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Document disclaimer 

• SMBC Nikko Capital Markets Limited and its subsidiaries (“CM-UK”, the “Group” or ‘we’, ‘us’, ‘our’) are 

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 4th Capital Requirements Directive (“CRD IV”) and the Capital Requirements 

Regulation (“CRR”), hereinafter the CRD IV package, which came into effect on 1 January 2014.   

• 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.  

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

• This document reflects, where appropriate, information which is contained within the Consolidated Annual 

Report & Financial Statements of CM-UK. 

• The information contained herein has been subject to internal review but has not been audited by CM-UK’s 

external auditors. 

• 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 directly 

comparable with that made available by other firms.  This may be due to a number of factors such as: 

o The mix of approaches allowed under the CRR; 

o The mix of exposure types; 

o The different risk appetites and risk profiles of firms; and/or 

o The different waivers and modifications granted by the FCA. 

 

1. Overview 

1.1 Background and scope 

The CRD IV 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 IV 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 management processes and, hence, capital adequacy. Improved public disclosures of such 

information leads to increased transparency and should lead directly to more effective market discipline.  

Article 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 proprietary or confidential.  Information is 

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.    



 

5 

 

1.2 Basis of Disclosure 

The CRD IV disclosure requirements apply to CM-UK on a consolidated basis, consequently the disclosures below 

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 2021 (and 31 March 2020 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 Article 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 size and 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 or all disclosures more frequently than annually if there are future 

changes in the business that are 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 verification process  of the 

financial statements. 

This report is published on the corporate website of SMBC Nikko Capital Markets Limited http://www.smbcnikko-

cm.com/corporate/financial-information.html 

 

 

 

 

 

 

 

 

  

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 

The key metrics dashboard provides a summary of the Group.  Supplementary information can be found in the table 

references provided: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Item Category Ref
31 March 2021 

(US$m)

31 March 2020 

(US$m)

Available capital

1 Common Equity Tier 1 (CET1) Section 4 - Table 1 1,476.7 1,394.6

2 Tier 1 Section 4 - Table 1 1,836.7 1,754.6

3 Total capital Section 4 - Table 1 1,836.7 1,754.6

Risk-weighted assets

4 Total risk-weighted assets (RWA) Section 5 - Table 3 3,819.7 3,839.2

Risk-based capital ratios as a percentage of RWA

5 Common Equity Tier 1 ratio (%) Section 5 - Table 4 38.7% 36.3%

6 Tier 1 ratio (%) Section 5 - Table 4 48.1% 45.7%

7 Total capital ratio (%) Section 5 - Table 4 48.1% 45.7%

Additional CET1 buffers requirements as a percentage of RWA

8 Capital conservation buffer requirements (2.5% from 2019) Section 6.1 2.500% 2.500%

9 Countercyclical buffer requirement Section 6 - Table 5 0.014% 0.033%

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

10 Total of bank CET1 specific buffer requirements Item 8+9 2.514% 2.533%

Basel III leverage ratio

11 Total leverage ratio exposure measure Section 9 - Table 18 17,953.3 14,588.0

12 Leverage ratio (%) Section 9 - Table 19 10.2% 12.0%
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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. It is part of 

a wider Sumitomo Mitsui Financial Group (“SMBC Group”). 

 The Group consolidates the following legal entities: 

• SMBC Nikko Capital Markets Limited (“the Company” or “CM Ltd”), 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.   

• SMBC Derivative 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.  It is structured as 

a bankruptcy remote derivative products company (“DPC”) and has received a credit rating of Aa1 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. 

• SMBC Capital Markets (Asia) Limited (“CM Asia”), incorporated in Hong Kong and authorised and regulated 

by the Hong Kong Securities and Futures Commission. CM Asia acts as an agent and intermediary for the 

Company and 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 on behalf of SMBC Group. 

The Group’s strategy is focussed on strengthening its global product offering 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 Global Markets and Capital Markets & Advisory divisions. Global 

Markets comprises of the Derivatives, Fixed Income and Equities business lines, whereas Capital Markets & Advisory 

comprises the Debt Capital Markets (‘DCM’), Equity Capital Markets (‘ECM’) and M&A desks.  

The Fixed Income and Equities desks within Global Markets undertake secondary market trading in bonds and 

equities, focused 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 Derivatives desk provides largely vanilla derivative hedging products to meet the needs of its customers, including 

those customers of affiliated entities in the SMBC Group. 

The DCM and ECM teams within Capital Markets & Advisory provide expertise in underwriting of primary issuance, 

while the M&A advisory group provides advice and support to SMBC Group customers seeking new business 

opportunities. 

2.3 Business Environment  

The Group operates in a highly regulated business environment with significant requirements in respect of reporting, 

capital and liquidity management, product design, conduct, customer service and other business aspects from multiple 

regulators in the countries the Group operates. These regulations constantly change and evolve in response to periods 

of financial instability, new business practices, economic and political developments and become increasingly stringent 

in order to promote good practice and stability in global financial markets.  
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The Group operates in an environment of unprecedented uncertainty with respect to the continuing crisis presented 

by the COVID-19 pandemic and the fallout from the UK’s withdrawal from the EU (“Brexit”). The Group’s strategic 

plan, which incorporates the challenges and opportunities presented by Brexit and the Group’s response to the 

COVID-19 crisis are discussed in the Group’s Annual Report and Financial Statements. 

 

2.4 Diversity  

The SMBC Group is committed to diversity and inclusion 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 across 

the group to support the development of 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. SMBC EMEA (including CM Ltd) has signed the HM 

Treasury, Women in Finance Charter, pledging to increase female representation to 30% at senior levels in the group 

by 2023 The President and CEO of CM Ltd 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 has adopted 

the following policies in recruiting senior executives: 

• engaging, when required, an executive search firm that is a signatory to WiFC or the Executive Search Firms’ 

Voluntary Code of Conduct;  

• liaising with the search firm to produce a brief that includes emphasis on diversity of skills and background, in 

addition to career experience 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 produce long lists which include female and other diverse candidates and;  

• 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 of a financial services firm. 
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3 Risk management objectives, policies and material risks 

The Board ensures that risk management is embedded throughout the organisation by way of:  

• a formal risk governance framework, with clear and well understood risk ownership, standards and policies, 

• a strong risk culture, with personal accountability for decisions, 

• the alignment of risk and business objectives through the integration of risk appetite into business planning 

and capital management, 

• the alignment of remuneration within the risk framework and risk outcomes, and 

• daily monitoring by an independent risk 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 limits and the processes and reporting that are in place across the Group. It is 

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:  

• Risk Governance Structure – who is responsible for the Group’s risk management and what authorities are 

given, 

• Risk Identification and Assessment – what risks the Group is faced by and how important each risk is, 

• Risk Appetite – what level 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,  

• Risk Measurement – how risks are individually and collectively measured and recognised, 

• Risk Monitoring and Reporting – how risks are monitored, controlled and reported to the Board, executive 

management and business owners, 

• Stress Testing – Scenario analysis of potential downside risks, and 

• 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 Board 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 comprised of: 

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

• 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 

• 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: 

I  

 

3.3.1 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 properly 

considered in setting remuneration policy and monitoring regulatory requirements. The BRCC is supported by and 

oversees the work of the Prudential Regulation Committee. 

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

 

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, experience and capabilities of candidates of the 

Board, 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 relevant 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 or areas for further development by the Board. 
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3.3.3 The Remuneration Committee 

The Remuneration Committee consists entirely of NEDs and has oversight for the operation of remuneration policies 

across CM-UK. It is also responsible for the review, approval and challenge where appropriate of remuneration 

proposals for members of senior management (including Executive Committee members) and other employees and 

Directors who are considered to have a material risk impact on us. 

 

3.3.4 The Audit Committee 

The Audit Committee is responsible for assisting the Board in i) its oversight and monitoring of the integrity of our 

financial statements and internal financial controls ii) monitoring and reviewing the effectiveness of the internal audit 

function. It is 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 by a management 

committee framework including the following committees: 

• an Executive Committee;  

• a management risk committee (the Risk Management Steering Committee, “RMSC”) and its sub-committees. 

The Executive Committee 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 i) 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 vii) 

internal controls. 

The RMSC sub-committees can be summarised as follows: 

• Credit Committee is 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. 

• Operational Risk Committee is a specialist forum structured to look more 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. 

• Liquidity Management Committee focuses on issues related to liquidity risk and treasury management, e.g. 

liquidity stress testing, funds transfer pricing and efficiency of liquid 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. 
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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”), Recovery and 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 

The below table shows our directors and the number of both internal and external directorships they each serve as at 

31 March 2021: 

 
 

The following directors resigned during 1st April 2020 and 31st March 2021 

• Tetsuro Imaeda 

• David John Thomas 
 

All internal directorships are appointments within the SMBC Group. 

 

 

 

 

 

 

 

 

 

CM LTD Director Internal directorships External directorships

Patricia Jackson (INED) 0 2

Stephen Souchon (INED) 0 1

Maria Turner (INED) 0 0

Keiichiro Nakamura (NED) 3 2

Hitoshi Minami (NED) 6 0

Hideo Kawafune (NED) 4 0

Takahiro Yazawa (ED) 2 0

Antony Yates (ED) 5 0

Key:

ED = Executive Director

NED = Non-Executive Director

INED - Independent Non-Executive Director
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3.5 Three Lines of Defence (“3LOD”) 

The Group has adopted a 3LOD approach to risk management to ensure the adequate oversight of risks and to embed 

a culture of risk awareness throughout the organisation. This approach separates the ownership/management of risk 

from the functions that oversee risk and those that provide independent assurance, as illustrated below: 

 

 

3.5.1 First Line 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 objectives and risk appetite.  The 

business functions constitute the first line of defence (“1st LOD”) and are responsible for identifying and managing 

risks directly and are accountable for both upside and downside outcomes.  Each business function undertakes a 

regular risk self-assessment that is 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 IT, operations, marketing and 

product development.  

Risk management is a crucial element of everyday activity in the 1st LOD. The first line has the responsibility to:  

• Prevent the risk that the Group is not prepared to own through forward looking risk identification 

• Mitigate identified risks by proactive business management and report new / emerging risks 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.  
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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 management act ivities 

and risk-return considerations. 

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

• Risk Management Department (covering market, credit, counterparty, liquidity and operational risks) , 

• Compliance Department (covering conduct and compliance risks), 

• Finance,  and 

• Legal (covering legal and reputational risks). 

The mission of the 2nd Line of Defence is to ensure financial stability and continuity of the Group, by acting as 

guardian of its risk profile.  The 2nd LOD ensures the correct execution of risk management that satisfies all applicable 

laws, regulations, and best practice. To that end, 2nd LOD responsibilities are: 

• To design an appropriate and effective risk and policy framework,  

• To ensure the 1st LOD has implemented an effective risk management framework, 

• To implement controls which enforce compliance with the Board’s stated risk appetite and provide 

appropriate reporting,  

• To identify and highlight current and emerging risk issues, and 

• To monitor compliance with applicable laws and regulations.  

 

3.5.3 Third Line of Defence 

The Internal Audit department constitutes the third line of defence (“3rd LOD”) and provides independent assurance 

to the Board that the 1st and 2nd LOD’s are fit for purpose and that the 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 corresponding controls by the 1st and 2nd LODs. The 3rd LOD responsibilities are to:  

• Provide independent review of adherence to controls, policies, rules, and regulations by the first two lines  

• Assess the efficiency and effectiveness of the risk identification, measurement and monitoring processes 

performed by the 1st LOD and 2nd LOD 

• Assess the efficiency and effectiveness of the design and operation of internal controls  

• Recommend and track remedial action where operational weaknesses are identified 

 

3.6 Risk Identification and Assessment 

The Group identifies and assesses risk based on the following principles, objectives and processes: 

3.6.1 Key Principles and Objectives 

The key principles for effective risk identification and assessment are: 

• To identify the major risks that could impact the Group’s long term sustainability,  

• To assess the likelihood and impact of the risks materialising, 

• To assess the robustness of the controls that mitigate the risks, and 

• To ensure that identified risks are recorded on the Group’s risk register. 
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The main objectives of the risk identification and assessment are: 

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

• To determine adequate capital and liquidity requirements on a forward looking horizon through ICAAP, 

ILAA and RRP processes, 

• To ensure effective controls are implemented and maintained, and 

• To help the executive management with day-to-day decision making in the Group’s business so such 

decisions will be in 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 ensure its risks are correctly identified and properly assessed, which include, 

but are not limited to: 

• 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. 

• An emerging risk identification process where contemporary 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 risks and preparing the explanation and 

assessment of such risks. The First Line of Defence must also continually seek to identify and assess the risks within 

its business activities.   

 

3.7 Risk Appetite 

Based on the risks 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 or in the event of 

a material change to the nature or size of risk faced by us.    

The Group’s Risk Appetite Framework sets out the broad level of risks that are to be accepted in pursuit of its 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 series of  risk categories: 

• Solvency, 

• Liquidity, 

• Credit and 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 

monthly basis and to the BRCC quarterly. 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, our material risks are identified as below which the Group has allocated appropriate capital against: 

3.8.1 Credit risk 

We define 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 or agreement, as a result of credit events such as deterioration of a 

borrowers’ financial standing.  The key drivers of credit risk are outlined as follows. 

Counterparty risk is the risk of a counterparty failing to perform on a contract or agreement during the life of the 

transaction. Counterparty risk most often arises when we enter into a swap transaction, purchases an option or 

buy/sell securities with a forward settlement date including under repo/reverse repo and stock lending/borrowing 

agreements. 

Issuer risk is the risk of credit quality deterioration or outright default (i.e. non-payment of coupon and/or principal 

on the due date) of an issue of securities. Issuer risk arises when we underwrite a new issue of securities or purchases 

securities in the secondary market.   

Depository risk is the risk of failure by a depository or custodian holding our cash or securities. We 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 d irectly with exchanges and/or their 

associated clearing houses.   

Settlement Risk is 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 necessary to manage credit by establishing settlement limits in accordance with the 

counterparty’s credibility. 

Transfer risk is defined as the risk that a borrower will not be able to convert local 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 country. 

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: 

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

• Potential exposure (the amount over the remaining life of a 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. 

we use credit exposure at selected points in time over the life of the transaction at the 97.5% confidence level 

to define potential exposure), 

• Expected exposure (the average of positive future values of derivative contracts for each scenario generated 

by an internal simulation model for each simulated time point over the life of the deal or portfolio), 

• Average expected exposure (the sum of the Expected Exposure number of all-time points, divided by the 

life of the deal, or the maximum tenor of the portfolio), 

• Expected loss (the cumulative sum of each time point’s Expected Exposure multiplied by that time point’s 

incremental loss probability), and 

• Notional amount (for securities transactions, the aggregate Notional Amount is calculated as the sum of the 

face value of the securities bought/sold or borrowed/lent). 
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Credit risk mitigation is also a high priority for the Group’s credit risk management and a variety of mitigants are 

employed including: 

• Collateral and netting agreements, which are actively pursued from the standpoint of 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.  

• Parental guarantees, which the Group have purchased to cover specifically identified counterparty credit 

risks.   

• 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 Market risk 

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 for its derivative business which is predominantly undertaken on the basis that 

the market risk arising from customer trades is hedged either with a group company CM Inc., or a market counterparty, 

which substantially mitigates market risk in the derivatives business. 

Market risk arises in both the primary underwriting activity and the secondary 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 out in an official Risk Appetite Statement. 

The VaR analysis for the year was as follows 

 

Note: The VaR table above is based on a 99% 1 day VaR over a 520 day cycle. 

 

 

 

 

 

 

 

 

 

Category Year to March 2021(US$m) Year to March 2020(US$m)

Year-end 3.1                                                     2.3

Average 2.5                                                     2

Maximum 3.2                                                     2.4

Minimum 1.4                                                     1.6
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3.8.3 Securitisation  

The Group has commenced its secondary trading activities on Asset Backed Securities (“ABS”) and Residential 

Mortgage Based Securities (“RMBS”) during the year, the main objectives of which are to  

• support the Group’s underwriting primary issuance activities; and  

• strengthen its distribution capability to support customers’ demands 
 

The Group acts only as an investor in securitisation transactions and undertakes due diligence checks prior to taking 

on any securitisation positions.  Market risk arising from holding such positions is monitored and mitigated through 

a variety of measures as outlined in section 3.8.2 above on Market Risk.  

Securitasion exposure in the trading book for CM-UK: 

 

Note: STS stands for ‘Simple, Transparent and Standardised’ securitisation as defined under Regulation (EU) 2017/2402. 

 

3.8.4 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 risk may arise through exposures to groups of connected 

clients and/or to specific market sectors or geographical locations. Such exposure may arise 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 exposures from certain third 

party derivative counterparties.  

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  large exposure monitoring, we have established a framework for 

monitoring aggregate exposures arising from ‘connected counterparties’, i.e. individual exposures that may be linked 

via a common economic or structural dependence.   Credit exposures are assessed on an ongoing basis in order to 

identify and report any such linkages where required. 

 

STS Non-STS

Institution acts as investor

Retail (total) 13.1 13.4 26.5          

   residential mortgage 8.9 2.6 11.6          

   credit card - - -            

   other retail exposures 4.2 10.8 14.9          

Total Exposures 13.1 13.4 26.5

Traditional
Category

31 March 2021 (US$m)

Sub-total
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3.8.5 Operational risk 

Operational risk is the risk of loss 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 Legal, 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 or laws 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; 

• Risk and 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 that is reviewed in monthly governance forums and 

represented in the Group’s Risk Register. The events also provide loss data and scenarios for the annual ICAAP 

process, under the governance of the internal Prudential Regulation Committee. 

The Group seeks to maintain operational resilience and minimise operational risk through clearly 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 chooses to review and the timing of any review. 

 

3.8.6 Pension obligation risk 

This is the risk to a firm caused by its contractual or other liabilities to or with respect to a pension scheme. We 

capitalise the gross value of the scheme’s liabilities, which are not deemed a material risk. 

 

3.8.7 Other risks 

The Group’s Risk Register also analyses risks for which capitalisation is not considered to be an appropriate mitigant.  

• Group Risk 

As noted in Section 2, our business model brings about an inherent interdependence with the wider SMBC Group, 

thereby leading 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 or by risk which may affect the 

financial position of  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 to offset the credit exposure 

arising from derivative trading with SMBC.  This is provided in the form of  Japanese Government Bonds, subject to 

haircut for FX volatility. 

• Liquidity Risk 
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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 on its 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 positions in high quality marketable securities that may be sold to cover any funding gaps.  For stress testing 

purposes, reliance is placed only on a committed facility provided by SMBC. 

• Collateral requirements in the event of  a rating downgrade  

We do not have a public rating, however, in the event of a credit downgrade in the public rating of either SMBC or 

of the publicly rated, bankruptcy remote subsidiary SMBC DP there will be the potential for various liquidity events 

such as collateral calls or terminations upon downgrade in respect of certain derivative transactions with external 

clients. We therefore continuously monitor this position in the liquidity stress testing. Stress testing results indicates 

that we have 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 overall 

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 poorly structured transactions, i.e. 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. 

 

We have 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 counterparty credit risk requirement. 

• Interest Rate Risk in the Banking Book (IRRBB) 

The Treasury department manages the Group’s funding profile, daily business funding and the liquidity 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 the latter it 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 the level and volatility of prices such as foreign exchange rates, credit spreads, 
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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 Company and the SMBC Group assign a high priority to environmental issues and such issues, in particular 

climate change, have been identified as one of  the Company’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 carbon economy 

(transition risks). The Company 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’s environmental strategy is further described in the Strategic Report of  the Annual Report and Financial 

Statements. 

3.9 Adequacy of risk management arrangements 

As part of  its ongoing risk management framework, on at least 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  documentation is provided to the Board who have assessed that the risk management framework 

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 crime rules or 

damage to market integrity or competition.   

The Group’s Conduct Framework is based around three pillars as outlined below. 

3.10.1 Identification of Conduct Risks 

• Each employee is responsible to identify Conduct Risks in his or her area 

• Each Department Head must identify Conduct Risks for their area of responsibility 

• The firm sets its conduct risk 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 

• Front and Back Offices conduct quarterly self-assessments  

• The Compliance Department conducts its Compliance Monitoring Programme including Conduct related 

themes and review of conduct controls 

• Conduct KRIs are reported to the Control and Conduct Assessment Forum and to the board and board 

committees 

• The Employee Conduct Risk Committee reviews individual conduct issues and ‘joins the dots’  

• Speak-up and whistleblowing is encouraged and protected through our Whistleblowing framework. 
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• The Group 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 for identifying and 

reporting on Conduct breaches as required by SMCR 

• Each Front and Back Office Department has appointed a conduct champion whose role is to promote the 

conduct agenda in that department 

• The Group has established annual Positive Conduct Awards to recognise good conduct by individual 

employees. 

 

3.10.3 Control of Conduct Risk 

• The Group has a full Conduct Risk training curriculum 

• Conduct issues are highlighted through regular Conduct Risk Updates to employees 

• New Product Approval Process and Transactional Approval Committee embed conduct issues 

• Departmental and firm wide Policies and Procedures also embed conduct themes 

• Employee Conduct Risk Committee makes recommendations to the board remuneration committee on 

individual conduct related issues  

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

 

3.11 Upcoming Prudential Regulatory Changes  

The FCA will introduce the UK Investment Firm Prudential Regime (IFPR), a new prudential regime for UK firms 

authorised under the Markets in Financial Instruments Directive (MiFID), on 1 January 2022, subject to progress and 

amendments to the Financial Services Bill (FS Bill), The new regime will streamline and simplify the prudential 

requirements for FCA solo-regulated investment firms in the UK (FCA investment firms).  In line with FCA objectives 

and its Mission, it will refocus prudential requirements and expectations away from risks the firm faces, to also consider 

and look to mitigate the potential for harm the firm can pose to consumers and markets .  

The Group has commenced its implementation of IFPR based on the draft rules in the FCA’s consultation papers 
issued to date and will assess whether any changes are required to the risk management framework over the course 
of the coming financial year. 
 

4. Own funds 

4.1 Common Equity Tier 1 (“CET1”) Capital  

Our 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 carry voting rights and are owned by Sumitomo Mitsui Banking Corporation (85%) and SMBC Nikko 

Securities, Inc. (15%). Further details of the features of ordinary shares are in Table 1 and Appendix 1. 

 

4.2 Additional Tier 1 Capital (“AT1”) 

AT1 Capital consists of $360 million of perpetual, non-cumulative preference shares, fully paid-up and compliant with 

the eligibility criteria under the CRR.  Further details of the features of AT1 are in Table 1 and Appendix 1. 
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4.3 Capital deductions 

Our own funds are subject to the following deductions from CET1: 

• Deduction of intangible assets 

• 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: 

     

The increase in Total Own Funds is predominantly due to the inclusion of the audited profit for the period ended 

31 March 2021 in CET1. 

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

 

Own funds
31 March2021 

(US$m)

31 March2020 

(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 558.0                    487.3                     

Accumulated other comprehensive income (and other reserves) (1.6) .0

Common equity tier 1 capital before regulatory adjustments 1,500.4 1,431.3

Common equity tier 1 capital: regulatory adjustments

Additional value adjustments (2.1) (2.0)

Intangible assets (net of related tax liability) (7.7) (6.7)

Fair value reserves related to gains or losses on cash flow hedges 0.0 (1.0)

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

in own credit standing (13.8) (27.0)

CET1 instruments of financial sectior entities where the institution has a 

significant investment in those entities .0 .0

Total regulatory adjustments to common equity tier 1 (23.7) (36.7)

Common Equity Tier 1 (CET1) Capital 1,476.7 1,394.6

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 investment in 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 1,836.7                1,754.6                  

Category
31 March 2021 

(US$m)

31 March 2020 

(US$m)

Shareholders' equity per financial statements

Called up share capital 1,139.0 1139

Share premium 165.0 165

Retained earnings 558.0 487.3

Other reserves (1.6) 0.0

Less Regulatory Adjustments for Own Funds

Capital Deductions (23.7) (36.7)

Total Own Funds 1,836.7 1,754.6
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5. Capital Requirements 

We determine the 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: 

 

 

Table 4: Capital Ratios for CM-UK: 

 
 

The Group’s capital ratio has increased from 31 March 2020 to 31 March 2021, primarily as a result of the inclusion 

of the audited profits for the year ended 31 March 2021 in the own funds. 

 

 

 

RWA (US$m)

Capital 

Requirement 

(US$m)

RWA (US$m)

Capital 

Requirement 

(US$m)

Credit risk

Standardised approach 1,390.8                   111.3                       1,455.3                   116.4                       

Institutions 692.3                       55.4                         756.4                       60.5                         

Corporates 634.3                       50.7                         638.4                       51.1                         

Central Governent -                           -                           -                           -                           

Multilateral development banks -                           -                           0.1                           -                           

Items associated with particular high risk 19.7                         1.6                           16.2                         1.3                           

Others 44.5                         3.6                           44.4                         3.6                           

Credit valuation adjustment 245.0                       19.6                         188.5                       15.1                         

Market risk 1,702.2                   136.2                       1,720.4                   137.6                       

Interest rate risk 1,464.5                   117.2                       1,363.6                   109.1                       

Options transactions -                           -                           -                           -                           

Equity -                           -                           140.4                       11.2                         

Foreign exchange risk 237.6                       19.0                         216.4                       17.3                         

Operational risk 481.8                       38.5                         475.0                       38.0                         

Concentration Risk -                           -                           -                           -                           

Total 3,819.7                   305.6                       3,839.2                   307.1                       

Category

31 March 2021 31 March 2020

Capital Ratios 31 March 2021 31 March 2020

Common Equity Tier 1 ratio 38.7% 36.3%

Tier 1 ratio 48.1% 45.7%

Total capital ratio 48.1% 45.7%
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5.1 Pillar 1 approach 

We adopt the following approaches to calculating Pillar 1 capital requirements: 

 

 

Note: as amended by the Regulation (EU) 2017/2401 effective from 1 January 2019.  

 

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 were $0.5m and $0.037m respectively, as at 31 March 2021. These figures are not reflected in the 

Credit Risk Tables below. 

6. Capital Buffers 

The Group is required to hold the following capital buffers under CRD IV. 

6.1 Capital conservation buffer (“CCoB”) 

The CCoB is 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.  

 

6.2 Countercyclical capital buffer (“CCyB”) 

The CCyB 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: 

 

 

Risk Category Pillar 1 approach

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

Market Risk

 - Interest rate general market risk Maturity-based approach under CRR Article 339

 - Interest rate specific market risk Standardised approach under CRR Article 336

 - Securitisation specific market risk External Ratings Based approach under Section 3, Chapter 5, Title II, Part Three of CRR*

 - Foreign exchange risk Standardised approach under CRR Article 352

Operational Risk Basic Indicator Approach under Chapter 2, Title III, Part Three of CRR.

Credit Valuation Adjustment Risk Standardised method under CRR Article 384

Concentration Risk

Additional own funds requirements for large exposures in the trading book under Article 

397

Settlement Risk CRR Article 378

31 March 2021 31 March 2020

Total risk exposure amount 3,819.7                      3,839.2                      

Institution specific countercyclical capital buffer rate 0.014% 0.033%

Institution specific countercyclical capital buffer requirement 0.5 1.3

Category
(US$m) and %
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Table 6: Geographical distribution of credit exposures relevant for the calculation of the CCyB as at 31 

March 2021 for CM-UK: table updated last two columns total removed. 

 

 

  

Exposure Value for 

SA (col 10)

Sum of long and 

short positions of 

trading book 

exposures for SA 

(30)

of which: 

General 

credit 

exposure

s (80)

of which: 

Trading 

Book 

exposure

s (90)

Total

Australia 1.4 8.2 0.1 0.2 0.3 0.000% 0.000%

Austria 4.0 0.0 0.0 0.0 0.0 0.000% 0.000%

Belgium 1.4 1.8 0.1 0.0 0.1 0.000% 0.000%

Bahrain 0.0 17.2 0.0 1.7 1.7 0.000% 0.000%

Bermuda 1.3 13.5 0.1 0.6 0.7 0.000% 0.000%

Canada 0.0 0.1 0.0 0.0 0.0 0.000% 0.000%

Cayman Islands 39.0 170.4 3.3 7.1 10.4 0.000% 0.000%

China 0.0 0.0 0.0 0.0 0.0 0.000% 0.000%

Denmark 11.6 0.2 0.9 0.0 0.9 0.000% 0.000%

Egypt 0.3 2.6 0.0 0.3 0.4 0.000% 0.000%

France 233.1 26.0 4.5 1.3 5.8 0.000% 0.000%

Germany 17.8 21.1 0.6 1.6 2.2 0.000% 0.000%

Guernsey 7.8 0.0 0.6 0.0 0.6 0.000% 0.000%

Hong Kong 0.3 4.4 0.0 0.3 0.3 0.353% 1.000%

Hungary 8.7 0.0 0.7 0.0 0.7 0.000% 0.000%

Indonesia 0.0 6.1 0.0 0.5 0.5 0.000% 0.000%

Ireland 0.0 1.7 0.0 0.0 0.0 0.000% 0.000%

Israel 4.1 0.0 0.3 0.0 0.3 0.000% 0.000%

Italy 10.0 7.1 0.8 0.6 1.4 0.000% 0.000%

Japan 0.0 87.6 0.0 1.6 1.6 0.000% 0.000%

Jersey 188.2 11.2 1.7 0.5 2.3 0.000% 0.000%

Kazakhstan 0.0 1.1 0.0 0.1 0.1 0.000% 0.000%

Kuwait 0.0 10.6 0.0 0.2 0.2 0.000% 0.000%

Luxembourg 0.4 12.7 0.0 0.6 0.7 0.714% 0.500%

Malaysia 9.0 2.3 0.4 0.0 0.4 0.000% 0.000%

Netherlands 246.9 69.5 3.6 4.4 8.0 0.000% 0.000%

Norway 28.0 1.1 0.6 0.0 0.6 0.660% 1.000%

Oman 0.0 10.0 0.0 0.8 0.8 0.000% 0.000%

Panama 0.0 0.2 0.0 0.0 0.0 0.000% 0.000%

Qatar 4.9 2.2 0.4 0.0 0.4 0.000% 0.000%

Republic of Korea 0.0 23.1 0.0 0.9 0.9 0.000% 0.000%

Saudi Arabia 22.6 20.4 0.9 0.4 1.3 0.000% 0.000%

Singapore 10.5 1.0 0.8 0.0 0.9 0.000% 0.000%

Spain 0.0 9.3 0.0 0.1 0.1 0.000% 0.000%

Sweden 2.0 1.9 0.2 0.1 0.3 0.000% 0.000%

Switzerland 16.1 0.0 1.3 0.0 1.3 0.000% 0.000%

Thailand 1.5 0.0 0.1 0.0 0.1 0.000% 0.000%

Turkey 6.3 0.0 0.0 0.0 0.0 0.000% 0.000%

United Arab Emirates 11.9 85.5 0.6 3.5 4.1 0.000% 0.000%

United Kingdom 1242.8 21.0 33.0 1.1 34.0 0.000% 0.000%

United States 0.0 125.9 0.0 7.5 7.5 0.000% 0.000%

Virgin Islands, British 0.0 32.4 0.0 1.5 1.5 0.000% 0.000%

Totals 2,132.0                        809.6                       55.9          37.8          93.7             

31 March 2021

Geographical breakdown

General credit 

exposures

Trading Book 

Exposures
Own funds requirements 

Own funds 

requirement 

weights (110)

Countercyclical 

capital buffer rate 

(120)

(US$m)
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7. Credit risk    

7.1 Credit risk adjustments 

The Group recognises an impairment allowance for expected credit losses for financial assets carried at amortised cost 

and fair value through other comprehensive income.  

 IFRS 9 establishes three impairment categories: 

a) low risk assets (“stage 1”);  

b) instruments whose credit risk has significantly increased since initial recognition (“stage 2”); and  

c) credit-impaired (“stage 3”). 
 

Impairment provision of assets in stage 1 is measured for the 12-month future expected credit losses. Impairment 

provision for assets in stages 2 and 3 is calculated over the lifetime of the asset. IFRS 9 sets criteria for classification 

as low, significantly increased risk and credit-impaired. They include rebuttable presumptions of a significant increase 

in credit risk for instruments over 30 days in arrears and credit impairment for instruments over 90 days in arrears.  

At the reporting date, the Group had no assets in stages 2 or 3. Where the Group’s assets in scope have a life span of 

less than 12 months, the impairment provision is calculated for the shorter of the asset lifetime and 12 months.  

 

 

7.2 Fair value reserve 

Fair value is the price to sell an asset or settle a liability (exit price) in an orderly transaction between market participants 

at the measurement date under current market conditions which takes place either: (a) in the principal market for the 

asset or liability; or (b) in the absence of a principal market, in the most advantageous market for the asset or liability.  

The Group makes adjustments to the valuation of their derivatives by calculating credit, debit and funding valuation 

adjustments consistent with IFRS 13. 

 

7.3 Summary of Credit Risk Exposures for CM-UK 

Original exposures are our exposures to counterparties after accounting offsets and without taking into 

account the effects of credit risk mitigation. For derivative exposures, we apply contractual netting under 

Section 7, Chapter 6, Title II, Part Three of CRR, to derive at the gross exposure values where the Group 

has netting agreements in place with counterparties that are legally valid and enforceable in the relevant 

jurisdictions. Please refer to Table 16 for further details on the effect of contractual netting for derivatives. 
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Table 7: Breakdown of credit risk original, average original, net exposures and RWA by exposure class for 

CM-UK: 

 

The increase in original exposure to Institutions from March 2020 to March 2021 is mainly due to a rise in exposure 

to repo/reverse repo transactions. 

The reason RWA is down is predominantly due to the application of the CCP look through method to the OTC 

derivative transactions cleared with LCH. 

The Average Original exposure is calculated as the average original exposure of four reportable quarters from March 

2020 to March 2021.  

 

 

 

 

 

 

 

 

  

Original Exposure
Average Original exposure 

value

Net 

Exposure
RWA

Standardised approach

Central Governments 255.9                                       324.8                                         255.9       -            

Multilateral Development Banks 6.4                                            7.3                                             6.4            -            

Institutions 10,350.1                                  10,540.2                                   3,219.7    691.8       

Corporates 2,072.9                                    2,259.5                                     718.8       634.3       

Items associated with particular high risk 19.0                                          15.4                                           13.1          19.7          

Other 40.1                                          40.4                                           40.1          44.5          

Total 12,744.4                                  13,187.7                                   4,254.0    1,390.3    

Original Exposure
Average Original exposure 

value

Net 

Exposure
RWA

Standardised approach

Central Governments 360.2                                       457.7                                         360.2       -

Multilateral Development Banks 10.7                                          6.8                                             10.7          0.1            

Institutions 9,318.8                                    9,398.5                                     3,022.8    755.4       

Corporates 2,281.1                                    2,187.0                                     682.7       638.3       

Items associated with particular high risk 13.6                                          2.9                                             10.8          16.2          

Other 41.7                                          51.9                                           41.7          44.4          

Total 12,026.1                                  12,104.8                                   4,128.9    1,454.4    

Exposure Class

Exposure Class
(US$m)

31 March 2020

(US$m)

31 March 2021
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Table 9:  Residual maturity breakdown of original exposure by exposure class for CM-UK 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

On 

Demand

Up to 1 

year

1 to 5 

Years

Over 5 

Years

Original 

exposure

Standardised approach

Central Governments 0 255.9       0 0 255.9       

Multilateral Development Banks 0 6.4            -            0 6.4            

Institutions 1,904.9    5,533.3    353.8       2,558.1    10,350.1  

Corporates 0 16.1          609.9       1,446.9    2,072.9    

Items associated with particular high risk 0 0.089353 7.4            11.5          19.0          

Other 40.1          0 0 0 40.1          

Total 1,944.9    5,811.7    971.2       4,016.5    12,744.4  

On 

Demand

Up to 1 

year

1 to 5 

Years

Over 5 

Years

Original 

exposure

Standardised approach

Central Governments -            360.2       0 0 360.2       

Multilateral Development Banks -            0.3            10.4          -            10.7          

Institutions 2,022.8    5,737.1    199.0       1,360.1    9,318.9    

Corporates -            229.7       594.2       1,457.2    2,281.1    

Items associated with particular high risk -            -            4.6            9.0            13.6          

Other 41.7          -            -            -            41.7          

Total 2,064.5    6,327.2    808.1       2,826.3    12,026.1  

Exposure Class

31 March 2020

(US$m)

Exposure Class

31 March 2021

(US$m)
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Table 10:  Industry breakdown of original exposure by exposure class for CM-UK 

 

 

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

 

 

 

 

 

 

 

 

 

 

31-March-

2021

31-March-

2020

Transportation and Storage 131.4                164.5               

Information and Communication 66.9                  76.5                 

Construction 41.2                  49.0                 

Water Supply; Sewerage, Waste Management and Remediation Activities 33.4                  38.2                 

Other 113.8                81.2                 

Total 386.6                409.4                

Industry

Original Exposure (US$m)
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Table 12: Original exposure by exposure class and geographical location for CM-UK 
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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

Italy 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_Islands Rest of the World

Egypt Rest of the World

Israel Rest of the World

Other Rest of the World

Qatar Rest of the World

UAE Rest of the World
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7.4 Net Exposure 

The Group calculates net exposure based on original exposure and application of credit risk mitigation. We apply the 

rules under Chapter 4, Title II, Part Three of CRR to recognise the effect of credit risk mitigants that meet the eligibility 

criteria. 

 

7.5 Use of External Credit Assessment Institutions (“ECAI”) to derive client Risk Weight: 

Under the standardised approach to credit risk, we use ECAI’s external credit assessment to determine the risk weight 

to be applied to exposure amounts. This is performed via a mapping of 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, we use the following ECAI’s: 

• Moody’s 

• S&P 

• Fitch  
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Table 14:  CM-UK’s Net Exposure by Exposure Class and associated Risk Weight applied:  

 

 

7.6 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: 

• Derivative contracts, and 

• Securities financing transactions (“SFT”). 

CCR forms a significant portion of the Group’s credit risk RWA. We calculate the exposure values of the contracts 

subject to CCR using the following approaches: 

• Derivative contracts: ‘Mark-to-Market Method’ under CRR Article 274, and 

• SFT: Financial Collateral Comprehensive Method under CRR Articles 223 & 224. 

 

 

0% 4% 20% 50% 100% 150% 250%-        

Central governments or central banks 255.9       -            -              -            -            -        -         255.9 -             

Regional governments or local authorities -            -            -              -            -            -        -         -               -             

Public sector entities -            -            -              -            -            -        -         -               -             

Multilateral development banks 6.4            -            -              -            -            -        -         6.4               -             

International organisations -            -            -              -            -            -        -         -               -             

Institutions -            301 2,601.1       316.8       1.2            -        -         3,219.7       1393.6

Corporates -            -            11.7            150.3       556.7       -        -         718.8          480.4

Retail -            -            -              -            -            -        -         -               -             

Secured by mortgages on immovable property -            -            -              -            -            -        -         -               -             

Exposures in default -            -            -              -            -            -        -         -               -             

Items associated with particularly high risk -            -            -              -            -            -        -         13.1             13.1

Covered bonds -            -            -              -            -            -        -         -               -             

Institutions and corporates with short-term credit assessment -            -            -              -            -            -        -         -               -             

Collective investment undertakings -            -            -              -            -            -        -         -               -             

Equity -            -            -              -            -            -        -         -               -             

Other items -            -            -              -            37.1          -        3.0         40.1             -             

Total 262.3       300.6       2,612.8       467.1       595.1       13.1 3.0         4,254.0       1,887.1      

0% 4% 20% 50% 100% 150% 250%

Central governments or central banks 360.2       -            -              -            -            -        -         360.2          -             

Regional governments or local authorities -            -            -              -            -            -        -         -               -             

Public sector entities -            -            -              -            -            -        -         -               -             

Multilateral development banks 10.4          -            0.3               -            -            -        -         10.7             -             

International organisations -            -            -              -            -            -        -         -               -             

Institutions -            -            2,521.9       499.6       1.3            -        -         3,022.8       1,157.30

Corporates -            -            1.8               85.9          595.0       -        -         682.7          480.1         

Retail -            -            -              -            -            -        -         -               -             

Secured by mortgages on immovable property -            -            -              -            -            -        -         -               -             

Exposures in default -            -            -              -            -            -        -         -               -             

Items associated with particularly high risk -            -            -              -            -            11 -         10.8             10.8           

Covered bonds -            -            -              -            -            -        -         -               -             

Institutions and corporates with short-term credit assessment -            -            -              -            -            -        -         -               -             

Collective investment undertakings -            -            -              -            -            -        -         -               -             

Equity -            -            -              -            -            -        -         -               -             

Other items -            -            -              -            39.9          -        1.8         41.7             28.4           

Total 370.6       -            2,524.0       585.5       636.2       11 1.8         4,128.9       1,676.6      

31 March 2021

Exposure class
Risk weight and (US$m)

Total
Of which 

unrated

31 March 2020

Exposure class
Risk weight and (US$m)

Total
Of which 

unrated



 

36 

 

Table 15: Breakdown of credit risk exposures and RWA by product category for CM-UK: 

 

 

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

 

 

 

 

 

 

 

 

 

 

 

 

 

 

RWAs (US$m)
Original credit risk 

exposure (US$m)

Net exposure 

(US$m)

CCR - Derivative contracts 1,093.0 5,018.0 2,766.7

CCR - Securities financings contracts 25.8 6,220.5 128.8

Credit Risk - Other 271.5 1,505.9 1,358.6

Total 1,390.3                        12,744.4                     4,254.0                        

RWAs (US$m)
Original credit risk 

exposure (US$m)

Net exposure 

(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                        

Category

31 March 2020

Category

31 March 2021

31 March 2021 31 March 2020

 (US$m)  (US$m)

Gross positive fair value of contracts 10,808.4 14,406.5

Netting benefits (8,882.3) (11,732.3)

Net Current Credit Exposure 1,926.1 2,674.2

Collateral held (2,251.3) (2,310.8)

Potential future credit exposure 3,091.9 2,013.8

Net Derivative Credit Exposure 2,766.7 2,377.2

Category
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8. Market Risk 

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

 

 
Movement in Equity is due to transfer of CM Ltd.’s CB books, together with the respective hedge trades to CMBS 

Nikko Securities Inc. in November 2020 which offset by an increase in Interest Rate Risk due to rise in bond inventory.  

Outright products

RWA 

amounts 

(US$m)

Capital 

requirements 

(US$m)

 Interest rate risk (general and specific) 1,464.5          117.2                      

  - General market risk 758.2             60.7                        

  - Specific market risk 706.3             56.5                        

 Equity risk (general and specific) -                 -                          

  - General market risk -                 -                          

  - Specific market risk -                 -                          

 Foreign exchange risk 237.6             19.0                        

 Total 1,702.1          136.2                      

 Outright products 

 RWA 

amounts 

(US$m) 

 Capital 

requirements 

(US$m) 

 Interest rate risk (general and specific) 1,363.6          109.1                      

  - General market risk 473.7             37.9                        

  - Specific market risk 889.9             71.2                        

 Equity risk (general and specific) 140.4             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                      

31 March 2020

31 March 2021
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9. Leverage 

The purpose of monitoring and measuring this metric is to prevent the risk of a build-up of ‘excessive’ leverage. This 

is not a material risk to us. 

9.1 Approach to leverage ratio exposures 

We calculate the leverage ratio exposures based on accounting values of the assets on the balance sheet, except for 

the following: 

• Leverage ratio exposures for derivative contracts: based on the exposure values calculated for CCR purposes  

• Leverage ratio exposures for SFTs: 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, we monitor and report leverage 

ratio each quarter based on quarter-end data. 

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

 

The ($29.3)m other adjustments relates to exposures already deducted from capital. 

 

 

 

 

 

 

 

 

 

 

 

 

31 March 2021 31 March 2020

Total assets as per published financial statements 18,834.0 20,769.2

Adjustments for derivative financial instruments (918.1) (6,214.2)

Adjustments for securities financing transactions 66.3                                     74.7                                     

Adjustment for off-balance sheet items (ie conversion to credit equivalent 

amounts of off-balance sheet exposures) 0 0

Other adjustments (28.9) (41.7)

Leverage ratio exposure 17,953.3                             14,588.0                             

Summary reconciliation of accounting assets and leverage ratio 

exposures

Applicable amounts (US$m)
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Table 19: Reconciliation of accounting assets and leverage ratio exposure for CM-UK: 

 

Leverage ratio has reduced by 1.8% primarily due to an increase in regulatory derivative exposure. 

  

Leverage ratio common disclosure
CRR leverage ratio 

exposures (US$m)

On-balance sheet exposures (excluding derivatives and SFTs)

On-balance sheet exposures (excluding derivatives and SFTs, but including collateral) 6,075.4

Asset amounts deducted in determining Tier 1 capital (23.7)

Total on-balance sheet exposures (excluding derivatives and SFTs, but including collateral
6,051.7

Derivative exposures

Replacement cost associated with derivatives transactions 4,133.4

Add-on amounts for PFE associated with derivatives transactions 4,151.9

Total derivative exposures 8,285.3

Securities financing transaction exposures

Gross SFT assets (with no recognition of netting) 3,550.0

Add-on amount for counterparty credit risk exposure for SFT assets 66.3

Total securities financing transaction exposures 3,616.3

Capital and Total Exposures

Tier 1 capital 1,836.7

Total Exposures 17,953.3

Leverage Ratios

End of quarter leverage ratio 10.2%

Choice on transitional arrangements and amount of derecognised fiduciary items

Choice on transitional arrangements for the definition of the capital measure 0

Amount of derecognised fiduciary items in accordance with Article 429(11) of Regulation (EU) 

NO. 575/2013 0

31 March 2021
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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 or used to secure, collateralise or credit enhance a transaction which impacts their transferability and free use. 

The key sources of encumbrance are repurchase agreements, trading liabilities and derivative activities . Asset 

encumbrance is 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 us. 

The reported values in the tables below represent the median of the values reported to the regulator over the period 

1 April 2020 to 31 March 2021. 

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

 

 

Note that Assets categorised as “Loans on demand”, "Loans on Advance" are included in  “Other assets" category 

pursuant to the Regulation (EU) 2017/2295 that sets out the regulatory technical standards for disclosure of 

encumbered and unencumbered assets. 

 

 

 

 

 

 

Category

Carrying amount 

of encumbered 

assets (US$m)

Fair value of 

encumbered 

assets (US$m)

Carrying amount 

of unencumbered 

assets (US$m)

Fair value of 

unencumbered 

assets (US$m)

Assets of the reporting institution 3,248.2                  106.5                     18,059.9                  1,463.1                 

Equity  instruments -                          -                         0.4                            102.7                    

Debt securities 106.5                      106.5 1,360.4                    1,360.4                 

of which: issued by general governments 106.5                      106.5 335.2                       395.2                    

of which: issued by financial corporations -                          -                         492.3                       442.9                    

of which: issued by non-financial corporations -                          2.7                         471.1                       589.6                    

Other assets 3,141.7                  -                         16,699.1                  -                        

31 March 2021

Category

Carrying amount 

of encumbered 

assets (US$m)

Fair value of 

encumbered 

assets (US$m)

Carrying amount 

of unencumbered 

assets (US$m)

Fair value of 

unencumbered 

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                            2.9                         

Debt securities 61.4                        61.4 1,810.8                    1,810.8                 

of which: issued by general governments 61.4                        61.4 377.0                       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 March 2020
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Table 21: Collateral received that are encumbered and available for encumbrance for CM-UK 

 

 

 

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

 

 

Unencumbered

Fair value of collateral received 

or own debt securities issued 

available for encumbrance 

(US$m)

Collateral received by the reporting institution 3,662.3                                                            5,780.7                                             

Loans on demand -                                                                   -                                                    

Equity instruments -                                                                   -                                                    

Debt securities 3,569.1                                                            1,655.4                                             

of which: issued by general governments 3,253.1                                                            1,603.4                                             

of which: issued by financial corporations 93.2                                                                 21.9                                                  

of which: issued by non-financial corporations 222.8                                                               30.1                                                  

Loans and advances other than loans on demand -                                                                   4,103.5                                             

Other collateral received -                                                                   -                                                    

TOTAL ASSETS, COLLATERAL RECEIVED AND OWN DEBT 

SECURITIES ISSUED 
6,861.9                                                            -                                                    

31 March 2021

Category

Fair value of encumbered collateral 

received or own debt securities issued 

(US$m)

Unencumbered

Fair value of collateral received 

or own debt securities issued 

available for encumbrance 

(US$m)

Collateral received by the reporting institution 2,942.9                                                            4,951.7                                             

Loans on demand 0 0

Equity instruments 0 0

Debt securities 2,857.1                                                            1,576.5                                             

of which: issued by general governments 2,668.6                                                            1,556.1                                             

of which: issued by financial corporations 85.9                                                                 11.1                                                  

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 

SECURITIES ISSUED 
5,570.2                                                            0

31 March 2020

Category

Fair value of encumbered collateral 

received or own debt securities issued 

(US$m)

Carrying amount of selected 

financial liabilities
6,378.0 6,632.1

Category
Matching liabilities, contingent 

liabilities or securities lent

Assets, collateral received and own

debt securities issued other than covered 

bonds and ABSs encumbered

31 March 2021

Carrying amount of selected 

financial liabilities
5,470.9 5,794.0

Category
Matching liabilities, contingent 

liabilities or securities lent

Assets, collateral received and own

debt securities issued other than covered 

bonds and ABSs encumbered

31 March 2020
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Appendix 1: Own Funds Disclosure 

Table 1: Capital Instruments main features 

 

 

 

 

 

 

Common Equity Additional Tier 1

1 Issuer

SMBC Nikko Capital Markets 

Limited

SMBC Nikko Capital Markets 

Limited

2

Unique indentifier (eg CUSIP, ISIN or Bloomberg identifier 

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

6

Eligible at solo/ (sub)- consolidated/ solo & (sub)- 

consolidated Solo & consolidated Solo & consolidated

7 Instrument type (types to be specified by each jurisdiction) Common shares Other Tier 1 instruments

8

Amount recognised in regulatory capital (currency in 

million, as of most recent reporting date)

USD 404 million

USD 370 million

USD 170 million

USD 200 million

USD 50 million

USD 110 million

9 Nominal amount of instrument

USD 404 million

USD 257 million

USD 118 million

USD 200 million

USD 50 million

USD 110 million

9a Issue price

USD 1 per security

USD 1.44 per security

USD 1.44 per security

USD 1 per security

9b Redemption price N/A N/A

10 Accounting classification Shareholders' equity Shareholders' equity

11 Original date of issuance

17/06/2015

17/06/2015

29/07/2015

28/12/2007

07/10/2010

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

15
Optional call date, contingent call dates and redemption 

amount

N/A

Any time after the 5th anniversary 

of issue date

and

Any time if a Tax Event or Capital 

Disqualification Event occurs

at a price equal to liquidation 

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

20a

Fully discretionary, partially discretionary or mandatory (in 

terms of timing) Fully discretionary Fully discretionary

20b

Fully discretionary, partially discretionary or mandatory (in 

terms of amount) Fully discretionary Fully discretionary

Capital Instruments' main features template



 

43 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

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

24 If convertible, conversion trigger(s) N/A

If Common Equity Tier 1 Capital 

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

29 If convertible, specify issuer of instrument it converts into N/A

SMBC Nikko Capital Markets 

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

34

If temporary write- down, description of write- up 

mechanism N/A N/A

35

Position in subordination hierachy in liquidation (specify 

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-2021 Mar-2020

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 558.0 487.3

3 Accumulated other comprehensive income (and other reserves) (1.6) 0.0

3a Funds for general banking risk 0.0 0.0

4
Amount of qualifying items referred to in Article 484 (3) and the related 

share premium accounts subject to phase out from CET1
0.0 0.0

5 Minority interests (amount allowed in consolidated CET1) 0.0 0.0

5a
Independently reviewed iterim profits net of any foreseeable charge or 

dividend
0.0 0.0

6 Common Equity Tier 1 (CET1) Capital before regulatory adjustments 1,500.4 1,431.3

7 Additional value adjustments (negative amount) (2.1) (2.0)

8 Intangible assets (net of related tax liability) (negative amount) (7.7) (6.7)

9 Empty set in the EU 0.0 0.0

10

Deferred tax assets that rely on future profitabilty excluding those arising 

from temporary differences (net of related tax liability where the 

conditions in Article 38 (3) are met) (negaive amount)

0.0 0.0

11 Fair value reserves related to gains or losses on cash flow hedges 0.0 (1.0)

12 Negative amounts resulting from the calculation of expected loss amounts 0.0 0.0

13
Any increase in equity that results from securitised assets (negative 

amount)
0.0 0.0

14
Gains or losses on liabilities valued at fair value resulting from changes in 

own credit standing
(13.8) (27.0)

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 

(negative amount)
0.0 0.0

17

Direct, indirect and synthetic holdings of the CET 1 instruments of financial 

sector entities where those entities have reciprocal cross holdings with the 

institution designed to inflate artificially the own funds of the institution 

(negative amount)

0.0 0.0

18

Direct, indirect and synthetic holdings of the CET 1 instruments of financial 

sector entities where the institution does not have a significant 

investment in those entities (amount above 10% threshold ad net of 

eligible short positions) (negative amount)

0.0 0.0

19

Direct, indirect and synthetic holdings of the CET 1 instruments of financial 

sector entities where the institution has a significant investment in those 

entities (amount above 10% threshold ad net of eligible short positions) 

(negative amount)

0.0 0.0

20 Empty set in the EU 0.0 0.0

20a
Exposure amount of the following items which qualify for a RW of 1250%, 

where the institution opts for the deduction alternative
0.0 0.0

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

amount)
0.0 0.0

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

20d of which: free deliveries (negative amount) 0.0 0.0

21

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) (negative amount)

0.0 0.0

22 Amount exceeding the 15% threshold (negative amount) 0.0 0.0

23

of which: direct and indirect holdings by the institution of the CET1 

instruments of financial sector entities where the institution has a 

significant invetment in those entities

0.0 0.0

24 Empty set in 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

27
Qualifying AT1 deductions that exceed the AT1 capital of the institution 

(negative amount)
0.0 0.0

28 Total regulatory adjustments to Common Equity Tier 1 (CET1) (23.7) (36.7)

29 Common Equity Tier 1 (CET1) Capital 1,476.7 1,394.6
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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
-                                   -                                   

34

Qualifying Tier 1 capital included in consolidated AT1 capital (including 

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                              

37
Direct and Indirect holdings by an institution of own AT1 instruments 

(negative amount)
-                                   -                                   

38

Direct, indirect and synthetic holdings of the AT1 instruments of financial 

sector entities where those entities have reciprocal cross holdings with the 

institution designed to inflate artificially the own funds of the institution 

(negative amount)

-                                   -                                   

39

Direct, indirect and synthetic holdings of the AT1 instruments of financial 

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)

-                                   -                                   

40

Direct, indirect and synthetic holdings of the AT1 instruments of financial 

sector entities where the institution has a significant investment in those 

entities (net of eligible short positions) (negative amount)

-                                   -                                   

41 Empty set in the EU -                                   -                                   

42
Qualifying T2 deductions that exceed the T2 capital of the institution 

(negative amount)
-                                   -                                   

43 Total regulatory adjustments to Tier 1 (AT1) capital -                                   -                                   

44 Additional Tier 1 (AT1) capital 360.0                              360.0                              

45 Tier 1 capital (T1 = CET1 + AT1) 1,836.7                           1,754.6                           

Additional Tier 1 (AT1) capital: instruments

Additional Tier 1 (AT1) capital: regulatory adjustments
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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
-                                   

48

Qualifying own funds instruments included in consolidated T2 capital 

(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 -                                   -                                   

52
Direct and indirect holdings by an institution of own T2 instruments and 

subordinated loans (negative amount)
-                                   -                                   

53

Holdings of the T2 instruments and subordinated loans of financial sector 

entities where those entities have reciprocal cross holdings with the 

insitution designed to inflate artificially the own funds of the institution 

(negative amount)

-                                   -                                   

54

Direct and indirect holdings of the T2 instruments and subordinated loans 

of financial sector enities where the istitution does not have significant 

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)

-                                   -                                   

55

Direct and indirect holdings by the institution of the T2 instruments and 

subordinated loans of financial sector entities where the institution has a 

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 Set in the EU -                                   -                                   

57 Total regulatory adjustments to Tier 2 (T2) capital -                                   -                                   

58 Tier 2 (T2) capital -                                   -                                   

59 Total capital (TC = T1 + T2) 1,836.7                           1,754.6                           

60 Total risk weighted assets 3,819.7                           3,839.2                           

Tier 2 (T2) capital: instruments and provisions

Tier 2 (T2) capital: regulatory adjustments
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61 Common Equity Tier 1 (as a percentage of risk exposure amount) 38.7% 36.3%

62 Tier 1 (as a percentage of risk exposure amount) 48.1% 45.7%

63 Total capital (as a percentage of risk exposure amount) 48.1% 45.7%

64

Institution- specific buffer requirement (CET1 requirement in accordance 

with Article 92 (1) (a) of Regulation (EU) No 575/2013 plus capital 

conservation and countercyclical buffer requirements, plus systematic risk 

buffer requirement, plus systemically important institution buffer 

expressed as a percentage of risk exposure amount). 

10.6% 10.6%

65 of which: capital conservation buffer requirement 2.500% 2.500%

66 of which: countercyclical buffer requirement 0.0137 0.033%

67 of which: systemic risk buffer requirement N/A N/A

67a
of which: Global Systemically Important Institution (G-SII) or Other 

Systemically Important Institution (O-SII) buffer
N/A N/A

68
Common Equity Tier 1 available to meet buffers (as a percentage of risk 

exposure amount)
22.0% 22.0%

69 [non relevant in EU regulation] N/A N/A

70 [non relevant in EU regulation] N/A N/A

71 [non relevant in EU regulation] N/A N/A

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 Set in 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) 

-                                   -                                   

Capital ratios and buffers

Amounts below the thresholds for deduction (before risk weighting)



 

49 

 

 

 

 

 

 

 

 

 

 

 

 

 

76
Credit Risk adjustments included in T2 in respect of exposures subject to 

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

77
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 
-                                   -                                   

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

81
- Amount excluded from CET1 due to cap (excess over cap after 

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)
-                                   -                                   

Applicable caps on the inclusion of provisions in Tier 2

Capital instruments subject to phase- out arrangements (only applicable between 1 Jan 2014 and 1 Jan 2022)
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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 Proportionality level 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 12 month period 

ending 31st March 2021 (FY20). CM LTD retains three Independent Non-Executives Directors (INEDs) on its Board 

who receive a fixed fee for their services 

1. Remuneration Policy 

Our Remuneration Policy (“Policy”) sets out the policies and practices of remuneration for all our employees including 

international secondees from SMBC Nikko Capital Markets (Tokyo) and SMBC (Tokyo), and is intended to reflect 

our overall business philosophy, aims and objectives.  

The FCA Remuneration Code (“the Code”) applies to all our employees including its subsidiaries. SMBC Derivative 

Products Limited ("SMBC DP") currently has no employees and outsources all functions to other Group companies 

through an 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 2020 has been to ensure that our approach to discretionary remuneration is structured 

in accordance with the Code. 

Our Remuneration Policy is an expression of our overall philosophy, aims and objectives with regard to how we pay 

our employees. 

It is our intention that: 

1) We comply in full with the FCA Remuneration Code (SYSC 19A), ensuring that our remuneration policy is 

risk-focussed and adopts remuneration policies which promote effective risk management and do not expose 

the business to excessive risk; 

2) The Remuneration policy will support our long term aims. It will seek to encourage and support long term 

stability and sustainability, particularly of its capital base, and promote steady growth and keen risk awareness; 

3) Decisions about remuneration policy will be reviewed, considered and approved/ratified by the RemCo; 

4) Employees are remunerated by means of the following elements - basic salary, benefits including defined 

contribution pension, private medical insurance, life assurance and variable pay – that are relevant to their 

location and function; 

5) The amount of fixed remuneration, including where appropriate; salary, allowances, or benefits, should be 

sufficient for an acceptable standard of living in any given location without a dependency on variable pay; and 

6) Employees have the opportunity to share in the success of the CM-UK in years of good performance and also 

accept diminished levels of variable pay in times of poor performance or losses. 

Our 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: 

• Reviewing and recommending to the Board the approval of the Remuneration Policy 

• Reviewing and approving current and deferred remuneration for specified Material Risk Takers 

• Reviewing and approving the bonus fund cap calculation, including ex-ante and ex-post risk adjustments 
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2. Regulation 

We are committed to the maintenance of robust remuneration arrangements that are in accordance with regulatory 

requirements including the Code.   

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

a) Scope and Application – We have 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 o fficers, in 

accordance with the FCA Remuneration Code.  Such employees are designated as Material Risk Takers 

(“MRT”) and they are made aware of the implications of their status; 

b) Governance – We are categorised as a significant, Proportionality Level 3 firm.  In line with FCA 

Proportionality guidelines, we have constituted a Remuneration Committee to strengthen remuneration 

governance.  The committee is primarily responsible for ensuring our 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. 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 necessary 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 FY19 performance year. 

c) Capital – The aggregate total of variable remuneration in FY 2020 was considered in the context of our 

overall capital resources; 

d) Guarantees – Our policy is that guarantees are used only in exceptional circumstances, only in the case of 

new hires and only in their first 12 months of service; 

e) Risk–focused Remuneration Policies – Our policies, procedures and practices promote sound risk 

management.  This is an important part of our Policy which links risk and remuneration through the 

governance process, the performance evaluation process, deferral structures and performance adjustment 

provisions; 

f) We have 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 

the bonus funds.  

g) We have voluntarily implemented a deferral scheme and a variable pay cap of 200% of fixed pay - See Section 

6; 

h) We also adjust the bonus awards of employees if their behaviours are deemed to be incompatible with the 

organisation’s values and culture. 

i)  Conduct assessment is a key part in the assessment of non-financial performance for Departments. 

3. Material Risk Takers 

We have identified MRTs in accordance with Remuneration Code with reference to the EBA Regulatory Technical 

Standards (RTS) for the definition of material risk takers for remuneration purposes.  We have 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 2021 there were 59 MRTs identified in CM-UK.  

4. Control Functions 

Employees engaged in Risk, Audit 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. Remuneration for employees in 

control functions is predominantly fixed.  
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5. Base Salary 

Base salary 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. 

The amount 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; 

c) The knowledge, experience and competencies of the individual; 

Base Salary is reviewed annually on 1 July. 

Fixed remuneration comprises of base salary, allowances and benefits. 

6. Variable Pay 

We have defined variable pay 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 our risk-adjusted criteria, 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 considered for a 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 2020 the core performance criteria were: 

Risk, Compliance and Conduct; Leadership, Customer Service and People Development; and Diversity and Inclusion. 

 

In light of the Covid-19 economic challenges, the Prudential Regulatory Authority (“PRA”) instructed institutions to 

take prudent decisions to safeguard their capital and maintain liquidity. In response to this, the Remuneration 

Committee approved a series of actions in response to the regulator’s COVID-19 expectations.  

 

7. Deferral and Performance Adjustment 

As a Proportionality level 3 firm and in accordance with the Remuneration Code, we have dis-applied the requirement 

to make payment in shares, or equivalent non-cash instruments. We have voluntarily adopted a deferral policy upon 

which performance adjustment may be applied.  MRTs are also subject to clawback provisions.  

 

8.  Remuneration of SMBC Nikko Capital Markets Limited in Performance Year 2020 

Aggregate remuneration amount for MRTs: 

 

NB the figures above are in respect of the financial period ending 31 March 2021 - including 12 months of fixed pay 

to 31 March 2021, and the bonus awards paid in June 2021 for the performance year FY 2020. 

Senior Managers
Other members of staff 

designated as MRT
Total

7.8                                        17.4                                          25.2                              

Total remuneration (US$m) 2020


