.7

of which: issued by non-financial corporations 35 336.7
Loans and advances other than loans on demand 0 3,086.7
Other collateral received 0 0
TOTAL ASSETS, COLLATERAL RECEIVED AND OWN DEBT 4.664.8 0
SECURITIES ISSUED ’

Table 22: Sources of encumbrances by types of financial liabilities that trigger encumbrance for CM-UK

31 March 2020

Assets, collateral received and own

Matching liabilities, contingent

N .. debt securities issued other than covered
liabilities or securities lent

bonds and ABSs encumbered

Category

Carrying amount of selected

financial liabilities 54709 5,794.0

31 December 2018

Assets, collateral received and own
debt securities issued other than covered
bonds and ABSs encumbered

Matching liabilities, contingent
liabilities or securities lent

Category

Carrying amount of selected

. S 4,551.0 4,664.8
financial liabilities
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Appendix 1: Own Funds Disclosure

Table 1: Capital Instruments main features

Capital Instruments' main features template

Common Equity

SMBC Nikko Capital Markets

Additional Tier 1

SMBC Nikko Capital Markets

1 Issuer Limited Limited
Unique indentifier (eg CUSIP, ISIN or Bloomberg identifier
2 for private placement) N/A N/A
3 Governing law (s) pf the instrument English English
Regulatory treatment
4 Transitional CRR rules Common Equity Tier 1 Tier 1
5 Post- transitional CRR rules Common Equity Tier 1 Tier 1
Eligible at solo/ (sub)- consolidated/ solo & (sub)-
6 consolidated Solo & consolidated Solo & consolidated
7 Instrument type (types to be specified by each jurisdiction) [Common shares Other Tier 1instruments
USD 404 million USD 200 million
Amount recognised in regulatory capital (currency in USD 370 million USD 50 million
8 million, as of most recent reporting date) USD 170 million USD 110 million
USD 404 million USD 200 million
USD 257 million USD 50 million
9 Nominal amount of instrument USD 118 million USD 110 million
USD 1 per security
USD 1.44 per security USD 1 per security
9a Issue price USD 1.44 per security
9b Redemption price N/A N/A
10 Accounting classification Shareholders' equity Shareholders' equity
17/06/2015 28/12/2007
17/06/2015 07/10/2010
11 Original date of issuance 29/07/2015 29/07/2015
12 Perpetual or dated Perpetual Perpetual
13 Original maturity date N/A N/A
14 Issuer call subject to prior supervisory approval No Yes
Any time after the 5th anniversary
of issue date
. . ) and
Optional call date, contingent call dates and redemption X X i
15 Any time if a Tax Event or Capital
amount ; e
Disqualification Event occurs
at a price equal to liquidation
N/A preference
16 Subsequent call dates, if applicable N/A As above
Coupons/ dividends
17 Fixed or floating dividend/ coupon Floating Fixed
18 Coupon rate and any related index N/A 5.50%
19 Existence of a dividend stopper No No
Fully discretionary, partially discretionary or mandatory (in
20a terms of timing) Fully discretionary Fully discretionary
Fully discretionary, partially discretionary or mandatory (in
20b terms of amount) Fully discretionary Fully discretionary
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21 Existence of step up or other incentive to redeem No No
22 Noncumulative or cumulative Noncumulative Noncumulative
23 Convertible or non- convertible Non- convertible Convertible
If Common Equity Tier 1 Capital
24 If convertible, conversion trigger(s) N/A Ratio falls below 5.125%
25 If convertible, fully or partially N/A Fully
26 If convertible, conversion rate N/A Ordinary shares
27 If convertible, mandatory or optional conversion N/A Mandatory
28 If convertible, specify instrument type convertible into N/A Common Equity Tier 1
SMBC Nikko Capital Markets

29 If convertible, specify issuer of instrument it convertsinto [N/A Limited
30 Write- down features No No
31 If write- down, write- down trigger(s) No N/A
32 If write- down, full or partial N/A N/A
33 If write- down, permanent or temporary N/A N/A

If temporary write- down, description of write- up
34 mechanism N/A N/A

Position in subordination hierachy in liquidation (specify
35 instrument type immediately senior to instrument) Preference shares Subordinated liabilities
36 Non- compliant transitioned features No No
37 If yes, specify non- compliant features N/A N/A
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Table 2: Own Funds disclosure

Common Equity Tier 1 (CET1) capital: Instruments and reserves

Mar-2020

Dec-2018

1 Capital instrument and the related share premium accounts 944.0 944.0
of which: Instrument type 1 944.0 944.0
of which: Instrument type 2 0.0 0.0
of which: Instrument type 3 0.0 0.0

2 Retained earnings 487.3 425.9

3 Accumulated other comprehensive income (and other reserves) 0.0 (2.6)

3a Funds for general banking risk 0.0 0.0

4 Amount of qualifying items referred to in Article 484 (3) and the related 0.0 0.0
share premium accounts subject to phase out from CET1 ’ ’

5 Minority interests (amount allowed in consolidated CET1) 0.0 0.0
Independently reviewed iterim profits net of any foreseeable charge or

5a . 0.0 0.0
dividend

6 Common Equity Tier 1 (CET1) Capital before regulatory adjustments 1,431.3 1,367.4

7 Additional value adjustments (negative amount) (2.0) (2.6)

8 Intangible assets (net of related tax liability) (negative amount) (6.7) (7.2)

9 Empty setin the EU 0.0 0.0
Deferred tax assets that rely on future profitabilty excluding those arising

10 from temporary differences (net of related tax liability where the 0.0 0.0
conditions in Article 38 (3) are met) (negaive amount)

11 Fair value reserves related to gains or losses on cash flow hedges (1.0) 1.5

12 Negative amounts resulting from the calculation of expected loss amounts 0.0 0.0
Any i i ity that Its fi itised t ti

13 ny increase in equity that results from securitised assets (negative 0.0 0.0
amount)
Gains or losses on liabilities valued at fair value resulting from changes in

14 . . (27.0) (41.7)
own credit standing

15 Defined benefit pension fund assets (negative amount) 0.0 0.0
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16 Direct and indirect holdings by an institution of own CET1 instruments 0.0 0.0
(negative amount) ’ ’
Direct, indirect and synthetic holdings of the CET 1 instruments of financial

17 sector entities where those entities have reciprocal cross holdings with the 0.0 0.0
institution designed to inflate artificially the own funds of the institution ' ’
(negative amount)
Direct, indirect and synthetic holdings of the CET 1 instruments of financial

18 sector entities where the institution does not have a significant 0.0 0.0
investment in those entities (amount above 10% threshold ad net of ’ ’
eligible short positions) (negative amount)
Direct, indirect and synthetic holdings of the CET 1 instruments of financial

19 sector entities where the institution has a significant investment in those 0.0 0.0
entities (amount above 10% threshold ad net of eligible short positions) ’ ’
(negative amount)

20 Empty setin the EU 0.0 0.0
Exposure amount of the following items which qualify for a RW of 1250%,

20a . ) . 0.0 0.0
where the institution opts for the deduction alternative

20b of which: qualifying holdinbgs outside the financial sector (negative 0.0 0.0
amount)

20c of which: securitisation positions (negative amount) 0.0 0.0

20d of which: free deliveries (negative amount) 0.0 0.0
Deferred tax assets arising from temporary differences (amount above 10%

21 threshold, net of related tax liability where the conditions in Article 38 (3) 0.0 0.0
are met) (negative amount)

22 Amount exceeding the 15% threshold (negative amount) 0.0 0.0
of which: direct and indirect holdings by the institution of the CET1

23 instruments of financial sector entities where the institution has a 0.0 0.0
significant invetment in those entities

24 Empty setin the EU 0.0 0.0

25 of which: deferred tax assets arising from temporary differences. 0.0 0.0

25a Losses for the current financial year (negative amount) 0.0 0.0

25b Foreseeable tax charges relating to CET1 items (negative amount) 0.0 0.0

7 Qualifying AT1 deductions that exceed the AT1 capital of the institution 0.0 0.0
(negative amount) ’ ’

28 Total regulatory adjustments to Common Equity Tier 1 (CET1) (36.7) (50.1)

29 Common Equity Tier 1 (CET1) Capital 1,394.6 1,317.3
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Additional

| Tier 1 (AT1) capital: instruments

30 Capital instruments and the related share premium accounts 360.0 360.0
31 of which: classified as equity under applicable accounting standards 360.0 360.0
32 of which: classified as liabilities under applicable accounting standards - -
33 Amout of qualifying items referred to in Article 484 (4) and the related
share premium accounts subject to phase out from AT1
Qualifying Tier 1 capital included in consolidated AT1 capital (including
34 minority interests not included in row 5) issued by subsidiaries and held by - -
third parties
35 of which: instruments issued by subsidiaries subject to phase out - -
36 Additional Tier 1 (AT1) capital before regulatory adjustments 360.0 360.0

Additional

| Tier 1 (AT1) capital: regulatory adjustments

Direct and Indirect holdings by an institution of own AT1instruments

37 ) - -
(negative amount)
Direct, indirect and synthetic holdings of the AT1 instruments of financial
38 sector entities where those entities have reciprocal cross holdings with the
institution designed to inflate artificially the own funds of the institution
(negative amount)
Direct, indirect and synthetic holdings of the AT1 instruments of financial
39 sector entities where the institution does not have a significant
investment in those entities (amounth above 10% threshold and net of
eligible short positions) (negative amount)
Direct, indirect and synthetic holdings of the AT1 instruments of financial
40 sector entities where the institution has a significant investment in those - -
entities (net of eligible short positions) (negative amount)
41 Empty setin the EU - -
22 Qualifying T2 deductions that exceed the T2 capital of the institution
(negative amount)
43 Total regulatory adjustments to Tier 1 (AT1) capital - -
a Additional Tier 1 (AT1) capital 360.0 360.0
45 Tier 1 capital (T1=CET1 + AT1) 1,754.6 1,677.3
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Tier 2 (T2) capital: instruments and provisions

46 Capital instrumnets and the related share premium accounts - -
47 Amount of qualifying items referred to in Article 484 (5) and the related
share premium accounts subject to phase out from T2
Qualifying own funds instruments included in consolidated T2 capital
48 (including minority interests and AT1 instruments not included in rows 5 or -
34) issued by subsidiaries and held by third parties
49 of which: instruments issued by subsidiaries subject to phase out -
50 Credit risk adjustments -
51 Tier 2 (T2) capital before regulatory adjustments - -

capital: regulatory adjustments

Direct and indirect holdings by an institution of own T2 instruments and

52 - -
subordinated loans (negative amount)
Holdings of the T2 instruments and subordinated loans of financial sector
53 entities where those entities have reciprocal cross holdings with the
insitution designed to inflate artificially the own funds of the institution
(negative amount)
Direct and indirect holdings of the T2 instruments and subordinated loans
of financial sector enities where the istitution does not have significant
54 investment in those entities (amount above 10% threshold and net of - -
eligible short positions) as described in Articles 66 (c), 69 and 70 of
Regulation (EU) No 575/2013 (negative amount)
Direct and indirect holdings by the institution of the T2 instruments and
subordinated loans of financial sector entities where the institution has a
55 significant investment in those entities (net of eligible short positions) as - -
described in Articles 66 (d) and 69 of Regulation (EU) No 575/2013 (negative
amount)
56 Empty Setin the EU - -
57 Total regulatory adjustments to Tier 2 (T2) capital - -
58 Tier 2 (T2) capital - -
59 Total capital (TC =T1+T2) 1,754.6 1,677.3
60 Total risk weighted assets 3,839.2 4,100.1
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Capital ratios and buffers

61 Common Equity Tier 1 (as a percentage of risk exposure amount) 36.3% 32.1%
62 Tier 1 (as a percentage of risk exposure amount) 45.7% 40.9%
63 Total capital (as a percentage of risk exposure amount) 45.7% 40.9%
Institution- specific buffer requirement (CET1 requirement in accordance
with Article 92 (1) (a) of Regulation (EU) No 575/2013 plus capital
64 conservation and countercyclical buffer requirements, plus systematic risk 10.6% 12.2%
buffer requirement, plus systemically important institution buffer
expressed as a percentage of risk exposure amount).
65 of which: capital conservation buffer requirement 2.500% 1.875%
66 of which: countercyclical buffer requirement 0.03319% 0.292%
67 of which: systemic risk buffer requirement N/A N/A
f which: Global Systemically | tant Institution (G-Sll) or Oth
67a of w |c. obal Sys emlca.y r.npor ant Institution ( ) or Other N/A N/A
Systemically Important Institution (O-SlI) buffer
Common Equity Tier 1 available to meet buffers (as a percentage of risk
68 22.0% 14.3%
exposure amount)
69 [non relevant in EU regulation] N/A N/A
70 [non relevantin EU regulation] N/A N/A
71 [non relevant in EU regulation] N/A N/A

Amounts below the thresholds for deduction (before risk weighting)

72

Direct and indirect holdings by the financial sector entities where the
institution does not have a significant invesment in those entities
(amounts below 10% threshold and net of eligible short positions)

73

Direct and indirect holdings by the institution of the CET1 instruments of
financial sector entities where the institution has a significant invesment
in those entities (amounts below 10% threshold and net of eligible short
positions)

74

Empty Setin the EU

75

Deferred tax assets arising from temporary differences (amount above 10%
threshold, net of related tax liability where the conditions in Article 38 (3)
are met)
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Applicable caps on the inclusion of provisions in Tier 2

Credit Risk adjustments included in T2 in respect of exposures subject to

76 - -
standardized approach (prior to to the application of the cap)

- Cap on inclusion of credit risk adjustments included in T2 in respect of
exposures subject to standardized approach

78 Credit Risk adjustments included in T2 in respect of exposures subject to
internal ratings- based approach (prior to to the application of the cap)

79 Cap on inclusion of credit risk adjustments included in T2 under internal

ratings- based approach

Capital instruments subject to phase- out arrangements (only applicable between 1 Jan 2014 and 1 Jan 2022)

80 - Current cap on CET1 instruments subject to phase out arrangements - -

- Amount excluded from CET1 due to cap (excess over cap after

81 . " . )
redemptions and maturities)
82 - Current cap on CET1 instruments subject to phase out arrangements - -
83 - Amount excluded from AT1 due to cap (excess over cap after redemptions
and maturities)
84 - Current cap on T2 instruments subject to phase out arrangements -
85 Amount excluded from T2 due to cap (excess over cap after redemptions

and maturities)
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Appendix 2: Remuneration disclosures

SMBC Nikko Capital Markets Limited (“CM-LTD”) is subject to the FCA’s Remuneration Code and is categorised
as a Proportionalitylevel 3 firm. In this document, SMBC Derivative Products Limited (“SMBC DP”), SMBC Capital
Markets Asia Limited (“CM-Asia”) and CM-LTD are referred to as CM-UK while SMBC DP, CM-LTD, CM-Asia
and CM-INC are referred to as the Group. This section provides further information on CM-UK’s remuneration

policies and governance in addition to quantitative information on remuneration in respect of the 15 month petiod
ending 31stMarch 2020 (FY19).

1. Remuneration Policy

The Remuneration Policy (“Policy”) sets out the policies and practices of remuneration forall employees of CM-UK
including international secondees from SMBC Nikko Capital Markets (Tokyo) and SMBC (Tokyo),and is intended to
reflect CM-UK’s overall business philosophy, aims and objectives.

The Remuneration Codeapplies to all employees of CM Ltd and its subsidiaries. SMBC Detivative Products Limited
("SMBC DP") currently has no employees and outsources all functions to other Group companies throughan Agency
Agreement and SLA's. SMBC DP retains three Independent Non-Executives Directors (INEDs) on its Board who
receive a fixed fee for their services.

A continuing focus during FY 2019 (15 month petiod from 1 January 2019 to 31 March 2020) has been to ensure that
CM-UK’s approach to discretionary remuneration is structured in accordance with the FCA’s Remuneration Code

(“the Code”).

In summary, the aims of the Policy include the following statements:

a) Employees should be remunerated by means of a mix of basic salary, benefits and discretionary bonus
relevant to their function and responsibilities;

b) The amount of fixed remuneration, includingsalary and benefits, should be sufficient foran acceptable
standard ofliving without a dependency on discretionaty bonus;

9) Employees should have the opportunity to sharein the success of CM-UK and SMBC, and share the impact
of losses in years of poor performance;

d) Anydiscretionary bonus should be based on a mixture of SMBC results, Group results, department
results and individual conttribution;

e) There should be no individual formula-based bonuses in CM-UK;

f) Remuneration should be affordable and appropriate in terms of value allocated to CM-UK’s shareholder and
employees;

o) Any discretionary bonus should take account of a range of factors, including the risk profile of the business

and theskills, knowledge and behaviours of the employee;

h) Vatiable compensation should not normally be guaranteed and should only be used exceptionally as a
recruitment tool, and onlybe paid to any individuals in their first 12 months of service.

The policy is owned by the Remuneration Committee (“RemCo”), who will review the policy annually or more
frequently if necessary. The RemCo has the authority to make significant revisions to the policy. Minor revisions may
be made by the Head of Human Resources and approved by the CEO, with ratification by the RemCo.

The mandate of the RemCo includes, but is not limited to:

e Reviewing and recommending to the Board the approval of the Remuneration Policy
e  Reviewing and approvingcurrent and deferred remuneration for specified Material Risk Takers

e  Reviewingand approvingthe bonus fund cap calculation, includingex-ante and ex-postrisk adjustments
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2. Regulation

CM-UK is committed to the maintenance of robust remuneration arrangements that are in accordance with regulatoty

requirements including the Code.

Here are some of the ways in which the Group fulfils this commitment:

2)

b)

g

h)

i)

Scope and Application — CM-UK has a clear process to identify employees whose professional activities
could have a significant impact on the firm’s risk profile, including senior risk and compliance officess, in
accordance with the FCA Remuneration Code. Such employees are designated as Material Risk Takers
(“MRT”) and theyare made aware of the implications of their status;

Governance — CM-UK is categorised as a significant, Proportionality Level 3 firm. In line with FCA
Proportionality guidelines, CM-UK has constituted a Remuneration Committee to strengthen remuneration
governance. The committee is primarily responsible for ensuring CM-UK’s remuneration policies comply
with the FCA Remuneration Code in addition to specific responsibilities for the approval of senior
management compensation, review of MRT compensation, bonus pool funding and employee conduct
outcomes. The Head of Human Resources will seek review of the Remuneration Policy Statement and this
Pillar 3 Risk Disclosure from external consultants from time to time as deemed appropriate and necessaty
to confirm compliant approach to remuneration and the required disclosure. The last review of the
documentation, approach and compliance was undertaken by PricewaterhouseCoopers (PwC) for the FY18
performance yeat;

Capital — The aggregate total of variable remuneration in FY 2019 was considered in the context of CM-
UK’s overall capital resources;

Guarantees — The policy is that guarantees are used only in exceptional circumstances, only in the case of

new hires and onlyin their first 12 months of setvice;

Risk—focused Remuneration Policies — CM-UK’s policies, procedures and practices promote sound risk
management. Thisis an important part of CM-UK’s Policy which links risk and remuneration through the
governance process, the performance evaluation process, deferral structures and performance adjustment
provisions;

CM-UK has a top down risk adjustment which is produced by the Risk Management department. This uses
attributed direct costs and then incorporates a cost of capital to reflect capital usage. The process is used to
quantify the efficiency of capital usage in driving profitability and to assess the appropriateness of the size of
thebonus funds.

CM-UK has voluntarily implemented a deferral scheme and a variable pay cap of 200% of fixed pay - See
Sections 6 and 7;

CM-UK will also adjust the bonus awards of employees if their behaviours are deemed to be incompatible

with the organisation’s values and culture;

Conduct assessmentis a key partin the assessment of non-financial performance for Departments.

3. Material Risk Takers

CM-UK has identified its MRT' in accordance with Remuneration Code with reference to the EBA Regulatoty
Technical Standards (RTS) for the definition of material risk takers for remuneration purposes. CM-UK has

developed and applied internal qualitative and quantitative assessments against the defined criteria to identify those

individuals that have a material impact upon the firm’s risk profile.

For the performance year 2019 there were 61 MRT's identified in CM-UK.
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4. Control Functions

Employees engaged in Risk and Compliance functions are independent of the business units they oversee. Their
remuneration, both fixed and variable, is determined centrally, with no involvement from front line business units in
the process and is reviewed and approved by the Remuneration Committee. At least 50% of the total pay for
employees in control functions is fixed pay.

5. Base Salary

Base salaty is the fixed payment made to an employee for their services. It does not include allowances or benefits
and is the basis for salary-related benefits such as pension contributions.

Theamount of salary paid to an employee will depend on the following factors:

a) The market rate for the function;
b) The consistency of the market rate with internal peer groups;
9) The knowledge, experience and competencies of the individual;

Base Salary is reviewed annuallyon 1 July.

Fixed remuneration comprises of base salaty, allowances and benefits.
6. Variable Pay

Variable payin CM-UK is defined as annual discretionary bonus, which is awarded based on SMBC results, CM Group
results, departmental results and individual performance.

The total bonus pool amount is determined by reference to CM-UK’s risk-adjusted critetia, which include both
quantitative and qualitative measures.

Individual discretionary bonuses are based on performance and non-performance based criteria. Adherence to
applicable risk and control frameworks is part of the performance assessment.

All employees are eligible to be consideted fora discretionary bonus award as long as they began their employment
with the Group on or before the last day of March of the appropriate performance year. All awards for new joiners
are pro-rated based on their start date.

For FY 2019 the core performance criteria were:
Risk, Compliance and Conduct; Leadership, Customer Service and People Development; and Diversity and Inclusion.

As a Proportionality level 3 firm, CM-UK is not restricted by the bonus cap of 100% of fixed pay however has
voluntarily implemented a vatiable pay cap of 200%.

7. FY19 Extraordinary COVID-19 intervention

Inlight of the Covid-19 economic challenges, the Prudential Regulatory Authority (“PRA”) instructed institutions to
take prudent decisions to safeguard their capital and maintain liquidity. Focusing on the Company’s long-term
sustainability and in response to the uncertain business environment, the Remuneration Committee approved a seties
of actions responding to the regulator’s COVID-19 expectations.

8. Deferral and Performance Adjustment

As a Proportionality level 3 firm and in accordance with the Remuneration Code, CM-UK has dis-applied the
requirement to make payment in shates, or equivalent non-cash instruments. CM-UK has voluntarily adopted a
deferral policyupon which performance adjustment may be applied. MRT's are also subject to clawback provisions.
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9. Remuneration of SMBC Nikko Capital Markets Limited in Performance Year 2019
Aggregate remuneration amount for MRTs:

Total remuneration (US$m) 2019

Senior Manaders Other members of staff
9 designated as MRT

4.0 15.6 19.6

Note: the figures aboveare in respect of the 15 month financial period ending31 March 2020 - including 15 months
of fixed pay to 31 March 2020, and the bonus awards paid in June 2020 for the performance year FY 2019.
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