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CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED

DIRECTORS’ REPORT
for the year ended 31 December 2012

The Directors present theirr Report and the audited financial statements of Citigroup Global Markets U K Equaty
Limited (“the Company™) for the year ended 31 December 2012

Business review and principal activities

The Company 15 a wholly-owned indirect subsichary of Citigroup Inc and was authorised during the year by the
Financiat Services Authonty (“FSA™) under the Financial Services and Markets Act 2000 On 1 April 2013, the
FSA was dissolved and replaced by two new bodics, the Prudential Regulatory Authority (“PRA™) and the Financial
Conduct Authonty (“FCA”) who will regulate the Company gong forward For the purposes of these financial
statements, the regulatory body 1s referred to as the FSA The Company was a dealer and market maker 1n UK
equities and related contractual products

In 2012 the Company ceased its trading activities transferring the majority of 1s business to Cigroup Global
Markets Lamited (“CGML”)} The majonty of the Company’s remaining operations are intercompany 1n nature and
the Company 1s expected to stilll be 1n existence 1n 12 months

As part of the wind-down process the Company submitted a Vanation of Permussions (“VoP”) to the FSA 1o allow 1t
to transfer residual chient montes to CGML and an application for cancellation of its Part [V Permussions With the
inception of the new regulatory bodies, these Permussions are known as the Part 4A Permissiorn  Subsequent to year
end all client momes have been transferred to CGML and all client money accounts have been closed On 22 April
2013 the FSA cancelled the Company’s Part 4A Permussion and as such, the Company 1s no longer authorised to
conduct regulated activity

The financial statements therefore have not been prepared on a going concern basis The effect of this 15 explained 1n
Note 1(a)

The Company’s pre-tax profits for the year to 31 December 2012 were 35 million, compared to profits of
$31 mulhon for 2011 Profits after tax were $2 million (2011 profit after tax of $20 mallion)

Income

Total income net of interest expense decreased from $163 mullion to $66 mullion Comiission ncome and fees
decreased to 335 mullion (2011 $164 mullion) while Net dealing income increased from $16 rulhon in 201 to
$36 nullion Net interest payable decreased from $t7 mullion to $5 mullion 1n 2012

Costs
Operating expenses decreased by 54 per cent to $61 mullion, mainly as a result of lower wansfer pricing costs due to
lower trade flows duning the year

Balance sheet
Total assets of $127 million at 31 December 2012 were 98 per cent lower than at 31 December 2011 This was
pnmanly the result of the company ceasing its trading activities in 2012

On 8 May 2012 the Company repard $300 mullion of long term subordinated loan borrowings to Citgroup Financial
Products Inc

Key financial performance indicators

In additon to the financial results of the Company semior management censider the following other key financial
mndecators
* amcunt of capital compared to local regulatory requirements
* lLiquidity requirements in respect of the Company’s lighly stressed (stress 2} and severely stressed
(stress 4) hquidity scenarios, and
» level of expenses

Financial instruments and risk management

The Company’s financial nsk management objectives and policies and 1its exposure to market, credil, operational,
liquidity and country nsk has been disclosed 1n Note 23 ‘Financial instruments and nsk management’




CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED

DIRECTORS’ REPORT
for the year ended 31 December 2012

Dividends
During the year the Company paid dividends totalling $284 mulhion (2011 $nil)
Directors and their interests

The Directors who held office during the year ended 31 December 2012 were

D J Challen

M L Corbat (resigned 19 November 2012)
J C Cowles

S H Dean (appointed 26 Apri 2012)

P McCarthy (appointed 16 May 2012)

D L Taylor

Directors’ indemnity

The Drrectors benefit from qualifying thurd party indemmnity provisions i place during the financial year and at the
date of thus report

Statement of Directors’ responsibilities in respect of the Directors’ Report and the financial statements

The Directors are responsible for prepanng the Dhrectors' Report and the financial statements 1n accordance with
applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law they
have elected to prepare the financial statements 1n accordance with UK Accounting Standards and applicable law
(UK Generally Accepted Accounting Practice)

Under company law the Directors must not approve the financial statements unless they are sansfied that they give a
true and fair view of the state of affairs of the Company and of the profit or ioss of the Company for that period
In prepanng these financial statements, the Directors are required to

select suitable accounung pelicies and apply them consistently,
make judgements and estumates that are reasonable and prudent,
state whether applicable UK Accounting Standards have been followed, subject to any material departures
disclosed and explained 1n the financial statements, and

¢ prepare the financial statements on the going concern basis unless 1t 1s mapproprate to presume that the
Company will continue 1n business As explained 1in Note 1(a} the Directors do not believe that tt 1s
approprate to prepare these financial statements on a going concern basis

The Dnrectors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company's transactions and disclose with reasonable accuracy at any time the financial posinon of the Company and
enable them to ensure that the financial statements comply with the Companmies Act 2006 They have general
responsibility for taking such steps as are reasonably open to them to safeguard the assets of the Company and to
prevent and detect fraud and other irregulanties

Legislation in the UK goverming the preparation and dissermnation of financial statements may differ from
legislation 1n other junsdictions

Environment

The Company recognises the importance of its environmental responsibiliies, momtors its 1mpact on the
environment, and designs and implements policies to reduce any damage that mughi be caused by its activities
Imtiatives designed to mimimse the Company’s impact on the environment include safe disposal of waste, recycling
and reducing energy consumption

Employees

There were no persons employed by the Company during the current and preceding year and no persons have been
employed by the Company since the year end

3




CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED

DIRECTORS’ REPORT
for the year ended 31 December 2012

Charitable donations and political contributions

There were no charitable donations or contnbutons for political purposes made by the Company dunng the current
or preceding year

Disclosure of information to anditors

In accordance with section 418, Companies Act 2006 1t 1s stated by the Directors who held office at the date of
approval of tus Directors’ Report that, so far as each 1s aware, there 1s no relevant audit information of which the
Company’s Auditors are unaware, and each Director has taken all the steps that he/ she ought to have taken as a
Durector to make himself/ herself aware of any relevant audit information and to establish that the Company’s
Auditors are aware of that information This statement 1s made subject to all the provisions of section 418

Auditors

Pursuant 10 Section 487 of the Compames Act 2006, the auditors will be deemed to be reappointed and
KPMG Audit Plc will therefore continue 1n office

By order of the Board

Jua(Cuog

J D Robson
Secretary

24 Apnl 2013
Incorporated 1n England and Wales

Registered office Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB
Registered Number 02019774




INDEPENDENT AUDITOR’S REPORT TO THE MEMBER OF CITIGROUP GLOBAL
MARKETS U.K. EQUITY LIMITED

We have audited the financal statements of Ciugroup Global Markets U K Equity Limuted for the year ended
31 December 2012 which compnse the profit and loss Account, the balance sheet and the related notes The
financial reporing framework that has been apphed 1n their preparation 1s apphicable law and United Kingdom
Accountuing Standards (United Kingdom Generally Accepted Accounting Pracuce)

This report 1s made solely to the Company's member, as a body, tn accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audit work has been undertaken so that we mught state to the Company's member those
matters we are required (o state to them 1n an auditor report and for ro other purpose  To the fullest extent pernutted
by law, we do not accept or assume responsibility to anyone other than the Company and the Company's member, as
a body, for our audit work, for this report, or for the ecpimons we have formed

Respective responsibilities of Directors and Auditor

As explained more fully tn the Directors' Responsibilities Staternent set out on page 3, the Direciors are responsible
for the preparauon of the financial statements and for being sausfied that they give a true and far view
Our responsibility 15 to audit, and express an opinion on, the financial statements in accordance with apphcable law
and International Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing
Practices Board's (APB's) Ethucal Standards for Auditors

Scope of the audit of the financial statements
A description of the scope of an audit of financial statements ts provided on the Financial Reporting Council's web-
site at www frc org uk/aunditscopeukprivate

Opinion on financial statements
In our opmion the financial statements
¢ give atrue and fair view of the state of the Company's affairs as at 31 December 2012 and of 1ts profit for
the year then ended,
s have been properly prepared in accordance with Umited Kingdom Generally Accepted Accounting Pracuce,
and
*  have been prepared 1n accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Compames Act 2006
In our opimon the information given 1n the Directors’ Report for the financial year for which the financial statements
are prepared 1s consistent with the financial statements

Matters on which we are required to report by exception
We have nothing to report 1n respect of the following matters where the Compames Act 2006 requires us to report to
you 1f, 1n our opinion
¢ adequate accounting records have not been kept, or returns adequate for our audit have not been received
from branches not visited by us, or \
* the financial statements are not in agreement with the accounung records and returns, or
certain disclosures of directors’ remuneration specified by law are not made, or
s we have not recerved all the information and explanattons we require for our audit.

(Q.Mkmn.‘//

Richard Faulkner (Semor Statutory Auditor)

for and on behalf of KPMG Audit Plc, Statutory Auditor
Chartered Accountants

15 Canada Square

London

El4 5GL

24 Apnl 2013




CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED

PROFIT AND LOSS ACCOUNT
for the year ended 31 December 2012

2012 2011

Notes $ Million $ Milhion

Commussion mcome and fees 35 164
Net dealing income 36 16
Interest recervable 4 5 20
Interest payable 4 (10) (37)
Gross profit 66 163
Operating expenses 6 (61) (132)
Operating profit on ordinary activities before taxation 5 31
Tax on profit on ordmary activities 8(a} [€))] {11)
Profit for the financial year 21 2 20

There are no recognised gains or losses other than the profit for the financial year

The accompanying notes on pages 8 to 33 form an integral part of these financial statements




CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED

BALANCE SHEET
as at 31 December 2012

Current assets

Debtors

Investments

Cash at bank and i hand

Creditors: amounts falling due within one year
Creditors

Net current assets

Creditors: amounts falling due after more than one year
Subordinated loans

Provisions for liahilites

Net assets

Capital and reserves
Called up share capital
Caputal reserve
Retamed eamings

Shareholder's funds

Notes

10
12
14

16

18

19

20
21
21

2012 2011
$ Million $ Million
117 4314

- 2014

10 39
127 6,367

31 5,691
06 676

- 300

b -

94 376
92 92
- 200
2 84

04 376

The accompanying notes on pages 8 to 33 form an integral part of these financial statements

The financial statements on pages 6 to 33 were approved by the Directors on 24 Apnl 2013 and were signed on their

behalf by

Director

Registered Number 02019774




CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED
NOTES TO THE FINANCIAL STATEMENTS

1. Principal accounting policies
{a) Bass of presentation

The financial statements have been prepared 1n accordance with UK Generally Accepted Accounung Pracuce and
the Companies Act 2006 The financial statements have been prepared under the break up basis with the following
exceptions

¢ Derivative and trading financial instruments are measured at fair value, and
¢  Financial instruments designated at fair value through profit or loss are measured at fair value

The financial statements were prepared on a net realisable value basis, as the Company ceased 1ts trading acuvities
during 2012 However, the Company 1s expected to sull be 1n existence 1n 12 months No adjustments were
necessary to the amounts at which the remaining net assets are included in these financial statements

The principal accounting policies have been applied consistently throughout the current and preceding year except
for the following standards that have been adopted for the first ume

s The Company has applied the amendments to FRS 29 (IFRS 7) ‘Financial Instruments Disclosures’ -transfers
of financial assets The amendment enhances the disclosure requirements on transfers of financial assets that
are derecognised 1n therr entirety’ and financial assets that are not derecognised 1n their entirety but for which
the enuty retains conunuing wvolvement The effectve date 1s for annual penods beginning on or after
1 July 2011 Thus has been 1ncorporated 1n the notes to the financial statements within Note 17 ‘Derecognition
of financial assets and financial hatilities’

Dunng 2012 the Financial Reporting Council (FRC) revised the financial reporting standards for the United
Kingdom and Republic of Ireland This revision fundamentally reforms financial reporting, replacing almost all
extant standards with three Financial Reporting Standards which 1s effective for periods beginming on or after
1 January 2015

* FRS 100 ‘Application of Financial Reporting Requirements sets out a new financial reporung regime
explaimng which standards apply to which entity and when an entity can apply the reduced disclosure
framework

+ FRS 101 ‘Reduced Dhsclosure Framework™ sets out the disclosure exemptions for the individual financiat
statements of subsidianes, including intermediate parents, and ultimate parenis that otherwise apply the
recogaition, measurement and disclosure requirements of EU-adopted International Financial Reporting
Standards (IFRS)

e FRS 102 ‘The Financial Reporting Standard applicable 1n the UK and Republic of Ireland’ will complete
the new reporung standards The current expected date for 1ssuing 1s 2013

The Company 1s currently assessing the impact of the FRC revision of the financial reporting standards effective
1 January 2015

The financial statements have been prepared in US Dollars, which 1s the funcuional currency of the Company, and
any reference to $ 1n these financial statements refers to US Dollars

As permutted by FRS 1, ‘Cash Flow Statements’, the Company has not prepared a cash flow statement
The Company’s results are consolidated 1n the financial statements of 1ts ultimate parent company, Crtigroup Inc ,
which are made available to the public annually

Under the wholly owned group exemption of FRS 8, ‘Related Party Disclosures’, the Company s not requiured to
disclose all transactions with other group companies and investees of the group qualifying as related parties




CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED

NOTES TO THE FINANCIAL STATEMENTS
1. Principal accounting policies (continued)
(b) Financial instruments

Trading assets and trading lrabilities

Financial instruments that have been acquired principally for the purpose of selling 1n the near term, or form part of
a portfolic of financial instruments that are managed together and for which there 15 evidence of short term profit
taking are classified as “held for trading” Financial assets classified as “held for trading” include collateralised
financing transactions, government bonds, eurobonds and other corporate bonds, equities, certificates of deposit,
commercial paper and denvatives  Financial habihities classified as “held for trading” include secunties sold but not
yet purchased, collateralised financing transactions and derivatives

Trading assets and liabilities are imtially recogmsed at fair value on trade date and subsequently re-measured at fair
value Gains and losses realised on disposal or redemption and unrealised gains and losses from changes 1n fair
value are reported 1n the profit and loss account

Derwvative contracts

Denivative contracts used 1n trading activities are recogmsed at fair value on the date the denvative 15 entered into
and are subsequently re-measured at fair value All denvatves are carried as assets when fair value 1s positive and
as habilines when fair value 1s negative Gains and losses realised on disposal or redemption and unreahsed gains
and losses from changes 1n fair value are reported 1n the profit and loss account

Repurchase and resale agreements

Repurchase and resale agreements are treated as collateralised financing transactions  Securnities which have been
sold with an agreement to repurchase continue to be shown on the balance sheet and the sale proceeds are recorded
as a collateralised financing transaction withun creditors  Securnties acquired 1n purchase and resale transactions are
not recognised 1n the balance sheet and the purchase 1s recorded as a collateralised financing transaction withuin
debtors The difference between the sale pnce and the repurchase price 1s recogmised over the hife of the transaction
and 15 charged or credited to the profit and loss account as interest payable or recetvable  Assets and habilines
recogmsed under collateralised financing transactions are classified as “held for trading” and are recorded at fair
value, with changes 1n fair value recorded 1n the profit and loss account

Other financial assets

Financial assets other than those which are classtfied as “‘held for trading” or “designated at fair value through profit
and loss”, are classified as loans and receivables Loans and receivables include trade debtors, including settlement
recervables, and are mitially recogrused at fair value at trade date including direct and incremental transaction costs
and subsequently measured at amortised cost using the effective interest rate method

At each reporting date the Company assesses whether there 15 objective evidence that financial assets carried at
amortised cost are impaired A financial asset or a group of financial assets 1s impaired when objective evidence
demonstrates that a loss event has occurred after the imial recogmnion of the asset(s), and that the loss event has an
tmpact on the future cash flows of the asset(s) that can be estimated reliably

Objective evidence that financial assets are impaired can include sigmficant financial difficulty of the debtor or
other observable data such as adverse changes 1n the payment status of debtors, or economic condittons that
correlate with defaults of the debtor

Imparrment losses on assets carmed at amorttsed cost are measured as the difference between the carrying amount of
the financial asset and the present value of esumated future cash flows discounted at the asset’s onginal effective
nterest rate Impairment losses are recogmsed in profit or loss and reflected 1n an allowance account against loans
and receivables Interest on imparred assets continues to be recognised through the unwindmng of the discount
When a subsequent event causes the amount of impairment loss to decrease, the decrease mn imparrment loss 1s
teversed through profit or loss

The Company writes off loans and receivables and fixed asset investmenis when they are determined to be
uncollectible




CITIGROUP GL.OBAL MARKETS U.K. EQUITY LIMITED
NOTES TO THE FINANCIAL STATEMENTS

1.  Principal accounting policies (continued)
(b) Financial instruments (continued)

Other financial habiies and subordinated loans
Financial habiliies and subordinated loans are measured at amortised cost using the effective interest rate, except
those which are “held for trading”, wiuch are held at fair value through the profit and loss account

Determunation of fawr value

Where the classification of a financial instrument requires 1t to be stated at fair value, thisis determined by reference
to the quoted market value 1n an acttve market wherever possible Where no such active market exists for the
particular mnstrument, the Company uses a valuation technique to arrive at the fair value, including the use of prices
obtained n recent arms’ length transactions, discounted cash flow analysis, option pncing models and other
valuation techmiques commonly used by market participants See Note 9 -‘Financial assets and liabiliues
accounting classifications and fair values’ for further discussion

Collateral

The Company recerves collateral from customers as part of its business acuvity Collateral can take the form of
cash, securiies or other assets Where cash collateral (client money) 15 received this 15 recorded on the balance
sheet and, where required by collateral agreements, 1s held 1n segregated chent cash accounts The Company does
not recognise non-cash collateral on its balance sheet

Offsetting financial instruments

Financial assets and hiabihities are offset and the net amount 1s reported n the balance sheet only when there 15 a
legally enforceable nght to offset the recogmised amounts and there 1s an intention to settle on a net basis or realise
the asset and settle the liability simultaneously

Derecogrition of financial assets and financial habiutes

Financial assets are derecognised when the nght to receive cash flows from the assets has expired or when the
Company has transferred its contractual nght to receive the cash flows of the financial assets and either substantially
all the nsks and rewards of ownershup have been transferred or substantially all the risks and rewards have neither
been retatned nor transferred but control 15 not retained

If the Company enters intc a transaction that results 1n it retaining sigmficantly all of the nsks and rewards of a
financial asset 1t will continue to recognise that financial asset and will recogmse a financial habihty equal to the
consideration recerved under the transaction

In transactions 1n which the Company neither retains nor transfers substantally all the nsks and rewards of
ownershup of a financial asset and 1t retains control over the asset, the group continues to recognise the asset to the
extent of 1ts continuing involvement, determined by the extent to which 1t 1s exposed to changes 1n the value of the
transferred asset

Financial Liabihties are derecognised when they are exunguished, that 1s when the obligauon 1s discharged,
cancelied or expired

(¢} Commission income and fees
Commussion 1acome and fees are denved from underwriting activities, marketing secunties owned by other group
undertakings, trading services provided to other group undertakings, and corporate finance fees associated with

mergers and acquisitions and other corporate finance adwsory activities

Commussion revenues and expenses are recogmsed when the night to consideration has been obtained 1n exchange
for performance
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CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED

NOTES TO THE FINANCIAL STATEMENTS

1. Principal accounting policies (continued)
(d) Interest receivable and payable

Interest income and expense 15 recogmsed 1n the profit and loss account for all financial assets classified as loans
and receivables and non-trading financial habilities, using the effective interest rate method

Interest ansing on financial assets or financial habihties that are “held for trading” 1s reporied within interest income
and expense respectively

(e} Net dealing income

Net dealing income compnses gains and losses related to trading assets and trading habihnes, and includes all
realised and unrealised fair value changes, dividends and foreign exchange differences

() Taxation

The charge for taxation 1s based on the taxable profits/losses for the year and takes inio account taxation deferred
because of uming differences between the treatment of certain items for taxation and accounting purposes

Deferred tax assets are recogrused to the extent that 1t 1s more hkely than not that there will be suitable taxable
profits from which the future reversal of the underlying nming differences can be deducted Full provision ts made
for deferred tax assets and habilities ansing from tmung differences between the recognition of gains and losses in
the financial statements and theirr treatment for tax purposes except as otherwise provided by FRS 19 on an
undiscounted basis

(g} Foreign currencies

Transactions wn foreign currencies are recorded using the rate of exchange at the date of transaction  Monetary
assets and habilities denomunated 1n currencies other than US Dollars are translated into US Dollars using the year
end spot exchange rates Non-monetary assets and habilines denomunated in currencies other than US Dollar that
are classified as “held for trading” or “designated at fair value™ are translated into US Dollars using the year end
spot rate  Non-monetary assets and hiabihities, denominated mn currencies other than US Dollars that are not
measured at farr value, have been translated at the relevant histoncal exchange rates Any gains or losses on
exchange are taken to the profit and loss account as incurred

2.  Use of assumptions, estimates and judgements

The results of the Company are sensitive to the accounting policies, assumptions and estimates that underhe the
preparation of 1ts financial statements The accounting policies used 1n the preparation of the financial statements
are described 1n detail above

The preparation of financial statements requires management to make judgements, estirnates and assumptions that
affect the apphcation of accounting polictes and the reported amounts of assets, habilities, income and expenses
Actual results may differ from these esimates

Estumates and underlying assumptions are reviewed on an ongowng basis  Revisions te accounting estimates are
recognised 1n the pertod in which the estumate 1s revised and 1n any future penods affected

In particular, information about significant areas of estimation, uncertainty and cntical judgements 1n applying
accounting policies that have the most significant effect on the amount recognised in the financial statements are

Valuation of financial instruments
The Company’s accountung policy for valuation of financial instruments 1s included 1n Note 1(b) The fair values of
financial instruments that are not quoted 1n active markets are deterrmned by using valvation techmques To the
extent pracucal, models use only observable data, where this 1s not possible management may be required to make
estimates Note 9 ‘Financial assets and habilities accounting classifications and fair values’ discusses further the
valuatton of financial instruments
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CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED
NOTES TO THE FINANCIAL STATEMENTS

3. Turnover and results

As permitted by paragraph 4 of Schedule 1 to the Companies Act 2006 The Large and Medium-sized Compantes
and Groups (Accounts and Reports) Regulations 2008 (SI 2008 No 410), the format of the profit and loss account
has been adapied to the circumstances of the Company Insiead of mmover, the Directors have reported
comnussion income and fees, net dealing income and interest income less interest expense in determining the gross
profit of the Company

No segmental analysis of revenue, profit before taxation or net assets has been presented because the Directors are
of the opinion that operations are global and the Company’s principal activities comprise one segment

4. Interest receivable and interest payable

2012 2011
$ Million $ Million
Interest receivable comprises.
Interest on cumrent asset mvestments and collateralised financing transactions at
farr value through profit and loss S 20
Interest payable comprises:
Interest on collateralised financing transactions at faur value through profit and loss - 7
Interest on borrowings not at farr value through profit and loss 10 30
10 37

Included within interest receivable 15 interest received on clieat money

5.  Gains and losses on financal assets and financial habihities held at fair value through profit and loss

2012 2011
$ Million $ Million

Gains and losses from trading in financial assets and habihties include
Net dealing wicone 36 16
Interest receivable 5 20
Interest payable - ¥)]
41 29

Imtial gain or loss on financial instruments where valuation 1s dependent on valvation techmiques using
unobservable parameters are deferred over the hife of the coatract or until the instrument 1s redeemed, transferred or
sold or the fair value becomes observable

The aggregate difference has not been recognised 1n profit or loss as this 1s not significant
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CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED
NOTES TO THE FINANCIAL STATEMENTS

6  Operating expenses

2012 2011
$'000 $'000
Operating expenses nclude
Auditor’s rermuneration
Fees payable to the Company's auduor for the audit of the Company’s annual
accounts 34 49
Fees payable to the Company's auditor for other services
Other services pursuant to legislauon (FSA and SOX) 6 48

Operating expenses are pnmanly costs incurred by Citigroup Global Markets Limited (“CGML™) on behalf of the

Company and recharged to the Company The Company has no employees Services are provided by employees of

CGML

7 Directors’ remuneration

Durectors’ remuneration 1n respect of services to the Company were as follows

2012 2011

$'000 $'000

Aggregate emoluments 557 314
Contributions to money purchase penston scheme 7 2
564 316

The contnbutions to the money purchase pension schemes are accruing to three of the Directors (2011 four) Five of
the Directors (2011 six) of the Company participate i parent company share and share option plans and, duning the

year, none of the Directors (2011 none) exercised options

The emoluments of the highest pad Director were $319,809 (2011 3$144,000) and accrued pension of $4,869

(2011 $662) The highest paid Director did not exercise share options dunng the current or preceding year

The above remuneration 1s based on the apportionment of time 1ncurred by the Directors for services to the Company,

both 1n thewr capacity as Director and, where applicable, their normal employment

8. Tax on profit on ordinary activities

(a) Analysis of tax charge in the year

2012 2011
$ Million $ Million
Current tax:
UK Corporation tax on profits for the year - -
Total current tax {Note 8(b)) - -
Deferred tax:
Ongmation and reversal of uming differences 11
Wnte-off of deferred 1axasset 3 -
Total deferred 1ax 3 11
Taxon profit on ordinary activities 3 11




CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED

NOTES TO THE FINANCIAL STATEMENTS
8. Tax on profit on ordinary activities (continued)

{(b) Factors affecting tax charge for the year

Profit on ordinary activities before tax

Profit on ordinary activities multipbed by the standard rate of corporation tax
n the UK of 24 5% {201 26 5%)

Effects of

Capual allowances and cther sundry tirmng differences
Movement m unrecognised defemed tax
Group relef for nil consideration

Cumrent taxcharge for the year

2012 2011

$ Million $ Million
5 31

1 8

- (103)

&)] -

2 2

9. Financial assets and habilities accounting classifications and fair values

The table below sets out the Company’s classification of each class of financial assets and habilitties, and their fair

values

Other Total

Held for Loans and amortsed carrying
trading receivables cost amount Fair value
31 December 2012 $ Million $ Million $ Million $ Million $ Million
Trade debtors - 1 - 1 1
Collaterahsed financing transactions 116 - - 116 116
Cash at bank and m hand - i0 - 10 10
116 11 - 127 127
Bank loans and overdrafts - - 20 20 20
Trade creditors - - 11 11 1&
- - 31 31 31

Other Total

Held for Loans and amortised carrying
trading  receivables cost amount Fair value
31 December 2611 $ Million $ Million $ Million $ Million $ Million
Trade debtors - 1,907 - 1,907 1,907
Collateralised financing transactions 2,397 - - 2,397 2,397
Current asset tnvestments 2,014 - - 2,014 2,04
Cash at bank and i hand - 19 - 39 39
Other debtors - 7 7 7
4.411 1,953 6,364 6,364
Secunues sold but not yet purchased 1,019 - 1,019 1,019
Denvatives 713 - 713 T3
Collaterahsed financing transacuions 1,254 - . 1,254 1,254
Cash collateral held - - 56 56 56
Bank loans and overdrafis - - 1,013 1.013 1,013
Trade creditors - - 1,632 1,632 1,632
Other creditors and accruals - - 4 4 4
Subordmmated loans - - 300 300 204
2,986 - 3,005 599i 5,985
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CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED

NOTES TO THE FINANCIAL STATEMENTS
9.  Financial assets and liabilities accounting classifications and fair values (continued)

Given the short term nature and charactenstics of trade debtors, other debtors, trade creditors, other creditors and
accruals the fair value has been assumed to approximate the carrying value The fair value of subordinated loans as at
31 December 2011 was calculated using the present value of future esumated cash flows, discounted using a discount
rate of 3 month USD OIS plus the Company’s credit spread

The calculation of fair value incorporates the Company’s estimate of the fair value of financial assets and financial
habil:ues  Other entiies may use different valuation methods and assumpuions 1n determuming fair values, so
compansons of fair values between entities may not be necessanly meamngful

The following table shows an analysis of financial assets and habhues classified as held for trachng or designated at
fair value by fair value hierarchy

2012 Lewel 1l Lewel 2 Lewl 3 Total
$ Milthion $ Million $ Million $ Million

Financial assets held for trading

Current asset investments

Denvatives - - - -
Corporate bonds - - - -
Equities - - - -

Collateralised financing transactions - 116 - 116

- 116 - 116

Financial lialahities held for trading

Denvatves - - - -
Collateralised financing transactions - - - -
Secuntes sold but not yet purchased - - - -

2011 Lewel 1 Lewel 2 Level 3 Total
$ Million $ Million $ Miltion $ Million

Financial assets held for trading
Current asset investments

Denvatives i 619 - 620
Corporate bonds - 14 - 141
Equities 1,185 55 13 1,253
Collaterahsed financing transactions - 2,397 - 2,397
1,186 3,212 13 4,411

Financial halnlities held for trading
Denvatives 3 707 3 713
Collateralised financing transactions - 1,254 - 1,254
Securnities sold but not yet purchased 980 39 - 1,019
983 2,000 3 2,986
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CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED

NOTES TO THE FINANCIAL STATEMENTS
9. Financial assets and liabilities accounting classifications and fair values {conunued)

The Company measures fawr values using the following fair value luerarchy that reflects whether the inputs to those
valuation techmques are observable or unobservable  Observable mmputs reflect market data obtaned from
independent sources, while unobservable 1nputs reflect the Company’s market assumptions The types of inputs have
created the following farr value hierarchy

¢ Level | Quoted pnices for identical instruments 1n active markets
Level 2 Quoted prices for stmular tnstruments in active markets, quoted prices for 1dentical or similar
instruments 1n markets that are not active, and model-derived valuations 1in which all significant inputs and
sigmificant value dnvers are observable 1n active markets

* Level 3 Valuations denved from valuation techmques 1n which one or more sigmficant mputs or sigmficant
value dnivers are unobservable

The Company considers relevant and observable market prices 1n 1ts valuations where possible The frequency of
transactions, the size of the hid-ask spread and the amount of adjustment necessary when companng similar
transactions are factors that are dnven by the hquidity of markets and the relevance of observed prices in those
markets

The Cornpany’s policy with respect to transfers between levels of the fair value hierarchy 1s to recognise transfers into
and out of cach level as of the end of the reporting period

As set out 1n Note 1(b), when available, the Company generally uses quoted market prices 1n an active market to
calculate the fair value of a financial asset or hability and classifies such items as Level | In some cases where a
market pnce 1s available, the Company will make use of acceptable practical expedients (such as matnx pricing) to
calculate fair value, in which case the 1tems are classified as Level 2

If quoted market pnces are not available, far values are based upon internally developed valuation techniques that
use, where possible, current market-based or independently sourced market parameters such as interest rates, currency
rates and option volauliies Items valued using such internally generated valuation techmques are classified
according to the lowest level input or value dniver that 1s sigmificant to the valeauon Thus an 1tem may be classified
in Level 3 even though there may be some sigmificant inputs that are readily observable

Where available, the Company may also make use of quoted prices for recent trading activity 1n positions with the
same or similar charactenstics to that being valued The frequency and size of transactions and the amouat of the bid-
ask spread are among the factors considered 1n determining the liquidity of markets and the relevance of observed
prices from those markets If relevant and observable pnices are available, those valuations would be classified as
Level 2 If prices are not avatlable, other valuation techmques would be used and the tem would be classified as
Level 3

Farr value estimates from internal valuation techniques are venfied, where possible, to prices obtained from
independent vendors or brokers Vendors’ and brokers’ valuations may be based on a vanety of inputs ranging from
observed prices to proprietary valuation models

The Company uses the following procedures to determine the fair value of financial assets and financial habilines
urespective of whether they are “held for trading” or have been “designated at fair value” incleding an indicauon of
the level 1n the fair value luerarchy 1n which each financial instrument 1s generally classified Where appropnate, the
description 1ncludes details of the valuation models, the key 1nputs to those models and any sigmificant assumptions

Corporate bonds and Equities
When available, the Company uses quoted market prices to determine the fair value of corporate bonds and equities,
such items are classified as Level 1 of the fair value huerarchy  Examples include some exchange-traded equities

For corporate bonds and equities traded over the counter, the Company generally determines fair value by utthsing
nternal valuation techniques Fair value estimates from internal valuation techmiques are venified, where possible, to
prices obtained from independent vendors Vendors compile prices from various sources and may apply matnix
pricing for sumilar bonds or loans where no pnce 1s observable If available, the Company may also use quoted pnces
for recent trading activity of assets with surmlar characteristics to the bond or loan being valued Corporate bonds and
equities pniced using such methods are generally classified as Level 2 However, when less liquidity exists for
corporate bonds or equities, a quoted prnice 1s stale or prices from ndependent sources vary, they are generally
classified as Level 3
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CITIGROUP GLOBAL MARKETS UK. EQUITY LIMITED

NOTES TO THE FINANCIAL STATEMENTS
9. Fmanaal assets and habilities accounting classifications and fair values (continued)

Deratives
Exchange-traded denvatives are generally fair valued using quoted market (1 ¢ exchange) prices and so are classified
as Level 1 of the fair value hierarchy

The majority of dernvauves entered into by the Company are executed over the counter and are valued using a
combination of external prices and 1nternal valuahion technrques, including benchmarking to pricing vendor services
The valuation techmques and inputs depend on the type of denvative and the nature of the underlying instrument
The principal techmques used 1o value these instruments are industry wide approaches including discounted cash
flows, modelling and numerical approaches.

The type of inputs may include interest rate yield curves, credit spreads, foreign exchange rates, volatilities and
correlatons

Collateralised financing transactions

No quoted pnces exisi for such financial instruments and so fair value 1s determined using a discounted cash-flow
techmque Cash flows are esumated based on the terms of the contract, taking into account any embedded denivative
or other features Expected cash flows are discounted using market rates appropnate to the matunty of the instrument
as well as the nature and amount of collateral taken or received Generally, when such instruments are held at fair
value, they are classified withun Level 2 of the far value merarchy as the inputs used i the valuation are readsly
observable

The Company values a number of assets and habihities using valuation techniques that use one or more significant
mputs that are not based on observable market data The Company grades all such assets and liabil:ties 1n order to
identify those 1tems for which a reasonably possible change 1n one or more assumptions 1s likely to have a sigmficant
mmpact on fair value

Adjustments may be applied to the “base” valuations of financial assets and habilities calculated using one of the
valuation techniques described above, to ensure that the fair value measurement incorporates all factors that market
participants would consider when determimng fair value Note that no such adjustments are applied to instruments
that are valued using quoted pnces for identical instruments 1n an active market

The movement on level 3 items for the year was

2012 Gan/(loss )} Transfer
recordedin from/(to}

the profit and Level 1 and At31

At] January loss account Sales Settlements Level 2 December

$ Million $ Million $ Million $ Milkhon % Millhion $ Million
Financial assets held for trading
Current asset investiments

Equities 13 (1) (12) - - -
13 (1) (12) - - -

(Gain)/loss Transfer

recordedin from/(to)
the profit and Level 1 and At 31
At] January loss account Sales  Settlements Lewel 2 December
$ Million $ Million $ Million $ Million $ Million

Financial lialahities held for trading

Denvatives 3 - - (&)} - -
3 - - (3) - -
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CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED

NOTES TO THE FINANCIAL STATEMENTS

9. Financial assets and liahibties accounting classifications and fair values (continued)

2011 Gain/(loss) Transfer
recorded in from/(to)

the profit and Lewvel 1 and At31

Atl January loss account Sales Settlements Level 2 December

$ Million $ Milion $ Million $ Million $ Million

Financial assets held for trading
Current asset investments

Denvatives 55 3 33 - (25) -
Corporate bonds 5 4 (1) - - -
Equities 13 16 (26) - 10 13
73 15 (60) - (15} 13

{Gain)loss Transfer

recorded in from/(to)
the profit and Level 1 and At31
Atl January loss account Sales  Settlements Level 2 Decernber
$ Million $ Million $ Milhon $ Million $ Million

Financial hatalities held for trading

Denvatives 154 10 6 - (167 3
i54 10 6 - (167) 3

Issuances and purchases are not included within the above tables as they have an immatenal impact on level 3 changes
1n 2012 and 2011

Included 1n the Level 3 balance at 31 December 2012 above are intercompany assets of $ml (2011 $nil) and habihities
of $ml (2011 $3 mllion)

Financial instruments may move between levels in the fair value hierarchy when factors, such as, iqudity or the
observability of input parameters decrease and no longer represent an active market As conditions around these
factors improve, financial instruments may transfer back to the onginal fair value level There were no significant
transfers of invesiments between Level 1 and Level 2 dunng the years ended 31 December 2052 and 2011

Transfers m/out are pnmanly dnven by changes in the availability of independent data for positions where the
Company has nsk exposure, yet the market 1s no longer considered to be acuve As liquidity and transparency
wmproves, the inventory may transfer back to a previous classification level

During 2012 the Company ceased trading activities resulting 1n the Level 3 financial instrument movement

Dunng the year, total changes in fair value representing a $1 mullion loss (2011 $5 mullion gain) were recognised 1n
the profit and loss account relating to items where fair value was estimated using a valuation technique that uses one
or more significant inputs that were based on unobservable market data

As these valuauon techniques are based upon assumptions, changing the assumptions will change the estmate of far
value The potential impact of using reasonably possible alternative assumpttons for the valuation techmques
including unobservable market data has been quantified as being neghgible (2011 $ neghgible)

Sensitivity analysis 1s performed on a quarterly basis across all financial instruments i which one or more of the
sigmificant mnput parameters are unobservable The methodology used to derive the impact across each product 15
determined by applying sensiivity adjustments to the prnice or sigmficant model input parameters used 1n the
valuation
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CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED
NOTES TO THE FINANCIAL STATEMENTS

10. Debtors

The following amounts are included 1n debtors

2012 2011
$ Million $ Million
Amounts due within one year
Trade debtors 1 1,907
Collateralised financing transactions 116 2,397
Other debtors - 7
Amounts due i greater than one year
Deferred taxasset (Note 15) - 3
117 4,314
Included withun debtors are the following balances due from group undertakings
2012 2011
$ Million $ Million
Trade debtors 1 295
Collateralised financing transactions 116 2,208
117 2,593

11. Pledged assets

Collateral accepted as security for assets

The fair value of financial assets including government bonds, eurobonds and other corporate bonds, equities, and
cash accepted that 1s permitted to be sold or re-pledged in the absence of default were $120 million The fair value
of the collateral accepied that has been re-pledged at 31 December 2012 was $ml The Company 1s obliged to return
equivalent securities These transactions are conducted under terms that are usual and customary to standard
lending and secunties borrowing and lending activities

Financial assets pledged to secure liabiities

The total purchased financial assets including government bonds, eurobonds and other corporate bonds, equities and
cash that have been pledged as collateral for habilities at 31 December 2012 were $ml  These transactions are
conducted under terms that are usual and customary to standard lending and secunties borrowing and lending
activites

12. Current asset investments

Current asset investments form part of the asset trading portfolio of the Company and compnse marketable
secunties and other financial assets The following amounts are included 1n current asset invesiments

2012 2011

$ Million $ Million

Corporate bonds - 141
Equities - hsted on a recogmsed UK exchange - 340
- hsted elsewhere - 413
Denvatives (Note 13) - 620
- 2,014
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CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED

NOTES TO THE FINANCIAL STATEMENTS

13. Derivatives

2012 2011
Fair value Fair value
Asset Liahility Asset Liahility
$ Million $ Million $ Million $ Milhion
Swap agreenents, swap options, and
mlerest rate cap and floor agreements - - 306 233
index and equity options and sumlar
contractual commtments - - 212 442
Other options and contractual
commutinents - - 102 38
- - 620 713

14. Cash at bank and 1n hand

The following amounts are included withun cash at bank and in hand

2012 2011

$ Million $ Million

Cash at bank held by third parties 10 37
Cash at bank held by other group undenakmgs - 2
10 39

Included within cash held by third parties 1s $4 mullion (2011 $4 mullion) that 1s held on behalf of chents n
segregated accounts

15, Deferred tax asset

The following amounts are incleded withun deferred tax

2012 2011

$ Million $ Million

Shont term timing differences - 3
At 1January 3 14
Ongmnaton and reversal of tming differences - aan
Wnte-off of deferred taxasset 3} -
At 31 December - 3
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CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED
NOTES TO THE FINANCIAL STATEMENTS

16. Creditors

The following amounts are included withun creditors

2012 2011
$ Million $ Million

Amounts falling due within one year:
Securities sold, but not yet purchased - 1,019
Denvatives (Note 13) - 713
Collateralised financing transactions - 1,254
Cash collateral held - 56
Bank loans and overdrafts 20 1,013
Trade creditors 11 1,632
Other creditors and accruals - 4
31 5,691

Included withuin creditors are the following balances due to group undertakings

2012 2011
$ Million $ Million

Amounts falling due within one year:
Denvatives - 576
Collaterabsed financing transactions - 1,253
Cash collateral held - 56
Bank loans and overdrafts 20 1,004
Trade creditors 8 31
28 2,920

17. Derecogmtion of financial assets and financial liabilities

Transferred financial assets that are not derecognised 1n their entirety

There are certain 1nstances where the Company continues to recogmse financial assets that it has transferred

The Company enters into collateralized financing transactions where 1t sells or lends debt or equuty securities with a
concurrent agreement to repurchase them As sigmficantly all of the risks and rewards of the underlying secunties are

retained, a collateralized financing hiability 1s recognised and the secunties remain on balance sheet

As at 31 December 2012 the Company recogmsed $negligible of assets with an asscciated $negligible of
collateralized financing liabilities
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CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED
NOTES TO THE FINANCIAL STATEMENTS

18. Subordinated loans

The following amounts were included within subordinated loans

2012 2011
$ Million $ Million
Amounts fallmg due after one year and within five years - 300

\
On 8 May 2012 the Company repard $300 mullton of long term subordinated loan borrowings to Ciigroup Financial 1
Products Inc ‘

The subordinated loans, on which interest was payable was at market rates and were due to other group undertakings

\
|
At 31 December 2012, the Company had in place the following subordinated loan facilites !

Total
facilities
avalahble Drawn dovn
Facilities with other group undentakings $ Million $ Million
Facihties falling due withmin one year 400 -

19, Provisions for hahlities
Other

provisions
$ Million

At 1 January 2012
Charge to profits 2
Provisions utilised -

At 31 December 2012 2

Other provisions are held 1n respect of accounting reconcihation and control procedures
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CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED

NOTES TO THE FINANCIAL STATEMENTS
20. Called up share capital

The Company’s share capital compnises

Authorised
100,000,000 ordinary shares of £1 each
100 ordmary shares of $1 each

Allotted, called-up and fully paid:
65,000,000 ordinary shares of £1 each

21. Reserves

The Company’s reserves comprise

At | January 2012
Profit for the year
Drvidends

At 31 December 2012

22. Reconcihation of movements in shareholder funds

The movement tn shareholder funds for the year was as follows

At l January
Profit for the year
Dhvidend pad

At 31 December

23

2012 2011
£ 100,000,000 100,000,000
3 100 100
Million Million
£ 65 65
$ 92 90
Capital Profit and
reservwe loss account Total
$ Million $ Million $ Million
200 84 284
- 2 2
(200) (84) (284)
- 2 2
2012 2011
$ Million $ Million
376 356
2 20
(284)
94 376




CITIGROUP GLOBAL MARKETS U.K. EQUITY LIMITED
NOTES TO THE FINANCIAL STATEMENTS

23. Financial instruments and risk management
Objectives, policies and strategies

Dealing 1n financial instruments 1s fundamental to the Company’s busiress The nsks associated with financial
instruments are a significant component of the overall nsk faced by the Company, particutarly 1n turbulent financial
markets

The Company maintains positions 1n financial instruments for four principal reasons

* as a result of the sale or assignment of structured or denvative positions to our chents (usually 1n the over-
the-counter market),
to sausfy our chients requirements to buy or sell investments,

*  as a result of underwriting acuvites, and
to economically hedge positions 1n our own books created by the business noted above

In addition to the activities noted above, the Company acts as agent for 1ts customers m the purchase, sale and
assignment of securnities and denvatives hsted on recogmised investment exchanges

The Company’s denvative transactions are principally in the equity, interest rate, credit and commodity markets
Most of the counterparties 1n the Company’s denvative transactions are banks and other financial institutions
The risks involved 1n denvatives include market, credit, hquidity and operational risk

The majority of the financial mnstruments are held as part of portfolios which are maintained and monitored by the
business The positions thus maintained will result from the Company’s normal market activites The Company
aims to maintain a variety of economic hedging strategies Individual businesses are allocated risk limuts based on a
wide range of market factors and are required to mamtan portfolios within those hrmits  As such they are
responsible for maintaining economic hedges at a macro level

The development of new business 15 subject to a new product approval process, the purpose of whtich 1s to seek to
ensure the proactive 1dentification of nisks and rewards before the Company transacts 1n new financial mstruments
or services This process includes the seting of any Limits applicable to the new business

The market uncertanty places additional importance on the nsk management policies and procedures which are
outhned below The Citigroup nsk management framework as estabhshed by the Chief Risk Officer 1s used as the
basis to manage nsk i the Company The Company believes that effecuve nsk management 15 of pnmary
importance to 1ts success Accordingly, the Company’s nsk management process 1s designed to monitor, evaluate
and manage the principal nsks 1t assumes 1n conductiag 1ts activities  As part of Citigroup, the nsk management
framework 1s designed to balance corporate oversight with independent risk management functions The nsk
management framework 15 based on gwiding principles established by the Chief Risk Officer of Citigroup

a common nsk capital model to evaluate nsks,

a defined nsk appeute, aligned with business strategy,
accountability through a common framework to manage risks,
nsk decisions based on analytics,

authority and independence of Risk Managers, and

empowenng Risk Managers to make decisions and escalate 1ssues

The Company’s nsk management framework aims to recogmse the diversily of the Company’s global business
activities by combining corporate oversight with independent nsk management functions within each business The
independent nsk managers at the business level are responsible for establishing and implementing nsk management
policies and practices within their business, for overseeing the risk in their business, and for responding to the needs
and 1ssues of their business
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23. Financial instruments and risk management (contunued)
Risk management

The management of nsk within Citigroup 1s across three dimensions businesses, regions and cnbical products
Each of the major business groups has a Business Chuef Risk Officer who 1s the focal point for nsk decisions (such
as settung risk limits or approving transactions) in the business

There are also Regronal Chief Risk Officers, accountable for the nsks 1n their geographic area, and who are the
prnimary nisk contact for the regional business heads and local regulators In addition, the posiion of Product Chief
Risk Officers exists for those areas of critical importance to Crigroup such as real estate and fundamental credit
The Product Risk Officers are accountable for the nsks within their specialty and they focus on problem areas
across businesses and regions The Product Risk Officers serve as a resource to the Chief Risk Officer, as well as to
the Business and Regional Chief Risk Officers, to better enable the Business and Regional Chief Risk Officers to
focus on the day-to-day management of nsks and responsiveness to business flow

The Cingroup nsk orgamsation also includes a Business Management team to seek to ensure that the nsk
organisation has the appropnate infrastructure, processes and management reporting This team which supports nsk
management within the Company includes

e the nsk capital group, which continues to enhance the nsk capital model and 1its consistency across all our
business activities,

e the nisk architecture group, which seeks to ensure we have integrated systems and common metncs, and
thereby allows us to aggregate and stress exposures across the institution,

e the enterprise nsk management group, which focuses on improving the effecuveness of existing controls
while increasing accountability and ehiminating redundancy, and

¢ the office of the Strategic Regulatory Relationships and Chief Admimstrative Officer, which focuses on
our critical regulatory relattonships as well as nsk communications

Rusk aggregation and stress testing

The Chief Risk Officer, as noted above, 1s expected to monitor and control major nsk exposures and concentrations
across the orgamsation This means aggregating nisks, within and across businesses, as well as subjecting those
risks (o alternative stress scenarios 1n order to assess the potential economic impact they may have on Citigroup

Stress tests are undertaken across Citigroup, mark-to-market, available-for-sale, and amortised cost portfolios
These firm-wide stress reports seek to measure the potential impact to Citigroup and 1ts component businesses
including the nsk within the Company of very large changes in vanious types of key nsk factors (e g interest rates,
credit spreads}, as well as the potential impact of a number of hustorical and hypothetical forward-looking systemzc
SITess SCenaros

Supplementing the stress testing described above, Risk Management, working with input from the businesses and
Finance, provides penodic updates to semior management and the Board of Directors on stgmficant potential
exposures across Cigroup ansing from risk concentrations, financial market participants and other systemic i1ssues
These nsk assessments are forward-looking exercises, 1ntended to inform senior management and the Board of
Directors about the potential econormic unpacts to Citigroup that may occur, directly or indirectly, as a result of
hypothetical scenanos, based on judgmental analysis from independent nsk managers

The stress testing and nsk assessment exercises are a supplement to the standard hmt-setung and nsk capital
exercises descnbed later 1n this section, as these processes mmcorporate events i the marketplace and within
Citigroup that impact our outlook on the form, magmitude, correlation and timing of 1dentified nisks that may anse
In addition to enhancing awareness and understanding of potential exposures within the Company, the results of
these processes then serve as the starting point for developing nsk management and mingation strategies
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23. Financial instruments and nsk management (continued)
Market risk

Market nsk 1s the nsk to earnings or capital from adverse changes 1n market factors such as interest rates, foreign
exchange rates, equity and commodity prices, as well as their implied volaulities and other higher order factors

Market nsks are measured in accordance with established standards to seek to ensure consistency across
businesses and the ability to aggregate hike nsk at the Citigroup level Independent market nsk management
establishes, after discussion with each business, a market nsk hmit framework, including nisk measures, limiats and
controls, that clearly defines approved nisk profiles and 1s within the parameters of Cibgroup’s and the Company’s
overall nsk appeute In all cases, the businesses are ulumately responsible for the market nsks they take and for
remaining withsn their defined himits

Market nisk 1s measured through a complementary set of tools, including factor seasitivites, value-at-risk (“VaR™),
and stress testing  Each of these 1s discussed 1n greater detail below Each business has its own market nsk limit
framework, encompassing these measures and other controls, including perrtted product lists and a new product
approval process for complex products

Factor sensitivities are defined as the change 1n the value of a position for a defired change 1n a market nsk factor
(e g the change in the value of a Treasury bill for a one basis point change 1n interest rates) It 1s the responsibility
of each business to seek to ensure that factor sensitivines are calculated and reported for all relevant nsks taken 1n
a trading portfolio

VaR methodology

VaR estimates the potential dechine 1n the vatue of a position or a portfoho, under normal market condiuons, over a
specified holding penod and confidence level The Ciugroup standard 1s a one-day holding peniod, at a 99 per cent
confidence level The VaR methodology incorporates the factor sensiivines of the trading portfolic and the
volaulities and correlations of those factors  The Company’s VaR 15 based on the volauliies of, and comelations
between, a wide range market nsk factors, including factors that track the specific 1ssuer risk 1n debt and equity
securites

Cingroup uses Monte Carlo simulation, which 1t believes 1s conservatively cahbrated to incorporate the greater of
short-term (most recent month) and long-term (three years) market volatuhity The Monte Carlo simulation
involves approximately 300,000 market factors, making use of 180,000 ume sertes, with market factors updated
daily and model parameters updated weekly The conservative features of the VaR calibration contnbute an
approximate 20% add-on to what would be a VaR estimated under the assumption of stable and perfectly normally
distnibuted markets Under normal and stable market conditions, Citigroup would thus expect the number of days
where trading losses exceed its VaR to be less than three exceptions per year Penods of unstable market
conditions could increase the number of these excepuons

VaR limutations

Although extensive back-testing of VaR hypothetical portfolios 1s performed, with varying concentrations by
industry, nsk rating and other factors, the VaR cannot necessanly provide an indication of the potenual size of loss
when 1t occurs  Hence a comprehensive set of factor sensiivity hmits and stress tests are used, in addition to VaR
hmuts

As set out above, stress testng 15 performed on portfolios on a regular basis to esumate the impact of extreme
market movements  Stress testing 15 performed on 1ndividual portfolios, as well as on aggregations of portfolios
and businesses, as appropnate It 1s the responsibility of independent market nsk management, in conjunction
with the businesses, to develop stress scenanos, review the output of penodic stress testing exercises, and use the
informauon to make judgments as to the ongoing appropnateness of exposure levels and limits
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23. Financial instruments and risk management (coninued)
Market risk (continued)

A VaR ingger s in place for the Company that seeks to ensure any excesses are discussed and resolved between nsk
and the business and entity management

Although a valuable gwde to nsk, VaR should also be viewed m the context of 1ts limitations

s The use of hustonical data as a proxy for esimating future events may not encompass all potential events,
particularly those of an extreme nature,

+ the use of a one day holding pertod assumes that all positions can be hquidated or the nisks offset 1n one
day This may not fully reflect the market risk ansing at times of severe illiquidity, when a one day
holding pertod may be insufficient to fully liquidate or hedge positions,

e the use of a 99% confidence level, by defimtion does not take 1nto account losses that might occur beyond
this confidence level,

*  VaR 1s calculated on the basis of exposures outstanding at close of business therefore does not necessanly
reflect intra-day exposures, and

*  VaR s unlikely to reflect loss potential on exposures that only arise under significant market movements

Stress testing 1s performed on portfolios on a regular basis to estimate the impact of extreme market movemenis It
15 performed on both individual portfolios, as well as on aggregations of portfolios and businesses Independent
Market Risk Management, in conjunction with the businesses, develops stress scenarios, reviews the output of
periodic stress testing exercises and uses the imformation to make judgements as to the ongoing appropriateness of
exposure levels and limts

Each portfolio has 1ts own market nsk limut framework encompassing these measures as well as other controls,
ncluding permtted product hists and a new product approval process for complex products

The following table summanses trading price nisk by disclosing the Company’s calculated average VaR dunng the
reporting period, together with the VaR as at 31 December

2012
$ Milhon
Fapity Foreign Covariance Ovwerall
risk exchange adjustment VaR
risk
Average 20 10 03) 27
As at 31 December - - - -
2011
$ Million
FEgnty Foreign Covariance Owerall
risk exchange adjustment VaR
risk
Average 99 19 - 118
As at 31 December 48 49 ©03) 94

All exposures on the Company have been transferred to CGML 1n quarter one 2012 Exposures were nil as at year
end
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23. Financial instruments and risk management (continued)

Credit risk

Credit nisk 15 the nisk that a party will fail to discharge an obligation and cause the other party to incur a financial
loss The credit process 1s grounded 1n a senes of fundamental policies, 1ncluding

e joint business and independent nsk management responsibility for managing credit risks,
single centre of control for each credit relationship that coordinates credit activities with that chent,
a mimmum two authonsed credu officer signature requirement on extensions of credit, one from a
sponsecnng credit officer 1n the business and one from a credit officer 1n independent credit nsk management,
consistent nsk rating standards, apphcable to every Citigroup obligor and facility, and
consistent standards for credit erigination documentation and remedial management

While the Company was actively trading the Company used derivatives as both an end-user for asset/hability
management and 1n 11s chent businesses The Company entered nto denvatives pnncipally to enable customers to
transfer, modify or reduce their credit, equity, interest rate and other market nsks In addition, the Company used
denvatives, and other instruments, as an end-user to manage the rnisks to which the Company was exposed

The Company’s credit exposure on denvatives and foreign exchange contracts was primanly to professional
counterparties 1n the global financial sector, including banks, mnvestment banks, hedge funds, insurance compames
and asset management companies

The Company seeks to reduce 1ts exposure to credit losses by entering into master netung arrangements with most
counterparties with which 1t undertakes a sigmificant volume of transactions Master netting arrangements do not
generally result in an offset of balance sheet assets and liabilities, as transactions are usually settled on a gross basis
However, the credit nsk associated with favourable contracts 1s reduced by a master netting arrangement to the
extent that 1f an event of default occurs, all amounts with the counterparty are termunated and settled on a net basis
Many of these arrangements also provide for the calling and posting of vanation margin or collateral, further
reducing the Company’s exposures The 1nternal measurement of exposure on each credit facility takes 1nto account
legally enforceable netting and margiming arrangements — both 1n terms of current exposure and 1n terms of the
simulated calculation of potential future exposure

As at 31 December the Company’s third party credit exposure (mark-to-market plus potential future exposure as
determined by the Company’s internal measure) 1n relation to collateralised financing transactions and derivatives
was distributed as follows

Industry 2012 2011
% %

Commercial and universal banks - 265
Insurance and fund management - 11
Brokers and investment banks - 121
Other - 603
- 100

Wrong-way nisk 1s an aggravated form of concentration nisk and anses when there 1s a strong correlation between
the counterparty’s probability of default and the mark-to-market value of the underlying transaction We use a range
of procedures to monitor and control wrong-way nisk, inctuding requiring entities to obtain prior approval before
undertaking wrong-way nsk transactions outside pre-agreed gwidelines Wrong-way nsk 1s mutigated through the
use of enforceable netting agreements and margiming
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23. Financial instruments and risk management (continued)
Credit risk (continued)

The credit quality of the Company’s financial assets 1s mantained by adherence to Citigroup policies on the
provision of cred:t to counterparies The Company momnitors the credit ratngs of its counterparties tn current asset
nvestment and denvative transactions The tables below show the exposure to counterparties for current asset
investments and denvatives as at 31 December as rated by Moody’s, S&P and Fitch

Corporate bonds Dervatives
2012 2011 2012 2011
%o % % Yo
AAATAATA - - - 185
BBB - 117 - -
BB/B - 503 - .
Unrated - 380 - 815

The vast majonty of denvative transactions undertaken by the Company was with CGML

The maxtmum credit nsk to which the Company 15 exposed without taking 1nto account any collateral or credit
enhancements 1s $127 mullion (2011 $6,367 mullion) being 1ts total assets per the balance sheet plus any other off
balance sheet commitments

As discussed above the maximum credit nsk 1s mingated through the use of collateral, neting arrangements and the
use of credit limats

All exposures on the Company have been transferred to CGML i quarter one 2012  Exposures were ml as at year
end

Laquidity risk

The Company defines Ligmdity risk as the nsk that the firm wall not be able to efficiently meet both expected and
unexpected current and future cash flow and collateral needs without adversely affecung either daily operations or
the financial condition of the firm

The Company’s funding and hquidity objectives are to maintarn liqudity to fund its exiting asset base as well as
grow 1ts core business, while at the same ume maintain sufficient excess hquidity, structured appropnately, so that it
can operate under a wide vaniety of market conditrons, including market disruptions for both short and long-term
penods

The UK forum for iquidity management 1s the UK Asset/Liability Management Committee (“UK ALCO”), which
ncludes senior executives from within the Company and 1s chaired by the Chief Country Officer This forum 1s
composed of the UK CFO, EMEA CFO, UK legal entity Risk Manager, UK Treasurer, EMEA Regional Treasurer,
the Financing Desk Heads and key business representatives The UK ALCO reviews the current and prospective
funding requirements for the Company, as well as the capital position and balance sheet

A liquidity plan 1s prepared annually and the hquidity profile 1s monutored on an or-going basis and reported daily
Liqudity risk 1s monitored using varnous ratios and hmets 1n accordance with the Liquidity Risk Management Policy
for the Company The funding and hquidity plan includes analysis of the balance sheet as well as the economic and
business conditions impacting the major operating subsidiaries in the UK As part of the funding and hquidity plan,
Liqurdity himuts, hiquidity ratios and assumptions for periodic stress tests are reviewed and approved

In order to meet 1ts hiquidity stress testing requirements and liquidity ratio hurdles, the Company helds a hquidity
pool which includes hughly liquid government bonds

Stress testing and scenarnio analyses are intended to quantify the potential impact of a hquidity event on the balance
sheet and liquadity position, and to 1dentufy viable funding alternatives that can be uulized These scenarios include
assumptions about sigmficant changes 1n key funding sources, market triggers (such as credit ralings), potential uses
of funding and pohtical and economic condiions These conditions 1nclude standard and stressed market conditions
as well as firm-specific events
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23. Financial instruments and risk management (continued)
Liquidity risk {conunued)

A wide range of hquichty stress tests are important for momtonng hqudity risk across Citigroup Some span
liquidity events over a full year, some may cover an 1ntense period of one month These potenual hquidity events
are useful to ascertain potential mismatches between liqudity sources and uses over a vanety of honzons and
liquidity limuts are set accordingly To monuntor the hiquidity of a unit, those stress tests and potential mismatches
may be calculated with varying frequencies, with several important tests performed daily

Given the range of potential stresses, Citigroup Inc maintains a senes of conungency funding plans on a
consolidated basis as well as for individual entities, including the Company The plans specify a wide range of
readily available actions that are 1n a variety of adverse market conditions, or idiosyncrauc disruptions

The following table analyses the Company’s assets and habihties nto relevant matunty groupings based on the
remaining period at the balance sheet date to the contractual matunity date Note that in managing hqudity nisk,
management use certain assumptions based on behavioural charactenstics which differ from the contractual
maturity dates shown below

On 3 months 3-12 1-5

Total demand or less months years

31 December 2012 $ Million $ Million $ Million $ Million $ Million
Cash 10 10 - - -
Collaterabsed financing transactions 116 - - 116 -
Trade debtors 1 - 1 - -
127 10 1 116 -

Bank loans and overdrafts 20 20 - - -
Trade creditors 11 4 - 7 -
31 24 - 7 -

Net liquidity gap 96 (14) 1 109 -
Cumulative liquidity gap (14) (13) 96 %96
On 3 months 3-12 1-5

Total demand or less months years

31 December 2011 $ Million $ Million $ Million $ Million $ Million
Cash 39 39 - - -
Current asset nvestments 2,014 2,014 - - -
Collaterabsed financing transactions 2,397 - 2,397 - -
Trade debtors 1,907 - 1,907 - -
Other debtors 7 - 7 - -
6.364 2,053 4311 - -

Bank loans and overdrafis 1,013 489 524 - -
Collateralised financing transactions 1,254 - 1,248 6 -
Cash collateral held 56 - 56 - -
Denvatives 713 713 - - -
Secunties sold but not yet purchased 1,019 - 1019 - -
Trade creditors 1,632 - 1,632 - -
Other creditors 4 - 4 - -
Subordinated loans 300 - - - 300
5,991 1,202 4483 6 300

Net liquidity gap 373 851 (172} ©) (300)
Cumulative hqudity gap 851 679 673 373
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23. Finanacial instruments and risk management (continued)
Liquidity risk (continued)

The table below analyses the Company’'s liabilities into relevant maturity groupings based on the remaining
contractual future undiscounted cash flows up to maturity The amounts disclosed 1n the table are the contractual
undiscounted cash flows, whereas the Company manages the liquidity nsk based on the contractual maturity as
disclosed 1n the previous table Denvatives have been excluded from the table because they are not held for
settlemnent over the penod of contractual matunty

Contractual On 3 months 3-.12 1-5

value demand or less months years

2012 $ Mitlion $ Million $ Million $ Million $ Million
Subordmnated loans - - - - -
Contractual On 3 months 3-12 1-5

value demand or less months years

2011 $ Million $ Million $ Millien $ Million $ Million
Subordinated loans 330 - 4 il 315
330 - 4 il 315

Country risk

Country nisk 1s the nisk that an event in a country (precipitated by developments within or external to a country) will
mmpair the value of Citigroup’s franchise or will adversely affect the ability of obligors within that country to honor
therr obhgations to Cingroup Country nsk events may include sovereign defaults, banking defaults or cnses,
currency crises and/or political events

The information below 1s based on Citigroup’s internal nsk management measures The country designation 1n
Ciugroup’s nsk management systems 15 based on the country to which the client relationship, taken as a whole, 15
most directly exposed to economuc, financial, sociopolhitical or legal nsks This includes exposure to subsidianes
within the chent relatonship that are domiciled outside of the country

Citigroup assesses the risk of loss associated with certain of the country exposures on a regular basis These
analyses take into consideration alternative scenarios that may unfold, as well as specific charactenstics of the
Company’s portfolio, such as transaction structure and collateral

Several European countnes including Greece, Ireland, Italy, Portugal and Spain have been the subject of credit

detenoration due to weaknesses 1n their economic and fiscal situations  The Company has no matenal exposures (o
these countnies as of 31 December 2012
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23. Financial instruments and risk management (conunued)
Operational nsk (unaudued)

Operational nisk 1s the nsk of loss resulting from inadequate or faled internal processes, human factors or systems,
or from external events It includes the reputation and franchise nsk associated with business pracuices or market
conduct that the Company undertakes Operational nsk 1s inhereat 1n the Company’s business acuviuies and, as
with other nisk types, 18 managed through an overall framework with checks and balances that includes

s recogmsed ownership of the nsk by the businesses,
¢ oversight by independent nsk management, and
* ndependent review by audit and nisk review

Framework

The Company’s approach to operational nsk 1s defined in the Cwgroup Risk and Control Self-
Assessment/Operational Risk Policy The objective of the policy 1s to establish a consistent, value-added
framework for assessing and commumicating operational nisk and the overall effectiveness of the internal control
environment across Citigroup The operanional nsk standards aim to facilitate the effective commumcation of
operational nsk Information about operational nisk, historical losses and the control environment 1s reported and
summansed for the Audit Commuttee, Senor Management and for the Directors

Measurement and Basel If

To support advanced capital modelling and management each business 1s required to capture relevant operauonal
nisk capital information  An enhanced version of the Citugroup nisk capintal model for operational risk has been
developed and implemented across the major business segments The FSA has approved this model, including a
capital allocation, for use withun the Company as an “Advanced Measurement Approach” under Basel [ 1t uses a
combination of internal and exiernal loss data to support staustical modelling of capital requrement estimates,
which are then adjusted to reflect qualitative data regarding the operational risk and centrol environment

Capital management

The Company’s approach to capital management 15 dniven by strategic and orgamisational requirements, taking into
account the regulatory, economuc and commercial environment

It 15 the Company’s policy to continue to maintain a strong capital base to support the business and regulatory
capital requirements at all tmes The composition and amount of capital will be commensurate with the regulauons
n force, including CRD4 1n the future

Caputal forecasts are prepared taking 1o account strategic growth plans, seasonal activity and changes 1n the future
regulatory environment Capital forecasts are updated monthly and reviewed at least quanterly

The Company maintains an 1nternal capital buffer 1n excess of the Ftnancial Services Authonty mammum regulatory
capital requirement

Regulatory capual (unaudited)

The Company’s capital adequacy position 1s managed and momtared 1n accordance with the prudential requirements
of the FSA, the UK finarcial services regulator The Company must at all tmes meet the relevant mimimum capital
requirements of the FSA The Company has estabhished processes and controls 1n place to monttor and manage its
capital adequacy position

Under the FSA’s mimmum capual standards, the Company 15 required to maintain an excess of total capial
resources over 1is capital resources requirements  For this purpose the Company calculates capital requirements for
market nsk, credit rsk, concentration nsk and operatonal nsk based upon a number of internal models and
recognses a number of credit nsk mitigation techniques

The Company's regulatory capital resources compnse three distinct elements
e ner one capital, which includes ordinary share capital, retained earnings and capital reserves,

e uer two capital, which includes qualifying long-term subordinated habilittes,
e ter three capital, which includes quahfying short-term subordinated habihiues
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23. Financial instruments and nsk management (continued)
Capital management {continued)
Regulatory eapital (unaudited) (continued)

Vanous himits are apphed to these elements of the capital base In parucular, qualifying long-term subordinated
loan capital may not exceed 50 per cent of trer one caputal, and qualifying short-term subordinated loan capital may
not exceed 250 per cent of tier one capital Other deductions from capital include 1lhiquid assets and certain other
regulatory items

The Company’'s policy 1s to maintain a sufficient capital base in order to maintamn nvestor, creditor and market
confidence and to sustain the future development of the business The impact of the level of capital on shareholders’
returns 1s also recogmsed, as 1s the need to maintain a balance between the higher returns that might be possible with
greater gearing and the advantages and security afforded by a sound capital position

The Company’s regulatory capital resources at 31 December were as follows:

2012 2011

$ Million $ Million

Tier one capital 2} 376
Teer three captal 2 300
Deductions - 3)
Total regulatory capital resources 94 673

24. Other commtments
a) Letters of credit

As at 31 December 2012, the Company had $mil (2011 $ml} of unsecured letters of credit outstanding from banks to
sansfy collateral requirements under secunties borrowing agreements and margin requirentents

b) Capital commitments

As at 31 December 2012, the Company had no capital commitments (2011- $nil)

25. Group structure

The Company’s immediate parent undertaking 1s Citigroup Global Markets Europe Limited (“CGMEL”), a
company registered in England and Wates The Company’s ultumate parent company and ultimate controlling party
1s Citigroup Inc, incorporated 1n the State of Delaware, United States of America

The audited consolidated financial statements of CGMEL are made available to the public annually 1n accordance
with Companies House regulations and may be obtatned from its registered office at Citigroup Centre, Canada
Square, Canary Wharf, London E14 5LB

The audited consohdated financial statements of Citigroup Inc are made avalable (o the public annually m

accordance with Secunties and Exchange Commusston regulaons and may be obtained from
www ciigroup com/cit/corporategovernance/ar htm
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