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Minority interest illustrative example

This Appendix illustrates the treatment of minority interest and other capital
issued out of subsidiaries to third parties.

Mustrative example

A banking groug consists of two legal entities that are both banks. Bank P is the parent and
Bank 5 is the subsidiary and their unconsalidated balance sheets are =2t out below.

Bank P balance sheet Bank 5 balance sheet
Assets Assets
“oans o cusiomers 100 | Leans to customers 150
Imvestment in CET1 of Bank 5 7
Inwesiment in the ATT of Bank S 4
Inwestment in the T2 of Bank 5 2
Liabilities and eguity Liabilities and equity
Depositors 70 | Depositors 127
Tier 2 10 | Tier 2 2
Acditional Tier 1 7 | Additiona’ Tier 1 5
Common equity 26 | Common equity 10

The kalance shest of Bank P shows that in addition to its loans to customers, it owns 70% of
the common shares of Bank =, 80% of the Additicnal Tier 1 of Bank 5 and 25% of the Tier 2
capital of Bank 5. The cwnearship of the capital of Bank S is therefore as follows:

Capital issuved by Bank &

Amount issued Amount issued Tatal

to parent to third parties

[Bank P}
Cormmize Equity Tier 1 (CETT) T 3 i0
Additiona! Tier 1 (AT1) 4 1 b
Tier 1(T1) 11 15
Tier 2(T2) 2 ] ]
Total capiral (TC) 13 10 23
The consclidated balance shest of the banking group is set out below:
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Consolidated balance sheet

Assets

Loans to customers
Liabilities and equity
Depositors

Tier 2 ssued by subsidiary 1o third parties

Tier 2 issued by parent

Additonal Tier 1 issued by subsidiary o third parties
Additonal Tier 1 issued by parent

Common equity issusd by subsidiary to thind parties {ie minorty inferest)

Common equity issusd by parent

250

167

S [—

For illustrative purposes Bank 5 is assumed fo have risk weighted asseis of 1000 In this
axample, the minimum capital reguirements of Bank 5 and the subsidiary’s contribution o
the consolidated requirements are the sames since Bank 5 does not have any loans to Bank
P. This means that it is subject to the following minimum plus capital conservation buffer
requiremsnts and has the following surplus capital:

Minimum and surplus capital of Bank 5

Minimum plus capital Surplus
conservation buffer
CET1 7.0 ao
[= T.0% of 100) [=10 -7.0]
T 8.5 6.5
(= B.5% of 100) (=10 + §-2.5)]
TC 108 12.5
(= 10.5% of 100 [=10 + 5 + B - 10.5)
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The following table illustrates how to calculate the amount of capital issued by Bank S to include
in consolidated capital:

Bank 5: amount of capital issued to third parties included in consolidated capital

Surplus
attributable to
third parties
p Amount
Amount (ie amount . .
T':'L.al amsunt issued to third Surplus excluded from 'MI"';I.T tmd
1SsUE parties ic) consolidated W":'a':' :taE; €
{a) [b} capital) p
=(c) * ib)i{a)
CETH 10 3 3.0 a.aa 210
T 15 4 a.5 1.73 2.27
TC 23 i 12.5 543 457

The following table summarises the componenis of capital for the consolidated group based
an the amaounts calculated in the table above. Additional Tier 1 is caleulated as the difference
oetween Common Equity Tier 1 and Tier 1 and Tier 2 is the difference betwasn Total Capital

and Tier 1.
Total amount issued by Amount isswed by Total amount issued by
parent (all of which is to subsidiaries tx third parent and subsidiary to
be included in parties to be included in be included in
consolidated capital) consolidated capital consolidated capital
CET1 26 2.10 2610
ATi 7 Q.17 AT
I 23 227 3527
T2 10 2.30 12.3
TC 43 457 47 57
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