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1. Introduction

The  Capital  Requirements  Directive  (“CRD”)  was  issued  by  the  European  Union  in  order  to 
implement  the  Basel  II  accord  and  sets  out  a  framework  for  capital  adequacy  for  building 
societies and banks, governing the amount of capital they must hold in order to provide security 
for members, depositors and shareholders.

In the UK, the Society’s regulator, the Financial Services Authority (“FSA”), is responsible for the 
implementation of the CRD, which consists of three main elements known as “Pillars”, as follows:

• Pillar 1 - Minimum capital requirements, calculated by the Group using defined formulae.

• Pillar 2 - The Internal Capital Adequacy Assessment Process (“ICAAP”) undertaken by the 
Group, and the Supervisory Review and Evaluation Process (“SREP”) undertaken by the FSA.

• Pillar 3 - Disclosure of key information on risk exposures and risk management processes by 
the Group, as required by BIPRU Chapter 11.

The Manchester Building Society Group adopted Basel II from 1 January 2008 and became subject 
to the requirements from that date.

Under Pillar 1 the Group has followed the Standardised Approach to Credit Risk and the Basic 
Indicator  Approach to  Operational  Risk,  permitted by the  CRD when calculating  the  minimum 
capital requirement. This involves applying a defined risk based capital calculation to produce the 
Group’s credit and operational risk capital requirements.

As required by Pillar 2 the Group’s Board has performed a thorough assessment of the risks to 
which the Group is exposed and has calculated the additional amount of capital that it considers 
necessary to cover these risks, above and beyond the minimum regulatory level of capital required. 
This assessment process included stress-testing scenarios to ensure that the Group could maintain 
adequate capital in the event of a severe economic downturn.

ICAAP  included  full  review  of  all  the  Group’s  policies,  processes  and  procedures  including 
governance and risk management frameworks in order to allow the Board to conclude as to the 
level of capital  that the Group required. It included a detailed assessment of the various risks 
identified by the Group and the capital allocated to mitigate those risks. The ICAAP therefore, takes 
into account the Group’s assessment of current risks and future risks. 

This document deals with the disclosure requirements of Pillar 3 and the information provided is in 
accordance  with  the  rules  laid  down in  the  FSA Handbook,  Prudential  Sourcebook  for  Banks, 
Building Societies and Investment Firms (“BIPRU”) Chapter 11. 

All figures within this document are as at 31 December 2008 unless otherwise stated.

The document will be reviewed twice a year.
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2. Scope

This Pillar 3 Disclosure covers the entirety of the Manchester Building Society Group, which 
comprises:  

• Manchester Building Society (“Society”)
• MBS (Mortgages) Limited (“MBSM”)
• MBS (Property) (“MBSP”)
• PMP Network Limited (“PMP”)
• Whiteaway Laidlaw Bank Limited (“WLB”)

MBSM, MBSP, PMP and WLB are all wholly owned subsidiaries of the Society and all entities are 
consolidated for Group accounting purposes.

For capital adequacy purposes, the financial results and capital positions of MBSM and MBSP are 
included with those of the Society,  under solo consolidation arrangements.   The former solo 
consolidation arrangement was brought forward from Basel I with FSA consent, whilst the latter 
solo consolidation arrangement is the subject of a waiver granted by the FSA in September 2007.

WLB is a bank regulated by the FSA.   It raises deposits under its own FSA permissions, which 
are separate to those of the Society and accordingly the Group benefits from having two separate 
regulated entities that can offer independent protection to depositors under the Financial Services 
Compensation Scheme.

Accordingly, WLB is required to maintain an appropriate level of capital in its own right for the 
protection of its depositors. To this extent the amount of capital that may be transferred from 
WLB to the Society is limited by the need to ensure that WLB maintains its capital at the required 
level.  There are no other current or  foreseen material  practical  or  legal  impediments  to  the 
prompt transfer of capital or repayment of liabilities between Group entities.

The Society is committed to supporting its subsidiaries operationally and financially.
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3. Risk Management Objectives and Policies 

The FSA's 3rd Principle for Business is: “A firm must take reasonable care to organise and control 
its  affairs  responsibly  and effectively,  with  adequate  risk  management  systems.”   In  order  to 
comply with this principle, the Group’s system of internal control is designed to enable it to achieve 
its corporate objectives within a documented, managed risk profile.

3.1. Risk Management Framework

Manchester Building Society’s focus is on retail financial products, mainly in the form of savings and 
mortgages accounts.  The provision of banking services, primarily to Small and Medium Enterprises 
(“SMEs”), is undertaken by WLB.  The Group’s products give rise to financial assets and financial 
liabilities, which collectively are termed “financial instruments”.

The main risks within the Group’s business are: credit risk, market risk (including interest rate risk), 
liquidity risk and operational risk. The ways in which these risks are managed includes the adoption 
of Board approved policy documentation (which specify the Board’s appetite for risk measured via 
numerous segmented policy limits), the use of forecasting and stress test models, which guide 
business strategies, and by producing key risk information and indicators to manage and monitor 
performance.

The Group operates a three-tiered approach to the allocation of responsibilities for risk identification 
and management.

• The  Board reviews reports and management information (including both financial and non-
financial  measures),  which  allows  it  to  conclude that  the  Risk  Management  Framework  is 
effective.  Duly constituted Board Committees and the Internal  Audit  function support  the 
Board in the execution of these duties.

• Senior  Managers oversee  the  use  of  the  Risk  Management  Framework  and  make 
recommendations to the Board regarding the design of framework matters.

• Department Managers are responsible for day-to-day risk management, in line with the 
policies and procedures laid down.

The documenting of risks and controls is undertaken via:

The Board Procedures Manual – (“BPM”)  

The BPM has three main purposes:

i) To  document  the  Board’s  approach  to  control  and  management  of  the  Group via  an 
appropriate governance structure

ii) To provide evidence as to how the Board meets its statutory, regulatory, prudential and 
compliance responsibilities; in particular those under BSA 1986, FSMA 2000 and the FSA 
Handbook (although it should be noted that there are a notable number of other regulatory 
requirements that the Group needs to follow)

iii) To be a reference document for the Board and Senior Management with regard to the high 
level systems and controls and procedures of the Board and their responsibilities, both 
individually and collectively

Board Policy Statements  

The Policy statements set out the Board’s operating rules that ensure the Group complies on an 
ongoing basis with all regulatory requirements. They are designed to influence and determine all 
major decisions and actions and to ensure all activities take place within the Board’s documented 
boundaries.
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Departmental Procedures  

Departmental  procedures  derive  from the  Board  Policy  Statements;  they  describe  the  specific 
methods employed to express policies in action in day-to-day operations of the Group.  Ownership 
of and responsibility for the Departmental  Procedure Manuals rests with the Senior  Managers. 
Departmental Managers ensure operational compliance. 

Together, the policies and procedures ensure that the Board’s requirements are translated into 
steps that result in a compliant outcome. 

3.2. Board and Committee Structure

The Board is responsible for ensuring that effective systems and controls are in place for risk 
management  and  has  established  a  risk  management  framework  for  the  Group  that  is 
proportionate to both the size of the Group and the risks to which it is exposed. In order to achieve 
this, the Board has established a committee structure as illustrated in the following diagram:  

Group Audit Committee

The Group Audit Committee meets four times per year. The Group Audit Committee considers and 
advises the Board on matters relating to:

• The appropriateness and effectiveness of systems and controls, including risk systems
• The adequacy of compliance with all relevant statutory and regulatory requirements
• The scope, operation and effectiveness of the internal audit function
• All aspects of the Group’s relationship with its external auditors
• Reviewing and elevating to the Board for its approval the content and presentation of the 

Annual Accounts Report and Accounts
• Periodic management information
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Group Risk Committee

The Group Risk Committee (“GRC”) meets monthly. The GRC considers matters relating to the 
promotion of a risk-based approach to the Group’s activities particularly in the following areas:

• Balance sheet structural risk
• Treasury and liquidity risk
• Credit risk
• Operational risk

The GRC act as the ICAAP Steering Committee.

Treasury Committee

The Group Treasury Committee meets weekly to discuss operational issues associated with liquidity 
and  balance  sheet  management,  review  compliance  with  policy  limits  and  discuss  future 
amendments to the Financial  Risk Management Policy (“FRMP"). It reviews the availability and 
pricing of saving and mortgage products, effecting changes as appropriate.

Credit Committee

Credit Committee assesses complex and/or higher value loan proposals including:

• Corporate loans (including Residential Investment and General Commercial) 
• Large Retail loans (Residential Mortgages) 
• Loans which would create or increase the Group’s position on its larger exposures, albeit 

that these are significantly lower than its regulatory Large Exposure Limit
 
The assessment  covers  all  of  the  potential  risk  areas  of  the  proposition  concerned  and  the 
Committee ensure that recommended pricing reflects the acceptable risk profile.  In line with the 
Board’s  Lending  Policy,  Board  approval  is  subsequently  required  for  a  number  of  the  loan 
proposals considered by the Credit Committee.

ICAAP Expert Group

The ICAAP Expert Group is an Executive Committee and its meetings are arranged to facilitate 
efficient and timely investigation of all ICAAP matters.  It commissions appropriate analysis from 
Senior  Management and makes proposals  and/or  recommendations on ICAAP matters  to the 
Group Risk Committee; Group Risk Committee reviews and promotes the ICAAP to the Board for 
approval.

The ICAAP Expert Group is responsible for providing documentation in relation to the analysis 
and recommendations undertaken. Accordingly it meets as frequently as required. 

3.3. Internal Audit

The Group has appointed PKF (UK) LLP as its independent internal audit function, which reports 
directly to the Group Audit Committee on all its activities.

The  Internal  Audit  function  provides  independent  and  objective  assurance  that  the  Group’s 
processes  are  appropriately  and  effectively  applied.   The  Audit  Committee  reviews  the 
effectiveness of internal audit on an ongoing basis, and formally each year.
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3.4. Other Risk Management Measures

3.4.1 External Audit

The Group has appointed Grant Thornton UK LLP as its External Auditors. They conduct their audit 
in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing 
Practices Board. An audit includes examination, on a test basis, of evidence relevant to the amounts 
and disclosures in the Annual Accounts. It also includes an assessment of the significant estimates 
and judgments made by the Board of Directors in the preparation of the Annual Accounts and of 
whether the accounting policies are appropriate to the Group’s circumstances, consistently applied 
and adequately disclosed.

3.4.2 Other Committees

In addition to the Group Audit Committee and the Group Risk Committee, the Board has constituted 
two other Committees:  the Nominations Committee and the Remuneration Committee.

3.4.2.1 Nominations Committee

The Nominations Committee: 
• Leads the process for Board appointments, re-appointments and succession planning.
• Regularly  review the  structure,  size,  skills,  knowledge,  experience  and composition  of  the 

Board.
• Recommends to the Board nominations for the positions of Chairman and Vice-Chairman of the 

Society.
• Ensures that the performance of all Directors is appraised on a regular basis.

The Committee met on three occasions during 2008.

3.4.2.2 Remuneration Committee

The overall responsibility of the Remuneration Committee is to formally consider all matters relating 
to the remuneration terms of both Non Executive and Executive Directors, and to conduct this in a 
fair and thorough manner.

The  Remuneration  Committee  makes  recommendations  to  the  Board,  where  approval  for 
amendments is required.

The Committee met twice in 2008.
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4. Principal Risks

The principal risks facing the Group and the procedures put in place to manage these are described 
below. Monitoring and managing the risks is undertaken in a number of ways, including:

• Board and Committee constitution
• Board Policies
• Departmental Procedures
• Production of key management information
• Forecasting and stress testing

Credit Risk

Credit risk refers to the potential risk that arises from customers or counterparties failing to meet 
their obligations as they fall due. The GRC is responsible for reviewing the Group’s Lending Policy 
and recommends changes to the Group’s Board of Directors. The Board monitors exposures in 
accordance  with  this  policy  including  concentration  to  individual  counterparties  and  sector 
concentration.  Additionally  GRC  is  responsible  for  recommending  limits  on  Treasury 
counterparties, country exposures and types of financial instruments for approval by the Board of 
Directors.

Market Risk

The Group plays a part in the wholesale funding market; it deposits excess liquid funds into this 
market and borrows from it on a short-term basis.  

Adverse movements in market variables such as settlement prices and valuations pose a risk to an 
organisation’s financial position and constitute market risk. The Group does not operate a trading 
book and is therefore largely unaffected by Market Risk.

Exchange Rate Risk

The Group has a limited exposure to foreign currency exchange rate risk arising from its limited 
lending denominated in Euros.

Interest Rate Risk

The Group is affected by interest rate risk.

Interest rate risk arises from the different interest rate features, re-pricing dates and maturities of 
the  Group’s  financial  assets  and  its  financial  liabilities.  The  GRC  monitors  and  manages  this 
exposure on an ongoing basis using a combination of on and off-balance sheet instruments. 

Interest  rate  swaps  and  caps  are  used  to  manage  interest  rate  risks.  The  prepayment  risks 
associated with fixed rate mortgages are mitigated through the use of early repayment charges.

The Society’s interest rate related risk appetite is measured against the impact of a parallel shift 
in interest rates of 2%.
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Liquidity Risk

Liquidity  risk  is  the  risk  of  failing  to  meet  demands  and  commitments  to  provide  funds  to 
customers  and  other  third  parties.  The  Treasury  Committee  and  the  GRC  receive  regular 
management information that allow for the close monitoring and management of this risk.

Responsibility for the day-to-day management of liquidity risk, including the monitoring of both 
retail  and  wholesale  funding,  lies  with  the  Group  Treasury  Manager,  within  the  prudent 
framework of the Financial Risk Management Policy.

Each month, the balance sheet position is stress tested to confirm that the Group can withstand 
normal and extreme cash outflows. The Group maintains strong levels of undrawn committed 
facilities with highly rated counterparties.

In addition, the Group has a relatively low level of wholesale funding. This means that the Group’s 
dependence upon the wholesale liquidity markets is relatively limited.

Concentration Risk

As a regional  building society, the Society is  considered to face concentration  risk because its 
activities and those of its subsidiaries are concentrated in the areas of retail deposit taking and 
residential mortgage lending. 

The following types of concentration risk are considered to affect the Group and are monitored and 
managed  by  the  Board  to  ensure  that  an  appropriate  risk  profile  is  maintained:  Geographic, 
Funding, Large Exposures and Product Type.

Geographic  concentration  risk  is  considered  when  undertaking  stress  testing.   The  impact  of 
dramatic falls in property prices in the areas of greatest concentration of mortgage balances is 
considered in the assessment of the level of capital required to cover the impact of recessionary 
conditions. The Society regularly monitors its geographic concentration risk and adjusts its lending 
strategy where appropriate.

Operational Risk

Operational risk is the risk of loss arising from inadequate or failed internal processes or systems, 
human error or external events. The Group Operational Risk Policy sets out the Group’s approach to 
the management of operational risk.

Each Executive Director has responsibility for specified functions that cover the whole Group and 
line management is responsible for identifying and managing operational risks. This is carried out 
using an agreed framework and methodology, with quarterly reporting to the GRC.

Other policies and procedures contribute to the overall  risk environment, notably,  the Business 
Continuity  Plan,  the  Anti-Money  Laundering  Policy,  the  Fraud  Policy  and  the  Staff  Handbook. 
Departmental procedure manuals reinforce the Group Operational Risk Policy.

Business Risk

The Board considers that Business and Strategic risks are inextricably linked and recognises that in 
an adverse macroeconomic environment it may be unable to achieve its corporate plan objectives 
due to earnings volatility and additional costs. The Group has a well-developed corporate planning 
process that involves the Board and senior management team.
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Pension Obligation Risk

The Group’s defined benefit pension scheme was wound up on 30th December 2008.  The Group 
currently offers a defined contribution scheme to its employees.  Accordingly, the Group is not 
subject to pension obligation risk.

Equity Risk

The Group has no material exposure to equity risk. Details of the Group’s equity exposure can be 
found at Note 15 of the Annual Report and Accounts for the year ended 31st December 2008.

Residual Risk

The Board recognises that there are residual risks inherent in the operations of any business, which 
may not  be  identified specifically.  Accordingly,  the Board  has resolved that  the  Group should 
operate with a buffer of capital in excess of the regulatory requirement.
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5. Capital Resources 

The Group’s main source of capital  is  from retained profits, which are added to the Group’s 
General Reserves.

The Group’s capital resources are calculated in accordance with the regulations specified in the 
CRD. This calculation takes into account the capital required for the Society and all of its active 
subsidiaries. There are currently no known impediments that would prevent the transfer of capital 
resources from Manchester Building Society to these subsidiaries, should the need arise.

Total Group assets at 31 December 2008 were £940.1M of which £43.9M relates to the assets of 
WLB.

At 31 December 2008 the Group’s Capital Resources totalled £64.8M and comprised:

Table 1 – Group Capital Resources

 Group Society Group WLB

 £000 £000 £000
Tier 1 Capital Resources  
Accumulated Profit held as general reserves 33,354 30,264 3,090
Permanent Share Capital 2,000 0 2,000
Permanent Interest Bearing Shares (Note 1) 14,788 14,788 0
Net Tier 1 Capital Resources 50,142 45,052 5,090
Tier 2 Capital Resources  
General Provision 790 719 71
Perpetual subordinated debt (Note 2) 5,000 0 5,000
Long Term Subordinated Debt (Note 2) 15,700 15,700 0
Net Tier 2 Capital Resources 21,490 16,419 5,071
Deductions  
Material holding in WLB 9,961 9,961 0
Shareholding in PMP 1 1 0
Deductions from Capital 9,962 9,962 0
TOTAL CAPITAL RESOURCES 61,670 51,509 10,161

Notes

1) Permanent  Interest  Bearing  Shares  (“PIBS”)  are  unsecured  deferred  shares  and  rank 
behind  the  claims  of  all  subordinated  noteholders,  depositors,  creditors  and  investing 
members of the Group. Further details about PIBS are provided in Note 25 to the Annual 
Report and Accounts. 

2) Subordinated notes are unsecured and rank behind the claims of all depositors, creditors 
and investing members (other than holders of PIBS) of the Group. More details of the 
subordinated liabilities are included in Note 23 to the Annual Report and Accounts the year 
ended 31st December 2008. 
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6. Capital Adequacy

It is essential that the Group maintains sufficient capital to support its ongoing activities and this 
requirement is an integral part of the Group’s corporate planning process.

The Group maintains a three year financial forecasting and strategic planning framework, which is 
reviewed by the Society’s Board on an annual  basis.  The three year Business Plan enables a 
forecast of the Group’s capital and its regulatory capital resources requirement to be made, and this 
is a key element of the Group’s ICAAP. The ICAAP contains calculations of the capital resources 
requirement as at the most recent financial year-end, with forecasts for the following three years, 
using the standardised approach for credit risk and the basic indicator approach for operational risk.

The ICAAP includes assessments of the capital adequacy position under stressed scenarios in order 
to ensure that the Group capital holdings will be satisfactory in such circumstances.

Whilst the Business Plan and the ICAAP documentation are prepared at different times of the year, 
they cross-refer with the result that both reflect the Board’s risk appetite,  thus integrating the 
capital adequacy position and forecasts into business strategy.

On a weekly and monthly basis cash flow forecasts and interest rate risk gap analyses are used to 
control overall liquidity requirements and to manage interest rate mis-matches.

Under the standardised approach for credit risk, the Group applies a risk weighted asset value to 
each of its exposure classes and provides 8% of that risk weighted asset value as the minimum 
capital requirement for credit risk, as required under Pillar 1.

With respect to the basic indicator approach for operational risk, the Group calculates its average 
net income over the previous three years and provides 15% of that average net income as the 
minimum capital requirement for operational risk.

Table 2 provides details of the calculation of the capital resources requirements of the Group as at 
31st December 2008.
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Table 2 – Group Capital Resources Requirement

 Asset
Risk Weighted 

Asset

Minimum 
Capital 

Requirement
 £000 £000 £000
Credit Risk Category  

 
Treasury Exposures (Note 1)  
Central Governments or central banks 10,256 0 0
Institutions 211,544 45,698 3,656
Cash 19 0 0
(A) Total Treasury Exposures 221,819 45,698 3,656
  
Loans and advances to customers  
Residential:  
Performing 592,248 231,900 18,481
Past Due 20,741 21,625 1,730
Commitments 9,230 6,910 553

 
Non Residential and Business:  
Performing 50,478 50,138 4,011
Past Due 6,572 9,582 767
Commitments 360 360 29

 
Unsecured loans and current accounts overdrafts  
Performing 19,154 14,983 1,199
Past Due 3,867 5,392 431
Commitments (Note 2) 0 0 0
(B) Total loans and advances to customers 702,649 340,890 27,201

 
(C) Fixed and other assets 14,964 14,964 1,197

 
(D) Total Credit Risk Exposures and Capital 
Resources Requirement (A+B+C) 939,432 401,552 32,054

 
(E) Foreign Exchange Position Risk Capital 
Requirement   34

 
(F) Operational Risk Capital Requirement   1,924
  
(G) TOTAL CAPITAL RESOURCES REQUIREMENT 
(D+E+F)   34,012

   

Notes  

1) Inclusive of Derivative contracts
2) Overdraft facilities are treated as fully drawn for the purposes of the capital calculation and 

therefore no commitments are included.

Total Assets value in the table below of £940.1M, reconciles to the total assets figure in the Group’s 
balance sheet in the Annual Report and Accounts for the year ending 31st December 2008 as 
follows:
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 £000
Assets as per Table 2 above 939,432
Less:  
Loan Commitments 9,590
WLB Facilities treated as fully drawn 2,077
General and Specific Provisions 4,376
Group Accounting Adjustments 500
Net Discounts 4,224
  
 914,383
  
Add:  
IFRS Adjustments 27,365
Other receivables 1,750
Interest 28
Assets as per 2008 Accounts 947,809
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7. Credit Risk

This  section  provides more information  with respect to the Group’s  credit  risk  exposures with 
respect to residential lending, retail unsecured lending (including WLB current and loan accounts) 
and treasury assets. The Group regards as ‘past due’ any mortgage or loan account where more 
than three monthly repayments have not been made at the accounting date.

The Group operates from its head office in Manchester city centre.  

A geographical analysis of the Group’s Loans and Advances to Customers1 as at 31 December 2008 
is provided in Tables 3, which summarises regional distribution information to show performing and 
past due exposures.

Table 3 – Regional Distribution Analysis
Loans and advances to customers Performing Past Due Total
 £000 £000 £000
Residential  
Manchester 53,922 1,762 55,684
NW & Midlands 224,681 10,123 234,804
North 37,144 2,870 40,014
London 89,816 1,641 91,457
South 162,477 4,346 166,823
 568,041 20,741 588,782
  
Spain* 24,208 0 24,208
  
Non Residential and Business  
Manchester 11,981 421 12,402
NW & Midlands 32,566 3,865 36,431
North 1,059 0 1,059
London 1,253 984 2,237
South 4,045 875 4,919
 50,904 6,145 57,049
  
Unsecured loans and current 
accounts overdrafts  
Manchester 4,244 234 4,478
NW & Midlands 11,554 3,083 14,637
North 2,670 352 3,022
South including London 686 198 883
 19,154 3,867 23,020
  
TOTAL 662,307 30,753 693,060
    

*Lifetime mortgages portfolio to UK Expatriates

Details of the residual maturity analysis may be fount at Note 13 to the Annual Report and 
Accounts the year ended 31st December 2008.

1 Excluding Commitments.
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7.1. Provisions

The Group’s accounting policy in relation to provisions for loans and advances is set out in Note 1 
to the Annual Report and Accounts for the year ended 31st December 2008.

7.2. Treasury Assets

The Group has nominated Fitch Rating Services as its external credit assessment institution. Fitch 
ratings are applied to Group liquidity exposures in order to establish their risk weighted value for 
capital adequacy purposes, in line with the  standardised approach using credit quality steps as 
set out in BIPRU chapter 3.

Unrated exposures are restricted to banks and building societies, which have not obtained a Fitch 
rating and are considered to be of high standing. In line with these requirements, the Group’s liquid 
assets counterparties at 31st December 2008 were rated as shown in Table 6 below together with 
their residual maturity.

Table 6 – Counterparty ratings and residual maturities of Treasury assets at 31st December 2008
 Maturity of Treasury Investments

 < 3 months 3 months to 1 year > 1 Year Total
Fitch Long Term Rating Assets Derivatives Assets Derivatives Assets Derivatives  
 £000 £000 £000 £000

AAA To AA- 90,901 0 58,864 1,975 314 2,232 154,286
A+ to A- 23,070 75 8,185 0 0 0 31,331
BBB+ to BB- 0 0 0 0 0 0 0
CCC+ and below 0 0 0 0 0 0 0

Unrated Banks, Building 
Societies & Local Govt. 34,028 0 2,038 0 0 0 36,066

Central Governments & Banks 0 0 117 0 0 0 117
Cash 19 0 0 0 0 0 19
       
Total 148,019 75 69,204 1,975 314 2,232 221,819
        

7.3. Counterparty Credit Risk

Counterparty  credit  risk  in  the  context  of  this  disclosure  is  the  risk  that  a  counterparty  to  a 
derivative instrument we hold could default before the final settlement of the transaction's cash 
flows. 

The  Group  uses  derivative  instruments  to  hedge  interest  rate  risk  and  foreign  currency  risk. 
Derivatives are only used by the Group in accordance with the rules set out in the Building Societies 
Act 1986 and in line with the FRMP. This means that such instruments are not used in trading 
activity or speculative purposes. 

Further details on derivative financial instruments held by the Group are contained in Note 12 to the 
Annual Report and Accounts the year ended 31st December 2008. 
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7.4. Credit Risk Mitigation

Credit Support Annexes (“CSA”) exist for  collateralising derivative transactions with a number of 
counterparties to which the Group has derivative exposures in order to mitigate the risk of loss on 
default. The CSAs allow margin calls to be made on the net market value of derivative exposures 
with a particular counterparty.

The Group does not currently recognize the positive risk mitigating effect of these CSAs in its Pillar 
1 capital calculations.
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8. Conclusion

This Pillar 3 disclosure document has been prepared in accordance with the requirements of BIPRU 
chapter 11, as appropriate for a Group of the size and complexity of Manchester Building Society 
Group and in line with the Group’s Board-approved policy document entitled “Pillar 3 Disclosure 
Policy”.

It provides both a description of the Group’s risk management approach and identifies the key 
areas that have the most impact on the calculation of the Group’s capital requirement Pillars 1 and 
2 of the CRD.

In the event that a user of this disclosure document should require further information, application 
should be made in writing to Chris Gee, Finance Director at 125 Portland Street, Manchester, M1 
4QD.
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