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Results highlights
— Profit before tax increased by 17% to £1,783 miillion
(£1,520 million)

— Profit before tax and exceptional items increased by 149
to £1,810 million (£1,588 million)

— In 1999 diversified business activities accounted for 45%
of total Group profit before tax and exceptional items

— Earnings per ordinary share increased by 19% to 86.2 pence

— Proposed final net dividend of 26.85 pence, making the full
year net dividend 40.25 pence, an increase of 14%

- Total Group assets up 11% since 31 December 1998 to

£180.7 billion
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Chairman’s statement
Our strategy is focused

on delivering shareholder
value through carefully
managed organic growth.

02 Abbey National Group

In 1999, Abbey National demonstrated its
continuing ability to develop and evolve
its business. We delivered a strong set of
results, with a 17% increase in Group profit
before tax to £1,783 million. Group assets
rose by 119% to a total of £180.7 billion.
Cur confidence for the future is reflected in
a proposed final net dividend payment of
26.85 pence per ordinary share, bringing
the total net dividend per share for the
year to 40.25 pence, an increase of 14%
over 1998,

The year has been marked by speculation
about consolidation in the sector. The
assumption has been made, in some
quarters, that there is an inevitability about
this process. Yetitis far from proven that
large scale mergers within the financial
services sector necessarily deliver positive
shareholder value. It is actually a very high
risk business for all involved.

Qur strategy is focused on delivering
shareholder value through carefully
managed organic growth. We have also
made acquisitions, but only where these

.enable us to achieve critical mass in

important new product and service areas,
where they deliver our strategy more
quickly, or where they provide skills and
capabilities which we believe are important
to the future development of the Group.
This approach has served our stakeholders
well over the last 150 years, Nevertheless,
we recognise that the only tradition worth
preserving is shifting from whatisin the
past to what lies ahead.

We are entering a period of rapid and
far-reaching change for cur industry

and indeed for society, however

Abbey National has along track record of
managing the radical development of its
business. In 2000, we are launching a series
of dynamic new initiatives to harmness the
power of the internet for the benefit of

our customers. We will extend our digital
TV banking service, introduced last
QOctober, with the aim of reaching into
four million UK homes by the end of 2000.
Our Retail Bank will give access toa
number of its products and services on

the web over the next 12 months. In late
spring, we will launch a stand-alone,
separately-branded, virtual banking
proposition targeted at new customers,
offering a range of products and facilities
extending beyond traditional financial
services. We are targeting the registration
of more than half a million customers
through our e-commerce businesses by
the end of 2000. We will keep moving with
the times, showing the same dynamism
and innovative flair that has enabled us to
transform our organisation over the course
of the last ten years.
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Construction is currently underway on a
new purpose-built London head office in
Triton Square, due for completion in 2001,
This building has been made necessary by
the continued expansion of the Group’s
activities and is designed to provide the
most efficient use of space and resources.

Abbey National’s cperations now extend
throughout the length and breadth of
the UK. The Group has major offices in
London, Bradford, Glasgow, Milton
Keynes, Sheffield, Teesside, Liverpool,
Bournemouth, Manchester, Fareham,
Harrow, Redhill and Enfield — bringing
employment opportunities throughout
the country. In 1999, we made a further
strategic investment in Northemn ireland
with the opening by Dr. Mo Mowlam,
Secretary of State for Northern ireland
atthe time, of a major new office at Mays
Meadow in Belfast, which brings new
jobs to Northernireland. The building

is home to a call centre and also a major
software development centre focusing
on new technologies.

Abbey National also invests in
communities at a local level through the
Abbey National Charitable Trust’s matched
donation scheme. This initiative supports
the charitable activities of the Group’s

own staff by matching amounts raised by
staft for their own preferred charities. Over
1,000 staff participated in the scheme

in 1999 and Abbey National matched an
impressive £341,000 ~ double that of
1998. The Abbey National Charitable Trust
as a whole donated a record £1.9 miilion
in 1999, a 75% increase on 1998.

We welcomed john King to the Board as
Huran Resources Director in May 1999,
and in September Richard Hayden
joined as a non-executive director. AUS
citizen, Richard brings to the Board a
wealith of international investment
banking experience.

Abbey National is nothing without its
pecple and the skills, commitment and
dedication they bring to the Company.

| would like to conclude by offering my
sincere thanks to all who work for Abbey
National for their many and valued
contributions to these excellent results.

Wwwyvéw il

The Lord Tugendhat
Chairman
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Chief Executive’s review
In the world of the hybrid
organisation - bricks and
clicks, high touch and
high tech, call it what you
will - Abbey National will
be a winner.
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Seeking opportunities to grow top line
revenue has been the major objective of
the Group for the last ten years and will
continue to be so into the future. We

see continuing, significant, growth
opportunities for our existing businesses
in retail banking, life assurance, wholesale
banking, consumer finance, wealth
management and long term savings.
We will realise opportunities for growth
through organic development,
acquisitions, joint ventures and
partnerships —whatever means are most
appropriate to reafise our strategy.

We are tuned into a constantly evolving
competitive environment and, as our 1999
results show, we are moving ahead with
the changing times, aggressively changing
how we do business and leveraging our
skills into new markets. We are overhauling
acquired businesses, and starting new
businesses throughout the Group which
are capable of generating good risk-
adjusted returns, profits and cash flow

into the future.

We will continue to improve our

operational efficiency across the Group,
but we will not hesitate to re-invest cost
savings into new propaositions, new
initiatives and new businesses which
enable us to exploit growth opportunities
and grow our revenue.

Abbey National has a massive customer
base, a powerfuf brand that peaple trust,
proven products and services, an
integrated distribution network with
demonstrable fulfilment capabilities and
financial sirength.

in the world of the hybrid organisation -
bricks and clicks, high touch and high tech,
call it what you will - Abbey National will
be a winner.

In my statement last year, | set out my
three key strategic priorities for the
business, which are: to increase revenue,
improve cost efficiency and make even
more effective use of our capital. During
1999, we made good progress against
these objectives: total income grew by
20% to £3,756 miilfion; the Retail Bank
achieved its lowest ever costiincome ratio
at 41.6%, and our post tax return on
equity increased to 22.8%. We have
achieved this by continuing to strengthen
our retail franchise and through rapid
development of businesses operating in
complementary and fast growing markets
such as life assurance, long term savings,
wholesale banking, consumer finance and
wealth management.

Over the last ten years, Abbey National
has been a market leader in mortgages
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and savings, where we remain the second
biggest provider in the UK. We have also
shiown our capacity for accelerated
investment in new markets identified as
having strong long term growth prospects.
We have a well diversified multi-brand
business, capable of significant growth
across the full range of personal retail
financial service markets. We have achieved
this through a careful balance of organic
growth, joint ventures and strategic
acquisitions.

— Through First National, Abbey National
is now one of the UK's largest finance
houses, providing point of sale finance
for a full range of consumer goods as
weli as assel-based finance for businesses.

— Inlife assurance and long term savings,
Abbey National is a top ten UK provider.
Scottish Mutual, which markets through
independent financial advisers, has been
one of the fastest growing life offices in
the UK over the last five years. Abbey
National Life, which markets its products
to Abbey National customers through
our retail branch network, is among the
UK'’s most successful bancassurers.

These businesses share a single back office
systems platform, making them one of
the UKlife industry’s lowest cost providers.

- We have grown our Wealth Management
division rapidly during 1999 and we
now offer retail products to customers
in 190 countries.

- In addition, we are a leading wholesale
bank, generating substantial profits from
our activities throughout the world in a
number of selected fast-growing markets
with good risk-adjusted returns.

in 1999, Abbey National
laid the foundations for a
number of new e-commerce
initiatives. Quraimis to
register at least one million
e-commerce customers
over the next 12 months.




We are investing around £200 miillion
in e-commerce propositions scheduled
to come on-line during 2000.

— In December 1999, we launched Abbey
National on Open, the shopping channel
available through Sky Digital TV. Within
the first month, we had received 15,000
calls for information on personal loans,
bank accounts and mortgages, and by the
beginning of February we had received
more than 25,000 customer contacts.
Agreements signed with cable companies
NTL and Telewest will extend our digital
TV banki g service to more channels
during 2000, taking Abhey National
products and services into 4 million
homes by the end of 2000.

- Commencing in late April with our
e-banking service, we will be launching a
wide range of new on-line products and
services to our retail customer base as
well as web-enabling many of our current
products. These facilities will add new
points of contact for our customers.

— We have developed web-enabled
systems within our main introducer-
based businesses to provide a faster,
more efficient and versatile service for
introducers selling our products, thereby
strengthening these relationships and
enabling us to reduce our costs.

- In late spring of 2000, we will launch an
entirely new, separately-branded Internet
proposition, to be called cahoot, which
wilt further enhance our multi-brand
strategy. This new venture makes use
of highly efficient straight-through
processing and has a variable, out-
sourced cost base. Access to the service
will be via a range of alternative channels,
beginning with the Internet but, over
time, introducing new access points
such as mobile phones. it will offer
products and services to meet a broad
range of customers’ needs extending
beyond traditional banking products.
The intention is to form alliances with
third parties to enrich the content of
the customer offering. This business
will develop its own customer base,
distinct from that of the Abbey National-
branded offering.

The Retail Bank

Revenue in the Retail Division grew
strongly in 1999, increasing by 6%. Net
interest income has remained robust,
the retail spread has increased, and we
have achieved continued growth in
commissions, fees and other income.

The underlying strength of the Abbey
National brand continues to grow, with
increased customer loyalty leading toa
rise in product holdings to 1.75 products
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per customer, Abbey National has

been particularly successful at selling fife
products to the wider customer base with
over 1.4 million Retail customers holding
at least one Abbey National Life product,

Intrinsic to Abbey National's Retail brand
strategy is the development of a truly
integrated muiti-channel distribution
network — our aim is to give customers
more opportunities to conduct business
with us in ways that suit them. Abbey
National’s digital TV initiatives, and
opening up product and service channels
on the Internet, are examples of how we
are trying to make our customers’ lives
easier. By the end of 2000 we expect
customers with access to digital TV

to be able to meet the vast majority

of their banking needs from their sofa -
with the exception, of course, of cash
and coins!

During 2000, and over the next three
years, we will be setting up Costa Coffee
cafesin a number of our branches; we will
aiso be introducing interactive access to
our services, This is all part of an entirely
new concept of the retail branch,
providing a new environment in which
customers can do business with us. Our
netwark of retail outlets in Safeway stores
is another way of making things easier
for customers, and we plan to open 20
more of these during the year. We have
increased the number of ATMs and now
have a total of 2,724 machines, we also
have the largest remote ATM network in
the UK.

During 1999, Abbey National introduced
iocal market management techniques

to the Retail branch network. The
programme is driven by a sophisticated
market segmentation system using
customer database information. This
system enables staff in retail branches and
call centres to get a clear understanding of
the make-up of their local market so that
they can anticipate their customers’
needs and therefore market products
more effectively.

The idea of customer convenience
extends beyond the point of contact and
through into product design: last year we
introduced a range of flexible products
such as the Flexible Pension, the Direct
Saver account and the Flexible Morigage.
in October 1998, Abbey National was the
first company to remove all extended tie-
ins fromits mortgage products, a move
followed in 1999 by other major providers.

We are continuing to focus on transferring
simple transactions away from branch
counters towards efficient channels such as
ATMs, telephones and, very shortly, the
Internet. In 1999, only 17.5% of our
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transactions were completed at branch
counters - an industry ieading figure.
During the year, 9% of our transactions
were migrated, freeing up branch staff to
advise on new products and help with
more complex business. We are also
driving down costs by re-engineering
business processes for greater efficiency.
We expect to see the benefits of this effort
during 2000 and 2001.

The combination of strong revenue
growth and increased operational
efficiency saw the Retail Division’s cost:
income ratio improve for the second year
running to 41.6%.

Wholesale Banking

Through its activities as a leading wholesale
bank, this business defivers sustainable,
non-volatile earnings and aims to
maximise risk adjusted returns on equity.
Wholesale Banking is also the Group’s
treasury and provides access to wholesale
funding aswell as excellent capital,
fiquidity and risk management services.

The Wholesale Bank focuses on five major
markets: wholesale lending, asset-backed
investments, asset financing, the provision
of risk management and financial
products, and securities lending.

In 1999, we saw the well-established
wholesale lending and assetfinancing
businesses continue to deliver significant
and non-volatile income streams as well
as seeing a nurnber of new initiatives bear
fruit. We also participated in a number of
acquisition finance deals in Eurcpe. In asset
financing, Wholesale Banking provided
project finance to a wide range of sectors
including a number of Private Finance
initiative deals, it compteted its first full
year in the operating lease market, and
established a strong record as a discerning
investor in private equity funds. The risk
management and financial products
business, which provides derivative risk
management solutions to the Group and
third parties, had a very successful year.
The securities lending business maintained
its position as a market leader in the
sterling market and broadened its
customer base in Europe.

The Division continued to access high
quality funding in 19992 in both the
money markets and bond markets.
Abbey National raised a total of £13 billion
in international capital markets last year
and two mortgage securitisations of

£1 billion each were launched, which
established Abbey National as a leaderin
the UK securitisation market.
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continued

This business is a premier wholesale bank,
capable of using its market presence and
scale to focus on markets which offer both
high growth potential and attractive risk-
adjusted returns. It is well positioned to
grow strongly in the new millennium with
clear, demonstrable competencies and

exceflent access te globat wholesale markets.

Life Assurance

in the period between its acquisition by
Abbey National in 1992 and in the latest
figures available, Scottish Mutual has been
one of the fastest growing IFA life offices

in the UK. Compound annual sales
growth stands at 43% and funds under
management have increased to

£18.5 billion, up 34% on last year. In 1999,
we increased Life Division new business
premiums by 41% to £3.55 billion,
confirming Abbey National’s place as a top
ten player in the UK Life Assurance market.

We remain one of the most efficient
providers of life assurance and long term
savings in the UK through leveraging our
shared cost platformin Glasgow and we
have an established track record as one of
the UK's top investment managers.

During 1999, we introduced a new
Flexible Pension product, an important
precursor to the Stakeholder Pension.

This is a flexible, cost-efficient, affordable
product that establishes Abbey Naticnal as
a leading player in the drive to address the
problem of retirernent provision in the face
of an ageing popuiation.
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Scottish Mutual excels at making complex
products understandabie and tailoring
solutions to the needs of individuals and
their dependents. it has an instantly
recognisable brand and offers customers
a broad range of leading-edge products
through strong partnership with financial
advisers. Scottish Mutual has been swift

to seize the opportunity offered by the
Internet and has developed a web-based
systemn to improve communications with
independent financial advisers (IFAs).
During the course of 1999, a range of
services for [FAs and customers became
available via the Scottish Mutual web site.
in addition to information on our products
and services, it allows financial advisers

to access our marketing library and

obtain quotes.

Qur Dublin-based Life company, Scottish
Mutual International, has increased the
range of countries in which it seflls to
include: Greece, Belgium, Germany,
South Africa, Spain, the Netherlands,
Switzerland, Luxembourg, Hong Kong
and Cyprus.

Finance House

Good progress was made by Abbey
National’s Finance House during 1999,
with the integration of the three point of
sale finance businesses acquired from
NatWest at the end of 1998. We now have
one of the largest finance houses in the UK
which, since 1998, has doubled its balance
sheet to £8.7 billion and doubled its
revenues to £541 million.

A major change programme is underway,
aimed at re-engineering all aspects of the
business including corporate structure,
organisational design, procedures, systems
and locations. Out of over 100 projects,

30 have so far been completed and have
contributed significant shareholder value
to the division. This process of integration
and restructuring will produce major
revenue enhancements and cost savings
going forward. A concerted drive during
1999 to improve credit quality has already
led to significant improvernents which
should provide benefits in the years ahead.
First National has also made a significant
investmentin a full web-based sales
support system to enhance the service
offered to introducers, thereby
strengthening these relationships while
reducing our processing costs.

We helieve the investments we have made,
and are making, in this business provide a
strong base for profitable growth in the
future.

General Insurance

Sales of buildings and contents policies
to both mortgage and non-mortgage
customers remained strong in 1999, with
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new business volurnes from our secured
creditor product, Paymentcare, increasing
by 42%. in addition, Abbey National was one
of the UK's fastest growing motor insurers,
selling over 59,000 policies. This growth
was possible as a result of significantly
increasing the processing capacity at our
Liverpool direct insurance site, as well as
developing the product offering.

We have also reviewed our buildings and
contents policies, simplifying the claims
process, with most claims now being
handled entirely over the phone. A fast-
track system which allows customers to
deal directiy with a network of suppliers of
replacementitems and repair services has
been introduced. In addition, we have
enhanced our pricing structure and now
offer a multi-product discount which
enables customers to benefit from holding
both buildings and contents insurances
with Abbey National.

Wealth Management

Wealth Management made significant
progress during 1999 and as a new
business area offers great potential. The
Group’s offshore businesses now have
over 75,000 customersin 190 countries.

During 2400, our Wealth Management
Division will launch a new service for UK
customers with more than £50,000 of net
assets. The new relationship-based service
will offer a combination of advice, )
discretionary fund management and cash
management. As well as face to face
advice, customers will be provided with
personal information and two way
communication through a range of
channels including the Internet. This
business venture is expected to provide an
important new income stream in a market
segment which is growing rapidly.

Summary

We have a fully diversified portfolio

of businesses, an integrated,
all-encompassing, range of distribution
options, an established culture of
continuous improvemnent and a track
record of accelerated evolution of the
business. With over 15 million custorners,
strong brand recognition and the financial
strength to invest and extract value from
new business models, Abbey Nationalis
set to be a dominant player in the new
millennium.

lan Harley
Chief Executive




Operating and financial review

Investment for the future

The landscape of retail financial services in the UK has evolved
rapidly over the 18 months since we stated that we would grow
revenue two to three times faster than costs. During that time we
have made acquisitions and accelerated our programmes to
transform the business. We see tremendous opportunities to
create shareholder value by increasing top line revenue growth,
however we must continue to invest in order to capture that
growth potential, Last year we increased investment by

£152 million on e-commerce, new business initiatives,
improvemnents in business infrastructure and process efficiency
and we intend to increase the level of investment still fusther this
year. We do not wish to constrain the business to the detriment
of rapidly growing our internet capability, diversifying our
earhings, a-quiring and integrating businesses, all of which are
aimed at creating shareholder value. The real drive behind our
strategy is to grow revenue while improving our cost efficiency.

The following major steps have been taken to enhance the
Group’s performance over the next five years:

1. Growing revenues

Emphasis continues to be placed on revenue growth across the
Group. This includes: increasing the rate of product devetopment
through the Abbey National Retail brand; launching a full range
of iSAs; launching our flexible pension, flexible mortgage, and
Direct Saver account; and investment in a number of customer
retention initiatives. fn Wholesale Banking, new business streams
came on-line, including project tinance, acquisition finance and
securities lending. Our Finance House, through its recent
acquisition, is now the dominant player in the UK. In Scottish
Mutual, an international presence is being developed with
Scottish Mutual international, based in Dublin, now generating
the majority of its business outside the UK.

We have developed a number of new revenue generating
businesses for launch in 2000:

A separately-branded, self-contained virtual proposition, known
as ‘cahoot’, will be launched in the first half of 2000 with the
following features:

- Targeted at new customers who are ready and eager to embrace
e-commerce.

- Mult-channel distribution giving customers access through their
PCs, telephones, including WAP enabled mobile phones, and
digital televisions.

— High quality, attractively priced services extending beyond
financial services through link-ups with innovative providers.
Low cost with a focus on customer self-service, using new systems
based on straight-through processing technology, leveraging the
Group’s procurement strength and with much of the cost base
outsourced.

A new business (currently known by its codename "Prosper”) will
meet the investment and cash management needs of customers
with more than £50,000 net assets — a potential market in excess
of 4 million people in the UK. The business will offer its clients a
combination of face to face advice through a national network
and access to infarmation through arange of media, including the
Internet. Systerns, premises and people are now in place ready for
faunch later in 2000.
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E-banking will becorne available to Retail banking customers from
April 2000 ~ enabling customers to check and transfer balances,
make bill payments, set up standing orders and direct debits and
provide access to savings accounts. By the end of the year all other
product areas will be online. We will have more than 0.5 million
customers online by the year end.

Abbey National intends to become the dominant player in digital
TV: in November 1999 the Abbey National brand was launched
on Open, the shopping channel available through Sky digital
television, and joint ventures with cable operators NTL and
Telewest were agreed in December. Abbey National preducts and
services will be on offer in four million homes by the end of 2000,

In addition, a series of e-commerce initiatives across the Group
willimprove business efficiency. In 2000, full business-to-business
web-hased systems will be provided to intermediaries by First
National and Scottish Mutual, and for Retail mortgage introducers.

2. Improving operating efficiency

In total, £106 million was invested in process re-engineering
projects across the Group in 1999, improving the business
infrastructure and increasing process efficiency. Of this, £34 miilion
was incurred on projects aimed at expleiting Group synergies, and
a further £72 miiilion on improving the business infrastructure.
These initiatives delivered annuaised benefits of £70 million.
Within the Retail Bank we have improved process efficiency,
reconfigured distribution, integrated debt collections activity,
improved call centre forecasting and scheduling, renegotiated
contracts with major suppliers, implemented document image
processing and workflow techniques, and introduced flexible
employment contracts. We also outsourced PC desktop services
the largest deal of its type in the UK.

A series of projects has been initiated to re-engineer other
businesses including Finance House: £27 million for integrating
the new consurner finance businesses incorporating a branch
rationalisation programme; consolidating IT; shared infrastructure
and improving service for intermediaries. A further £80 million of
expenditure is expected to be incurred up to 2002 to transform
the efficiency of this business. £13 million was incurred in
Wholesale Banking to bring the derivative systems in-house,
revising custody arrangements and introducing new front and
back office platforms to support revenue growth.

3. Improving capital efficiency
We have focused on improving both funding flexibility and capital
efficiency. This induded:

- thelaunch of two £1 billion equivalent mortgage-retated floating
rate notes in 1999;

— the sale of the 9.9% stake in Irish Permanent;

- the introduction of a US$10 billion asset-backed commercial
paper programme;

— in February 2000, the launch of a US$1 billion preferred perpetual

security using the Internet — the international capital market's first
electronic offering of capital by a bank,

Operating and financial review




Operating and financial review continued

Overview of results

Profit before tax post exceptionals has increased by 17% to
£1,783 million (1998: £1,520 million). These results reflect strong
growth in revenue across all of cur businesses as well as increased
investment in new business propositions which will enhance
future earnings, particularly e-commerce,

Total operating income grew 20% to £3,756 million, reflécting
6% revenue growth within UK Retail Banking and 44% in other
business segments, with particularly strong performances in
Wholesale Banking 20%, Life Division 23%, Finance House
139% and Wealth Management 27%.

Pre-tax profits from activities in newer, faster growing markets
outside the UK Retsil Bank now contribute 45% of Group profit
{1998: 42%), moving further towards our target of 60%.

Significant investment was made in deveioping new business
streams and radically re-engineering the existing business. As a
result, the Group cost:income ratio was up slightly to 42.4%
{1998: 41.2%). Our strategy remains focused on growing
revenue, improving cost efficiency and managing the business’
capital in order to respond ta the rapidly changing competitive
enviranment.

Earnings per ordinary share increased 19% to 86.2 pence and the
post-tax return on average ordinary shareholders’ equity increased
to 22.8% (1998: 22.0%). A final net dividend of 26:85 pence

(full year net dividend 40.25 pence), up 14%, is being proposed,
reflecting our confidence in the future.

Results of operations of the Group by nature of income
and expense

Net interest income

1999 1998
Net interest income £m £m
Interest receivabie 9,229 9,925
Interest payable {6,568) (7,684)
Net interest income (£m) 2,661 2,241
Croup net interest margin (%6} 1.75 1.66
UK Retail Bankmg net mter&st rnargm (5/;5‘(excludmg UPL) 245 2.35
Wholesale Bankmg margin %) 041 T 051
Finance House margin (36) - 720 678
Croup averagei lnterst earning assets {AIEA) (£bn) 152.1 1351
UK Retail Banking AIEA (£bn) 618 59
Wholesale Banking AIEA (£bn) 946 809
Finance HouseAlEA“(}_"'l;“r{‘)‘, , 78 3.6
Group net interest spread (%) 1.55 137
UK Retail Banking net interest spread (excluding UPL) (%) 220 2.10

Net interestincome increased by 19% to £2,661 millicn. Average
interest earning assets grew 13% to £152 billion, reflecting the
increase in Wholesale Banking's investment asset, Finance House
assets, and UK Retail banking and mortgage assets. The Group net
interest margin increased by 9 basis points, mainly due to higher
margin business in the new consumer finance businesses.
Competitive pressures in the residential mortgage market have
remained, but despite this the mortgage margin has remained
strong due to a reduction in non-performing loans, increased
redemnption fees from remontgaging and rate changes during the
year — contributing to a 10 basis points improvement in the UK
Retail Banking net interest spread. Wholesale Banking net interest
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income was affected by the maturity of certain assets which
yielded higher returns than currently available in the market, and
an increase in funding costs in the run up to the year end. In
addition, funding costs for certain new businesses developed
during 1999 are taken against interest earnings while their
revenue is reflected predominantly in commissions, fees and other
income. In First National, the new consumer finance businesses
have increased volumes adding to higher netinterest income. Net
interestincome has also improved due to growth in Wealth
Management retail deposits.

The table below shows average balance sheet data.

Average balance sheet, yields, spreads and margins

A A 1999 A 1998
Wer: wverage Werage Ay
batance rate  basne e
Group £bn % £ba %
Interest eaming assets 151.2 6.10 135.1 7.35
Securitisation gross up 0.9 -

Interest eaming assets for

margin calculation 1521 1351

Interest bearing liabilities 144.4 4.55 128.5 5.98
Securitisation gross up 0.9 -

Interest bearing liabilities for

spread calculation 1453 128.5

Shareholders’ funds 5.9 - 53 -
Cther net non-interest bearing

liabilities 259 - 20.5 -
Definitions

Net interest margin: represents net interest income as a percentage
of average interest earning assets.

Net interest spread: the difference between the average interest
rate earned on average interest earning assets and the average
interest rate paid on average interest bearing liabilities.

Securitised assets: are shown with a deduction for non-recourse
finance on the face of the balance sheet. Gross securitised assets
before this deduction are used in the calculation of yields, spreads
and margins.

Commissions, fees and other income

1999 1998

Cormmissions, fees and other income £m £m
Total dividend income 2 4
Insurance income T 20 176
Loan & depos:t admiristration, survey & Iegal (fees - 197 o 79
Other Retail Bankingincome 1382 177
“Wholesale Banking feas 55 28
Fees & commissionsreceivable =~ 737 643
Introducer fee charge (174) (7_%)
Financial markets permanent fees /btdk"é;é-gg fees @ L))
Other commissions payable 63 (50)
Fees & commissions payable  {2a6) ' (136)
Netfees &commissions 491

Deahng pmf‘ ts - 98

increase in value of 1ong term assurance business 202

Deferred income release rr

Property & leasing income 26

Other financialincome ' 199

Other operating income 504

Total commissions, fees & other income 1,095
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In total, commissions, fees and other income increased by 25% to
£1,095 million.

Fees and commissions receivable grew by 15% to £737 million,
driven by a 199 growth in insurance income to £210 million as
a result of increased motor business, and growth in fife assurance
commissions in Relail and creditor protection sales in First
National. Loan and deposit administration, survey and legal fees,
increased 10% to £197 million. Increased administration fees in
Finance House driven by: new business growth; administration
fees from the growth in life business, and in Wealth Management
due to the growth in pension schermes under administration.
Wholesale Banking fees have been generated through a number
of project finance initiatives and provision of acquisition finance,
giving a 9u% increase to £55 million. Other commissions
receivable were up 12% to £93 million, driven by increases in the
Finance House and Wealth Management.

Fees and commissions payable grew by 81% to £246 million

as a result of a significant increase in the amount of business
intreduced to the Group for which fees and commissions are paid
—most significantly in Finance House.

Dealing profits increased by £66 million to £98 million, fargely
reflecting the success of the risk management and financial
products business.

Other operating income increased by 51% to £504 million,

with income from fong term assurance business up by 25% to
£202 million, which was underpinned by growth from both
Scottish Mutual and Abbey National Life. The deferred income
release in respect of high loan-to-value ratio loans increased by 7%
to £77 miilfion, including £41 million (1998: £39 miillion) to match
provision an such loans (see provisions section) and £36 million
{1998: £33 million) in underwriting profit, which representsa
return for having borne the additional risk of such loans. Property
and leasing income has risen due to the larger number of
operating leases that are now undertaken by First National. Other
financial income includes: the £60 million of prafit retating to the
sale of the equity holding in Irish Permanent; increased income in
Wholesale Banking's Special Finance business arising from the
realisation of gains; as well as increases in Finance House from
higher income earned from the joint-venture vehicle, PSA.

Operating expenses

Total aperating expenses increased by 24% from £7,285 million
to £1,594 millicn. This increase included £152 million of
additional investment spend on new business initiatives, as well
as expenditure on improving business infrastructure and process
efficiency. Investment in new businesses comprises Prosper,
cahoot and other e-commerce initiatives across the Group.
Investment in improving business infrastructure includes mainty
integration and re-engineering in Finance House, new iT

Operating expenses (£m) Totat
1998 total operating expenses 1,285
Investments in new business initiatives 46
Investmentin improved businessinfrastructure n
Investmentin impraved processing efficiency 34
Total additicnal investment 152
Acquisition of businesses 137
"S_évings generated from processing efficiency | ( 5"6)
cher (primarily employment cost/marketing) - 7o
Total 1999 operating expenses T 594
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platforms in Wholesale Banking and Wealth Management and

the cost of reconfiguring distribution — such as the opening of new
branches in Safeway stores and roiling out local customer
marketing systems.

Investment in improving process efficiency includes the
outsourcing of certain IT services, installing teleservice facilities in
the Retail Bank and other efficiency projects.

The acquisition of businesses added £137 million to operating
expenses, induding £10 million of goodwill amortisation. These
investments were partly funded by £50 million of process
efficiencies which have been reaiised from this year's and previous
years' investment. The remaining increase in underying costs of
£70 million is largely accounted for by increases in safary and
pension costs and additional headcount growth, together with
marketing spend.

Operating expenses by profit and loss line 19g 19;18
Salaries & other staff costs 725 599
Bank legal & professionalfees 33 82
Advertising & marketing 65 60
Bank, legal, marketing & professional expenses. 198 142
Software, computer & other administration expenses 401 297
Premises & equiprﬁgﬁ.t.-aépreciaﬁon 108 105
Goodwill and amortisation nw oo 1
Depreciation & amortisation T T e 108
Rentpayable 70 60

Rates payable 27

Other running costs

Other proparty & acuiprment

Total 1,594 1,285

Salaries and other staff costs increased 21% to £725 million.
£110 million or 18% of the increase related to investment in
new businesses and acquisitions, Excluding these items, salaries
and other staff costs increased by 3%, reflecting net increases in
headcountin the Retail Bank, Wholesale Banking and General
Insurance, together with annual salary increases and higher
pension contributions across the Group, offset by headcount
savings due to the process efficiency programme.

Bank, legal, marketing and professional expenses increased by
39% to £198 million. £42 million or 30% of the increase relates to
the additional investments and £4 million or 3% to acquisitions.
The remaining increase of 6% is accounted for by additional
marketing spend, primarily in the Retail Bank.

Software, computer and ather administrative expenses increased
35% to £401 million due primarily to the acquisitions and to
increased expenditure on telephony, reflecting the migration of
transactions away from the counter and software costs relating
to e-commerce.

The increases in depreciation and amortisation and in other
property and equipment are attributable to the £10 million of
goodwill from the acquisition of the three new consumer finance
businesses.
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Operating and financial review continued

Provisions

The total provisions charge increased 51% to £303 miflion.
Excluding the three new consumer finance businesses, provisions
for bad and doubtful debt increased by only £4 million to

£205 million.

1999 1998
Provisions £m £m
Secured 31 54
Unsecured (overdrafts and credit card balances) 73 56
Abbey National branded unsecured personal loans 63 57
P Bankmg ......................................................... T
First National brand T 3 T
New cansumer finance businesses 98 z
Financa touse 35 5
Cantinental Europe T o [
Group Central Holdings 7 - 4
Total 303 201
Contungentllablhtles and commltments 23 16
AT ieee, o ] et I
Provisions 303 201
Suspended interest (in net |nterest|ncome) 27 47
DEfEITEdII'ICDfTIE release agamst pl‘OVISIOnS On‘ . ’ Commmmmmmmm
high LTV loans (in commissions, fees and other income) 41 (39
Net cost of bad debt (inciuding £99 millionin
acquired businesses in 1999) 289 209

Provisions against secured lending have fallen by 43% to £31
million in 1999; reflecting a significant improvement in arrears.
The non-performing mortgages (those three months plus in
arrears) showed an improving trend from 36,610 cases in
December 1998, down 23% to 28,270 cases by the end of the
year. The stock of repossessed properties has also seen a 15%
reduction in the year to 1,762 cases. Increased house prices
contributed to the lower loss per case and ultlmately, to the
reduced provisions charge.

Provisions against personal banking products {which include
overdraft and credit card balances) are similar to the first half of
the year and slightly higher than 1998. A slightly more aggressive
write-off policy, and improved debt managernent has resulted in a
higher provision charge than in 1998 but has also improved bank
account arrears, which fell by 32%. Credit card arrears contince
on a downward trend.

Provisions for Abbey National-branded unsecured personal loans
have increased 1o £63 million (1998: £57 million). However, a
large element of the increased charge was in the first half of the
year, with the second half lower by £11 million against the first
half and £7 million lower against the second half of 1998, This
improvement resulted from the automation of the debt
management process, the benefits of which will continue into the
future. Asset growth of 4% has proportionately increased arrears,
which as a percentage of loan assets are static.

Provisions in the First National brand have increased with higher
bad debts in the motor finance business as a result of a one-off
costin centralising debt collection activity, an 8% increase in asset
and a 5% lower residual value of vehicles in First National Motor
Finance,
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The net cost of bad debt increased by 38% to £289 million. This
represents loan provisions plus suspended interest charges, less
the deferred income release against provisions. Such income
represents fees receivable from customers on high loan-to-value
ratio ioans (see commissions, fees and other income). Suspended
interest fell due to the significant reduction in arrears.

A prudent approach continues to be taken by Wholesate Banking
and £26 million has been added to provisions for amounts written
off fixed asset investments.

Taxation

The effective rate of tax was 29.3% (1998: 30.4%). The foilowing
table provides a reconciliation of taxes payable at standard UK
corporation tax rate and the Group's effective tax rate.

Taxation wg 19‘{9:
Taxation at UK corporationrate of 30.25% (31%) 548 492
Effect of nen-allowable provisions & other non-equalised ltems 22 9
Effect of non-UK profits & losses o (9)u(8)
Ad[ustrnent 1o prioryear tax provisions. (12) 0
Effect of loss wtilisation a9 _
Taxes before the effect of exceptional iterns 530 T
Effective tax rate before the effect of excepuonal items 29.3% 30.4%

The effective tax rate is obtained by dividing taxes before the effect
of exceptional items by income before taxes and exceptional
iterns, The decrease in the effective rate of tax was due mainly to
the reductionin the standard rate of UK corporation tax and to the
net effects of non-allowable provisions and other non-equalised
iterns, non-UK profits and losses, adjustments to prior year tax
provisions and foss utilisation.

Results of operations of the Group by business segment
UK Retail Banking

UK Retail Banking increased its profit before tax by 8% to £996
million, whilst the cost:iincome ratio improved for the second year
running to 41.6%.

Net interestincome increased by 7% to £1,621 million. The spread
between UK Retail Banking's average lending rates and average
funding rates increased from 2.10% to 2.20% at 31 December
1999 (excluding UPLs), due to strong margin management of the
mortgage book helped by rate changes throughout the year and
to a lesser extent due to mortgage redemption fees and a

reduction in secured non-performing loans.

Commissions, fees and other income have increased by 2% to
£389 million. This increase includes the release of deferred income
(up £5 million on 1998) and increased banking transaction
income. However, these increases were offset by reduced income
generated from fixed-rate mortgage booking fees this year as the
demand for fixed rates reduced, and by additional fees being paid
in relation to a higher volume of intermediary business.
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Ogperating expenses rose by 4% to £837 million. This reflects an
increase in salary and bonus payments, and an additional 365 FTE
headcount in UK Retail Banking recruited mainly into telesales and
teleservice as transactions were switched away from the branch
network. Business re-engineering projects delivered net cost
reductions in areas such as: integrating coilections activity,
improving call centre scheduling, introducing flexible contracts,
reducing the amount of stationery and leaflets in branches, and
automating mortgage advances via CHAPS. Software, computer
and other administration expenses have risen 16% to £179 million
due to increased telephony charges, with a 329 increase in calls
handled from custormers and increased spend on software costs
to create new e-commerce distribution channels through digital
television and Internet banking.

The provisions charge has remained flatat £167 million. Arrears
levels on secured loans and overdrafts reduced by 23% and 32%
respectively and credit cards remain level. However, provisions
and arrears on unsecured personal loans have increased siightly
due to an increase of 4% in loan assets.

As at 31 December 1999, Abbey National had a UK mortgage
asset of £64.7 billion (31 December 1998; £62.3 billion), an
estimated 13.1% market share. The £2.4 billion increase during
the year represents an estimated 6.3% (1998: 5.99%) market share
of the increase in UK mortgages outstanding. This reflects an

estimated 10.7% (1998: 12.2%) share of gross mortgage lending
amounting to £12.2 billion (£10.9 billion), and an estimated
12.9% (1998: 14.6%) market share of mortgage capital
repayments {equating to £9.9 billion}. Strong second half
performance in net mortgage lending resulted in a market share
of 9%, culrninating in the last quarter with a market share of 17%,

Asat 31 December 1999, Abbey National had retail liabilities of
£49.7 billion (31 December 1998: £49.3 billion), an estimated
8.6% share of the total UK personal liquid savings stock. Abbey
National had a £1.2 billion net inflow of UK retail liabilities in the
second half, giving an annual figure of £0.5 billion (1998: £1.5
billion). This represents an estimated 1.8% (1998: 4.8%) market
share of the increase in UK liquid savings. The Direct Saver account
has taken £1.8 billion since its launch in September. With the
change in the tax rules, TESSAs and PEPs were replaced by I1SAs at
the start of the tax year with cash 15As taking a 14% market share
up to the year end. The savings market has continued to change
this year and the savings flows reflect a change of consumer
preferences, with customers searching for better yields from
longer term investments rather than short term liquid savings.

The Abbey National-branded unsecured lending business has
been reclassified from Finance House to UK Retail Banking in order
to better reflect the structure of management responsibility. Prior
year comparatives have been restated.

. Banking persanatioans Toes Baking personaiios  restated toul
UK Retail Banking £m £m Em £m £m £m
Net interest income 1,521 100 1621 1,426 96 1,522
Fees & commissions receivable 295 Z 295 299 z 299
Fees & commissions payabw“ 29 - (29) R L)) = (23)
MNet fees & commissions 266 - 266 76 - 276
Gther operatingincome 97 26 133 84 3 107
Commissions, fees and otherincome 3583 26 389 3160 23 383
Total operating income 1,884 126 2010 1,786 119 1,905.
Salaries & other staff casts (386) an (403) (382) (16) (398)
Bank, legal, marketing and professional expenses 35 e O K @ @)
Software, computer & other administration expenses 76 Q@ (179) (145) @ (154
Depreciation & amortisation T 60 3 (59 {73) - 7n
Other property & equipment expenses. 95 ) (100) @1 @) (94)
Operating expenses (803) (34) (837) (768) 36) (804)
Provisions for bad & doubtful debts (109 7)) (167} (110 (57) (167)
Provisions for contingent liabiiities & commitments {10) - o0y (8) - (8)
Profit before tax 967 29 996 900 26 926
Costincome ratio (%) 426 27.0 416 430 303 422
UK Retail Banking spread (%) 2.20 7.10 2.30 2.0 6.70 2.20
UK Retail Banking margin (%) 245 7.78 2.56 239 7.49 2.50
Unsecured personal'!sén asets (€000 T 1,280 1225
Risk weighted assets (RWAY* (£m) 32,963 1,260 3422 32,112 1,284 33,395
Retum on equity (ROE)™ (%) 293 229 291 259 203 272

* RWA is an average during the year ** RoE is post-tax return on regulatory equity
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Operating and financial review continued

Wholesale Banking

1999 1998
Wholesale Banking £m £m
Net interest income 393 411
L e :
Déaliﬁ'gprofits T R 92 27
Fees & commissions receivable S s,
Fees & commissions payable ””(23) (27)
Net fees & commissions 32 5
Other 6bér5ﬁng income . . Y
Commissions, fees & other income 167 55
Total operating income 560 466
Salaries & ather staff costs (58) (3%
Bank, legal, marketing & professuonalexpmses ) h (9)
Software, computer & cther administration expenses {41) (31
Depreciation & amortis..don ()] (3)
Other property & equipment expenses (2) """""""""""" (4)
Operating expenses (115) (86)
Amounts written off fixed asset investments (26) (19)
Profit before tax 419 36t
Assets (£bn)
Cater Allen International Ltd 19 16
Other Wholesale Banking 49
Wholesale Banking 65
fféésu& shashsihubtl S g
Total 70
Costincome ratio (96) 20.5 185
Wholesale Banking Margir (3) 041 0.51
Risk weighted assets (RWA) (Em) 30,036 75,345
Retumonequsty(%) s i

Wholesale Banking continued to contribute to the sharehclder
value of the Group in two ways: firstly, as a Wholesale Bank
contributing substantial and steady revenue streams, and
secondly as the Group’s treasury providing wholesale funding,
capital management, liquidity and risk management services to
the Group.

In 1999, Wholesale Banking increased its profit by 16% to £419
million and continued to develop the business to ensure the
sustainability of this performance.

Total operating income increased by 20% to £560 million. Net
interestincome, which at £393 million accounted for over two-
thirds of total income, was earned by Wholesale Banking’s well-
established lending activities to predominantly highly rated banks,
other financial institutions, corporates and governments, where
the balance sheet size increased to £21.1 billion; and investments
in asset backed securities (including mortgage backed securities)
which remained flat at £18.7 billion. Wholesale Banking
performance was impacted by a number of factors during the year
which resulted in a 4% decrease in netinterest income. These
included the maturity of certain assets which yielded higher
returns than currently available in the market and an increase in
funding costs in the run up to Y2K. In addition, funding costs for
certain new businesses developed during 1999 are taken against
interest earnings, while their revenue is reflected predominantly in
commissions, fees and other income.
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Dealing profits increased by £65 million to £92 million. This
increase reflects the success of the risk management and financiai
products business (ANFP) which provides derivative risk
management solutions to the Group and third parties. The
demand for these products is expected to continue to grow.

Commissions, fees and ather income excluding dealing profits
increased by 168% from £28 millicn to £75 million. This reflects
the successful diversification of the business into new but related
areas where risks and rewards are clearly understood and where
Wholesale Banking is capable of exercising its expertise and
knowledge. In 1999, Wholesale Banking entered the acquisition
finance market, participating in a number of deals acting, for
exampie, as an arranger in the provision of a loan fadlity to Olivetti
SpA in its acquisition of Telecom Italia SpA. Wholesale Banking also
increased its participation in a range of asset financing transactions
and completed its first year in the operating lease market. its
private equity funds book of £186 miliion is relatively immature,
however, 1999 saw significant upliftin its market value which is
not yet reflected in profits, Project finance continued to be a fast
growing source of funding in the public sector, and Wholesale
Banking financed 35 projects in a range of sectors and countries,
of which nine projects were through the UK government’s private
finance initiative and included the "Heart of the City’ regeneration
of Sheffield and new rofling stock for West Coast Mainline Trains.
These are all growing markets in which Wholesale Banking will
continue to develop its participation,

Wholesale Banking further enhanced the value of the Group
through successful management of liquidity throughout 1999,
raising funding totalling £13.0 billion in the intemational capital
markets and using its expertise and franchise to further increase
the flexibitity of the Group's balance sheet through capital issues
totalling £1.5 billion. It also managed the faunch of two £1 billion
equivalent mortgage-backed floating rate notes which gave
Abbey National a lead in the UK securitisation market, and
managed the launch of preferred perpetual securities in February
2000 - the first bond to be offered by a bank via the Internet.

Wholesale Banking’s total assets increased from £70 billion to
£82 billion on a restated basis; this followed an accounting
presentation change, whereby assets and fiabilities under stock
borrowing and lending agreements are no longer shown on the
baiance sheet, with the obligation to return stock borrowed now
recorded as a contractual commitment. Risk weighted assets
increased from £25.3 biilion to £30.0 billion.

Operating expenses increased by £29 million to £115 million.
This reflects ongoing investment in systems, investment in new
businesses and an associated increase in staff costs witha 19%
increase in FTE to 595. Incremental project costs amounted to
£13 million, including a major project to re-engineer back-office
systerns which will be finalised in 2000.

An additional £26 million was added to provisions, reflecting the
prudent approach taken in relation to potential credit risks.
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Life Assurance

Profit

MNew busi Annuali
before tax pren-sl:::; mnﬁg
premiums®
1999 1998 1999 1998 1999 1998
Life Assurance fm £m £m £m £m £m
Abbey National Life' 127 113 1,194 851 179 116
Scottish Mutual® 102 77 2,352 1,672 283 224
Total 229 190 3,546 2,523 462 360

'induding Abbey Mational Unit Trust Managers and Abbey National PEP & ISA managers. induded within the new business premiums of ANL are £9 million (£0.9 million

annualised) of reassurance premium from related parties.

Zincluding Abbey Nationat finandial and Investrment services, Pegasus, Scottish Mutuai Intemational, Scottish Mutual Portfalic Managers and Aitken Campbell. Included
within the new business premiums of SMA are £337 million (£33.7 million annualised) of reassurance premium from related parties.
* Annualised business premiums = regular premiums plus 10% of single premiurm business.

Life Assurance had an excellent year, with profits before tax
increasing 21% to £229 million as a result of very strong growth in
new busiriss volumes, up 41% to £3,546 million, particularly in
the single premium investment markets. Life Assurance has further
diversified internationally with Scottish Mutual International
entering markets in mainland Europe. Funds under management
have increased 34%to £18.5 billion from £1 3.8 billion as at

31 December 1998.

The new business contribution to embedded value of £98 million
is up 51% from 1998 showing that despite increased margin
pressures throughout the industry, Life Assurance continues to
contribute significant earnings.

Very low total expense ratios in Abbey National Life and Scottish
Mutual of 68% and 72% respectively, further demonstrate that
the Life Divisian is well placed to respond to further margin
pressure with the advent of Stakeholder Pensions. Recently
published statistics demonstrate that Scottish Mutual is the third
lowest cost provider in the UK on this basis. The prime enabler of
this performance is the Life Division shared cost platform that acts
as a service vehicle for all Life Division entities.

Abbey National Life increased pre-tax profit by 12% to £127 million
(1998: £113 million) whilst annualised new premium income
increased by 32% to £179 million. This trading pattem reflects a
complete relaunch of the entire product range with even more
customer-focused features and also reflects a change in product
mix. New single premium life sales increased 264%, driven by
sales of bond products, reflecting customer demand for a
predictable investment return which is greater than traditional
deposit-based products. A prototype Stakeholder Flexible Pension
was launched in August and recent sales performance is very
encouraqging. This has led to a quarter-on-quarter increase in
bancassurance pensions market share from 2.2% to 12.39%. Single
PEP and ISA volumes were 78% higher than in 1998, whilst the
regular premium version more than doubled with market share of
investment 15As at 8%. The number of Retail customers with a Life
product has increased by 4% over the last year and they now
represent 10% of the customer base.

Fiesthalf  Second half Fullltge?; First hadf Second half fuIlI;egaar‘

Ahhey National Life {£m) (£m) (£m) {Em) {Em) (£m)
New business premiums
Single
—  Pension 5 13 18 4 7 11
‘ 22 251 473 a 49 130

463 173 636 419 234 653
Total single premium a0 a3r 11277 7 soa Tsa T s
Annual
—  Pension 2 & ) 4 6 10
BT 17 19 36 18 19 37
T g e e
Total anowaal premiven 3 34 67 » 28 57
Total new business premiums 73 471 1,194 533 318 851
Annualised equivalent 102 77 179 79 57 136
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Operating and financial review continued

Firsthalf  Second half Fulllyzzga’; firsthalf  Second haif Fu.ll??:a?-
Scottish Mutual new business premiums (£m) (£m) (£m) Em) (Em) {Em)
New business premiums
Single
- Pension 209 194 403 329 353 682
=l e 660 1235 1,895 393 s34 a3y
Total single prermium 869 1,429 2,298 722 887 1,609
Annual
—  Pension 23 19 42 28 23 51
L i i 0 ¢ ; e
Total annual premium 27 27 54 33 30 63
Totat new business premiums 896 1,456 2,352 755 917 1,672
Annualised equivalent 114 169 283 105 119 224

Scottish Mutual inureased pre-tax profit by 32% to £102 million
(1998: £77 million). Annualised new premium income increased by
26% to £283 million. Scottish Mutual new single life business
premiums rose 104% to £1,895 million, reflecting strong demand
for longer term investments. The With Profits Bond alone took

£1.1 billion of new premiums this year, which is understood to make
Scottish Mutual the second largest provider of this productin 1999,
During the year, Scottish Mutual has revamped and extended its
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product range with a successful re-entry to the income bond market
and a strengthening of its award winning crifical iflness product
range. A detailed strategy has been developed in response to the
opportunities presented by the forthcoming Stakeholder Pension
market and Scottish Mutual aims to capture significant market share
at the high value end of the market. Scottish Mutual has continued
to diversify its product range and target markets, with sales through
Pegasus and Scottish Mutual Intemational.

Operating and financial review




Finance House

FNbrand New
consumer
finance
business
Finance House £m £m
HNetinterest income 256 305
Fees & commissions receivable .6 . 42
Fees & commissionspayable (102) @9
Netfees & commissions T En 42y o9 36)
Other operaﬁaa income 32 27 59 3
Commissions, fees & other income {5) 15 (20) (4}
Total operating income 251 250 541 226
Salaries & other staff costs (49) (66) (115) (50}
Bark, legal, marketing & professional expenses (8 asy@E) 15
Software, computer & athec administration experses an (60) (o1 @n
Depreciation & amortisation ’ @ ) %2
Other property & equipment &3] @& 14) &2
Operating expenses (M2 (152) (264). (106)
Provisions for bad & doubtful debts (34) (98) (132) (26)
Provisions for contingent liabilities & commitments - )] (3) -
Profitbefore tax 105 35 140 94
Costiincome ratio (96) 44.6 524 48.8 46.9
finance House margins (%) 685 7.8 7.20 676
R e o 515 Sdis 3555
Retum on equity (%) 3190 70 AT 306
FN brand New Total FN brand New Total
consumer 1999 consurner 1998
finance finance restated
Net loan assets: fm business business
Consumer Finance:
D s -
Securad 1,802
Motor Finance 575 2,
Business Finance T 607 214
Retail Finance - 1878 1,741 1,741
Total 3,869 4,755 8,624 3,573 4,114 7,687

The new consurmer finance businesses were purchased on the 30 December 1998, The above table includes 50% of the assets of PSA Finance (acquired in May 1999) within
Motor Finance which has been accounted for as an associated undertaking in the statutory accounts

Finance House pre-tax profit increased 49% to £140 million.

Total net interest income increased by 133% reflecting asset
growth following the acquisition of the three new consumer
finance businesses at the end of 1998. Commissions, fees and
other income rose by 33% to £(20) million as the benefits of the
new consumer finance businesses, increased operating lease
income and increased PSA joint-venture income earned were
offset by increased introducer fee expense payable to third parties.
Operating expenses have increased by 149% due to the new
consumer finance business. Provisions for bad and doubtiul debts
have increased to £132 million, with £98 million of this due to the
new consumer finance businesses. The £8 million increase in
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provisions in the existing First National businessis due to a 17%
increase in consumer finance unsecured lending balances, higher
bad debt costs in the Motor Finance business as a result of the
centralisation of debt collection activity, and 5% lower residual
value of vehicles.

Finance House is undergoing substantial re-engineering, with

the acquisition of the new consumer finance businesses acting as
a catalyst for integration and a complete review of all aspects of
the enlarged group. This project has cost £27 million in 1999 and
includes major systems enhancements as well as rebranding

and restructuring the business to create a more efficient divisional
structure, :
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Operating and financial review continued

General Insurance
General Insurance
Net interest income

Fees & commissions receivable

fees & corﬁmissions';.)"éy-abiév .

Net fees & commissions

Other operating income

Commissions, fees & other income

Total operating income

Salaries & other staff costs

Bank, legal, marketing & professional expenses

Software, computer & other administration expenses

Depreciatfon‘ & amortisation

Cther property & equipment H m
Operating expenses 39 “9
Profitbeforetax 104 98
Costincomeratio (%) 77 273 31.0

General insurance profit before tax has increased by 6% to

£104 million. Overall, new business volumes have increased by
9%, with Motor new business volumes in particular growing
strongly by 141% to 59,000 and creditor volumes increasing
42%. The increase in profit reflects this new business performance,
a focus on operating cost containment and an increased retention
of the existing customer base. As experienced generally across the
insurance market, high claims costs from both subsidence and
bad weather events have offset this growth and reduced income
to around 1998 [evels. Operating expenses have fallen as a result
of a £5 miillion contribution received from a third party for

Wealth Management

developing a new software systern. The 626 increase in headcount
in General Insurance reflects growth in the direct business.

Wealth Management
Weaith Management profit before tax and the costs of project
Prosper increased by 38% to £36 million.

Net interest income increased by 32% to £62 million, primarily
due to improved performance in the retail deposit business, with
a net increase in retail liability of £498 million driven by higher
volumes in the offshore banking division.

Commissions, fees and other incorne increased by 21% to
£46 miflion, mainly due to increased fee income from strategic
business growth in pension scheme administration.

Operating expenses increased by £14 million to £72 million,
mainly due to initiatives relating to centralisation and system
improvements as a resuit of business restructuring, as well as

an increase in staffing to meet increased business volumes. City
Deal Services Limited, the Group’s execution only stockbroking
subsidiary, has largely outsourced its processing activities so that it
can be more flexible and able to respond to increased transaction
volumes.

The new Wealth Management business (project name Prosper)
has been moved into this segment prior to launch later in 2000.
At present this business is only represented by £19 million of
fnitial costs.

Wealth Prosper 1999 1998
Management Total
existing

Waealth Management £m £m £m £m
Net interest inco - 62 47
Dividendincome 77 : 1 A
Fees & commissions receivable — 39 28
Fees & commissions payable e - (%) i (3
Net fees & commissions - 34
Other operating income - T
Commissions, fees & otherincome - 46
Total operating income - 108
Salaries & other staff costs (an 4) ({S)
Bank, legal, marketing & professional expenses @ N (n
Softw computer & other administration expenses (20) @ (23)
Depreciation & amortsation ' I T -
Other property & eipment. T @ - @
Operating expenses 72) a9 9n
Amounts written off fixed asset investments - -~ -
Profit before tax
Costiincome ratio (%)
RWA, (£m)
Reumonequity (%)
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Continental Europe

Group Central Holdings

1999 1998 1999
Continental Europe Group Central Holdings wgﬁ
Metinterest income Net interestincome
G X

Fees & commissions receivable
Fees & commissions payable

Net fees & commissions

Fee:

Fees & commissions payable

Other operating income ’ 1 16 Netfees & commissions

Commissions, fees &otherincome 3 18  Ctheroperating income Ty

Total operating income 3 35  Commissions, fees & otherincorne

Salaries & other staff costs (14} (13) Total operating income

Bank, legal, markéﬁﬁg & professional expenses (5) (6) Salaries & other staff costs

So&vﬁafé"'éompuﬁng & other administration expenses an (9) Bank, legal, marketing & professidnal experses

Depreciation & amortisation 16) (1) Software, computing & other administration expenses

Other property & equipment expenses 3) (2) Depredation & amortisation

Operating expenses (34) {31)  Other property & equipment expenses

Provisions for bad & doubtful debts &) (4) Operating expenses

Provisions for contingent liabilt es & commitments ()] - Provisions forbad & doubtful debts

Profit before tax (8) - Provisions for contingent Habilities & commitments

Costrincome ratio (%6) 109.7 B8.6 Amounts written off fixed asset investments

RWA (Em) "7801 7 713 Profitbefore tax @) (107}
Retumonequity (%) -13.3 -0.7  Bybusiness:

PBT by country : Central Services (133) (125)
ol (2) (”) Fmanaaii—loldmgs R — B e
ltaly et et et e gy e . T
$pain (ontyfourmonthsin 1998y . - (2)

Profit arising from the sale of the Spanish operation - 13 In 1999, interest payable has increased as a result of the issue of

Continental Europe made a loss in 1999, although reduced from
1998 if the profit on the sale of the Spanish business is excluded.
In our Italian business, a completely new banking and office
computer system has been installed. The French and italian
businesses have been refocused and are concentrating on
profitable niche markets.

cahoot

cahoot 19£9mg ! ?[grg
Total operating income - -
Salaries & other staff costs (4] -
Bank, fegal, marketing & professional expenses as -
Operating expenses (16) -
Provisions far bad & doubtiul debts - -
Profit before tax {16} -

Cahoot is our separately-branded virtual propasition.
A description of the business can be found in the Investment
for the Future section.
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new subordinated debt. Commissions, fees and other income is
higher as a result of £60 million profit from the sale of the equity
holding in frish Permanent. Operating expenses have increased
by £36 million due to a 3% increase in headcount and Group
infrastructure costs to support the e-commerce initiatives, In
addition, in depreciation and amortisation there is £10 milfion
of goodwill due to the acquisition of the three new consumer
finance businesses.

The Financial Holdings segment contains the earnings on the
difference between the Group’s statutory capital and the target
regulatory capital allocated to segments. Financial Holdings also
includes the income from the disposal of the equity stake in rish
Permanent as it was used to offset the greater use of regulatory
capital in the business following the acquisition from NatWest.

Operating and financial review




Operating and financial review continued

Return to shareholders :

Abbey National’s purpose is to continue to achieve above average
growth in value for shareholders. Shareholder value is measured
by total return to shareholders (TSR), which equates to gross
dividends paid plus the movement in the share price over time.
Share price for any given year is defined as the average of daily
share prices. At 31 Decermnber 1999, the Company had a market
capitalisation of £14.1 billion and ranked as the 21st largest UK
quoted company and 78th largest European bank on this measure.

To ensure that the Company remains focused on shareholder
value creation, Abbey National utilises Value Based Management
{VBM}) as the cornerstone of its planning and budgeting cycle,
project evaluation methodology, and monthly management
reporting. It also nrovides a benchmark for incentive schemes in
use around the Group. Executive director remuneration via the
long term incentive plan is based on the TSR performance of the
Company over three years refative both to specified financial
institutions and the constituents of the FTSE 100.

VBM is underpinned by a number of measures. Monthly and
annual monitoring utilises PAREC (the Profit After Regulatory Equity
Charge), profit after tax and after a notionai charge for equity. In
1999, PAREC increased from £568 million to £712 million,
demonstrating that Abbey National is investing in value creating
activities. The evaluation of strategic projects over a timeframe of
more than one year uses a measure known as value based cash
flow. This is cash available for ordinary shareholders after taking
into account capital required to support the business. Value based
cash flow in 1999 was £702 million, an increase of 70%, reflecting
a combination of increased profits, the £60 million from the
disposal of the equity stake in Irish Permanent and a lower growth
in risk weighted assets largely within Wholesale Banking.

Since January 1997, the period for the current incentive plan,
Abbey National has achieved a 30,29 per annum TSR, placing it
18th in the FTSE 100 and 8th relative to the 10 specified financial
institutions listed below.

Totat shareholder returns of Abbey National against its peer group
of companies and the FTSE January 1997 — December 1999

Rank in peer group Rankin FTSE Company TSR %
¥ 4 Bank of Scotland 473
N 8  LoydsTSBGroup 387

3 9 Roval Bank of Scotland 376

4 10 Legal & Generai 376

""""" 5 14 Barclays 326
6 s NatwestGrop 37
7 16 Prudential Corporation 13

8 18 Abbey National 30.2

10 48 Royal &SunAliance 13.0
FTSE- 100 Average 16.6

Over the 5-year period to 31 December 1999, Abbey National was
ranked 15thin the FTSE and over the last 10 years the Company
was ranked third in terms of delivery of total shareholder value.
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The next incentive plan will look at the following financial
institutions: Bank of Scotland, Uloyds TSB Group, Royal Bank of
Scotland, Legal and General, Barclays, NatWest Group, Prudential
Corporation, Alliance & Leicester, Woolwich, Halifax and
Northern Rock.

In 1999, earnings per share increased by 19% to 86.2 pence
per share. Ordinary dividends of 40.25 pence (a final dividend
of 26.85 pence) are payabie to shareholders and are covered
2.7 times by earnings (1998: 2.0).

Strategic decision-making process

Strategic decisions in Abbey National plc are made by the Board
through a structured process, supplemented by a continuous
evaluation and analysis of strategic opportunities and threats.
There are two main strands to the structured process: the Group’s
formal planning process and a series of strategy conferences held
throughout the year.

The Group's formal planning process is an annual event,
co-ordinated centrally, in which all business areas write plans
covering three calendar years. The plans are written in the context
of a strategic framework, agreed by the Board, which sets out the
main internal and external factors likely to shape the Group over
that three-year period. The plans set out each value centre’s long
term vision, strategy and implementation plan, together with
alternative strategies that have been considered and specific
initiatives to grow new income streams for the future. The plans
from each of the business areas are challenged by the Chief
Executive and executive directors, and then amalgamated into
the Group’s plan. They drive the deliverables in the performance
management process.

There are four strategy conferences held for executive directors
during the course of the year and one for the full Board. They set
the strategic framework and explore the strategic issues facing
the Group, identifying areas for revenue growth, the impact of
competitors and market changes.

Performance management

Performance objectives, measures and targets are identified across
the Group at the beginning of the year, using the three-year plan
as a framework. They flow from Group level, through each
business and central area and into individual performance
objectives for each employee. The objectives and performance
measures used are the key drivers in achieving above average

‘returns to shareholders. On a monthly basis, performance against

the key objectives are discussed by the Executive Commitiee.
Performance measurement encompasses: financial measures such
as income growth, return on equity, cost efficiency and margins.
The financial measures are themselves driven by the key drivers of
value within each business, for example, within Retail Banking,
market share in mortgages and savings is measured alongside the
retail margin and customer satisfaction measures such as retention
and advocacy as well as staff satisfaction.

Operating and financial review




Capital management and resources

Abbey National continues to increase shareholder value by active
management of its capital resources and will continue to explore
capital and balance sheet management opportunities.

The capital resources of the Group are as follows:

1999 1998
£fm m
5871 5,205
T 4532 3146
(608 (1,07
Total regulatary capital 8,797 7,244
Total risk weighted assets:
banking book 71,706 67,489
trading book a0 3,787
75,876 71,276
Capital ratios:
risk asset ratio 116% T 0%
tier 1 ratio 7.7% 7.3%
equity tier 1 ratio 7% 6%

The basic instruments of capital monitoring are the tier 1 capital
ratio and risk asset ratio, which compares total regulatory capital to
total risk weighted assets. As at 31 December 1999, the tier 1 ratio
was 7.7% and the Group's risk asset ratio was 11.6%, both are
comfortably above the minimum standards for the Group set by
the Financial Services Authority. The increase in the ratios over the
last year resulted primarily from retained eamings and, in the case
of the risk asset ratio, from the issue of new subordinated capital
securities, partly offset by a 6% growth in risk weighted assets.

Abbey National’s tier 1 capital (ordinary and preference
shareholders’ funds after deducting goodwill) increased by

£666 million to £5,871 million (31 December 1998: £5,205
million), mainly as a result of £651 million of retained earnings.
There was an increase in tier 2 capital (subordinated liabilities and
general provisions) of £1,386 million, principally due to the issue
of subordinated capital securities during the year. Supervisory
deductions mainly represent investments in life assurance and
insurance companies within the Group. At the start of 2000 the
Group raised US$ billion of perpetual preferred securities, adding
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to tier 1 capital. This capital has been raised to finance growth in
our new business streams, Life Assurance, Finance House and
Wholesale Banking.

Significant securitisations of mortgage assets were undertaken in
1999, with £1.9 billion of mortgage assets securitised as at

31 Decernber 1999, AUS$E10 billion asset-backed commerdial
paper programrme has aiso been introduced (current outstanding
LJS$8.3 billion as at 31 December 1999).

The Board has assessed the existing dividend policy in the light of
the Group's capital requirements for the current planning cycte
and, based on current plans, believes that greater retums can
continue to be achieved by retaining capital in the business, rather
than returning it to shareholders. This is underlined by the fact
that post-tax return on average otdinary sharehoiders’ equity
increased to 22.8% (1998:22.0%). If future plans do not envisage
value-creating organic growth or acquisition opportunities, the
Board would then consider returning surplus capital to
shareholders, but only if at least £500 million could be returned
over a 12 to 18 manth period. Confidence in the businessis
reflected in the 14% increase in the dividend.

Balance sheet

Total assets increased by 11% to £181 billion in 1999. This growth
of £18.0 billion was funded mainly through the wholesale debt
markets. As at 31 December 1999, wholesale liabilities represented
539% of total liabilities. The percentage of UK mortgage assets
funded from retail savings was 78% (31 December 1998: 80%).

Capital expenditure to 31 December 1999 amounted to £138
million, with UK Retail Banking, spending £112 million of thison
the installation of the Safeway in-store branches and other branch
refurbishments, new computer software for local marketing
capability at the customer interface, remote ATM installations, and
expenditure upgrading the telecommunications system. In
Finance House, Wholesale Banking and Wealth Management,

£11 million, £6 rillion and £4 million respectively were spent on
[T to support business to business e-commerce and building the
infrastructure for the new business streams.
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Operating and financdial review continued

Year 2000 and EMU

Year 2000

Abbey National's plans to address the Year 2000 issue (the risk of
date-related electronic processing errors) were fully implemented
by September 1999. The fully co-ordinated Group approach
ensured that all the Groug's business critical systems were
unaffected by the Year 2000 issue, and continue to operate
effectively. As a result, the Group’s operations were not disrupted
over the period and Abbey National was able to provide a full
service to its customers, Nevertheless Directors continue to monitor
the Year 2000 issue and will do so for the remainder of 2000.

Economic and Monetary Union (EMU)

The Group's preparations for the introduction of the euro were
completed in time (ar the opening of the financial markets on

4 January 1999. Abbey National was quick to recognise the funding
opportunities EMU represented, and raised over 5 billion euro
during the year, 3 billion euro of which was raised by 31 March.
Other divisions of the Group have introduced new product

offerings as a result of EMU, including euro mortgages and savings
accounts. The Group continues to prepare for the possibility of the
UK entering EMU.

Analysis of Year 2000 and EMU Spend

The total cost of achieving Year 2000 compliance was £134 million
over the period 1997 to 1999. Actual expenditure on Year 2000 of
£136 mitlion was slightly higher than estimated as a result of
additional work undertaken to review and update business
continuity plans to enhance the Group’s resilience against future
operational risks.

The total cost of achieving EMU compliance in respect of the
introduction of the euro, incurred from 1997 to 1999, was
£9 miillion,

An analysis of total spend by expense category and business
segment is shown below. These figures include the direct costs of
internal resources such as salaries and premises.

Total project spend Capital Revenue Irwernal Total
(£ million) Actual Projected Actual Projected Actual Projected Actual Projected
Year 2000 21 20 98 96 17 18 136 134
EMU - 2 9 7 - 1 9 10
Total 21 22 107 103 17 19 145 144
Analysis of Year 2000/EMU spend Total expenditure

. Other income Operating expense revenue Capital expenditure Total expenditure
{£ million) 1999 1998 1999 1998 1599 1998 1999 1998 1999 1998
UK Retail Banking - - 13 41 13 41 1
WholesaleBankmg S - — e P 5
; 5 s - p S -
Finance House - - 1 B B T - 1
Weaith Management - ~ T i 1 1 __________________ - - T M
Continental Europe - - 3 4 3 4 - - 3 4
Groug Centrai Holdings - 1 8 1 ) - 1 8
Total 6 7 21 &1 27 68 2 29 74

Note: All spend in 1999 relates to Year 2000 as EMU preparations were completed in 1998.
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Financial instruments

Financial instruments are fundamental to the businesses of the
Group, and are either held on a continuing basis for the purpose of
collection in the form of cash flows over time (non-trading
business}, or held in order to benefit from short term market price
movements or in order to facilifate customers’ transactions
(trading business). The management of the risks of financial
instruments is fundamental to the conduct of banking and
financial services business. The Group's finandial risk management
framework and processes, and the principal financial risks faced by
the Group, are described in ‘Financial risk management’ betow.

Abbey National holds or issues financial instruments in the
following main categories:

Customer .0ans and deposits are held on a continuing basisin
order to earn cash flows from netinterest margin and fee income
over the life of the instruments or customer relationships. Loans
and deposits are held relating to retail and institutional customers,
the majority being retail.

Investments in portfolios of debt securities and equity shares,
exduding strategic investments, are held in order to generate
sustainable income streams on a continuing basis, and are classified
as non-trading assets. Assets in investment portfolios are
predominantly fixed income securities, floating rate notes, asset-
backed securities and mortgage-backed securities, and are
managed on a floating rate basis using derivative and non-derivative
hedging instruments. Income is primarily net interest margirn.

Funding of the Group balance sheet is provided by customer
deposits, money market loans and deposits, debt securities in
issue, loan capital and preference shares. Funds are raised from a
wide diversity of market sources in a range of maturities.

An additional objective in issuing loan capital and preference
shares is to ensure that a prudent level of capital is available to
support growth in the Group's businesses (see ‘Capital
management and resources’ above).

Trading financial instruments are held in order to benefit from
short term market price movements or in order to facilitate
customers’ transactions. Trading portfolios are held by Wholesale
Banking, and mainly comprise highly rated bonds, asset-backed
securities and traded asset swaps. Abbey National Financial
Products ({ANFP), a part of Wholesale Banking, provides the
Group and external counterparties with products to facilitate their
financial business requirements, and also uses derivatives to take
advantage of short-term price movements in relative market
prices. During 1999, ANFP added an equity derivatives portfolio,
which is held for trading purposes and the provision of hedging
transactions for both internal and external counterparties.

Hedging instruments are used in order to match or eliminate the
risk of volatility in earnings from the Group’s non-trading and
trading assets, liabilities or positions which arises from potential
movements in market rates. Such risks may be managed by
derivative or non-derivative financial instruments as part of the
integrated approach to risk management described below.

For a more detailed description of the Group’s use of derivatives,
see pages 56 and 57 of the accounts. The accounting policy and
financial disclosures for derivatives are given on pages 42 and
pages 58 to 59 of the accounts, respectively.

In addition, the Life Assurance division enters into insurance and
investment contracts with customers, managing investment funds
on their behalf, Such contracts are not classified as financial
instruments, but exposures to shareholders resulting from such
contracts are included within the market risk measures on non-
trading instruments below.
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Financial risk management
Abbey Nationaf's financial risk management focuses on the major
areas of credit risk, market risk, liquidity risk and residual value risk.

Abbey National has a well developed structure for managing
financial risk, which consists of a comprehensive set of
committees. Of these, the principal committees are the Asset and
Liability Committee (ALCO), which is charged with the
responsibiiity of monitoring and controlling the level of Group
balance sheet risk, and the Group Credit Cormnmittee (GCC) which
monitors and reviews credit risk exposures and approves Group
credit policies. There are further risk and credit committees in each
maijor husiness area which report into the Group committees.
Specialist risk managers within each business area have
responsibility for the management and control of the financial
risks generated within that business. An independent Group Risk
function ensures that policies and mandates are established for the
Group as a whole, monitors and reports exposures to the Board,
and sets standards for financial risk management.

Credit risk

Credit risk is the risk that counterparties will not meet their
financial obligations, which may result in Abbey National losing
the prindpal amount lent, the interest accrued, and any unrealised
gains (less any security held). Credit risk occurs mainly in the
Group’s loan and investment assets, and in derivative contracts.

In UK Retail Banking, a national mortgage lending policy is applied
for residential lending, supported by a number of processes
(including credit scoring) which enhanice the ability to manage
and rmonitor the credit quality of mortgage assets, to manage
arrears and collections and to optimise the vaiues raised from
properties in possession. For unsecured personal loan, bank
account and credit card products credit scoring and behavioural
scoring are used to assist in the granting of credit facilities.
Behavioural scoring is also being used to focus collections activity.

Finance House activities are generally more risky than those of a
residential mortgage lender and invoive a diversity of businesses
including motor finance, point of sale finance and business
finance. As a result credit risk policies pertinent to each business
activity and delivery channel are in place with systems to monitor
the practices of intermediaries. Credit scoring is widely used and
all balances in default are subject to arrears management to
manage the account of debt, or collections activity to minimise
the level of write off.

in Wholesale Banking a clear set of credit mandates and policies
has been established, designed to ensure that a substantial
majority of credit exposure is rated AA- or better. Analyses of credit
exposures and credit risk trends are provided in summary to the
ANTS board each month, and in detail each quarter. Large
exposures {as defined by the Financial Services Authority (FSA))
are reported monthly internally, and quarterly to the FSA.
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Financial instruments continued

Market risk

Market risk is the risk of financial loss arising from adverse price
movements associated with the interest rate, foreign exchange
and equity markets. The most significant sources of market risk
arise in Wholesale Banking as a result of investment, trading,
funding and derivatives activities, and in UK Retail Banking,
primarily from the provision of fixed rate and structured mortgage
and savings products. Within the Life Assurance division, market
risk arises on funds managed for the benefit of the customer as well
as on specific shareholder funds, with all exposures borne by the
shareholder consolidated with other Group market risk exposures.
The Group hedges substantially all its foreign exchange risk.

Abbey National recognises that market risk is an inevitable resuit
of being an active participant in financial markets. The Group
manages its exposure by limiting the adverse impact of market
movernents on profitability while seeking to enhance earnings
within clearly defined parameters. Abbey National ensures that
business areas have sufficient expertise to manage the risks
associated with their operations, and to devolve the responsibility
for risk taking and risk control within the framework prescribed by
the Abbey National Group Market Risk Policy. Business area policies,
fimits and mandates are established within the context of the Group
policy and monitored by business area market risk committees with
Group Risk monitoring the consolidated risks daily and ALCO and
the Board reviewing the consolidated position at least monthly.

Senior management have recognised the different characteristics
of market risk exposures across the Group, and that different risk
measures are required to best reflect the risks faced in different
types of business activities. In measuring exposure to market risk,
business areas use a sensitivity analysis approach, covering both
value and earnings as appropriate, as a central tool within their risk
management process. The market risk disclosures shown below
are calculated using sensitivity analysis. Other approaches such as
Value At Risk and stress testing are used as additional risk
management tools as appropriate to individual business areas. in
order that consistency in measurement is achieved across business
areas, ALCO have approved a series of Market Risk Measurement
Standardis, at the request of the Board, which business areas are
required to adhere to.

Senior management receive regular consclidated market risk
reports covering the range of risks generated by the Group, which
are considered to fall into two broad categories:

Short term market risk covers activities where exposed positions
are subject to frequent change and where positions could be
closed out over a short time horizon. Much of the exposure is
generated by the Wholesale Banking activities, and includes both

trading and non-trading portfolios. The risk sensitivity is calculated
by applying the statisticaily determined potentiai adverse
movements in market rates that can be expected within a 95%
level of confidence as a result of overnight market movements.

Structural market risk includes exposures which arise as a result
of the structure of portfolios of assets and liabilities. The risk
exposure is generated by features inherent in either a product or
portfolio structure which are normally present over the life of the
portfolio or product. Such exposures can take a number of
different forms. Included in structural market risk are the
exposures arising on the uncertainty of business volumes from the
launch of fixed rate and structured retail products. Such exposures
are a requirement of the decision to undertake specific business
activities, and where it is possible to manage such exposures this
can only be achieved over a longer time horizon. Although long
term balance sheet positions are maintained at a minimum level,
the Group remains exposed to variances in customer behaviour
(often caused by market rate movements) impacting new
business take-up and early redemption and causing unfavourable
mismatches to arise. The risk sensitivity is calculated by applying
the statistically determined potential adverse movements in
market risk factors that can be expected within a 95% level of
confidence as a result of market movements over a time horizon
reflecting the reasonable management horizon of the portfolio
(commonly from one week ta three months).

The following table shows the sensitivity based consolidated
exposures for the major risk classes run by the Group as at

31 December 1999, together with the highest, lowest and
average exposures for the year. Exposures within each risk class
reflect a range of exposures associated with movements in that
financial market, e.g. interest rate risks include the impact of
absolute rate movements, basis risks and volatility risks. it shouid
be noted that, due to the range of possible madelling techniques
and assumptions and their statistical nature, these measures are
not precise indicators of expected future losses but are estimates
of the maximum foreseeable change in the value of the portfolic -
over a specified time horizon and within a given confidence level,

From time to time, losses may exceed the amounts stated where
movements in market rates fall outside the statistical confidence
interval used in the calculation of the sensitivity analysis. The 5%
confidence interval means that the theoretical loss at a risk factor
level is likely to be exceeded one business day in twenty. The

-Group addresses this risk by monitoring stress testing meastires

across the different business areas as appropriate, and by
calculating the sensitivity measures on a prudent basis without
making any deduction for correlation between risk classes.

For the year ended 31 December

Exposure as at Average exposure Highest exposure Lowest exposure
Market risk of financial instruments - 1999 3 Deceangbgear 1999 1998 1999 1998 1999 1998
trading instruments £m £m £m £m £m £m £m £m
Short term market risk .
Interest rate risks 7.0 55 176
Other risks 01 0.1 03 0.1 0.6 02 - -

Other risks include spread risk, foreign exchange risk and inflation risk. These risks are not significant, and are therefore not separately disclosed.

For the year ended 31 December

Exposure as at Average exposure Highest exposure Lowest exposure
3% December

1999 1998 1999 1998 1999 1998 1999 1998
£m £m £m £m £m £m £m £m

Structural marketrisk o )
Interest rate risks 0.8 - 0.6 - 16 - - -
Equity risks 9.8 - 4.8 - ) ) T
Spread risk 2.2 5.7 3.1 26 5.5 5.7 22 1.6

These numbers represent the potential change in market values of such instrurnents, Trading instruments are recorded at market value, and therefore these numbers represent

the potential effect on earnings.
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Ahypothetical fall of 10% in the relevant market prices or rates as
at 31 Decemnber 1999 would lead to an effect on reported
earnings for the trading instruments in respect of short teren risk of
£22 8 million, £1.7 million and £0.2 miillion for interest rate risks,
equity risks and other risks, respectively. For structural market risk,
the effect on earnings would be £2.5 million, £7.5 milfion and
£3.4 million for interest rate risk, equity risk and spread risk,
respectively. A hypothetical fall of 5% in the relevant market prices
or rates as at 37 Decernber 1999 would lead to an effect on
reported earnings for the trading instruments in respect of short
term risk of £11.9 milfion, £0.5 million and £0.1 million for interest
rate risks, equity risks and other risks, respectively. For structural
market risk, the effect on eamings would be £1.2 million,

£3.8 million and £1.7 million for interest rate risk, equity risk

and spreat’ risk respectively.

In addition, a sensitivity analysis of exposures on non-trading
finandial instruments calculated according to the above
methodotogy is shown below. These numbers represent the
potential change in theoretical market values of such instruments,
and do not represent the potential effects on the eamings fora
given time period. Non-trading instruments are held for collection
in the form of cash over time, and are accounted for at amortised
cost, with earnings accrued over the refevant ife of the
instruments. The Group's risk measures, however, focus on
potential risks over the life of the non-trading instruments, and are
therefore based on valuation measures, using estimated
discounted cash flow measures where reliable market values are
not available,

For the year ended 31 December

Exposure as at Average exposure Highest exposure Lowest exposure

Market risk of finandial Instruments — 1999 O Do 1099 1998 1999 1998 1999 1998

non-trading instruments £m £m £m £m £m £m £m £m

Short term market risk

Interest rate risks 14 e a2 26

Equity risks ' 0.2 - o A - - -

"""""""" 64 iss 54 183 558 232 190 "13.4

o e T T T S i e

Foreign exchange risks 0.6 2277 11 24 24 T2 03 1.7

ébread sk e 08 - 0.2 - - 1.1 - - -

During 1999, the Group changed the methodology used for
consolidated reporting from a single one month time horizon
99% confidence interval measure which captured all structural
and short term market risk exposures within a particular risk class,
to the range of measures outlined above. This methodology
ensures that risks are measured over a time horizon which reflects
the capacity of the business to manage the exposure,

It provides a more realistic assessment of the real exposure, notably
for trading exposures in fiquid markets, where positions could be
closed immediately and the risk is now measured to an overnight
maove in market prices. The new approach therefore better reflects
the way in which risk exposures are managed within the business.

Liquidity risk

Liquidity risk arises across the Group balance sheet. Liquidity is
managed on behalf of the Group by ANTS in actordance with
policy guidelines set by the Board and monitored by ALCO. This
policy is reviewed annually and is in compliance with the FSA's
*Sterling Stock Liquidity’ framewaork. Abbey National views the
essential elements of liquidity management as controlling
potential cash outflows, maintaining prudent levels of highly
liquid assets and ensuring that access to funding is available from a
diversity of sources. These elements are underpinned by a
comprehensive management and monitoring process. ANTS
rmanagement focuses on cash flow planning and day-to-day cash
flow control, and on batancing the maturity profiles of ANTS
liquid assets and wholesale funding to ensure Group funding and
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liquidity ratios are adequate. Abbey National’s liquidity position is
reported to the FSA on a monthly basis.

Residual value risk

Residual value risk occurs when there is a possibility that the value
of a physical asset at the end of certain contracts (e.g. operating
feases) may be worth less than that required to achieve the
anticipated return from the transaction. Residual value risk arises
primarily within Finance House and Wholesale Banking.

Within Finance House, exposure arises within portfolios of
contract hire and contract purchase agreements refating to motor
vehicles. The balance sheet value of such agreements as at

31 December 1999 amounted to £281 million.

Within Wholesale Banking, exposure arises within structured
operating leases, commercial property, and domestic property
amounting to £51 million, £36 million and £73 million respectively.

Smatler portfolios also exist elsewhere within the Group
amounting to £84 million.

Tools such as residual value insurance products, repurchase
agreements and appropriate return conditions are employed by
the Group to mitigate the associated risks.

For a discussion of non-financial risk management, see Corporate
govemance on pages 28 to 30,

Financial instrumernts




The Board
Chairman and directors

Chairman

The Lord Tugendhat *

Lord Tugendhat was appeinted as joint Deputy
Chairman in June 1991 and as Chairmanin

July of the same year. He is also Chairman of
Blue Circle industries PLC, a non-executive
director of Eurotunnel plc and Rio Tinto PLC,
and Chancelior of Bath University. Formerly a
Member of Parliament and a vice-president of
the European Commission, he has also served as
Chairman of the Civil Aviation Authority and the
Rovyal Institute of International Affairs. Aged 63.

Executive directors

lan Harley FCAFCIB *

Chief Executive

lan Harley was appointed Finance Directorin
1993 and Chief Executive in March 1998. He
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began his career with Touche Ross & Co and
joined Abbey National as a Financial Analyst
from Morgan Crucible Ltd in 1977. He held
various appointments before joining the Board
including management positions in the Finance
Division (Group Financial Controller, Assistant
General Manager); the Retail Division (Regional
Manager, Finance Director, Operations Director)
and the Treasury and Wholesale Banking
Division (Treasurer and Chief Executive). lan
Harley is also Chairman of the Association for
Payment Clearing Services, a director of Dah
Sing Financial Holdings Limited, a non-executive
director of Rentokil Initial plc and a member of
the Deposit Protection Board and the FSA's
Financial Services Practitioners Forum. Aged 49.

Charles Villiers FCA

Deputy Chairman

Charles Villiers joined Abbey National and

was appointed a director in 1989 and Deputy
Chairman in April 1999, His early experience
was gained at Arthur Andersen & Co and ICFC.
He was formerly Chief Executive of Natwest
Investment Bank Ltd, Chairman of County
Natwest Ltd and a director of National
Westminster Bank plc. He is also a non-executive
director of BTZ Holdings PLC. His current
responsibilities include the Group’s European
Operations, the Life Division and the Wealth

~Managemaent Division. Aged 59.

Timothy ingram FCIB

Managing Director, Consumer Finance
Timothy Ingram was appointed a director in
1996. A career-fong banker, he worked for 22
years with ANZ Grindlays Bank, holding various
senior international banking appointments. He
joined Abbey National in 1995 when it acquired
First National Finance Corporation plc and is
currently Executive Chairman of First National
Bank. He is a non-executive director of Hogg
Robinson plc. Aged 52.

Gareth Jones FCA FCT

Managing Director, Wholesale Banking

Gareth Jones was appointed a director in 1993,
His past experience includes the roles of Finance
Director, First Mortgage Securities Limited and
Group Treasurer, Redland pic. Gareth Jones
joined Abbey National in 1989 as Assistant

[Photographs deleted]
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General Manager and Group Treasurer before
becoming Chief Executive of Abbey National
Treasury Services plc. He subsequently held the
position of Director, Retail Operations before
returning to Abbey National Treasury Services
pic as Group Treasurer and its Chief Executive,
He is a non-executive director of Somerfield plc
and is a past Chairman of the Association of
Corporate Treasurers. Aged 51.

John King JP

Human Resources Director

john King was appointed a director in May 1999.
He joined Abbey National in 1972. After holding
various training and personned roles, he assumed
overall responsibility for the personnel function
in 1988, becoming Human Resources Director
in 1992. John King’s current respansibilities
include Group Property and Survey, the
Company’s management consultancy area,
Strategic Performance Improvement Group

and Procurement, Aged 54,

Maicolm Millington

IT Director

Malcolm Millington was appointed IT Director
in January 1999. He joined Abbey National in
1975 and was appointed Head of IT for Retailin
1993 and Group IT directorin 1997, His current
responsibilities include Information Technology,
Money Transmission Strategy and Electronic
Commerce. Aged 48.

Mark Pain FCA

Finance Director

Mark Pain was appointed Finance Directorin
January 1998. He began his career at Touche
Ross & Co and joined Abbey National in 1989.
He has previously held appointments as
Manager, Strategic Planning; Manager,
European Operations; Regional Director, Retail;
and Group Finandial Controller. His current
responsibilities include Investor Relations and
Corporate Affairs. Aged 38,

Andrew Pople

Managing Director, Retail Division

Andrew Pople was appointed a director in 1996.
His early career was with the Civil Service
followed by the Bank of England. He joined
Abbey Naticnal in 1988 and has since held




appeintments as Regional Director, Retail;

Chief Executive, Scottish Mutual Assurance plc
and Head of the Life Division, His current
responsibilities cover the retail branded business
including General Insurance. He is a member of
the Board of the Association of British Insurers.
Aged 42.

lan Treacy FCA

Director and Secretary

lan Treacy was appointed as Company Secretary
in 1991 and as a director in January 1998. He
started his career with Peat, Marwick, Mitcheil
and Co and subsequently gained experience in
stockbroking. He joined Abbey National in 1983
and has held appointments as Manager,
European Operations and Deputy Secretary.

He is currently responsible for the Group Risk
Division. Aged 55.

Non-executive directors

Keith Woodley FCA *}

Deputy Chairman and Senior independent
Non-Executive Director

Keith Woodley was appointed a director in 1996.
He became Deputy Chairman and Senior
independent Non-Executive Director in April
1999. He is a former non-executive director of
National and Provincial Building Sodiety, a
former partner of Deloitte Haskins & Sells and

a past President of the Institute of Chartered
Accountants in England and Wates. He is
currently Complaints Commissioner for the
London Stock Exchange, the Personal
Investment Authority and the Securities and
Futures Authority. He is also a director of the
Learning through Landscapes charity. Aged 60.

Leon Allen § .

Leon Allen, a US citizen, was appointed a
director in October 1998, Following an 18 year
career with Procter and Gamble and 8 years
with RTM Nabisco, he held appointments as
President and Chief Executive of Del Monte
foods Europe; Chairman and Chief Executive
of Del Monte Foods International Ltd, non-
executive Chairman of Devro plc and Chairman
and Chief Executive of The Tetley Group
Limited. He is non-executive Chairman of Braes
Group Ltd and a Trustee of the Royal Assodciation
for Disability Rehabilitation (RADAR). Aged 60.
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Mair Barnes *# .

Mair Barnes was appointed a directorin 1992,
She was previously Managing Director of
Woohworths plc, Chairman of Vantios Plc and a
non-executive director of George Wimpey PLC.
Mair Bammes was Veuve Clicquot Business
Woman of the Year 1988 and is currently a non-
executive director of Scottish Power plc and an
hanorary Doctor of Laws, University of Wales.
Aged 55.

Richard Hayden

Richard Hayden, a US citizen, was appointed a
director in September 1999, He previously
worked with Goldman Sachs, the US investment
bank, for 30 years holding a variety of positions
including general partner of Goldman Sachs &
Co., Managing Director of Goldman Sachs
Intemational, Deputy Chairman of Goldman
Sachs Intemational and non-executive Vice
Chairman of Goldman Sachs International.
Richard Hayden is also a former non-executive
director of CK Witco Corporation in the USA.
He is currently Executive Chairman of G5C
Partners, Europe Ltd. Aged 54.

Sir Terence Heiser GCB

Sir Terence Heiser was appointed a director in
1992. He was previously a Permanent Secretary
to the Department of the Environment and is
currently a non-executive directer of | Sainsbury
plc. He is a director of the Personal Investment
Authority, a trustee of the Victoria and Albert
Museum and of the Prince of Wales Phoenix
Trust, and a member of the Executive
Committee of the National Trust. Heis also a
Governor and honorary Fellow of Birkbeck
College, London University, a Governor of
Sussex University and a Freeman of the City of
London, Aged 67.

Peter Ogden #

Peter Ogden was appeinted a directorin 1994.
He is a former Managing Director of Morgan
Stanley & Co. Peter Ogden is currently
Chairman of Computasoft Limited and Omnia
Limited and a director of Computacenter PLC,
Aged 52.

[Photographs deleted]
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The Lord Shuttleworth JP FRICS #

Lord Shuttleworth was appointed a director in
1996 and held the post of Deputy Chairman
from 1996 to April 1999. He was formerly
Chairman of the National and Provincial
Building Society and the Rural Development
Commission. Lord Shuttleworth is also Lord-
Lieutenant for the County of Lancashire.

Aged 51,

James Tuckey FRICS T

James Tuckey was appointed a director in 1990,
He is an investment adviser to BP Pensions
Services Ltd and is a former Chief Executive of
MEPC plc. Heis also a Vice-President of the
British Property Federation. Aged 53.

* Nomination Committee Member

# Personnel and Rermuneration Committee
Member

T Audit Committee Member

From left to right

Chairman and executive directors

Charles Villiers, lan Harley, Timothy Ingram,
Gareth Jones, The Lord Tugendhat, lan Treacy,
Jahn King JP. Andrew Pople, Malcolm Millington,
Mark Pain.

Non-executive directors

Mair Barnes, Leon Allen, Sir Terence Heiser,
James Tuckey, Peter Ogden, Keith Woodley,
The Lord Shuttleworth, Richard Hayden.




Full contents to
financial statements

Directors’ report

Corporate governance

Directors’ remuneration
Directors’ responsibilities

for accounts

Auditors’ report

Consolidated profit and loss account
Consolidated balance sheet
Company balance sheet
Statement of total recognised
gains and losses

Consolidated cash flow statement
Accounting policies

Notes to the accounts

Group financial summary

- Profit and loss accounts
—Balance sheets

Supplementary financial information

26 Abbey National Group

27
28
30

36
36
37
38
39

40
40
41
43
62
62
62
63




Directors’ report

The directors have pleasure In presenting their report for Abbey
Mational pic for the year ended 31 December 1999.

Principal activities

The principal activity of Abbey Matienal plc and its subsidiaries continues to
be the provision of an extensive range of personal financial services. The
Dperating and Financial Review for the year, including a review of non-
banking activities, is set out on pages 7 to 24 of this document, Note 24 to
the accounts on page 49 provides a list of the principal subsidiaries and the
nature of each company's business as well as details of overseas branches.
Details of important events which have oceurred since the end of the
financial year and prospects for 2000 are included in the Chairman’s
Statement, and in the Operating and financial review under ‘Investment for
the future’.

Results and dividends
The profit on ordinary activities befure tax for the year ended 31 December
1999 was £1,783 million (1998: £1,520 mitlion).

An interim net dividend of 13.40 pence per ordinary share was paid on 4
October 1999 (1998: 11.75 pence per ordinary share).

The directors propose a final net dividend for the year of 26.85 pence per
ordinary share {1998: 23.55 pence per ordinary share) to be paid on 2 May
2000.

Corporate governance
A report on corporate governance is set out on pages 28 to 30.

Payment policy and practice

Abbey National deals with a large number of suppliers operating in a diverse
range of industries and accordingly does not operate a single payment
policy in respect of all classes of suppliers. Each individual operating area is
responsible for agreeing terms and conditions under which business is to be
transacted and for making the supplier aware of these beforehand. It is, and
will continue to be, the Company’s policy to ensure payments are made in
accordance with the terms and conditions agreed, except where the supplier
fails to comply with those terms and conditions.

The Company's practice on payment of creditors has been quantified under
the terms of the Companies Act 1985 (Directors Report) (Statement of
Payment Practice) Regulations 1997, Based on the ratio of amounts invoiced
by trade creditors during the year to amounts of Company trade creditors at
31 December 1999, trade creditor days for the Company were 24 (1998: 29
days). The equivalent period calculated for the UK Group is 24 days (1998:
24 days).

Environmental policy

The Company considers environmentai issues, wherever practical, in all
business areas throughout the Group. The Company has an envirenmental
policy which is approved by the Board and was last updated in November
1999,

An Environmental Working Group meets quarterly and oversees
environmentai performance and the application of policy. Reports an the
Company's management of environmental impacts are considesed by the
Board. There is a dedicated energy tearn in place to implement projects
which reduce energy and water consumption and a campaign to increase
the recycling of waste and packaging. Environmental principles are further
considered when huilding, purchasing and refurbishing properties.

Ethical policy

The Board recognises that the tone of a comnpany’s cuiture is an important
element in its high level control framework and in Decernber 1998 it
adopted a Statemnent of Ethical Principles which was communicated to staff
during 1999, Suitable compliance arrangements underpin this Statement
which will be subject to regular review. During 1999, the Company
published and circulated to ail staff members a framework for resolving
concerns at work as part of its commitment to ensure fair and ethical
treatment,

Employees

As in previous years, in 1999 Abbey National invited eligible employees to
becarne financial stakeholders in the Company by participating in the
Company’s Sharesave Scheme. Additionaily, free shares, which in total
equated to approximately 2.1% of the basic salaries of all eligible
employees, were granted under the Share Participation Scheme to eligible
employees as part of the Company’s ‘Shared Rewards’ inftiative. Through
these schemries, and others that have been introduced over the years, the
majority of employees now have a shareholding interest in the Company.

Employee Involvement and effective communication remain vital to Abbey
Mational's continued success, The Company pubiishes a quarterly employee
magazine “Abbeyview” combining work-related issues and inforrnation with
more general topical articles, Access to Abbey National's intranet was
extended to all branches and retail outlets during 1999. These innovations,
together with more traditional methods of communication, aim to ensure
that employees are fuily informed of news and developments including
informatien on the Company's performance.
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Abbey National understands that communication is 2 two-way pracess, and
has been actively seeking employee views and opinions in a number of ways,
including a Quarterly Opinion Survey, the sesuits of which are widely
published.

Abbey National aiso runs schemnes to encourage and reward employees for
their ideas and suggestions to improve business performance.

Abbey National has a “Fartnership Agreement” with ANSA, the trade union
it recognises for employee representation. Consultation with ANSA takes
place at both national and local levels.

Abbey National's commitment to equal opportunities for all its employees
and customers continued throughout the year, Support of national
campaigns such as Opportunity 2000, Race for Opportunity and the EASE
(Ease of Access to Services and Employment) Awards continue to play a part
in the Company's strategy and this high-level commitment is refiected in the
initiatives carried out at Jocal levei.

Abbey Natienal fully supports the provisions of the Disability Discririnatien

\,éct 1996. The Company has implemented a training programme across the

roup to make staff aware of the provisions of the Act and to provide advice
on how to deal with both disabled customers and colleagues more
effectively. Measures have been put into place to ensure that all of Abbey
National’s services are equally accessible to disabled customers. For example,
communication aids such as textphones and induction loops for hearing-
impaired customers have been introduced in branches, and custorner
information has been made available in different formats including Braille
and large print.

The Company remains a committed user of the Department of Employment
Service “Positive about Disabled People” symbol, and continues to
encourage applications from people with disabilities, All practical measures
are taken to assist in the recruitment, retention and career development of
disabled people.

Share capital
The authorised and fssued share capital of the Company are detailed in note
41 to the accounts on page 53.

Guring the year, 3,325,681 ordinary shares were issued on the exercise of
options under the Sharesave Scherne, 848,441 ordinary shares were issued
on the exercise of options under the terms of the Employee Share Option
Scheme and 380,400 ardinary shares were issued under the terms of the
Executive Share Option Scheme. Shares to meet grants under the Executive
Share Option Scheme, the Share Participation Scheme, and to satisfy
conditional rights under the Long Term Incentive Plan were all purchased in
the market.

At the Annual General Meeting on 22 Aprit 1999, shareholders authorised
the Company to make market purchases of its own shares, to a maximum of
141,747,666 ordinary shares of 10 pence each, 125,000,000 8 5/8%
preference shares of £1.00 each and 200,000,000 10 3/8% preference
shares of £1.00 each. No purchases have been made during the year under
these authorities. These autherties remain valid until the forthcoming
Annual General Meeting, when it is intended that resolutions will be pul to
shareholders to renew them.

Market value of land and buildings

Cn the basls of a regular review process, the estimated aggregate market
value of the Group’s land and buildings was below the fixed asset net book
vafue of £343 million, as disclosed in note 27 to the accounts, by
approximately £5 million. 1t is considered that, except where specific
provisions have been made, the land and buiidings have a value in yse to
the Group which exceeds the estimated market value, and that the net book
value is not impaired. Provisions of £13m have been made for the cost of
empty premises.

Charitable donations
The Company has continued to support a wide range of charitable projects,
particularly through Abbey National Charitable Trust Limited (the Trust).

During the year, Abbey National plc donated £1,300,300 (1998: £600,000)
1o the Trust's funds. The Trust also received income from its invested
Permanent Endowment Funds.

Total cash donations of £1,879,061 (1998: £1,075,131) to charities were
made through the Trust and by other Abbey National Group companies in
1999.

The total value of support given to charities and the voluntary sector
amounted to £2,657,000 (1998: £1,830,000). This comprised mainly cash
donations through the Trust, and other support given in kind, Including the
value of staff time.



Charitable donations continued

The Trust has continued to give priority to charities working to improve
equality of opportunity for people with disabiiities and charities working to
improve educational and employment opportunities for the most
disadvantaged groups in society. The Trust also supports the charity fund-
raising efforts of Abbey National staff, giving £341,000 to match amounts
they raised during the year. The ‘Helping Hands’ award scheme helps
schools to carty out environmental projects.

Political cantributions
No contributions were made for political purposes.

Directors and directors' interests
Details of all the current directors are included on pages 25 and 26,

john King and Richard Hayden were appointed to the Board on 1 May 1999
and 21 September 1999 respectively and having been appointed since the
fast Annual Ger2-1l Meeting they will retire and, both being eligible, offer
themselves for election at the forthcoming Annual General Meeting.

All other directors listed on pages 25 and 26 have served on the Board for
the whole of the period 1 january 1999 to 31 December 1999. james
Tuckey, Lord Shuttieworth, Keith Woodley, Andrew Pople and lan Harley will
retire by rotation at the Annual General Meeting and, all being eligible, offer
themnselves for re-election.

Mo director had a material interest in any contract of significance, other
than a service contract, with the Company or any of its subsidiaries at any
time during the year, Disclosures required by Financial Reporting Standard
(FRS) 8, Related Party Disclosures’, are set out in note 54 on pages 60 and
61 of the accounts.

Directors’ interests in the shares of the Company, awards under the Long
Term Incentive Plan and options to acquire shares are set out in the
Directors’ Remuneration report on pages 30 to 35.

Substantial shareholdings

As at 16 February 2000, the Company had not been notified of any
disclosable interests in the issued ordinary share capital of the Company in
accordance with sections 198 to 208 of the Companies Act 1985.

Auditors
A resolution to re-appoint Deloitte & Touche as Auditors will be proposed at
the forthcoming Annual General Meeting.

Annual General Meeting
Details of the business of the Annual General Meeting can be found in the
accompanying booklet ‘Notice of Annual General Meeting 2000°.

By Order of the Board

fan K Treacy
Director and Secretary
16 February 2000

Corporate governance

Corporate govemahce is concerned with how companies are directed and
controiled and in particular with the role of the Board of Directors and the
need to ensure a framework of effective accountability.

Combined Code

This staternent, together with the Directors’ Remuneration report, set out on
pages 30 to 35, explains how Abbey National has applied the principles of
good practice in corporate governance set out by the London Stock
Exchange in Section 1 of the Combined Code .

The Board

At 31 December 1999, the Board comprised a part-time Chairman, nine
executive directors, including the Chief Executive, and eight independent
non-executive directors, who bring a wide range of skills and expetience to
the Board. Biographical details of all directors are to be found on pages 25
and 26. The roles of Chaimman and Chief Executive are separated and clearly
defined. The Chairman is primarily responsible for the working of the Board
and the Chief Executive for the running of the business and implementation
of Board strategy and policy. The Chief Executive is assisted in managing the
business on a day-to-day basis by the Executive Comrmittee, which he chairs
and which meets weekly and comprises his direqt reports. All the non-
executive directors are independent of managen&pt and they make a
sighificant contribution to the funciioning of the Board, thereby helping to
ensure that no one individual or group dominates the Board’s decision-
making precess. The Board met on twelve occasions during 1999, including
a separate session specifically devoted to the long-term strategic direction of
the Group. The Board's focus is an strategy formufation, pelicy and controi.
A framework of high-level authoities is in place which maps out the
structure of delegation below Board level as well as specifying those issues
which remain within the Board's preserve.

Risk management in banking continues to be critical and the Board devotes
appropriate time to considering the risks associated with liquidity, foreign
exchange, Interest rates and credit as well as compliance and other
operational risks. The Assets and Liabilities Committee ("ALCO") plays an
important role here by monitoring and controlling the level of Group
structuraf bafance sheet risk. ALCO oversees two sub-committees: the Group
Credit Committee ('GCC') and the Operational Risk Committee. ALCO
meets monthly, chaired by the Chief Executive, and its membership
comprises six other executive directors plus ene executive manager. GCC
comprises two executive directors plus several members of the Executive
Management Group and meets fortnightly to review and oversee high-level
credit policies and exposures. The Opetational Risk Committee includes
three executive directors and meets quarterly to review and monitor
operational risk exposures within the Group. The Board, at its regular
monthly meetings, reviews in detail the minutes of ALCO which incorporate
key points from the minutes of GCC and the Operational Risk Committee.

One of the responsibilities of the Chairman is to ensure that Board members
receive sufficient and timely information regarding corporate and business
issues to enable them to discharge their duties. The adeguacy of this
information is regularly reviewed.

All directors have access to the advice and services of the Company
Secretary and the Board has established a procedure whereby directors,
wishing to do so in the furtherance of their duties, may take independent
professional advice at the Company’s expense, The Company Secretary is
also charged with ensuring that ail new Board members are equipped to
fulfil their duties and responsibilities. As part of the early familiarisation
programime, new non-executive directors are encouraged to meet the
executive directors individually and engage in a programme of visits to
different areas of the Group.

Non-executive directors are appointed for a three year tenm after which

. their appointiment may be extended upon mutual agreement. It is envisaged

that the maximum term for a non-executive director under this regime is
unlikely to exceed nine years. ln this connection, it has been agreed that
James Tuckey, who was initially appointed to the Board in 1990, will be
standing down later in 2000. In accordance with the Company’s Articles of
Assaciation, one-third of the Board are required to retire by rotation each
year so that over a three year period all directors will have retired from the
Board and faced re-election.

As Abbey National continues to diversify, the Board seeks additional
assurance from the Boards of Directors of its subsidiary companies,
particularly those in the Life Assurance, Wholesale Banking and Finance
House Divisions. Each of these Boards (Seottish Mutual Assurance ple, Abbey
National Life plc, Abbey National Treasury Services plc and First National
Bank plc) includes at least one independent non-executive director with
requisite expertise who is not necessarily 2 member of the Abbey National
plc Board.

Board committees

The Board maintains three standing committees, all of which operate within
written terms of reference. Their minutes are circulated for review and
consideration by the full complement of directors, supplemented by orak
reports from the Committee Chainmen.




Audit Committee

The Audit Committee is chaired by Keith Woodley and comprises four members.
Leon Allen and james Tuckey replaced Lord Rackley and Martin Llowarch on the
Committee during the year. The Committee met five times in 1999. Its prime tasks
are to review the scope of external and intesmal audit, to receive regular reports

from Deloitte & Touche and the Chief Internal Auditor, and to review the half-yearly
and annual accounts before they are presented to the Board, focusing in particular on
accounting policies and compliance, and areas of management judgernent and
estimates, The Committee more generally acts as a forum for discussion of internal
control issues and contributes to the Board’s review of the effectiveness of the
Company’sinternal control and risk management systems and processes. The
Committee also conducts a review of the remit of the intemnal audit function, its
authority, resources and scope of work. Detaited subsidiary level issues are considered
by the subsidiary company audit committees set up for key trading subsidiaries,
Membership of the Audit Committee is restricted to independent non-executive
directors.,

Personnel and Remuneration Committee

The Personnel and Remuneration Committee is chaired by Mair Barnes since the
retirement of Martin Uowarch. Peter Ogden replaced James Tuckey on the
Committee during the year. The Committee met six times in 1999. lts principal
function is to monitor the human resource policies of the Group to ensure they are
consistent with the Company’s business objectives and philosophy. itis charged
with recommending to the full Board the Company’s policy on executive director
and executive management remuneration. The Committee determines the
individual remuneration package of each executive directar. The foard’s report to
sharehoiders on how directors are remunerated, tagether with details of individual
directors’ remuneration packages, is to be found on pages 30 to 35,

Nomination Committee

The Nomination Committee is chaired by Lord Tugendhat and comprises four
members, Keith Woedley replaced Lord Shuttleworth on the Nomination Committee
during the year, The Committee meets when necessary and at least once in each year.
The Committee’s primary function is to make recommendations to the Board on ali
new appointments and also 10 advise generally on issues relating to Board
composition and balance. |t met theee times during 1999.

The number of full Board meetings and Committee meetings attended by each
director during the year was as follows:

Audit  Remuneration Nomination
Board Committee Committee Committee
meetings meetings mestings meetings
The Lord Tugendhat 12 3
3
Mair Bames 2o s 3
Richard Hayden 3
Appointed 2T Pt 1) e
Sir Tetensce Heiser 12 4
Tirmothy Ingram ] ?2 777777777
Careth [ones 1 H )
John King 8
{(Appuointed 1 May 1999)
Malcolm Millington 12
{Appointed 1 fanuary 1999)
Peter Ogden
Mark Pain ) o
Andrew Pople

6 2
lan Treacy 12 )
]am&sTuckey ............ G - : 3
e e e vttt
ké:ﬂ'i‘Wuodley 5 1
Relations with shareholders

Abbey National values its dialogue with both institutional and private investors.
Effective two-way communication with fund managers, institutional investors and
analysts is actively pursued and this encompasses issues such as performance, policy
and strategy. During 1999, Abbey National directors held discussions with over

120 institutional investors whose combined shareholdings represented over 35% of
the total issued ordinary share capital of the Company.

Private investors are encouraged to participate in the Antual General Meeting at
winich the Chairman presents a review of the results and comments on current
business activity. The Chairmen of the Audit, Personnel and Remuneratiort and
Nomination Committees will be avaitable at the Annual General Meeting to answer
any shareholder questions.

This years Annual General Meeting will be held on 27 Aprdl 2000. The Notice of the
Annual General Meeting, which is in plain English, is circulated more than 20 working
days before the Meeting and Abbey National will continue its practice of proposing
only unbundled individual resolutions, including a separate resolution relating to the
Directors’ Report and Accounts.
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Pension funds

The assets of the Company’s main pension schemes are held separately from those
of the Group and are under the control of the trustees of each scheme. The four
Abbey National pension schemes have a comman corporate trustee which has nine
directors, comprising six Company appainted directors, indluding Lord Tugendhat
and two other directors of the Company, together with three member-nominated
directors. The National and Provincial Pension Scheme has a different corporate
trustee, the Board of which comprises Lord Tugendhat, two other Company
appointed directors and three member-elected directors. The Scottish Mutual
Assurance ("SMA’) ple Staff Pension Scheme is administered by six trustees, of
which Scottish Mutual appoints four (two of whom are directors and twe of whom
are members), whilst the active members appoint two of their number as trustees.

Asset management of the schemes (with the exception of the SMA Staff Pension
Scheme) is delegated to a nurnber of independent fund managers and, where
appropriate, property managers and the trustees receive independent professional
advice on the performance of the external managers. Asset management of the
SMA Staff Pension Scheme is through a Trustee investment Account invested in
units of SMA’s Pooled Managed Fund.

Legal advice to the trustees of the various schemaes is provided by external firms of
solicitors. The audits of Group Pension Schemes are separated from that of Abbey
National. The 199% audit of the Abbey National pension schemes was undertaken
by Delcitte & Touche and will in future be carmied out by Grant Tharnton. The audit
of the National and Provincial Fund is undertaken by Grant Thomton and the audit
of the SMA Staff Fension Scheme is undertaken by KPMG Audit Plc.

Gaoing concern

The directors confirm that they are satisfied that the Company and Grougp has
adequate resources to continue in business for the foreseeable future. For this
reason, they continue to adopt the going concern basis in preparing the accounts.

Internal control

The Board of Directors has overall responsibility for the system of internal control
and for reviewing its effectiveness throughout the Abbey National Group. However,
itis important to note that the size and complexity of the Group's operations mean
that such a system canonly pravide reasonable and not absolute assurance against
material misstatement or loss, The effectiveness of the internat control system is
reviewed by the Audit Committee on behalf of the Board,

The rationale of the system of internal control is to enable the Group to achieve its
corporate objectives within an acceptable risk profile, not to eliminate the risk, and
the effectiveness of internal control has to be viewed in this context. The Board and
executive management structures summarised above describe the processes for
determining strategies, poficies and the control environment.

The Audit Committee has, on behalf of the Board, reviewed the effectiveness of

the system of internal control during the period covered by the Annual Report and
Accounts. The basis of the review predated the Tumbull Working Party’s quidance
("the guidance’} for directors but did cover financial, operational, and compliance
control and risk management. Following the publication of the guidance, the

Board confirms that procedures have been established to implement it fully for the
year ending 31 December 2000, The directors are also of the view that as from

1 January 2000 there js an cn-going process for identifying, evaluating and managing
the Group's significant risks that is regularly reviewed by the Board and accords with
the guidance.

Far the purposes of this statement, the Board has adopted the transitional approach
as permitted by the London Stock Exchange letter dated 27 September 1999 and
therefore sets out below a description of the control procedures. However, italso

sets out additional information to assist the understanding of the Company’s risk
management processes and the system of internal control induding financial control.
The key elements are as follaws:

- flisk management and control embedded within the operations of the Group,

~ Aframework of high-ievel authorities (see ‘The Board” section above).

— A highievel risk managemert framework which outlines the risk management
philosophy and resultant control environment.

- Aplanning framework which incorporates a Board approved rolling three year
plan, with detailed annual operating cbjectives and milestones to business unit
levels together with the related kay risks and sensitivities,

- AGroup high-level risk map which identifies the policy mechanisms and
independent risk monitoring functions for ail risks within broad risk categories;
credit, market position, liquidity, insurance, business event, strategic and
aperational. lan Treacy, Director and Secretary, heads the Group Risk Division
responsible forindependent risk menitering functions which regulacty report
on finandial, compliance and operational risk exposures.

~ Acomprehensive system of reporting to the Board, based on an annual budget
with monthly reports against actual results, analysis of variances, scrutiny of key
performance indicators, plus regular reforecasting.

- Well-defined regulations governing appraisal and approval of capital expenditure.
These include an annual budget, detailed project approval procedures,
incorporating appropriate levels of authority, and a post-investment review
process.

- Theuse of control manuals to document key controls againstidentified risks,
supplemented by procedure manuals at the operating level.




Corporate governance continued

Directors’ remuneration

internal controd continued

The Board has established a process for reviewing the effectiveness of the system

of intemnal control through reports it receives from these Committees and various
independent monitoring functions. The procedures to enable this to operate
throughout 2000 have been put in hand. As part of this process, management,
including executive directors, submit Self Certification Statements on the effectiveness
of risk rnanagement and internal controls against material risks. The Board will
undertake a formal annual assessmentin 2000 and annually thereafter to formits
own view on the effectiveness of the system of internal control.

There is a long established internal audit function with requisite expertise. Its role is

to provide independent and objective assurance to the Board that the pracesses by
which significant risks are identified, assessed and managed are appropriate and
effectively applied, and achieve residual risk expasures consistent with management’s
risk policy, reporting any material exceptions and following up management
responses to ensure effective resalution of issues. The Audit Committee approves

the annual plans for internal audit which cover the scope, autharity and resources of
the function.

Compliance with t*:~ Combined Code
Abbey National has complied with all the provisions of Section 1 of the Combined
Code as laid out in the Listing Rules of the tenden Stock Exchange throughout 1999,
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The purpese of this report by the Board is to inform shareholders of its policy on
directors’ remuneration and to provide details of the remuneration of individual
directors, as determined by the Personinel and Remuneration Committee. The
Board have determined that there are no specific issues which need to be brought to
the attention of shareholders. Approval of this report by the Annual General Meeting
will not be sought.

Remuneration strategy

Abbey National oparates in a competitive market. if the Company is to continue to
compete successfully it is essential that it attracts, develops and retains high quality
staff at all levels. Remuneration policy has an important part to play in achieving this
abjective. The Comparty aims to offer all of its staff a remuneration package which is
competitive in the relevant employment market and which is set in relation to
individual performance. The Company also seeks to align the interests of
shareholders and staff by giving staff the oppartunity to build up a shareholding in
the Company. Through a series of offers under the Sharesave, Share Participation and
Employee Share Option Schemes, nearly all staff now have a shareholding interest.

Pevsonnel and Remuneration Committee

The Committee exists to provide a mechanism through which the Board can satisfy
itself that the Company is adopting human resource policies which are consistent
with the Company’s business objectives and philosophy. Its written terms of reference
require the Committee to recommend policy on executive directors’ remuneration

to the Board, and in accordance with the provisions of the Combined Code, to
determine the remuneration of each executive director, including pension rights and

any compensation payments.

The Committee, which is chaired by Mair Bames, also comprises Peter Ogden and
Lord Shutteworth. its membership is restricted to independent non-executive
directors, although the Committee consults, as appropriate, with both the Chairman
and the Chief Executive, The Committee is assisted in its deliberations by the Human
Resources Director and takes advice from fime to time from external advisers.

Remuneration policy for executive directors

The aim of the Board and the Perscnnel and Remuneration Committee is to maintain

a poticy which:

— establishes a remuneration structure which will attract, retain and motivate
executive directars of appropriate calibre;

- rewards executive directors according to both individuat and Company
performance;

— establishes an appropriate balance between fixed and variable elements of
total remuneration with the performance related element forming a potentially
significant proportion of the total remuneration package;

- aligns the interests of executive directors with those of shareholders through
the use of performance related rewards and encouraging them to acquire a
shareholding in the Corpany; and

— ensures that directors’ remuneration packages are in line with the Group's
remuneration policy.

The comparator group used in consideration of remuneration matters comprises
retail banks, insurance companies and other companies in a variety of fields with a
market capitalisation broadly sinilar to Abbey National's. The Committee obtains
advice and information from external experts wien making its comparison.

Details of each director's remuneration package, together with details of interests in
shares and share options, are set out below, There are no elerments of remuneration,
other than basic salary, which are treated as being pensianable.

The remuneration package is made up of the following elements:

~ Basic salary
Basic salaries are narmally reviewed annually and are set to reflect market conditions,

. personal pesforrmance and those paid for similar sized jobs in comparable organisations.

- Annual performance related bonus

The discretionary annual performance related bonus scheme is designed to provide
a direct link between each individuak’s remuneration and the performance of the
Company in the short termn. Itis based on individual and Company performance.

It will pay outin March 2000 in relation to performancein 1292. The maximum
potential cash payment, to be shared among the executive directors, is 30% of that
group’s basic salary earned during the year. Such payments are not pensionable.
For the year 2000, the maximum potential payment associated with this bonus will
beincreased to 50%.

The aggregate payment under the scheme is determined by the Personnel and
Remuneration Committee's view of the Company’s performance set against the
Chief Executive’s objectives including the annual budget. The budget and objectives
are set before the start of the financial year and approved by the Board.

The Committee pays particular attention to certain quantifiable targets and may then
maodify that assessment in the light of its view of performance against qualitative
objectives, such as customer service, product quality and the dynamics of the market.
Thekey financial targets for 1999 were: budgeted levels of operating expenses and
income; market share targets for key products; and a specified measure of
sharehotder value (known as the value based management profit after capital
charge). In setting the levef of benuses, the Personnel and Remuneration Commitiee
is quided by a formuia which envisages an on-target performance equating to half
the maximum potential cash payment.

The distribution of the aggregate payment to individuat executive directors reflects
theirindividual performance and contribution during the year. The Committeeis
assisted in the assessment of individual performance of the Chief Executive by the
Chairnan, and of the other executive directors by the Chief Executive. Aggregate
payments under the scheme for 1999 represented 18.5% of the salaries eamed
during the year (1998: 18%;).




- Long Term Incentive Plan

A Long Term Incentive Plan for senior executives was adopted at the 1997 Annual
CGeneral Meeting. 1t is designed to enhance the link between the remuneration of
executives and the Company’s medium and long term performance and
incorparates challenging performance targets, measured aver a three year period.
The performance targats are based on the share price and dividend performance
(total shareholder return) of the Company relative both to specified financial
institutions and to the constituents of the FTSE 100 Share Index.

At the outset of each scheme, the individuals are conditionally granted shares to a
maximum value of 70% of their basic salary. The number which are eventually
awarded to the individual depends upon the extent to which the performance
conditions are met. Half of the awards will be determined by the total sharehotder
return of the Company relative to the constituents of the FTSE 100 Share Index,

The other half of the awards will be determined by the total shareholder return of the
Cormpany relative to specified financial institutions. For the 1999-2001 performance
period, the specified financial institutions are: Bank of Scotfand, Barciays, Lloyds TSB,
NatWest, Royal Bank of Scotland, Legal & Gereral, Prudential, Alliance & Leicester,
Halifax, Northern Rock and Woolwich. The two parts of the award are determined
separately, For each part, the award will be made in full if the Company is ranked in
the top quartile of the relevant comparator group; 25% of the award will be made if
the Company is ranked at median; and pro rata between these two points. For each
part, no award will be made if the Company is ranked betow the median of the
redevant comparator group. Thus, if the Company is ranked below the median of
both comparator groups, no award will be made. Simitarly, for the award to be made
in full, the Company must be ranked in the top quartile cf both comparator groups.

In normal circumstances, to the extent that the performance conditions are satisfied,
one half of a participant’s shares awarded will be transferred to the individual on the
third anniversary of the date the conditional rights were originally granted, while the
other half are held in trust for a further two years.

The Pian is currently open only to the nine members of the Executive Committee,
Details of the grants to directors under this Plan are set out below. The Long Term
Incentive Plan for the performance period 1997-1999 will generate an award of 50%
of the shares held in trust for each individual participant. Half of these shares will be
awarded in 2000. The other half will rernain in trust for a further two years and wil only
be transferred if the participant is still in the Company’s employment at that time.

As from 1 January 1997, executive directors no longer participate in new grants
under the Executive Share Option Scheme. Prior grants of executive share options
were made on the determination cf the Personnel and Remuneration Committee
©on a phased basis and reflected both corporate and individual performance.
Directors” interests in share options are set out below.

From 1 January 1997, participation by way of new grants in the Company’s Executive
Share Option Scheme has been, and will continue to be, primarily confined to less
senior executives, a group of approximately 120 managers.

- Other payments

The Personnel and Rernuneration Committee may in certain circumstances make

ex gratia payments. These circumstances include where an individual executive director
has rendered a particular and outstanding contribution. Ex gratia payments may also
be madewhere the employment market for particular directors suggests that the median
remuneration for specialistjobs is higher than that paid to the executive directors
concerned. £x gratia payments of £65,000 (1998: nil) were made during 1999.

- Other payments continued

Shareholders have approved an employee sharesave scheme, an employee share
option scheme and an employee share participation scheme. These schemes are
available to all employees including executive directors.

-~ Benefits
Taxable benefits for executive directors include medical expenses and subsidised
mortgage loans.

Service contracts

Executive directors seeking election or re-glection at the 2000 Annual General
Meeting will each have an unexpired contract term of one year, Non-executive
directors do not have service contracts, save for the Chairman whose contractis
renewable on an annual basis at the first Board meetingin each year following
the Annual General Meeting and provides for payment of fees for a period of
twelve months.

All of the executive directors have rolling one year service contracts. Where the
individual is not required to work their contractual notice period, they will be efigible
to receive pay inlieu of notice. If an executive director is made redundant within the
meaning of the relevant employment legislation, he will be eligible to receive a
redundancy severance payment in line with the Company’s terms applicabte to
executive managers, This will be calculated on the basis of 3.25 weeks pay for each
year of continuous service up to a maximum of two years' salary, These terms
applying to involuntary redundancy have been enhanced so that any paymentin
lieu of notice will now be made in addition to any redundancy payment, whereas
previously this was deemed to be indudad in the redundancy payment. Over

30 years of continuous service will be required to achieve a maximurm payout
assuming full paymentin lieu of notice and the maximum redundancy payment.

Chairman and non-executive directors
The remuneration arrangements of the Chairman and non-executive directors are
determined by the Board and are as follows:

The Chaimnan’s emoluments consist whodly of fees, benefits and expenses in respect
of services. He is not entitled to participate in any bonus or profit sharing
afrangements nor is he entitled to participate in the Long Termn Incentive Plan or the
Executive Share Option Scheme. However, he is entitfed to participate in the
Campany’s Sharesave Scheme which is available to all eligible employees. The
Chairman’s appointment is non-pensienable and he makes his own private pension
arrangements,

Fees are paid to non-executive directors. The basic fee for non-executive directors
of £25,000 per annum is augmented by £5,000 for service on each of the Audit
Committee and Personnel and Remuneration Committee. Mair Bames receives an
additional fee of £2, 500 per annum for chairing the Personnel and Remuneration
Cornmittee. Lord Shuttleworth receives an additional fee in his capacity as director
of Abbey National Group Pension Scheme Trustees Limited and The National and
Provindial Building Society Pension Fund Trustees Limited. Keith Woaodtey's
remuneration includes payments for services as a Deputy Chairman of Abbey
Mational ple, a non-executive director of Abbey National Treasury Services plc and
as Chairman of bath their Audit Committees.

Taxable benefits for non-executive directors include the reimbursernent of travel and
other incidental expenses for attendance at Board Meetings.

Directors’ emoluments
The foltowing table shows an analysis of directors’ emoluments, excluding peasions, details of which are provided belaow:
Perfatmance
related
Salary/ annual Qther Taxable 1999 1998
fee boaus payments benefits Total Total
£ £ £ £ £ £
Chairman
325,000
Eetuiv i s
| Harley 11,636 521,011
TCWingram T arg,000 49950 1,146 309,587
e D 65,606 7128 . S ; ?05
lington (appeinted 1 January 1999} 1,428
in 1291 267916 219,562
AHPople 1,254 333054 324,284
CGToner (retired 22 Apeil 1999) T T ee ey 16342 889 105564 349,062
251,063 277,004
€ N Villiers 357,422 362.564
Non-executive directors -
LR Allen 28,333 147 28,480 6,250
A B 11 667 et e 2,1143378130000
R M Hayden (appointed 21 September 1999) 6,933 - 5935 -
G o ettt eoee et s e e e 30000
27,500
I;'i'Ogdenﬂ ''''' 8,333
ThelordRockley (retired 22 Aprit 1999y 15,000
The Lord Shuttlewortl . 43750
ILTuciiey e e 1kt e et s s Jo 560 . :
K S Woodley 80,000 3,183 83,183 48,863
Totals 3,169,851 466,817 65,000 62,116 3,763,784 3,346,609




Directors’ remuneration continued

Directors’ pensions
Executive directors are eligible to join one of the Company's pension schemes.

The following tabie shows an analysis of the accrued pension benefits as at 31 Decernber 1999 for executive directors participating in the Company’s defined benefits pension
schemes. Further information conceming the Company’s pensicn schemes is set out in nate 52 to the accounts.

Transfer value
Increase in of the increase  Total accrued  Total accrued
Contributions acarued inaccrued pensionsasat  pension as at
from directors pension pensions 31 December 31 December
during 1999 during 1999 during 1999 1999 1998
()£ NS (Dt (€223 (hE
Executive directors
| Harley - 11,520 35,861 535, 12
TCWIngram {6) - 26,398 387 7 , K
DG]ongs 7777777777777777777777777777777777777 82,100 26,497 333914 93,500 64,925
JKing (appointed T1Mav1999y 30000 15565 238,425 124 667 109,102
Mj Millington {appointed 1 January 1 999) 2, 000 18,952 230 365 93,015 71,766
M A Pain 2,250 7,294 65,984 43,113 34,708
Abpople T esa T aae gty UGS 48,50
CGToner (renred 22 Apnl 1999) : B33 5,202 152,427 166 616 161,414
| K Treacy 31,500 9,850 142,359 113,050 100,000
C N Villiers 45,000 25,958 444,628 149,000 119,227
Totals 214,185 185981 2,729,586 1,134,555 927,548
Notes:

1 The increase in accrued pension during 1999 represents the increase in the annual pension which each director would be entitfed to receive from nommal retirement age
(less the statutory inflationary increase of 3.2%, where relevant), if he had teft service voluntarily at 31 December 1999 or at his actual retirement date if earlier.

2 Tha transfer value of the increase in accrued pension represents the current capital stim which would be required, using demegraphic and financial assumptions, to produce
an equivalentincrease in accrued pension and ancillary benefits, excluding the statutory inflationary increase, and after deducting members’ contributions (including
Additional Voluntary Contributions). Although the transfer value represents aliability to the Company, it is not a sum paid or due (o be paid to the individual director and
cannat therefore meaningfully be added to the annual remuneration.

3 The accrued pension as at 31 December 1999 represents the annual penston which each director would be entitled to receive from normal retirement age if he had eft
service voluntarily at 31 December 1999 or at his actual retirement date if earlier.

4 Stated as at the date of appointment if later.

5 In most cases the figure for the increase in accrued pension during 1999 which appears in the table does not equai the difference between the total accrued pension as at
31 December 1999 and the total accrued pension as at 3T December T998. The difference arises where the increase in accrued pension is stated after deducting the statutory
inflationary increase which would have been applied to the deferred pension entitlernent had the director left at the start of the year. This deduction has been made where
directors have been in service for the whole year, and is made in crder to present a figure showing that element of the increase which results from ar extra fuil year of service
and from changes in remuneration.

6 Mr ingram does not participate in the Company's defined benefits pension scheme. His pension arrangements are on a defined contributions basis. However, the Company
has agreed to provide additional benefits as if he were participating in the defined benefits scheme. .

7 Additional Voluntary Contributions made have beeninciuded in the above table where these payments resultin anincrease in the value of the directors’ pension
entitlermnents,

Gains made on exercise of directors’ share options
During the year the exercise of share options by directors resulted in gains as set out below:

1999 1998

Total Total

3 3

70170 572018

..................... s >

.................. T

o i TR TGy v icad
MA Pain ‘ ' - 79,227
AHPople oo ' 215,668 395106
oy . o e e e s
e R Ty
Total B99.853 2,429,726

Note:
Details of the options giving rise to these gains are set out below. The gains are based on the amount by which the market value cf shares on the date of exercise exceeded the
option price, irespective of whether the shares were sold or retained.
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Directors’ share interests
The beneficial interests of directors and their immediate families in the ordinary shares of 10 pence each in the Company are shown below:

Ordinary shares: No. of shares
At 1.1.99
or date of
appointment
iflater  At31.12.99
LR Allen
M Barné -----------
(Harley )
R M Hayden (appointed 21 September 999y
S;.;'“Terence Heisser B 1,000
TEWingram T S
s SR S S O PP 31‘139
fKing (5566&&&&3 May T3ggy 7T e S o S5a67
M | Millington (appainted 1 January 1999) e e 32916
olOgen 2ne
e o oot
AHPople 50,661
The Lord Shuttleworth e
K Treacy , , o o 41372 ag 079
L Tuck e o 12,000 12,000
The Loy Tugendhat T ’ o lﬂ" 858 18,867
€ N Villiers . - o --------------- ] ] 23, 000 26,152

K S Woodiey ‘ 2.160 2160

Inaddition, at 3T December 1999, T CW Ingram held £36,522 Abbey National Floating Rate Unsecured Loan Notes 2000 issued on 23 August 1995 in consideration far
shares held in FNFC plc (1998: £76,529).

Share options:
Marketprice  Date from
No. of options At Exercise at date of which Expiry
At1.1.99* Granted exercised 31.12.99 pricef  exercisef  exercisable date Notes
THartey 2,418 2,418 428 01/10/00 Sharesave
Harley ... R e o s sea
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, s _ e o6 S ioaies i e
7,745 7.745 YT 1304 1104/99 M Executvet
........................................................................................ o s e iR Ceasive
""""" 6379 T ag39 T U sen T T T 09/09/99 0 08/09/06 Executived
150 T 150 5.91 09/09/99  08/09/06  Employee
85,662 7,745 77,917
TCWingram 3,701 3,701 4.66
"""" 4,180 4,180 4.0975 14.35 08/ Executive#
.......... Seegy e = T fo
..................................... o B i 5 e e
33,694 29,843 3,851
D G Jones 2,418 2418 4.28 01/10/00  31/03/01 _Sharesave
- 68 T 568 607 30/09/02  Sharesave
179 R A 01/04/01  30/09/01  Sharesave
R e e S e
3106 ' 36,106 565 25703/99 24j03/06  Executive
" CmEe T 22829 5.91 " 09/09/99  08/09/06  Executived
___________________________________________________________________________ g e S 08 Eogen
70,262 70,262

Sharesave

349 01/04/03  30/09/03

4,455 4.68 Executivet

13,929 12929 565 13.23 Executive

7381 N E R -1 5.9 R Executive

"""""""""" 150 ) 150 5.91 09709/9¢  08/09/06  Employee
44,773 13,929 30,844
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Directors’ remuneration continued

Directors’ share interests continued

Share options continued
Market price Date from
No. of options At Exercise atdate of which Expiry
AL1.7.99* Granted exercised 31.12.99 price £ exertise £ exercisable ate Notes
M | Mitlington 4,204 4,204 4.28 01/10/00  31/03/01  Sharesave
(appo‘ln‘_t‘gqn]_' lanuary 1999} 19,000 19,000 4,86 10/04/98 09/04705 Executive
. 20,353 20,353 565 25/03/99  24/03/06  Executive
Te000 6000 584 04/04/99 03/04/06  Executive
_________ 17,451 17,451 7.22 24/03/00  23/03/07  Executive
"""""""""""""""" 10,769 10,769 11.07 13/03/01  12/03/08  Executive
‘300 T 300 591 T 09/09/99 08/09/06  Employee
"""""""""""""""""""""""" 150 150 11.95 01/04/03  01/04/08  Employee
78,227 78,227
M A Pain - 1,285 1,285 607 01/04/04 30/09/04  Sharesave
' 698 698 938 _01/04/03 30/09/03  Sharesave
371 e T 01/04/06  01/10/06  Sharesave
13,008 13,008 565 _25/03/99  24/03/06  Execulive
T13gse 13,850 72z 24/03/00  23/03/07  Executive
""""""""""""""""""""""""" 150 150 sen 09/09/99  08/09/06  Employes
28,991 371 29,362
AHPople 1,882 1,882 239 13.07  01/06/99  30/11/99  Sharesave
e o 2,418 T4z T o0 T3103/01 sharesave
"""" 568 " 568 6.07 01/04/02  30/09/02  Sharesave
349 349 985 01/04/03  30/09/03  Sharesave
23,008 ' ) 1415 2 9 24/03/06  Executive
Cis0 T 150 o 9 08/09/06  Employee
78,375 - 74,890 3,485 '
| K Treacy 4,707 4,707 239 13.07 01/06/99 30/11/99  Sharesave
o 25,042 25,042 Tso1 T T 09/09/99  08/09/06  Executive
............................................................................................ 535 e o R A e
150 150 591 09/09/99  08/09/06  Employee
48,252 23,060 25,192
The Lord Tugendhat 1,745 1,745 9.88 01/04/03  30/09/03  Sharesave
1,745
C N Villiers 2,418 01/16/00 3/03/01 Sharesave
Commmmmmmmmmmmmm— 568 01/04/02 30/09]65 ------ Sharesave
e T 01/04/03  30/09/03  Sharesave
"""" 9612 T /04797 10/04704  Executive
3204 T T11/04/97  10/04J04  Executivet
3208 7 32086 @ 48y 10/04/98  09/04/05  Executive
10,085 25/03/99  24/03j06  Executive
36,988 9/09/99 08/09/06 Executivef
150 09/09/99  08/09/06  Employee
95,430 10,035 85,375

* or date of appcintment, iflater # Replacement options 1 Parallel discounted options (see below).

Notes:

The executive share options detailed above are subject to performance conditions based on the average growth of earnings per ordinary share relative to the average increase

in the retail price index in any three years prior to exercise.

Executive share options granted since 1996 become exercisable if the average growthin earnings per ordinary share exceeds the average increase in the retail price index by
2%. Executive share options granted since 1997 become exercisable if the growth in earnings per ordinary share over a three year period exceeds the averageincreasein
inflation by an average of at least 2% per annumn, and the Company’s total shareholder retum at least matches the median performing company in a group of specified

financial institutions.

Parallel discounted aptions are exescisable at £3.98 from 11.4.1999 to 10.4.2004, Parallel discounted options become exercisable if the average growthin earnings per
ordinary share exceeds the average increase in the retail price index by at least 10% in any five year period prior to the date of exercise. The option holder may exercise either
the standard or discounted cption, but not both, thereby reducing hath options, subject to the achievemnent of the appropriate performance criteria. The 8oard determinedin
1994 that it would no longer make grants of discounted options.

The options refer to those granted under the Company’s Executive Share Option, Employee Share Option and Sharesave schemes, as set outin note 41 to the accounts on

page 53.

Options shown under the headings “Granted” or ‘Exercised’ refer to options granted or exercised during the year.

Market price at the date of exercise is the Middle Market Quotation, as derived from the London Stock Exchange Daily Official List. The market price of the shares on
31 December 1999 was 390p (31 December 1998: 1287p} and the range during 1999 was 939p to 1435p.

There have been no changes to the beneficial and other interests of the directors in the ordinary shares of the Company as shown above up to 16 |anuary 2000.
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Long Term Incentive Plan
Details of the Company’s ordinary shares over which the directors have conditional rights undert the Long Term Incentive Plan are as foilows:

Conditional Conditional Shares Conditional Conditi
rights held rights awarded 'ﬁgﬂu r?;r?!‘shgzﬁ
) ) under plan granted during lapsed under plan
Conditional rights at1/1/99  during year year duringyear  at31/12/99
42,001 24,551 9,763 9,764 47,025

14731 7135 7138 7 igizs

16,367 9012 9,013
IKing e 22,550 10,911 6,121 6121
M Millington Cmmmmmmmmm—m—m—— ""9,589 w1y - T
AR S _ a8 133 - —
Rifpopie ™ e asie P i i
€ G Torer - 6,759 11,266 15,102
11,457 657 6572 23,443
- "9,388 9,388 15,761
Shares
Shares held awarded Shares Shares held These shares are
in trust durirg transferred infrust  recefvable in:
Shares held in trust at1/1/99 year duringyear  at31/12/99 2000
tHarley _ 9,763 Z 9,763 4,881
TCWingram ' T Z 7138 - 7138 3567 3seE
DG Jones - T e 012 9.012 4,506
\king i ’ - ez 6121 3,060
M ;M;"lng{m o ) T oo — —‘ ) - —_‘_ —_ B _
S LTI — . e i :
AH Pople - 7,886 3,943 3,943
C G Torer - 6759 3379 3380
(KTreacy o — 6571 3285 37286
¢ NViiers - 9,388 4,694 4,694
Notes:

1 Shares sufficient to satisfy the conditional rights granted under the Plan during the year were bought in the market and are held by the Abbey National Employee Trust (the
Trust), which is administered by an independent professional trustee. The cost of these conditional awards is being charged to the profit and loss account over the three year
performance period to which they relate. In 1999, £1,869,123 (1998: £872,198) was charged to the profitand loss account.

2 Shares are awarded to directors upon the relevant performance criteria being met. Directors receive 50% of the shares awarded to them three years from the date the
conditional rights are granted and the remainder five years from the same date, The awards form part of directors” emoluments in the year in which they are received and are
disclosed at the value of the shares on the date of receipt by the directors.

3 The aggregate maximum value of the conditicnal rights and shares held in trust shown above, based on the maximum number of shares that are receivable by the directors if
the Campany is ranked in the top quartile of bath the relevant comparator groups, and on the market price of the Company’s ordinary shaces at 31 Decemnber 1999, 990p
(1998: 1287p), would have been £3,149,982 (1998: £3,173,890). As stated above, alt conditional rights are subject to performance critenia. The directors do not receive any of
the shares if the Company is ranked below the median of both the relevant comparator groups.

Normatly the directors only receive the shares awarded to them if they remain in employment with the Company. Shares held in trust are nat subject te any further
performance criteria.

4 By virwe of their being potential beneficiaries of the Trust, each executive director is deemed, for the purpose of the Companies Act 1985, to have an interest in alf the shares
held by the Trust. At 37 Decernber {999, the Trust held 389,320 ordinary shares (31 Decemnber [998: 268,936 ordinary shares) for the above-named directors,
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Directors’ responsibilities for accounts

The directors of Abbey National plc are required by UK company law to prepare accounts which give a true and fair view of the state of affairs of the Company and
the Group as at the end of the financial year, and of the profit for the year. They are also responsibie for ensuring that proper and adequate accounting records have
heen maintained ane that reasonable procedures have been followed for safeguarding the assets of the Group and for preventing and detecting fraud and other
itregularities.

In respect of the accounts the directors are required to:

- ensure that suitable acceunting policies, which follow generally accepted accounting practice, have been applied consistently;

- ensure that reasonable and prudent judgements and estimates have been used in the preparation of the accounts;

- prepare the accotnts on the going concern basis unless it is inappropriate to presumne that the Company and the Group will continue in business; and
- state whether applicable accounting standards have been followed and to disclose and explain any material departures in the accounts.

Auditors’ report to the members of Abbey National plc

We have audited the accounts on pages 37 to 61 which have been prepared under the accounting policies set out on pages 41 and 42.

Respective responsibilities of directors and auditors
‘The Company’s directors are respensibie for preparing the Annual Report, including as described above, the accounts. Qur responsibilities, as independent auditors,
afe established by statute, the Auditing Practices Board, the Listing Rules of the London Stock Exchange, and by our profession’s ethical guidance.

We report to you our opinion as to whether the accounts give a true and fair view and are properiy prepared in accordance with the Companies Act 1985. We also
report {0 you if, in our opinion, the directors’ repart is not consistent with the accounts, if the Compaky has not kept proper accounting records, if we have riot
received alf the infermation and explanations we require for our audit, or if infarmation specified by law or the Listing Rules regarding directors’ remuneration and
transactions with the Company and other members of the Group is not disclosed,

We review whether the corparate governance statement on page 28 reflects the compliance with the seven provisions of the Combined Code specified for our
review by the Stock Exchange, and we report if it does not. We are not reqjuired to consider whether the Board’s statemnents on internal control cover all the risks and
controls, or form an opinion on the effectiveness of the Group's corporate governance procedures or its risk and control procedures.

We read the other inforrmation contained in the Annual Report, including the corporate govesnance statements, and consider whether it is consistent with the
audited accounts. We consider the implications for our repart if we become aware of any apparent misstatemnents or taterial inconsistencies with the accounts.

Basis of audit opinion

We conducted our audit in accordance with Auditing Standards issied by the Auditing Practices Board. An audit includes examination, on a test basis, of evidence
refevant to the amounts and disclosures in the accounts. [t also includes an assessment of the significant estimates and judgements made by the directors in the
preparation of the accounts, and of whether the accounting pelicies are appropriate to the circumstances of the Company and the Group, consistently applied and
adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to provide us with sufficient
evidence to give reasonable assurance that the accounts are free from material rnisstatement, whether caused by fraud or other irregularity or error. In farming our
apinion, we also evaluated the overall adequacy of the presentation of information in the accounts.

Opinion
In our opinion the financial statemnents give a true and fair view of the state of affairs of the Company and the Group as at 31 December 1999 and of the profit of
the Group for the year then ended and have been properly prepared in accordance with the Companies Act 1985,

N ,
YNES PNV PNy T2

Deloitte & Touche

Chartered Accountants and Registered Auditors
London

16 February 2000
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Consolidated profit and loss account for the year ended 31 December 1999

999

1999

1999
Notes £m £m £m £m
Interest receivable:
~Interest receivable and similar income arising from debt securities - 2,902 2902 3,103
2 Other mterest_'recewab{e and similar income 6,327 ' 6 327 6,8"22
4 Interest payable (6,568) (6,568) (7.684)
Net interestincome 2,661 2,661 2,241
s Dividendincome 2 2 4
_ Fees and commissions fgcezvab!e 737 737 643
Fees and commissions payable (246) (246) (136)
6 Dealingprofits T 98 98 32
_ Other operatlng income: e -----------
2 Income from long term assurance busmess o 202 () 196 1 55
7 Other operating income - 302 302 172
Total operating income 3,756 6) 3,750 3,111
8 Administrative expenses (1,475) 21 (1,496 (1,240)
> Deprecationandamortisation (119) m9)_(106)
,,,,,,,, Povisons:
10 Provisions for bad and doubtful debts (303 ~(303) (201)
»_Provisionsfor contingent iabiitiesand commitments (23) L@ a8
Amounts written off fixed asset investrnents (26) (26) (28)
__Profiton ordinary activities beforetax 1810 (@) 178 1,520
11 Tax on profit on ordinary activities (530) 8 (522) (462)
12 Profit on ordinary activities after tax 1,280 (19) 1,261 1,058
42 _Transfer to non-distributable reserve e 13 029)
11 Dividends indluding amounts attributable to non-eqmty mterests VVVVVVVVVV (610) (535)
_ Profitretained for the financialyear 638 398
14 Earnings per ordmar} share-baste 86.2p 72.4p
14 Earnings per ordinafy share ~ diluted 85.5p ’1.7p

The Group's resuits as reported are in all material respects on a historical cost basis. Accordingly, no note of historical cost profits and
losses has been presented.

All results arise from continuing operations.
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Consolidated balance sheet asa 31 pecember 1999

1999 1999 1998 1998
(restated} {restated)
Notes £m £m £m £m
Assets
Cash and balances at central banks 701 329
15 Treasury bills and other eligible bills 1,114 2,057
16 Loans and advances to banks 11,472 7,428
17 Loans and advances to customers 75221 72,257
18 Loans and advances to customers subject to securitisation 1,930 217
Less: non-returnable finance (1379 (213)
551 4
19 Net investment in finance leases 5,441 5,326
20 Debt securities 59,445 54,203
2 Equity shares and othar variable yield securities 295 123
22 Long i.rm assurance business 1,042 760
b2 fnterests in associated undertakings 59 20
26 Intangible fixed assets \ 203 201
27 Tangible fixed assets 759 731
28 Operating lease assets 358 223
2 Other assets 3,930 3,332
30 Prepayments and accrued income 2,714 2,376
22 Assets of long term assurance funds 17,439 13,383
Total assets 180,744 162,753
Liabilities .
32 Deposits by banks 29,824 35,610
33 Customer accounts 59,911 52,924
34 Debt securities in issue 51,407 42,989
Dividend proposed 382 334
35 Other liabilities ) 6,930 4,564
36 Accruals and deferred income 2,857 3,015
37 Provisions for liabilities and charges 1,275 1,194
40 Subordinated liabilities including convertible debt 4,641 3,333
22 Liabilities of long term assurance funds 17,439 13,383
. 174,666 157,346
41 Called up share capital — ordinary shares 142 142
- preference shares 325 325
41 Share premium account 1,536 1,493
42 Reserves 449 433
42 Profit and loss account 3,626 3,014
43 Shareholders’ funds including non-equity interests 6,078 5,407
Total liabilities ' 180,744 162,753
Memorandum items
Contingent ltabilities
45 Guarantees and assets pledged as collateral security - 2,214 1,844
16 Other contingent labilities 477 552
2,691 2,396
Commitments
47 Obligations under stock borrowing and lending agreements 17,024 15,026
47 Other commitments 6,235 2,810
23,259 17,836

For detaiis of the 1998 balance sheet restatement, see "Accounting policies, Stock borrowing and lending arrangements’ on
page 42,

The accounts on pages 37 to 61 were approved by the Board on 16 February 2000 and signed on its behalf by:

1]
F

/

4

il

{ ( { ST ;{-’-‘ f'gr’.-' /
NI

Lord Tugendhat
Chairman *
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Company balance sheet a1 pecember 1999

- 1999 1999 1998 1593
Notes £m im £m £m
Assets
Cash and balances at central banks 672 324
16 Loans and advances to banks 4,650 3,361
17 Loans and advances to customers : 62,927 62,165
18 Loans and advances to customers subject to securitisation 1,932 217
Less: non-returnable finance (1211 (213)
21 4
20 Debt securities 1,302 1,491
n Equity shares and other variable yield securities 2 4
23 Interests in associated undertakings ' 12 i1
24 Shares in Group undertakings ' 4187 2,776
27 Tangible fixed assets 375 564
b QOther assets 343 564
30 Prepayments and accrued income 1,049 694
Total assets 75,740 _ 71,958
Liabilities
32 Deposits by banks 11,020 11,533
33 Customer accounts 52,919 50,730
34 Debt securities in issue 21 23
Dividend proposed 382 334
15 Other liabilities . 627 740
36 Accruals and deferred income ' 1,024 1,014
37 Provisions for liabilities and charges 54 72
40 Subordinated liabilities including convertible debt 4,668 3,343
70,715 67,789
41 Called up share capital — ordinary shares 142 142
- preference shares 325 325
41 Share premium account 1,536 1,493
42 Profit and loss account 3,022 2,209
43 Shareholders’ funds including non-equity interests 5,025 4,169
Total liabilities _ 75,740 71,958
Memorandum items
Centingent liabilities
45 Guaraniees and assets pledged as collateral security 128,643 107,615
46 Other contingent liabilities : 8 10
128,651 107,625
47 Commitments 497 338
497 338

The accounts on pages 37 to 61 were approved by the Board on 16 February 2000 and signed on its behalf by:

Yhp_

Mark Pain :

Finance Director

Lord Tugeridhat
Chairman

39 Abbey Natienal Group




Statement of total recognised gains and losses for the year ended 31 December 1999

— 1999 1998

Profit attributable to the shareholders of Abbey Nationai plc 1,261 1,058
2 Translation differences on foreign currency net investment -
42 Unrealised surpius on revaluation of investment properties 3 -

Total recognised gains relating to the year

1,263 1,058

Consolidated cash flow statement for the year ended 31 December 1999

Nates

1999 1998
£m £m

sta_Net cash inflow from operating activities

Returns on investments and servicing of finance:

10,527 4,688

Interest paid on subordinated liabilities

(198)  (195)

Preference dividends paid 40 (36)
Net cash outflow from returns on investments and servicing of finance (239) (231)
Taxation:

UK corporation taxpaid (318 (23¢)

Overseas tax paid

(3 52

Total taxation paid

(319)  (288)

Capital expenditure and financial investment:

Purchases of investment securities

Sales of investment securities

Redemptions and maturities of investmenit securities

(20,384) (26,335)

4166 14,314

7383 8,102

,,,,,,,, Purchasesof tangible fixed assets L 364y | @19)
Sales of tangibie fixedassets 95 70
Transfers to life assurance funds (145) (4

sieg Net cash outflow from capital expenditure and financial investment (9,249) (4,072
. Acquisitions and disposals EY N CIE)
Equity dividends paid (520) (454)
Net cash inflow (outflow) before financing 170 (571)
LoHnandng:
Issue of ordinary share capifal ______ 18 17
lssueofloan capital 1525 . 857
Repayn{eﬁts” of loan capitai- : (195) -
s1c Net cash inflow from financing 1,348 874
s1b Increase in cash 1,518 303

For the purposes of the consalidated cash flow statement, cash includes all cash in hand and loans and advances ta banks repayable on

demand without notice or penalty, including amounts denominated in foreign currencies.
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Accounting policies

Basis of presentation

The consolidated accounts are prepared in accordance with the special provisions
of Part Vit of the Companies Act 1985 applicable to banking companies and
banking groups.

Accounting convention

The Group prepares its accounts under the historical cost convention, modified
by the revaluation of certain assets, in accordance with applicable UK accounting
standards and the Statements of Recommended Accounting Practice issued by
the British Bankers’ Association and the irish Bankers’ Federation.

Basis of consolidation

The Group accounts comprise the accounts of the Company and all its

subsidiary undertakings. The accounting reference date of the Commpany and its
subsidiary undertakings is 31 December, with the exception of those leasing,
investment, insurance and funding companies, which, because of commercial
considerations, have varicus accounting reference dates. The accounts of these
subsidiaries have been consolidated on the basis of interim accounts for the period
to 31 December 1999,

The assets and liabilities of the long term assurance funds are presented separately
- from those of other businesses in order to reflect the different nature of
the shareholders” interest therein,

Interests in subsidiary undertakings and associated undertakings

The Company’s interests in subsidiary undertakings and associated undertakings are
stated at cost less any provisions for impairment. The Group’s interests in assodiated
undertakings are stated at the Group's share of the book value of the net assets of the
associated undertakings.

Goodwill

CGoodwill arising on consolidation as a result of the acquisitions of subsadlary
undertakings and the purchase of businesses after 1 january 1998 is capitalised under
the heading Intangible fixed assets and amortised on a straight line basis over its
expected useful ecanomic life. Such goodwill is subject to reviéw for impairment in
accordance with FRS 11, ‘lmpairment of fixed assets and goodwill’ (see below). The
useful economic life is calculated using a valuation model which determines the
pericd of time over which returns are expected to exceed the cost of capital, subject
1o a maxiEnum period of 20 years.

Goodwill arising on consolidation as a result of the acquisitions of subsidiary
undertakings, and the purchase of businesses prior to 1 January 1998, has previously
been taken to reserves. On disposal of subsidiary undertakings and businesses, such
goodwillis tharged to the profit and loss account balanced by an equal credit to
reserves. Where such goodwill in continuing businesses has suffered animpairment,
a similar charge to the profit and loss account and credit to reserves is made.

Impairment of fixed assets and goodwill

Tangibie fixed assets, ather than investment properties, and goodwill are subject

to review for impairment in accordance with FRS 11. The carrying values of tangible
fixed assets and goodwill are written down by the amount of anyimpairment, and
the foss is recognised in the profit and foss account in the period in which this occurs.
Should an external evant reverse the effects of a previous imipainment, the carrying
value of tangible fixed assets and goodwill may be written up to a value no higher
than the original depreciated or amortised cost.

Depreciation ‘

Tangible fixed assets, other than investment properties (see below), are depreciated
on a straight line basis over their estimated useful lives. The following annuaf rates
are used:

Premises and Equipment

Freehold buildings: 1.0%

Long and shont leasehold premises: Over the remainder of the iease, with
amaximum of 100 years. Acquisition premiums are depreciated over the period
to the next rent review.

OﬁlCe fixtures, equipment and furmture 125%
Computer equipment;
Mainframes 55 0%
" Peripherals 200

No deprediation is provided on freehold land.

For a description of depreciation on operating lease assets, see ‘Equipment leased to
customers’ below,

investment properties

In accordance with Statement of Standard Accounting Practice (SSAP) 19,
‘Accounting for investment properties’, investment properties are includedin the
consolidated balance sheet at their open market value in existing use and are
revalued annually. Changes in market value are reflected in the investment
revaluation reserve except where the property is permanently impaired when the
loss is taken directly to the profit and loss account,

MNo depreciation is provided inrespect of investment properties. This is a departure
from the requirements of the Companies Act 1985 which requires all properties to

be depreciated. Such properties are not held for consumption but for investment and
the directors consider that to depreciate them would not give a true and fair view.
Depreciation is only one amongst many factors reflected in the annual valuation of
properties and accordingly the amount of depreciation which might otherwise have
been charged cannot be separately identified or quantified.
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Deferred taxation

Deferred taxation is accounted for whereit is probable that aliability or assetwill
arise. Provision is calculated at rates expected to be applicable when the liability or
asset crystallises.

Interest receivabie

Interest is suspended where due but not received on loans and advances in arrears
whaere recovery is doubtful. The amounts suspenced are excluded from interest
receivable on loans and advances until recovered,

Fees, commiissions and dividends receivable

Fees and commissions receivable in respect of services provided are taken to the
profit and loss account when the related services are performed. Where fees,
commissions and dividends are in the nature of interest, these are taken to the profit
and loss account on a systematic basis over the expected life of the transaction to
which they relate, and are induded under the heading, Interest receivable, Fees
which are receivable in order 10 cover a proportion of future losses, as explained in
more detail under Deferred income, are taken to the profit and loss account as the
relevant losses are identified and provided for, and are induded under the heading,
Other operating income. Income on investments in equity shares and variable yield
securities is recognised as and when dividends are received, and included within
Dividend income.

Lending-related fees and commiissions payable and discounts

Under certain schemes, fees and discounts may be granted to customers as incentives
to take out loans. It is usually a condition of such schemes that incentive payments are
recoverable by way of early redemption penalty charges in the event of redemption
within a specified period, ‘the penalty period’, and it is the Group’s policy and nomal
Practice to make such charges. Such incentive payments are charged to the profit
and loss account over the penalty period where their cost is recoverable from the net
interest income earmed from the related loans over the penalty period, or from the
penalty charge in the event of earty redemption. When the related loan is redeemed,
sold or becomes impaired any arounts previously unamortised are charged to the
profit and foss account. The profit and loss account charge for such fees and
discounts is included under the heading, Interest receivable.

Commissions payable to introducers in respect of obtaining certain lending business,
where this is the primary form of distribution, are charged to the profit and loss
account over the anticipated life of the loans. The profit and loss account charge for
suech comnmissions is induded under the heading, Fees and commissions payable.

Dealing profits

Dealing profits include movements in prices on a mark to market basis, including
accrued interest, on trading derivatives. Deating profits also include movementsin
prices, on a mark to market basis excluding accrued interest, on trading debt
securities and trading treasury and other eligible bilts. In 1998, dealing profits also
included interest receivable on trading securities, and interest payable on their
associated funding, Foilowing an accounting presentation change, suchinterest is
now included in interest receivable and interest payable. The 1998 comparative .
batances have been restated with the effect being a £12m reductionin dealing profit,
2 £457m increase in interest receivable, and a £445m increase in interest payable.

Deferred income

The Company has entered inta insurance arrangements with certaininsurance
subsidiaries to cover a proportion of future losses on certain UK loans and advances
secured on residential properties with high loan to value ratios, for which a fee may
be charged.

in the Group accounts, such fees are deferred and are inciuded in the balance sheet
under the heading, Accruals and deferred income. The deferred income balance is
held to cover anticipated losses in connection with such lending, and deferred
income is released to the prafit and loss account to match the expiry of risk or,
where the loans become impaired, to match the provisions charge.

Securities

Debt securities, equity shares and other variable yield securities (securities) held for
investment purposes are stated at cost, adjusted for any amortisation of premium or
discount on an appropriate basis over their estimated remaining lives. Provision is
made for any impairment. Investment seaurities are intended for use on a continuing
basis by the Group and have been identified as such.

In accordance with industry practice, securities which are not held for the purpose of
investment and the associated funding of these assets are stated at market value and
profits and losses arising from this revaluation are taken directly to the profitand loss
account, The net return on these assets, excluding interest, appears in Dealing profits
in the profit and loss account. This net return comprises the revaluation profit and loss
referred to above, plus profits and losses on disposat of these assets. The difference
between the cost and market value of securities not held for invastment is not
disclosed as its determination is not practicable.

Where securities are transferred from porifalios held for investment purposes to
portfclios held for other purposes, the securities are transferred at market value. Gains
and losses on these transfers are taken directly to the profit and loss account, and are
included within Cther operating income.

Interests in securities are recognised as assets o, in the case of short positions,
iabilities, at the date atwhich the commitment to purchase or sell is considered to be
binding.

Securities sold subject to sale and repurchase agreements are retained on the balance
sheet where the risks and rewards of ownership of the securities remain with the
CGroup. Similarly, securities purchased subject to purchase and resale agreements are
treated as collateralised lending transactions where the Group does not acquire the
risks and rewards of ownership.




Accounting policies continued

Sale and repurchase agreements

The Group enters into purchase and resale and sale and repurchase agreements as
part of its money market business. These amourtts are included within Loans and
advances o banks, Loans and advances to customers, Deposits by banks and
Customer accounts. The difference between sale and repurchase and purchase and
resale prices for such transactions s charged or credited to the profit and loss account
over the life of the relevant transactions within Interest receivable and Interest
payable.

Stock borrowing and lending arrangements

The Group enters into stock borrowing and lending agreements as a means of
carrying out its money market business. In addition, stock borrowing and [ending
agreements are entered into for acquiring and selling equities.

In 1998, the right to receive stocks lent under such agreements was recognised
on the balance sheet as “Assets under stock borrowing and lending agreements”.
Similarly, obligations to retumn stocks bomowed under such agreements were
recognised on the balance sheet as “Liabilities under stock borrowing and
lending agreements’.

Following an assessment of recent accounting pronouncements and a review of
industry practicein 1999, ithas been determined that the rights and obligations
entered into under stock borrowing and lending agreements do not meet the
definition of assets and liabilities. Therefore the Group's accounting policy for
transactions entered into under such agreements has been changed to ene of
de-recagnition of the associated right to receive stock and cbligation to retum stock
balances. The 1998 comparative amounts have been restated to reflect this
accounting policy change and as a consequence both Total assets and Total liabilities
in the consolidated balance sheet have reduced by £15,026 million. Cbligations
taken on pursuant to entesing into such agreements are now reported as
Commitments.

Incorne earned and expense paid on stock borrowing and lending agreements is
reparted as Fees and commissions receivable and Fees and commissions payable,
except when in the nature of interest, in which case they are reported as [nterest
receivable and interest payable.

Debt securities in issue ) . -

Premiums, discounts and expenses relating te bonds and notes issued as part of

the Group's funding programme are amortised over the life of the underlying
transaction. Bonds and notes issued are therefore stated at net issue proceeds
adjusted for amortisation, Where premiums, discounts and expenses are matched

by swap fees, the preseritation of these premiums, discounts and expenses has been
matched with the presentation of the swap fees, in Prepayments and accrued income
and Accruals and deferred income,

Derivatives

Transactions are undertaken in derivative financial instruments, {derivatives), which
include interest rate swaps, cross-currency swaps, futures, equity derivatives, options
and similar instruments for both trading and non-trading purposes.

Derivatives classified as trading are held for market making or portfolio management
purposes within the Group’s trading books. Trading book activity is the buying and
selling of financial instruments in order to take advantage of short term changes in
market prices or for market making purposes in order to facilitate customer
requirements, Trading derivatives are carried at market value in the balance sheet
within Other assets and Other liabilities. Valuation adjustments to cover credit and
market liguidity risks and future administration ¢osts are made. Positive and negative
market values of trading derivatives are offset where the contracts have been entered
into under master netting agreements or other arrangements that represent alegally
enforceable right of set-ff which will survive the liquidation of either party, Gains
and losses are taken directly to the profit and loss account and reported within
Dealing profits.

Derivatives classified as non-trading are those entered into for the purpose of
matching or eliminating risk from potential movements in foreign exchange rates,
interest rates, and equity prices inherentin the Group’s non-trading assets, fiabilities
and positions. Non-trading assets, liabilities and positions are those intended for use
on a continuing basis in the activities of the Group.

A derivative is designated as non-trading where there is an offset between the effects
of potential movements in market rates on the derivative and designated non-trading
asset, liability or position being hedged. Non-trading derivatives are reviewed
regularly for their effectiveness as hedges, Non-trading derivatives are initially
recorded at cost and accounted for an an accruals basis, consistent with the assets,
liabilities, or positions being hedged. Income and expense on non-trading derivatives
are recognised as they accrue over the life of theinstruments as an adjustment to
interest receivable or payable.

Where a non-trading derivative no longer represents a hedge because either the
underlying non-trading asset, fiability or position has been de-recognised, or
transferred into a trading portfolio, or the effectiveness of the hedge has been
undermined, itis restated at market value and any change in vaiue is taken directly to
the profit and loss account and reported within Other operating income. Thereafter
the derivative is classified as trading or re-designated as a hedge of a non-trading item
and accounted for accordingly.

1n other circumstances, where non-trading derivatives are reclassified as trading or
where non-trading derivatives are terminated, any resulting gains and losses are
amortised over the remaining life of the hedged asset, liability or position.

Unamortised gains and losses are reported within Prepaymnents and accrued interest
and Accruals and deferred income respectively on the balance sheet.
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Derivatives continued
Derivatives hedging anticipatory transactions are accounted for on a basis consistent
with the relevant type of transaction.

Where anticipatory transactions do not actually occur, related derivatives are restated
at fair value and changes in value are taken directly to the profit and loss account and
reported within Other operating income. Where retained, such derivatives are
reclassified as trading or re-designated as a hedge of a non-trading item and
accounted for accordingly.

Equipment leased to customers

Assets leased to customers under agreements which transfer substantially all the risks
and rewards associated with ownership, other thanlegal title, are classified as
investmenits in finance leases. All other assetsleased to customers are dassified as
Operating lease assets. The net investment in finance leases represents total
minimum lease payments less gross earnings allocated to future periods. Income
from finance {eases is credited to the profit and loss account using the actuarial after
tax method to give a constant periodic rate of return on the net cash investment.

Operating lease assets are shown at cost less deprediation, calculated on the actuarial
after tax method, and are shown as a separate category of fixed asset since they are
held for a different purpose.

Income in respect of Qperating lease assets and the deprediation charge for the
period are both included within Other operating income.

Provisions for bad and doubtful debts

Specific provisions are made against loans and advances when, as a result of regular
appraisals of the assets, it is considered that recovery is doubtful. A general provision
is made against loans and advances to cover bad and doubtful debts which have not
been separately identified but which are known from experience to be present in any
portfolio of loans and advances. The specific and generai provisions are deducted
from loans and advances. Provisions made during the year, less armounts released
and recoveries of amounts written off in previous years, are charged to the profit and
loss accotnt.

Securitisations

Certain Group undertakings have issued debt securities, or have entered into funding
arrangements with lenders, in order to finance the purchase of certain portfolios of
{oan and investrment assets. These obligations are secured on the assets of the
undertakirgs. Where the conditions for linked presentation are met, the proceeds of
the note issues (o the extent that there is recourse) are shown deducted from the
securitised assets on the face of the balance sheet,

Long term assurance business

The value of the long term assurance business represents the value of the
shareholders interest in the long term assurance funds, which consists of the present
value of the surplus expected to emerge in the future from business currently in force,
together with the Group’s shareholders’ interest in the surplus retained within the
long term assurance funds,

In determining this vatue, assumptions refating to future mortality, persistency and
levels of experises are based on experience of the business concerned. Surplus
expected to emerge in the future is discounted at a risk-adjusted discount rate after
provision has been made for taxation. Changes in the value, which is determined on
a post-tax basis, are inctuded in the profit and loss account grossed up at the effective
rate of tax. The post-tax increase in the value is treated as non-distributable until it
emerges as part of the surplus arising during the year.

The values of the assets and liabilities of the long term assurance funds are based on
the amounts included in the accounts of the Life Assurance companies. The values
are determined in accordance with the terms of the Companies Act 1985 (Insurance
Companies Accounts) Regulations 1993, adjusted for the purpases of inclusionin the

" Group accounts in order to be consistent with the Group's accounting policies and

presentation, where a separate asset s established to account for the value oflong
term assurance business.

Foreign currency translation

Income and expenses arising in foreign currencies are translated into sterfing at the
average rates of exchange over the accounting period unless they are hedged in
which case the relevant hedge rateis applied. Dividends are translated at the rate
prevailing on the date the dividend i receivable. Assets and liabilities denominated in
foreign currencies are translated into sterling at the rates of exchange curent at the
balance sheet date. In the Group accounts, exchange differences on the translation of
the apening net assets of foreign Group undertakings to the closing rate of exchange
are taken to reserves, as are thase differences resulting from the restatement of the
prefits and losses of foreign Group undertakings from average to closing rates.
Exchange differences arising on the translation of foreign currency borrowings used
to hedgeinvestments in overseas undertakings are taken directly to reserves and
offset against the corresponding exchange differences arising on the translation of
the investments. Other translation differences are deait with through the profit and
loss account.

Pensions

Where pensions are provided by means of a funded defined benefits scheme, annual
contributions are based on actuarial advice. The expected cost of providing pensions
is recognised on a systernatic basis over the expected average remaining service lives
of members of the scheme.




Notes to the accounts

Tl R S WS e Cum G e
1. Segmental analysis ﬂng 3?1 £m £m £m "9 £m &“ﬁ £m d?};t T‘ﬂ
1999
Netinterest income before
exceptional items 1621 393 9 561 o 52 28 an - 2,661
Otherincome and charges 39 167 236 20) 145 46 Ty 129 - 1,095
Total operating income 2,010 560 245 543 - 143 108 3 118 ~ 3,756
Profit (loss) before taxation '
and exceptional items 140 104 17 (8) 1) (16) 1,810
Year 2000and EMUcosts I B ) @ o - @
Prafit (loss) before taxation 139 103 16 an 72y (16} 1,783
Total assets 64,838 81,741 18,893 8,697 146 4,491 1,456 452 - 180,744
Netassets 2,445 2,087 988 646 42 107 61 (298) - 6,078
The average number of staff employed by the Group during the year was as follows:
Employees 17,084 561 2,000 4301 920 1,133 362 28490 8 29209
oo
Netinterestincome before i T i o
exceptional items 1,522 413 (1) 4 (5) 47 17 19 - 2,241
Other income and charges 383 55 1 (15) 147 38 18 40 - 877
Total operating income 1,905 466 200 226 142 85 35 59 - 3,118
Profit {loss) before taxation
and exceptional items 926 361 190 94 98 26 - {107} - 1,588
Year 2000 and EMU costs a1y e R o T @ M @ (8 - (68)
Profit (loss) before taxation 885 359 183 93 94 25 “) {15 - 1,520
includesfor: . i o
discontinued operations 1 - - - - - 13 (9 - 5
Total assets 63,469 69,916 14,360 8,279 137 4,225 1,289 1.078 - 162,753
Net assets 2,42 1,922 643 222 22 98 50 29 - 5,407
The average number of staff employed by the Group during the year was as folfows:
e W TR RASTT v S5 TRy s P

1998 results have been restated to reflect the transfer of City Deal Services Ltd from Wholesale Banking to Wealth Management, and the transfer of the Abbey National-
branded unsecured personal lending business from Finance House to UK Retaif Bapking.

Consistent with previous years, when arriving at the segmenttal analysis, certain adjustments have been made. They include an adjusiment to reflect the capital notionally
absorbed by each segment, based on the Group’s Financial Services

Authority regulatory requirements, and an allocation across the segments of the eamings on group reserves.

No separate geographical analysis is presented because the only significant non-UK businesses are shown in the Continental Europe and Wealth Management business
segments and represent fess than 5% of total assets.

1999 1998

2. Other interest receivable and similar income

On other interest eaming assets and investments

6,327 6,822

Interest receivable on secured advances has been reduced by £235m (£207m)in respect of the charge for lending-related fees and discounts payable, which are charged
againstinterestincome aver the period of time in which the Group has the right to recover the incentives in the event of early redemption. The movesnents on such incentives
are as follows:

Group Company
Interest Interest
rate rate
discounts Cashbacks Total discounts Cashbacks Total
£m £m £m £m £m f£m
Ay 1 e e ettt st 113 435 o8 L S
Expenditureincurred in the year 107 160 267 107 158
Transfer to profit and loss account (110} 125%) (235) 10y (124) (234)
At 31 December 1999 110 470 580 110 467 577

Interest due but not received on loans and advances in arrears has not been recognised in interest receivable where collectability is in doubt, but has been suspended.
A table showing the movements on suspended interest is included inncte 10.
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Notes to the accounts continued

3. Exceptional items Year 2000 and EMU costs

The costsincurred during the year in preparing the Group for Year 2000 and
Economic and Monetary Union (EMU) have been treated as exceptional items but
induded within existing captions in the profit and loss account. An analysis of the
expenditure incurred, including comparatives, is shown below:

8. Administrative expenses continued

Notes:

(1) Excludes the following staff costs incurred by the Life Assurance division, which
are charged to income from long term assurance business:

1999 1998
Year 2000 EMU Tatal £m fm
Year ended 31 December 1999 £m £m M St costs:
Expenditure charged to the Wages and salaries TR
profitand [oss account: P : e T U
indluded within: ocia) secunly costs 3
QOther administrative expenses 17 4 21 Other pension costs 4 4
Income from long tenm assurance business 6 - 6 (2)0n 37 Agril, Deloitts & Touche (D&T) ——y 46 “
- e : n ril, Deloitte & Touche were appointed to camry out statutory audit
1C_ap|t_gli e);_pt:;dlture {included within 2 3 wark for Abbey National plc and substantially all its subsidiaries in 1999, succeeding
angibie fixed assets) - PricewaterhouseCoopers {PwC}, and therefore substantially all 1999 costs relate to
D&T. Comparative payments relate to amounts paid to PwC, except for amounts
Year 2000 EMU Tow  Padpriorto July 1998, the date of the merger between Coopers & Lybrand and
Year ended 31 December 1998 £m £m £m  Price Waterhouse to forrr} PricewaterhouseCoopers, where payments relate to either
Expenditure charged to the Coopers & Lybrand or Price Waterhouse.
profit and loss account: - S O S
et 1999 1998
Included within: e Allamounts stated net of VAT, £m £m
Other administrative expenses 8 3 61 Auditservices 32 3.2
Income from long term assurance business 7 - 7 Reporting accountants and other regulatory reporting 09 1.0
Capital expenditure (included within Sub-total: Audit and similar services 4.1 42
Tangible fixed assets) 6 - [ "
- - Tax services 0.} 0.6
Further information on Year 2000 and EMU can be found on page 20 of the - -
Operating and financial review. Consultancy and advisory services 1.9 22
Sub-total: Other services 20 28
1999 1998
4in (restated) 6.3 7.0
. Interest payabie m M induded within the remuneration for audit services is the audit fee for the Company
On retail customer accounts 1,930 2,757 of £0.8m (£0.9m).
On sale and repurchase agreements 776 1,000 Ofthef ble to the G ditors for auditservices £3.0m (£3.0m) related
; e fees payable to the Group’s auditors for audit services £3. .Om} relat
Onotherdepositsandloans %621 .27 tothe United Kingdom.
GOn subordinated liabilities including convertible debt 241 200
6,568 7,684 Paymentsto Deloitte & Touche for Consultancy and advisory services represents less
than 5% of the Group's total consultancy expenditure.
; 1999 1998 1999 1998
3. Dividend income £m £m 9, Depreciation and amortisation £m £m
Income from equity shares and other variable yield securities 2 4 Amortisation of intangible fixed assets
- purchased goodwill (see note 26) mn 1
1999 1998 Deprediation of tangible fixed assets (see note 27) s 105
" (restated)
6. Dealing profits - £m £m 119 106
Debt securities 20 2
Interest vate and equity derivatives 78 30 On wg‘:gc; Onother on
28 32 10. Provisions for bad e g Ungecured Tota
1990 1998 and doubtful debts £m £m £m £m
7. Other operating income £m ¢m  Group
Deferred income release (see note 36) 77 70 Atlfanuary1999 -
Profits less losses on disposal General . LB e 199
of investment securities 33 17 Specific 106 118 138 362
Profit on disposal of equity shares 60 T Exchange adjustments 2 9 _ on
Income from operating lease assets 78 3 Tansferfromprafitand L mmmm—"
Depreciation on operating-lease assets (52) {20} Hoss account 34 47 22 303
income from associated undertakings 12 - irrecoverable amounts written off  (40) (&3] (225) (324)
Other 24 74 At31 December 1999 207 120 202 529
302 172 Being for the Group:
Profit on disposal of equity shares comprises profit made by Abbey National Beta General 131 23 3¢ 1
Investments Ltd, a subsidiary of Abbey National plc, on disposal of its holding in Irish Specific 76 o7 163 336
Permanent. -
Including for the Company:
1999 1998
8. Admiinistrative expenses £m g A Jenuary1999 I
Staff costs (1: Cenetal e 62 . T 2 7
Wages and salaries " T e T s bl e 1 o %
Social security costs Ca 42 A D 10 e e
Other pension costs 69 53 E‘Eﬂffa_' e .68 T 14 82
739 611 Specific 30 1 98 129
Property and equipment expenses: o
Rents payable 72 61
Rates payable 27 25
Hire of equipment ] 5.8
QOther property and equipment expenses 50 50
154 142
Other administrative expenses (2) 603 487
1,496 1,240
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10. Provisions for bad and doubtful dehts continued
Capital provisions as a percentage of loans and advances to customers

12, Profit on ordinary activities after tax
The profit after tax of the Company attributabie to the shareholders is £1,446m
(£544m). As permitted by section 230 of the Companies Act 1985, the Company’s

°"s;';‘;,‘;§3‘3 Onother on profit and loss account has not been presented in these accounts.
residential secured unsecured
propefﬁéﬁﬁ advancg advmc% Totgabl Pencl;)mt; Pen: cleg:g 1999 1998
Group 13. Dividends share share £m £
At 31 December 1999 Ordinary Shares (QQUY) e
03 33 53 o Interim (paid) 13.40 11.75 190 167
oK R I ¥ S A final (proposed) 26.85 2355 382 334
1 Decarnber 1998 T 40,25 35.30 572 50
03 T4 37 06 Preference shares {non-equity) 38 34
MoK 18 447 22 73 510 335
Company 14. Eamni ordinary share 1999 1998
At 31 December 1999 02 11 60 0.3 Profit ami::ugtsal::o the s:;:;hofders of
At 31 I?ecem!‘er 1998 0.2 1.4 6.2 0.4 ‘Abbey National plc () 1261 1058
'ggasefs’;e‘r"f d‘:d"‘i’:t'f:g‘; o o n gm  Preference dividends (ém) @8) 34
Croup Profit attnbut:abie to the ordinary shareholders
of Abbey National plc (£m} 1,223 1,024
At Januany 1998 e 8 BT 30 Wighted average number of ordinary shares in
Exchangeadjustments 3 {(8) - (11} issue during the year — basic (million) 7,418 1,414
Amounts suspended in the period 9 3 14 26 Basic eamnings per ordinary share (pence} B6.2 724
irrecoverable amounts writtenoff ~ (25) (1} (15) (51}  Profitattributabie to the ordinary shareholders
At 31 December 1999 42 62 10 114 ofAbbeyNational plc (£m) 1,223 1,024
Including for the Company: Weighted average number of ordinary shares in
ACT Jaruary 1999 s ] g prs |ss.ue-durmg the year — bas!c (rmiillion) - 1,418 1,414
AT B 1999- S ] - g 3 DI‘L.ITNE effect of share options ou_’.tst'andmg (n-.lillion) R 12 o 13
The value of loans and advances at 31 Decemnber 1999 onwhich interest is :‘;ﬁg ther?nzvg:%‘:::j ﬂ?ﬂ;:;?;fﬁzg%mams " 1,430 1,427
?:::;dec’ fsas follows: . s po. - Diluted earnings per ordinary share {pence} 855 71.7
Loans and advances to customers 466 131 20'{ _______ 804 Group 1999 Group 1998
l;::::::; on these amounts (Z’:) (:r:) (1::) (2?;) 15. Treasury bl:lls - 5'::32 Ms;f:: m M\mf;
and other eligible bills £m £m Em im
Loans and advances to customers 341 2 102 445 Treasury bills and similar securities 12 12 746 746
Provistons on these amounts (30) m (67) (98} Other eligible bills 1,102 1,102 .31 131
Total 1,114 1,114 2,057 2,057

Analysis of Group non-performing loans and advances

The following table presents loans and advances which are dassified as non-
performing’ in accordance with US disclosure requirements. Under this definition loans
and advances are classified as ‘non-performing’ if they are either accounted foron a

Treasury and other eligible bills are mainly held for purposes other than investment.
The market value of Treasury and other efigible bills is equal to the cammying value.

Gi

non-accruals basts, or in arrears for more than 90 days, irrespective of wihether interest 16. Loans and oop Compary
has been suspended or a specific provision made. No interestis suspended or provisions g S0 '93“9 ’9£93 ‘ﬁ 19&‘3
made inrespect of such cases where the Group does not expect to incur losses, m

1999 1998 Items in the cousse of collection 259 216 255 214

£m £m  Amounts due from subsidiaries - - 4297 2,995

Loans and advances onwhich a proportion of Purchase and resale agreements 6,397 4,983 - -
interest has beensuspended and/oronwhich e T e
specific provision has been made 844 1,184 Other loans and advances 4,816 2,229 118 152
Loans and advances 90 days overdue on which no 11472 7,428 4,650 3.361
interest has been suspended and on which no Repayable: o T
specific provision hasbeen made 1,087 1.33%5 Ondemand 4,942 3,711 855 744
Non-accruing loans and advances 145 170 |nnot more than 3 months 5,643 2,890 255 214
Total non-performing loans and advances 2,076 2,689  |nmore than 3 months but
Non-performing loans and advances as a percentage notmorethanyear 217 295 338 274
of total [oans and advances to customers 2.75% 3.69%  (nmorethan 1 year bt e
Provisions as a percentage of total non-performing notmore than 5 years 481 461 1,040 173
loans and advances 25.47% 20.86% [ morethan 5 years 189 71 2,162 1,956

1999 1998 11,472 7,428 4,650 3.361
11. Tax on profit on ordinary activities £m £m
UK Corporation tax: 'I'the loans and advances to banks in the above table have the following interest rate

Current year at 30.25% (319%) 460 g7 ST . .

Prior years (53) 113 — 1“:;: - ““:’;;‘;
Double tax refief B O S € £m £m £m £m
Deferred tax: Fixed rate 6,907 5,924 2932 1,561

Currentyeer 73 90 Varable rate 4,306 1,288 1,463 1,586

Prior years e e e o (123)  Items in the course of collection
Overseas taxation o o 2 53 (non-nterest bearing) 259 216 255 214

[T 162 11,472 7,428 4,650 3,261
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The Group's policy is to hedge all fixed rate loans and advances to banks to floating
rates using derivative instruments, or by matching with other on-balance sheet
interest rate exposures. See note 50, Derivatives, ‘Non-trading derivatives’ for further
information.
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Notes to the accounts continued

Group Company  18. Loans and advances to customers subject to securitisation continued
17. Loans and 1999 1998 1999 1998  Securitisation Dateof  Grossassets Non-remrrmie Subordi
advances to customers £m £m £m £m  company securitisation Securit Ioam";':;ﬁde
Advances secured on £€m £m by the Cruﬂlg
residential properties 64,756 63,194 60,247 59,733 ILSE Nel ple 36 February 1998 138 97 p;
Purchase and resale o Funding S PO
agreements 77 749 - Z  Nolpl 25 February 1999 824 577 12
Other secured advances 2534 2 919 82 68 :
R Holmes Fundmg
Unsecured advances 8 310 6 188 1,739 1,661 No2ple 25 October 1999 968 705 3
Collateraised and Abbey Mational plc does not own directly, or indirectly, any of the share capital of any
guaranteed mortgageloans 95 m - = of the above secuitisation companies or their parents.
Amounts due from
subsidiaries — - 880 707  Asummarised pr(_)ﬁt and loss account for the year to 31 Dect_ember 1999 for ILSE No1
75772 73261 62,948 62165 pic, Holmes Funding No1 pic and Holmes Funding No2 plc is set out below:
Repayable: ‘93,,9 ! 933
On demand or at short notice 3,644 3,575 2,943 3,356 Netinterest income Py 3
In not more than 3 months 3,367 2,482 568 537 P
Qther aperating income 1 -~
notmore than 1 year 2,992 2,697 982 gps Adminstatveexpenses @y @)
Inmore than 1 year but Provisians @ _
fnotmore than 5 years 8,599 7,006 4,403 3,985  Profit for the financial period - -
In more than $ years 57 699 57 062 54 263 53,619 G
Less: provisions (see note 10) (529) (561 (211 233 r— x:
75,772 72,261 62,948 62,169  19.Netinvestment in finance leases £m £m
Included in Group loans and advances to customers are loans to associated i 10,930 10,666
undertakings of £10m (£7m). EATH (5.326)
The loans and advances to customers induded in the abave table have the following Less: provisions for impairment {see below) 12 (14)
interest rate structures: 5,441 5326
Group Company Repayable:
199 o 1999 1998 - e
4 FAl i y In not m;:e th;n 3 n;:n:as th ] 168 132
Fined rate 22,508 22182 15,989 16.328 In more than: 3 months but not more than 1 year 383 609
Variable rate 53,793 50,640 47170 46,074 |mmor rk 566 578
Prowisions (S 29) (5 61) @) G35 In more than 5 years 4,224 4,007
75,772 72,261 62,948 62,169 5441 5,326
The Group's policy is to hedge all fixed rate loans and advances to customers using Cost of assets acquired for the purpose of letting 268
derivative instruments, or by matching with other on-balance sheet interest rate
exposures. See nate 50, Derivatives, ‘Non-trading derivatives’ for further information. 472
. Cornmitrents as lessor for the purchase of
18. Loans and advances to customers subject to securitisation equipment for usein flnance |easp5 384 a3
Loans and advances to customers include portfolios of residential mortgage loans s ——- e e 503 510
which are subject to non-receurse finance arrangements. These loans have been ounts outstanding subject o a su -pa Clpa on
purchased by special purpose securitisation companies from Abbey National ple, and  Provisions forimpairment refate to small ticket leasing assets.
have been funded primarily through the issue of mortgage-backed floating rate notes
(FRNs). No gain or toss has been recognised as a result of these sales. Group 1999 Croup 1998
B(:ok Ma;:tet Bgok Ma;{ket
Abbey National plc and its subsidiaries are under no obfigation to support any fosses . value value value value
that may be incurred by the securitisation companies or holders of the FRNs except as 20. Debt securities £m £m £m Em
described below, and do not intend to provide such further support. Mortgage Ilnvestment securities
indemnity guarantee (MIG} insurance is provided to the securitisation companies by
a subsidiary of Abbey Naticnal pic to cover a proportion of potential losses on high oS T L e e
{oan to value ratio loans, in line with normal market practice. Holders of the FRNS are Government securities 3722 3,858 5,428 5616
only entitled to obtain payment of principal and interest to the extent that theresources  Other public sector securities 2,272 2,267 3,097 3,093
of the securitisation companies are sufficient to support such payments, and theholders - 5994 6125 8.525 8709
of the FRNs have agreed in writing not to seek recourse in any other form_ Abbey - d 2 - 4
National plc receives payments from the securitisation companies in respect of fees Issued by other issuers:
for administering the loans, and payment of deferred consideration for the saleofthe  pankand building society
loans. In addition, Abbey National pl¢ has made interest bearing subordinated loans certificates of deposit 399 400 401 405
to the companies and receives interest income thereon. Abbey National plc does o b
not guarantee the liabilities of the subsidiary which provides MIG insurance. Abbey Other debt securities 37,360 37,205 29,711 2.718
National plc is contingently liable to pay to the subsidiary any unpaid amounts in 37,759 37,605 30,112 30,123
respect of share capital. At a Group level, a separate presentation of assets and Less: provisions % - ] P L
liabilities is adopted to the extent of the amount of insurance caver provided by .
idi Sub-total - Non-trading book 43,681 43,730 38,592 38,832
the subsidiary.
Other securities
Abbey National pic has entered into a number of interest rate swaps with the 1 T
securitisation companies. These swaps in effect convert a propartion of the interest Issued by publlc bodies: .
fiows receivable from customers into variable rate interest rate flows to match with Government securities 1,618 1,618 1,863 1,863
the interest payable on the FRNs. 1,618 1,618 1,863 1,863
Abbey National plc has no right or obligation to repurchase the benefit of any Issued by other issuers:
securitised loan, except if certain representations and warranties given by Abbey Bank and building society
National plc at the time of transfer are breached. Abbey National plc does, however, certificates of depaosit 10,506 10,507 9 724 9,724
have the right to repurchase a loan, on appiication from the securitisation companies,  (yther debt securities 3 640 3640 4024 4,024
if the loan holder requests a further advance or change in product type. 14'1 % 14'147 13.748 13748
Sub-totat - Trading book 15,764 15,765 15,611 15,611
Total 59,445 59,495 54,203 54,443
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Company 1999 Company 1998 Company
Baak Market Book Market Netbook
value walue value valse : Cast. Prowisions value
20. Debt securities continued £m £m £m £m  20. Debt securities continued £m £m
[nvestment securities At Janyary 1999 1,491 -
issued by public bodies: Exchange adjustments - 18
29 29 2977729 Disposals ' (.241) 24T
36 36 401 403 Amortisation of premiums (5)“ 5)
" At31December1999 1,302 Z 1,302
O bt smri ae BT e e Theten net book value of debt securities held for investment purposes at )
;e b e
Total - Non-trading book 1,302 1,302 14N 1,493

The Company held no securities for purposes other than investment. The investment
securities held by the Company indude subordinated investments in subsidiaries of
£1,266m (£1,089m) and are included within Other debt securities. Investrent
securities held by the Group include £20m (nil) of subordinated investments in
assodiates and are included within Other debt securities.

Analfysed by listing status:

Market values of investment securities are based on quoted market prices of securities
where available. Where market prices are not avaitable, valuations are determined
using in-house pricing models or, where not appropriate, are stated at amortised cost
less any provision forimpairment.

Included within investrnent securities are a number of securities held for hedging
purposes. Some of these provide temporary hedging cover where permanent hedges
are notimmediately available. There are hedges in place in respect of the majarity of

Group 1959 Group 1998 fived rate investment securities whereby the rise or fall in their market value, due to
Book Market Book Market  interest rate mavements, will be offset by a substantially equivalent reduction or
"‘2": ""f"r': "‘a"g‘[‘ﬁ valie  nereasein the value of the hedges.
Investment securities Investment debt securities include asset backed and mortgage backed securities sold
Listed in the UK 2,528 2,562 4,538 4,640  tovarious bankruptcy-remote special purpose vehides.
Ustedor registered elsewhere 33,710 38700 31,169 31,289 n, o ecial purpose vehictes are owned directly by charitable trusts and are therefore
Unlisted 2,443 2,468 2,885 2903 not tegal subsidiaries of the Group. However, they have been conschidated into the
Sub-total —Non-trading book 43,681 43730 -18,592 38,832  Groupon the basis that substantially all the rewards inherent in those entities are
— " retained in the Group.
Other securities ]
Listed inthe UK 681 | 70 Thedebtsecurity acquisitions by these special purpose vehicles have been funded
Uisted o registered elsewhé;:a 3,134 3,134 5 1,799 primarily through the issue of commercial paper to the market.
Unisted 11,949 11,950 16,742 10,742 Aq aggregated summary profit and loss account for the year ended 31 December
Sub-total - Trading bock 15,764 15,765 15611 15,611 1999 and an aggregated balance sheet as at 31 December 1999 for thase entities are
Total 59,445 59495 54205 54443 ‘Shownbelow.
Profit and loss account for the period ended 31 December 1999 £m
Company 1 999 Compary 1998 Interest receivable 166
3‘* Ma’f ot Bo[ok Mag:et Interest paya-ble (156)
¢ g: value va EL::: vele Net interest income 10
Profit for the financial period 10
Investment securltirggr S S
L_l_;_@gq_m theUk 7 7 372 374 Balance sheet as at 31 December 1999 £m
Unlisted 1,295 1,295 1119 1119 Investment debt securities 5,160
Tatal - Non-trading book 1,302 1,302 1,491 1493 prepaymentsand accrued income ' 192
. e o Total assets 5,352
Graup Cﬂmpaﬂy Debt securities in issue 5,347
1999 1998 1999 1998 i B s
Book value analysed by maturity: £m £m £m £m Accrulals and deferred in 5352
Due within 1 year _ 12,985 13,975 - 395 Totad iabilities g
Dueinmore than 1 year Group 1999 Group 1998
butnotmore than 3 years 18355..... 7121 C - nd Book  Market Book Market
Due in more than 5 years - Equity shares and other value value value value
but not more than 10 years 9,545 7,778 480 o variable yield securities £m £m
meore than 10 years 18632 15354 793 g7s  Lstedinthe UK 66 70 31 &7
Less: prOVlSlO(‘lS {72y (45) - - Ustedelsewhere =~ .36 E 39 24
59,445 54,203 1,302 1,491  Unlisted 193 209 53 56
295 314 123 167
Themovementon debt securities held forinvestment purposes was asfollows:. ..
Group Company 1999 Company 1998
Netbook Book Market 8ook Market
Cost Provisions value value value value value
£m £m £m £m £m £m £m
At 1 January 1999 38,637 (45} 38,592  Listed elsewhere - - 3 ”73
Exchange ad]ustments S 1t Unlisted 2 2 1 1
Additions » 19,354 19,35’-!_ 2 2 4 4
Disposais , (434 {4,341)  Included within uniisted securities of the Group are variable yield securifies held for
R t 383 7.383) Purposes other than investment, having bock and market values of £47m (£3m).
Redemptions and maturities S (/.. SO {7,383 ) All other equity shares and variable yield secuwities are held in the non-trading book
Transfers 1o other securities (net) @y @510 fhriovestment purposes.
Transfer from pmf t and Joss account - 2n (27 b e
Where available, equity shares and other varlableyleld securities have been valu
Amortisation of premmiums ) 0% wsing quoted market prices. Where market prices are not available, a valuation based
At 31 December 1999 43,753 72) 43,681 on discounted cash flows, market prices of comparable securities and other
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Notes to the accounts continued

21. Equity shares and other variabie yield securities continued

22. Long term assurance business continued

The movement on equity shares and other variabie yield securities held for
investment purposes was as follows:

Gmuﬁ
Netbook
Cost Provisions value
£m £m £m
At 1 January 1999 121 (1) 120
Additions 162 162
Dlsposal’s ) _ (35} (35)
Charge for the: year - 1 1
At 31 December 1999 248 - 248
Company
Netbook
Cast Provisions value
£m £m
At 1 January 1999 4 - 4
Disposals @ (73]
At 31 December 1999 2 - 2
22, Long term assurance business
The value of the long term assurance business is as follows:
1999 1998
£m Em
Value of shareholders’ interest in the
long term assurance funds 1,042 760

The value of the long term assurance business is calculated by discounting the
proportion of surplus which is projected to accrue to shareholders in future years
from business currently in force, and adding the shareholders’ interest in the surplus
retained within the long term assurance funds, The basis on which this value is
determined is reviewed regularly in the light of the experience of the business and
expectatlons regarding future econemic conditions. The principal tong term
economic assumptions used are as foilows

% %
Risk ad|usted dlscount rate (net of tax) 10.0 10.0
Retumon equma (gross of tax— pensnon bus:nas) 85 Y
Returm on equities {gross of tax —life business) 9.0 90
Return on gilts (gross of tax)‘ 6.5 6.5
Inflation 4.0 40

The assumed rates of returm on investments above are applied to the value of
investments adjusted by reference to the assumed long term rate of investrent
return,

Business in force is defined as all live policies where the first premium has been paid.
Recurent single premium policies are treated as single premiumn policies, with the
exception of Department of Social Security rebate policies, which are treated as
regular premiurn policies, Shareholders are entitled to 10% of the value of bonuses
declared in any particular year derived from the Scottish Mutual with profits fund,
with the exception of the Unitised with profits element. The level of assumed future
bonuses is calculated by projecting the portfolio of with profits business forward and
applying reversionary and terrminal bonus rates at such alevel as to exhaust the level
of projected surplus of assets over liabilities, For all other business the entire surplus is
attributable to shareholders.

income from long term assurance business, which is included as Cther operating
mcome m the consolidated prof it and loss account, |s calcurated asfullows

1999 1998
fm £m
Vahue of shareholders’ interest in the long term
assurance funds at 31 December 1,042 76{]
Value of sharehclders’ interest in the long term
assurance funds at 1 january 760 649
Increase in value of long térm assurance business 282 m
Transfers into long term assurance funds (240) an
Netincrease in value of long term assurance business 42 94
Surplus transferred from long term funds 95 13
Income after tax from long term assurance business 137 - 107
Income before tax from Iong term assurance business 196 155

The assets and liabilities of the long term assurance funds are presented separately
from those of other businesses in order to reflect the different nature of the
shareholders” interest in them, The amounts of these assets, which are valued at
market value, and liabilities of the long term assurance funds includedin the
tonsclidated balance sheet are based on the Life Assurance balance sheets prepared
under the Companies Act 1985 {Insurance Companies Accounts) Regulations 1993,
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The assets and liabilities of the long term assurance funds are:

1999 1998
£m £m

Investments 2,972 7,078

Assets held to coverllnked llablhnes o 6,092 5,141

Debtors and prepaymens 1,084 754

Other assets 291 410

Assets of the fong term assurance funds 17,439 13,383

Technical provisions 7.2V7 5,270

Technical provisions far linked iabilities 6,086 5147

Fund for future appropriations 1,459 961

Qther creditors 2,677 2,005

Liabilities of the long term assurance funds 17,439 13,383

23. Interests in associated undertakings

The mavement in interests in associated undertakings was as follows:

Grou| Com
tm P

At 1 January 1999 ‘ 20 11

Acquisitions 30 -

AIONS 4 4

Disposals (3) 3)

Retained profits 8 -

At 31 December 1999 59 12

On 1 January 1999, Abbey National plc disposed of 6% of the investment in

CGU Underwriting Ltd (CGUUL) for £3m, received in cash.

The principal assaciated undertakings at 31 December 1999 are: .
Group
interest

MName and nature of business. Issued share capital (%)

CGU Underwriting Lid, 100 £1 ordinary A shares 15

Insurance underwrmng services 80,000,000 £1 ordlnaryBshares 15

DAH Holdmgs Ltd, 635,910Us31 ordinary Ashares 9.9

Private banking 364,090 US$1 ordinary

convertible B shares 50

Willis National Holdings L.td, 1,300 £1 ordinary shares 49

independent financial advice

PSA Finance plc, 40 000,000 £1 ordinary shares 50

Personal finance

The United Kingdom is the principal area of operation of principal associated
undertakings except for DAH Holdings Ltd, whose principal areas of operation are
Hong Kong and the Channel Islands, and all are registered in England & Wales,
except for DAH Holdings Ltd which is registered in Bermuda.

On 7 May 1999, First National Bank plc (FNB) acquired a 50% share of the share
capital of PSA Finance ple from Lombard North Central PLC. The consideration was
£12m, settled by cash on 10 May 1999. Afurther £18m of equity shares were
subscribed to, for cash, following the completion of the purchase. in addition, FNB
was assigned £15m of subordinated loan stock in PSAon 7 May 1939,

All asscdated undertakings are unlisted and have a year end of 31 December.

Abbey National pic has the right to increase its interests in CGUUL up Lo a maximtsm
of 75% after the fifth anniversary of the commencement of the operation (july 2000),
and ta 100% in certain circumstances.

Income from assoctated undertakings is included within Other operating income.

1999 1598
Cost & Cost &
Book value Book value
24, Shares in Group undertakings £m £m
Subsidiary undertakings
Banks 1,024 304
Others 3,163 2472
4,187 2,776
The movement in shares in Group undertakings was as follows:
Company
£m
At 1 January 1999 2,776
Exchange adjustments (16}
Additions 1,492
Disposals (65)
AL 37 December 1999 4,187

On 30 December 1999, Abbey National plc sold its investment in First National Tricity
Finance Ltd and First Naticnal Business Equipment Leasing Ltd to First National Bank
plc for £65m cash.

Subscriptions for additional share capital in existing subsidiary undertakings during
the year amounted to £1,492m, including £720m in Abbey National Treasury
Servicesplc.




24, Shares in Group undertakings continued Group
Subsidiaries of Abbey National plc entered into the following transactions: Investment, Other
properties. premises Equipment Totaf
On 11 January 1999, N&P BES Loans Ltd purchased Home Rent Companies 16-23 27. Tangible fixed assets £m £m £m £m
pic. The amount paid in consideration for the issued share capital was £36m, which Cost or valuation
replacedexiingloms Alfonuary 1999 52T E N
The above transaction is induded in the consalidated accounts as an acquisition. Acquisitions of subsidiary S
Further disclosures relating to this transaction can be found in note 25, Summary of undertakings 36 - - 36
the effect of acquisitions and note 51, Consclidated cash flow statement, Additions N 1 127 138
The principal subsidiaries of Abbey National plc at 31 December 1999 are shown Disposals S I ‘ (22) (271 @
below, all of which are directly held and unlisted except whereindicated. Revaluation in the year 3 - - i
Countryof At 31 December 1999 68 425 1,035 1,528
incorporation -
Nature of business arregistration  Depreciation
Abbey National General Insurance At 1 January 1999 - 75 617 £92
§‘_3‘_V_i‘_335 L_td 7777777777 o General insurance Enghnﬂ &Waies Charge for the year - 9 99 108
Abbey National Leasing Companies* Leasing England &Wales  Djgnosals ’ . @ e &N
(25 companies)
. - At 31 Decemnber 1999 - 82 687 769
Abbey National Treasury Treasury operations England & Wales
Services plc ) _N p_pokvalue -
Cater Allen International Ltd* Money market England & Wales At 31 December 1999 68 343 348 753
&stockbroking _ At31December 1998 52 361 318 731
First National Bank pic* Personal finance and England & Wales  Asat 31 Dacember 1999, investment properties are included in Tangible fixed assets
commercial lending at their open market value, For properties let out to tenants this is based on their
First Mational Trety B 1y Retadl point of England & Wales exisnng value in use and for vacant possessions the market value is calculated
frsthat naty Finance est:;e?io;:nce glan accordingly. They are valued on a rolfling basis such that the portfolio is valued in
.............................................................. full every five years. The valuations are conducted by Colleys, an independent firm
Carfax Insurance Ltd Insurance Guemsey  of professional valuers.
Abbey Nationai Life plc Insurance Scotfand
Abbey National PEP and PEP&1SA | Scotland Company
ISA Managers Ltd* management Other
Scottish Mutual Assurance plc* Insurance Scotland p"*"“fﬁ Eq“ip'“g‘r: T‘E‘lﬁ
Abbey National North Funding United States -+
America Corporation P T B T T
*Subsidiary held indirectly through subsidiary companies. 'lilmuary 2.8 L
Additions 10 104 114
Al the above companies are included in the consolidated accounts. The Company Disposals (143 (12) (26)
holds directly or indirectly 100% of the issued ordinary share capital of its principal
subsidiaries. All companies operate principally in their country of incorporation or A3 D_ec_ember 1999 368 10 1.278
registration. Abbey National Treasury Services plc aiso has branch offices in France Depreciation
and jersey and arepresentative office in Hong Kong. Abbey National Treasury At 1 January 1999 71 555 626
Internationai Ltd has representative offices in Hong Kong, Partugal and Spain, and " e
branches in the Isle of Man and Gibraltar, Abbey National plc has branches in Italy Chargefortheyear i 8 &€ . 88
and france and a representative office in Dubai. Disposals (U] (10) an
Al
25. Summary of the effect of acquisitions {31 December 1999 s 2 703
The acquisition of Home Rent Compariies 16-23 plcby N&P BES Loans Ltd resulted in~ Netbockvalue L e
the purchase of £36m tangible fixed assets. There was na difference between the At 31 December 1999 290 285
book and fair values at acquisition and no goodwill has been recognised accordingly. At 31 Decernber 1998 107 563
The subsidiary undertakings and business forming the Lombard acquisiionwere e
acquired on 30 December 1998, and accordingly fair values of the assets and Group
liabilities were previously estimated on a provisional basis. The purchase
consideration and revaluation adjustments have now been finalised for the 192“9 ‘932 19&
completion accounts of the entities purchased and consequently a further provision
of £10m has been made in respect of loan provisions and goodwill amended The nethook value of Gther
accordingly. In addition, a further £3m was added to goodwill in respect of othe bt st SRR . —
acquisitions made in 1998. ’ Freeholds 273 292 32 243
Purchased gogdr:j'" Long leaseholds 27 26 - 15 ]5
26. Intangible fixed assets P Shortleaseholds 43 43 43 43
Cost Land and buildings occupied
AT i i J— o3 for own activities:
_"?‘nuary . Net book value at
Additions T 31 December 250 252 21 234
Other movements 13 Thenetbookvalue of
At 31 December 1999 215 equipmentincludes: ) o L
Amortisation Assets held under finance
At 1 January 1999 F; ases L 2 2 -
; epreciation charge for the
Charge for the year L year on these assets 2 1 1 -
At 31 December 1999 2 Capital expenditure which has
Netbookvalpe been contracted, butnot
At 31 December 1999 203  provided forin the accounts 34 10 33 9
At 31 December 199 201

Intangibte fixed assets comprises positive purchased goodwill arising on acquisitions
of subsidiary undertakings and purchases of businesses made since 1 January 1998.
Previously, goodwil arising on acquisitions of subsidiary undertakings and purchases
of businesses was taken directly to reserves.

The cumulative amount of goodwill taken to the profit and loss account reservein
previous periads by the Group and not subsequently recognised in the profit and loss
accountis £1,204m (£1,204m), and by the Company £528m (£528m).

Goodwillincluded above in respect of all material acquisitions is currently
being amortised over a period of 20 years.
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Notes to the accounts continued

Group Group Company
28. Operating lease assets £m 1999 1998 1999 1998
Cost 33, Customer accounts £m fm £m £m
At ] ]i)m"ua;yY1999 TTTTm— 26& Retail deposits 49,914 49,258 45,950 45,750
i e e e et 56 A"t;f{'é{‘ts_duem o
,,,,,, ” s _ _ , X
Disposals (63) ;”I 3 'Z" e 183 3 367
At 31 December 1999 AT oreaments o7 514 _ -
Depreciation Other customer accounts. 9,900 3,452 1786 1
At1 janusary 1999 45 oreus u : ' : 613
Chargefor the year 57 59,911 52,924 52,919 50,730
Disposals 24) Repayable: S
At 31 December 1999 73 On demand 40,305 40,101 43,372 41,948
Net book value Innot more than 3 months 16,523 10,245 8,417 7,823
At 31 December 1999 358 I e 3 romihes
At 31 December 1998 223 but not more than l year 1,179 1,064 39 52
In more than 1 year but
Group  not more than 5 years 258 210 - 4
19315: 1932 In more than 5 years 1,646 1,304 1.0 303
- 59,911 52,924 52,919 50,730
Capital expenditure which has been contracted, - % -
but not provided for in the accounts 14 10 Included in Group and Company custamer accounts are amounts due to associated
undertakings of £4m (£16m) and £4m (nil), respectively,
Group Company Group 1999 Group 1998
1999 1998 1999 1998
29, Other assets £m £m £m £m .';‘132 ”32‘55 J';'ﬁ M\?alfktfet
Fareign exchange and interest 34. Debt securities in issue £m £m £m £m
rate contracts: Bonds and medlum term notes 27,986 27 336 26, 162 26,874
Positive market values of trading Other debt securities inissue 23,421 “Ba11 16,827 16 804
derivative contracts (see noteSG) 930 352 - - 51407 51247 43 983 33678
fTra;ﬂ':‘nc:(n : 'iﬂﬂé‘ﬁv‘;gv The market values for medium and long term debt securities inissue have been
I.::Edgforeh:d ainge y Osesﬁ 565 366 20 _ determined using quoted market prices where reliable prices are available. In other
gingpue : cases, market values have been determined using in-house pricing models, or stated
Debtors and other - at amortised cost. The market value of short term debt securities in issue do not differ
settlement balances 1,905 1,752 151 137 significantly from book value.
305 264 - - ~
225 558 172 437 Company
3,930 3,332 343 564 1999 1998
The charge for the period in respect of introducer fees is £174m (£73m). Bonds and medium term notes - -
Group Company  Other debt securities in issue 2 23
30. Prepayments 1999 1998 1999 1998 21 23
and accrued income fm £m £m £m
Accrued interest due from
subsidiaries - ~ 180 110 Group Fomeany
Unamortised lending-related o ‘93,,9 i?;.,s‘ 193“9 ]?,3
4
Ei(sef.‘not::) " ::g i ;Sg ;:; 5;2 Bonds and medium term notes are repayable:
™ ne ficcmt_s m;gr:t eembim e et by In not more than 3 months 2,517 3475 - -
repayments and other e s :
P 7 40 4 In more than 3 months but
accrual ;?4 7376 7 0i9 6;§ not mere than 1 year 8,382 7,529 - -
2 : 4 In more than 1 year but
not more than 2  years 3,472 2,901 - -
Group Company e ﬂ-, 2 b SO U RN
31. Assets subject to sale In more than 2 years but
and repurch:Ise transactions 1ﬁ ]?;f. ‘93.19 |9£<,:;|] -not more than 5 years 992z 8577 - -
Debt securities 3,908 7,078 _ _  Inmorethan 5 years 3,703 3,680 - -
3,908 7,078 - - 27,986 26,162 - -
The above amounts are the assets held under sale and repurchase transactions . DR e
included within the amounts disclosed in note 20, Debt securities, Group Comparry
cone Campsy N
32. Deposits by banks 1ﬁ ‘9,?,,‘3 193“9 19,—_9,2 Other debt securities inissue are repayable:
ftems in the caurse of In not more than 3 months 20,103 13,243 5 1
262 277 53 269 tnmore than 3 months but
- - 10,565 11,053 nNotmorethanlyear 1411 3476 16 7
Sale and repurchase Inmore than 1 year but
agreements 18,127 21,862 - - notmore than 2 years 1887 86 - 15
Other deposits 11,435 13,471 202 M in ftnﬂfe tht;ﬂ 2 %(eafs but
Not Mo an '€aF — - - -
29,824 35,610 11,020 EEER it ‘:h b Yoars o g
mofe tha years - -
Repayable:
...................... 1 21 23
On demand 15,156 15,273 6,237 8,649 BA2 6827
In not more than 3 months 1 1,209 14,53} _____ 253 270
n more than 3 months
but not mare than 1 year 2327 4,452 135 274
i more than 1 year but
notmore than 5 uz 143 42 73
Inmore thanSye 51s 1,209 4,353 2,167
29,824 35,610 11,020 11,533
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Group Company
1999 1938 1999 1998
35. Other liabifities £m £m £m £m
Creditors and accrued experses 1,573 1,927 344 380
Short positions in government
debt securities 1,521 1,199 - -
Taxation 481 563 274 360
Foreign exchange and interest
rate contracts:
Negative market value of
trading derivative contracts
(_;._g_g note 50) 2,439 460 - -
Translation differences on
foreign exchange derivatives
used for hedging purposes 907 413 - -
Cbligations under finance leases
- payablein: l=ss than T year ) 4 2 4 -
1 yearto 5 years 5 - 5 -
6,930 4,564 627 740

Short positions in government debt securities are mainly held for purposes other than
investment. Such pasitions are carried at quoted market value.

Group Comipany
36. Accruals and 1999 1998 1999 1998
deferred income £m £m £m £m
Accrued interest due to subsidiaries - - 103 59
Other accrued interest 2499 2722 921 955
Deferred income from residential
mortgage lending 277 279 - -
Other deferred income g1 14 - -
2,857 3,015 1,024 1,014

See accounting policies, page 41, for a description of the accounting treatment of
deferred income from residential mortgage lending. The amount taken to the profit
and loss account during the year was £77m (£70m).

: Group Company

37. Provisions for 1999 1998 1999 1998
llabilities and charges £m £m £m £m
Deferred taxation (see note 38) 1,173 1,074 s 2
Other provisions for liabilities o T
and charges (see note 39) 102 120 49 70
1,275 1,194 54 72

Group Company

38. Deferred taxation £m £m
At 1 January 1999 1,074 2
Transfer from profit and fossaccount TP 3
QOther movements (15) -
At 31 December 1999 1,173 5

The amounts provided and total potential liability are:

Amount provided Total potential liability
Gr%un;: Compag'); Grbgg Compa&n'}"
Tax effect of timing differences due to:
Excess of capital allowances
over depreciation 16 - 16 -
fapital S e e et s
finance lease receivables 1,084 - 1,084 -
Other 73 5 73 5
1,173 5 1,173 5
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Pension and Pension .

other similar  Provisionsfor  misselling Other
39, Other provisions cbligations commitments compensation providons  Total
for Habilities and charges £m £m £m £m
Group ‘
At 1 January 1999 T -
(as restated) 1) 20 23 78 120
Transfer from profit and ’
loss account 67 20 17 1 108
Pension contributions o
fprovisions utilised (75} (12) 5 (16} (108)
Unutilised provisions
reversed - - - (15) Q%)
At 31 December 1999 (9) 28 35 48 102
Company
At 1 January 1999
(as restated) (2) 8 9 55 70
Transfer fram profit and
lossaccount ) 55 7 3
Pension contributions
provisions utilised 62) (6) - (3 N
Unutilised provisions
reversed - - - 15y Q5)
At 31 December 1999 (% 9 12 37 49

Following the introduction of FRS1 2, "Provisions, Contingent Liabilities and
Contingent Assets’, the Group have identified four spedfic dasses of pravision and
have restated the opening balances in accordance with the new classifications.

(1) Pension and other similar obligations

Theabove balance represents the difference between amounts paid to the respective
pension schemes of the Group and any amounts charged to the profit and loss
account in accordance with $SAP 24, “Accounting for pension costs’.

{n addition to Pension and other similar obligations included in the above table, a
balance in respect of the pension surplus acquired with the purchase of the business
of National and Provindial Building Society (N&P} is included within Other assets. This
batance, which was £23m (£25m) as at 31 December 1999, is being amortised over
the remaining service lives of employees contributing to the scheme, and £2m (£1m)
was charged to the profit and loss account in the year ended 31 December 1999.

{2) Provisions for commitments

This comprises amounts in respect of committed expenditure, including:
administrative costs of carmying out the review of business involving transfers from
occupational to personal pension schemes and the opting-out of and the non-joining _
of occupational pension schemes (see also below); amounts in respect of vacant
premises; and provisions for loyalty bonuses payable in certain unit trusts managed
within the Life Assurance division.

(3) Pension misselling compensation

This comprises amounts in respect of compensation payable as a result of the
ongoing review of business invelving the transfers from occupational to personal
pension schemes and the opting-out of and the non-joining of occupational pension
schemes. Amounts provided in respect of Life Assurance are charged to Income from
long term assurance business and carried against the asset Long term assurance
business in the balance sheet. During the year £8m (£3m) was transfarred from the
profit and loss accountin respect of the Life Assurance division and the amount
currently provided is £ 14m (£10m). In addition, provisions have been made for the
administrative costs of camying out the review, which are included within Provisions
for commitments (see also above).

(4) Other provisions
Other provisions principally comprise arnounts in respect of litigation,




Notes to the accounts continued

Group Company
40, Subordinated liabilities 999 1998 40.Subordinated liabilities 1999 1998
ncluding convertible debt £m fm  induding convertible deht continued fm £m
Dated subordinated liabilities: Dated subordinated liabilities continued:
Registered junior subordinated fixed rate Subordinated loan 2002 (US $112m)* 69 68
notes 1999 (U $81m) . - 42 10.512% Subordinated loan stock 2001* 100 160
Registered funior subordinated fixed rate A Ik ta et 03 Aleeinnes e
G T C—— —
475139 Registered junior subordinated floating bordinated oating e QR 37am 1 R
rate extendible nates 1999 (LS $65m) - 38 Subordinated floating rate notes 2004* e ] ! 50
Registered junior subordinated fixed rate Subordinated fleating rate notes 2004 (US $500m)* 309 o 302
notes 1999 (US $7m) R T ] 4 6.69% Subordinated bond 2005 (LIS $750m) 462 450
Subordinated floating rate notes 1999 (U5 3137m) - 83 10.75% Subordinated bond 2006 101 10
4.513% Regjstered junior subordinated fioating Subordinated floating rate notes 2009 (US $102m)* 63 62
rate "-"‘e'e‘dd'b‘e m‘:izoo (';’j :2;5‘“) 170 166 G ordimated fioating rate notes 2009 (DEM 1bn) 315 355
Registered junior su inated fixed rate . it
notes 2000(US }53m} S ET 1.625% Subordfnated ;'lote52011 (€ S:JOm) 309 -
§.00% Subordinated guaranteed bond 11.59% Subordinated loan stock 2017 150 150
2002 (LUX Fr 1bn) 15 17 10.18% Subordinatedloanstock 2023* 50 150
Subordinated guaranteed floating rate notes 7.983% Subordinated notes 2029 (U5 $1,000m) 611 -
2002 (US $75m) 46 45 £.50% Subordinated notes 2030 148 -
3003}2% rif(k_‘).ozr()()mmd guaranteed bond 57 ” Undated subordinated liabilities:
163?(59%Suhd)ted AAAAAAAAAAAA s T S 00 10.0625% Exchangeable subordinated capital securities 199 199

vk e guaran. on . 7.35% Perpetual subordinated reset capital securities i '
Subordinated guaranteed floating rate nates (S $500m) 308 300
2002 (l:’S $100m) e 62 60 7.25% Perpetual subordinated capital securities
Subordinated collared floating rate notes 2004 (US $150m) 90 -
,(.8‘::;:;02'“2_ - e 14‘: 1 2? 710% Perpetual callable subordinated notes (US $150m) 91 -
s :o: '“”ed f”:’;& 050:5020 3(5]9 Lo 7.00% perpetual subordinated capieal securiies U5 3250m) 150 - -
8.2% Subordinated bor { ) s © 6.70% Perpetual subordinated reset capital
§.69% Subordinated bond 2005 (US $750m) 462 4530 gacurities (USS 500m) 307 298
10.75% Subordinated bond 2006~ b 101 §.00% Step-down perpetual callable subordinated
Subordinated guaranteed floating rate step-up notes (€ 100m) .8 -
notes 2009 (Swissfr130m) 50 57 5.56% Subordinated guaranteed niotes (YEN 15bn} %0 80
$5.00% Subordinated bond 2009 (DEM Tha) ns 355 5.50% Subordinated guaranteed notes (YEN Sbn) 30 27
4.625% Subordinated notes 2011 (€ 500m) 308 - Fixed/Floating rate subordinated notes (YEN Shn) 10 27
11.50% Subordinated guaranteed bond 2017 152 152 4,668 3,343
10.125% Subordinated guaranteed bond 2023 52 152 “These represent the on-lending to the Company, on a subordinated basis, of issues
' 98 3% Subordinated notes 2029 (US $1,000m) 611 - %};subsidiz")’ Coe’:aa"iﬁ p Jated to the 2ok the

T nerieni ey wres westns e e e ! pentmTmT s e subof! inat Daﬁﬂg fatenotes pa.y arate o interest relat to LBQOR o
650% Subordinated notes 2030 148 < currency of denomination.
Undated subordinated liabilities:
10.0625% Exchangeable subordinated capital secusties 199 199 The 10.0625% Exchangeable subardinated capital securities are exchangeableinto
T T I T - e fully paid 10.375% non-cumulative non-redeemable sterling preference shares of
7.35% Perpetual subordinated reset capital secunities £1 each, at the option of Abbey National. Exchange may take place on any interest
WUS3500m) 308 payment date providing that between 30 and 60 days” notice has been given to
7.25% Perpetual subordinated capital securities the holders. The holders will receive one new sterling preference share for each £1
(US $150m) 90 - principal amount of capital securities held. The rights attaching to these preference

6.70% Perpetual subordinated reset capital securities

(US3 500m) o 307" 298
6.0Q0% Step-dawn perpetual cailable subordinated
notes (€ 100m) 61 -
5.56% Subordinated guaranteed notes (YEN 15bn) 20 80
5.50% Subordinated guaranteed notes (YEN Sbn) 30 27
Fixed/Floating rate subordinated notes (YEN Sbn) 30 27
4,641 3,333
Cornpan);
1999 1998
. £m £m
Dated subordinated liabilities:
Registered junior subordinated fixed rate notes
wRUsEIMy - 49
Registered junior subordinated fixed rate notes
1999 (US $26m) - 16

Registered jumior subordinated fixed rate notes
2000 (US $53m) 33 -

4.513% Registered jurior subordinated floating

rate extendiblenotes 2000 (U5 $275m) 170 }66
4.513% Registered junior subordinated floating
rate extendible notes 2000 (US 365m} = 39

S.ubordinated {oan stock 2002* ) ] ]
Subordinated floating rate notes 2002 (US $75m)" e
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shares would be the same as those detailed in note 41.

The 7.35% Perpetual subordinated reset capital securities are redeemable at par,
at the option of Abbey National, on 15 October 2006 and each fifth anniversary
thereafter.

“The 7.25% Perpetual subordinated capital securities are redeernable at par, atthe

option of Abbey National, on or after 15 June 2004.

The 7.10% Perpetual callable subordinated notes are redeemable at par, atthe
option of Abbey National, on 12 March 2004 and thereafter on each interest
payment date.

The 7.00% Perpetual subordinated capital securities are redeemable at par, at the
option of Abbey National, on or after 29 April 2004. -

The 6.70% Perpetual subordinated reset capitat securities are redeemable at par, at
the option of Abbey National, ont 15 June 2008 and each fifth anniversary thereafter.

The 6.00% Step-down perpetual callable subordinated notes are redeemable at par,
at the aption of Abbey National, on 19 April 2004 and thereafter on each interest

payment date.

The 5.56% Subardinated guaranteed nates are redeemable at par, at the option
of Abbey National, on 31 January 2015 and each fifth anniversary thereafter.

The 5.50% Subordinated guaranteed notes are redeemable at par, at the option
of Abbey National, on 27 june 2015 and each fifth anniversary thereafter.

The Fixed/Floating rate subordinated notes are redeemabile at par, at the option
of Abbey National, on 24 December 2016 and each fifth anniversary thereafter.

In common with other debt securities issued by Group companies, the capital
securities are redeemable in whole at the option of Abbey National, on any interest
payment date, in the event of certain tax changes affecting the treatment of
payments of interest on the capital securitiesin the UK, at their principal amount
together with any accrued interest.




40, Subordinated liabilities induding convertible debt continued
Subordinated liabilities including convertible debt securities in issue are repayable:

Group Comgpany

1993 1998 1999 1998

£m £m £m £m

n 1 year or less 203 274 203 274
In more than 1 year but not

more than 2 years : - » Lo -
In more than 2 years but not

more than 5 years 832 286 763 290

Inmore than 5 years 2,250 1,842 2,246 1,848

Undlated 1,356 931 1,356 931

4,641 3,333 4,668 3,343

Subordinated liabilities including convertible debtissued by the Group have a market
value, calculated using quoted market prices where available, of £4,783m (£3,932m).

QOrdinary Preference

shares of Preference shares of
41, Called up share capital 10 pﬁ;“; ‘2?’.;‘;‘,31' USSS;%I, Total
and share premium account £m £m £m £m
Authorised share capital
At 31 December 1998 175 1,000 6 1,181
At31 December 1999 “7s 000 6 1,181
issued and fully paid share capital
At T January 1999 142 325 - 467
At 31 December 1999 142 a5 LT T 467
Share premium account
At 1 january 1999 1,368 9 116 1,493
Shares issued 18 - : - 18

Capitafisation of reservesin
respect of shares issued via
QUEST 25 : - - 25

At 21 December 1999 1,411 9 116 1,536

Under the Company’s Executive, All Employee and Sharesave Schemes, employees
hold opticns to subscribe for 26,013,596 (27,909,739 ordinary shares at prices
ranging from 299 to 1306 pence per share, exercisable up to August 2009. During
the year 4,554,522 (4,751,490) ordinary shares were issuied on the exercise of
aptions for a consideration of £43m (£34m). :

The termns of the Group’s Sharesave Schemes were amended in 1998 se that options
maturing during 1998 and thereatter may be subscribed for, atup to full market
value, by a qualifying employee share ownership trust (QUEST) formed in 1998.

The QUEST operates in conjunction with the Sharesave Scheme by acquiring shares
in the Company and using them to satisfy Sharesave options, by delivering the shares
to the employees on payment of the exercise price.

During the year the QUEST has subscribed at market value for ordinary shares at a
total cost of £33m (£24m), The Company provided £25m (£17m) to the QUEST for
this purpose and £8m {£7m) was received from Sharesave participants. The shares
were all transferred by the QUEST to participants in the Group’s Sharesave Scheme

in satisfaction of their optiorss. The price paid by option holderss, including executive
directors, was 315 pence per share (five year options) and 239 pence per share (seven
year options).

The Company’s contribution has beenincduded as a capitalisation of reserves.

As of 31 December 1999 there were 2,076,330 shareholders. The fofiowing tal;le
shows an analysis of their holdings:

41. Cailed up share capital and share premium account continued

Sterling preference shares

Holders of the stering preference shares are entitled to receive a bi-annual non-
cumulative preferential dividend payable in sterling out of the distributable profits of
the Company. Therate per annum will ensure that the sum of the dividend payable
on such date and the Associated Tax Credit (as defined in the terms of the sterling
preference shares) represents an annual rate of 8 /1% per annum of the nominal
amount of shares issued in 1998, and an annual rate of 10 */s% for shares issued

in 1995 and 1997,

On aretumn of capital or on a distribution of assets on a winding up, the sterling
preference shares shall rank pari passu with any other shares that are expressed to
rank pari passu therewith as regards participation in assets, and otherwise in priority
to any other share capital of the Company.

On such a return of capital or winding up, each sterling preference share shall, out of
the surplus assets of the Company available for distribution amongst the members
after payment of the Company's liabilities, carry the right to receive an amount equal
to the amount paid up or credited as paid together with any premium paid onissue
and the full amount of any dividend otherwise due for payment.

Other than as set out above, no sterling preference share confers any right to
participate on a return of capital or a distribution of assets of the Company.

Holders of the sterling preference shares are not entitled to receive notice of or
attend, speak and vote at general meetings of the Company unless the business of
the meeting indudes the consideration of a resolution to wind up the Company or
any resolution varying, altering or abrogating any of the rights, privileges, limitations
or restrictions attached to the sterling preference shares or if the dividend on the
sterling preference shares has not been paid in full for the three consecutive dividend
periods immediately prior to the refevant general meeting.

In any such case, the sterling preference shareholders are entitled to receive notice of
and attend the general meeting at which such resolution is proposed and will be
entitfed to speak and vote on such a resclution but not on any other resolution.

US dollar preference shares

Holders of the US dollar preference shares are entitied to raceive a quartery non-
cumulative preferential dividend payable in US dollars out of the distributable profits
of the Company payable at a rate per annum which will ensure that the sum of the
dividend payable on such date and the Associated Tax Credit represents an annual
rate of 8.75% per annum of the Sterling value of the dollar amount issued, as fixed
atissue.

The US dollar preference shares are redeemable, in whole or in part, at the option of
Abbey National at any time and from time to time after five years and one day after
the date of original issue, 15 Novemmber 1996. Redemption may occur only if the
sterfing dollar exchange rate is at or aboveits level at date of allotment, US31.654:£1,
or in the event of a tax or regulatory change. The redemption amount will be 325,
unless redeemed in years five to ten in which instance a redemption premium will
bepayatle.

On areturn of capital or on a distribution of assets on a winding up, the US dollar
preference shares shal rank pari passu with any other shares that are expressed to
rank pari passu therewith as regards participation in assets, arx] otherwise in priority
to any other share capital of the Company. On such a return of capital or winding
up, each US dollar preference share shall, out of the surplus assets of the Company
available for distribution amongst the members after payment of the Company’s
liabifities, carry the right to receive an amount equal to £22.67, payable in US daollars
together with any accrued and unpaid dividends at that timne,

Other than as set out above, no US dollar preference share confers any right to
participate on a return of capital or a distribution of assets of the Company.

Holders of the US dollar preference shares are not entitled to receive notice of or

Ordinaryshares  attend, speak and vote at general meetings of the Company unless the business of
of 10penceeach  the meeting includes the consideration of a resolution to wind up the Company or
Size of shareholding Sharehaiders shares  any resolution varying, altering or abrogating any of the rights, privileges, limitations
of restrictions attached to the US dollar preference shares or if the dividend on the
5100 324857 1BSIN0% gdglar preference shares has not been paid in full for the six consecutive quarters
101-1,000 717,587 303,512,291  immediatedy pricr to the relevant general meeting.
1 2765 9 9,408 . . N
001+ 32,765 89,929, Inv any such case, the US dollar preference shareholders are entitted to receive natice
2,075,209 1,421,953,408  of and attend the general meeting at which such resolution is proposed and will be
entitled to speak and vote on such a resolution but not on any other resolution.
Preferegfcg 1shea;ré:hs Profit and loss account
y " 42. Reserves and Crou Com)
Size of shareholding Shareholders Shares profit and loss account e P
e ; ;AT january 1999 014 2709
000 , X #3583 it retained for the
1,061 324,985,637  financial year 638 836
1,080 325,000,000  Exchange adjustments (M 2
Capitalised an exercise of share
""" Preferance shares  Options issued via QUEST {25) (25}
oftiss0.0T exch ¢ 37 Decernber 1999 3,626_ 3,022
Size of shareholding Shareholders Shares  Exchange gains arising from foreign currency borrowings used to hedge investments
1-1 7 700  inaverseas Group undertakings of £16m (£11m) have been taken to the reserves pf
3 37 - 12845  theGroup and Company. These exchange mavements are matched by corresponding
- bR e e e e e e e s .7 exchange movements on the investments in the accounts of the Company,
1,001+ 7 7,986,455 and exchangs movements on the net assets of overseas Group undertakings
41 8,000,000  in the Group accounts.
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Notes to the accounts continued

Non-distributable reserve
42. Reserves and profit and loss account
Gi Com
continued m£ﬁ pagu)\'
At 1 January 1999 433 -
Transfer from profit and loss account 13 -
At 31 Decemnber 1999 446 -

The non-distributable reserve represents the value of the Group’s shareholders’
interestin the long term assurance funds of the Life Assurance division.

Revaluation reserve
Group Compa
fm £nrx
At 1 {anuary 1999 - -
Revaluation movement in the year 3 -

At 31 Decernber 1999 3 -

The revaluation reserve represents cumulative revaluation adjustments in respect of
the Group’s portfolio of investment properties.

46. Memorandum items: Other contingent liabilities continued

The principal other contingent liabilities are as follows:

Rediscounted commercial bills

Cater Allen International Limited has rediscounted commercdial bills, including bills
sold to the Bank of England under repurchase agreements, amounting to £355m
(E419m).

Repayment of certain tax credits

Abbay National Treasury Services plc has received a demand from an overseas tax
authaority for an amount of £100m (at the balance sheet exchange rate) (£113m)
relating to the repayment of certain tax credits received and related charges. As at
31 December 1999, additicnal interest in relation to the demand could amount to
£13m (at the balance sheet exchange rate) (£10m). The subsidiary has received
legal advice that it has strong grounds to challenge the validity of the demand and
accordingly no specific provision has been made.

47. Memorandum items: Commitments

Obligations under stock borrowing and lending agreements

Obligations under stock borrowing and fending agreements represent contractual
commitments to retum stock barrowed. These obligations are offset by a contractual
rights to receive stock under other contractual agreements.

43, Reconciliation Group Company
of movementsin 1999 1998 1999 1998 Oth
' er cormumitments
shareholders’ funds £m £m £m £ The table below shows the contract or principal ameount of commitments other than
Profit attributable to the shareholders those relating to derivatives (see note 50).
of Abbey National pic 1,261 1,058 1,446 544
Dividends (see note 13) (610) (535) (610) (535) Group Comparny
651 523 836 9 lﬁ 1‘.';:98 IE 19£98
Other recognised net gains and — " s
losses relating to the year m - 2 (1) Formalstandby facilities, credit
s ordh h o lines and other commitments to lend:
in ordinary share capi Less than 1 year 1,225 497 3231
including share premium 43 34 43 34 e ¥
——————— T o e e e e S e T Year and over 1,474 - -
Capitalised reserves on exercise i e et e EERIRr P
of share options 25 a7 25 (17) Forward sale and repurch.
.................... agreements 2,644 - -
Movement on other reserves 3 - - T G . 1 11 ;
Goodwil transferred from o comm
(taken to) profit and loss account 6,235 2810 437 338
reserve during the year - (11} - - Other commitments of the Group includes nil (£5m) of expenditure commiitted to
Net addition to Year 2000 projects.
shareholders funds 671 529 856 25 Group
Shareholders’ funds at 1999 1999 1998 1998
1 January 5,407 4,878 4,169 4,144 . Property  Equipment Property  Equipment
Sharehoiders fomds at 48. Operating Ieas.es £m £m £m £m
31 December 6,078 5,407 5,025 4,169 Furjha rental cmrwmltmmgs.
- 2 under operatlng €ases expinng:
Equity shareholders’ funds 5,628 4,957 4,575 3,719
Non-equity shareholders’ funds 450 450 450 450 MmNt '“°hre ﬂ;a” 1year 1. Z. ! 3
In more than 1 year
AL 31 December 5,078 5407 5,025 4163 but not more than 5 years 17 3 1 5
Equity shareholders’ funds comprise called-up ordinary share capital, ordinary share L D
premium account, profit and Joss account and reserves. Non-equity shareholders’ funds In more than 5 years 30 30
comprise called-up preference share capital and preference share premium account. haid 3 62 9
44. Assets and llabilities denominated in foreign currency 0 e e s T
The aggregate amounts of assets and liabilities denominated in currencies other than Company
sterling were as follows: i 1999 1999 1998 1998
i Equi t
Group Company “”“a‘% Equ'pmz'r: m& qum?n
1999 1998 1999 1998 Further rental commitments
£m £m fm EM - Under operating leases expiring:
Assets 50,747 43,364 6,401 3,902 Innotmore than 1 year 1 2 1 4
Liabilities 57,425 46,921 5,339 3,375  Inmorethan 1 year
The above assets and liabilities denominated in foreign curenciesdo notindicatethe  butnotmorethanSyears s o w0
Group's exposure to foreign exchange risk. The Group's foreign currency positions In more than 5 years 43 - 43 -
are substantially hedged by off-balance sheet hedging instruments, or by on-balance ) 5 [ B

sheet assets and liabilities denominated in the same currency.

45. Memorandum items Group Company
Guarantees and assets 1999 1998 1999 1998
pledged as collateral security  £m £m £m £m
Guarantees given by Abbey
National plc of subsidiaries’

128,642 107,613

fiabilities - -
C iven to third parties 1,183
granted 1,

2,214 1844 12643 107,615

Mortgaged assets granted are to secure future obligations to third parties who have
provided security to the leasing subsidiaries.

2

Guarantees given to third parties indude amounts in respect of credit derivative
contracts of £432m (£73m). Credit derivatives include contracts such as credit
default swaps, spread put options and credit linked notes, whereby credit risk is taken
oninrespect of reference assets.

Group Company
46. Memorandum items: 1999 1998 1999 1998
Other contingent Eabilities £m £m Em £m
Other contingent Babilities 477 552 8 10
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As at 31 Decernber 1999, the Group held various leases on land and buildings, many
for extended periods, and other leases for equipment, which require the following
aggregate annual rental payments:

R 1
£m £m

Year ended 31 December
B g
2001 ! 63
Seia e e
w003 L T
2004 56 52
Total thereafter T e T 37
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, s e
£m £m
Group rental expense comprises: ‘
incespectof minimumrentals 64 67
Less: sub-lease rentals (6) )
58 63




49, Financial Instruments

The Accounting Standards Board issued FRS13, ‘Derivatives and other financial instruments: disclosures’, which is first effective in Abbey National’s accounts for the year ended
31 December 1999. Comparatives are not required in the first year, however they have been provided in the new disclosure format where the information was published in
previous years,

In the Operating and financial review:

The Objectives and policies in holding financial instruments: see ‘Financial instruments’, Page-21

Finandial risk management policies: see ‘Financial risk management’, Page 21 -

Trading financial instrument exposure sensitivity analysis: see ‘Financial risk management — Market risk of finandial instrumenits - Trading Instruments’, Page 22

In the accounts:

Deafing profits from financial instruments: see note 6, ‘Dealing profits’ -

interest rate risk of non-trading finandial instruments: see ‘Interest rate risk” below

Fareign exchange risk of non-trading finandiat instruments: see ‘Foreign exchange risk’ below

The use of derivatives for hedging and trading purposes, with financial disclosures: see note 50, ‘Derivatives’

Fair value disclasures: In summary, fair value (i.e. market value) disciosures are required by FRS13 for all finandial instruments in the trading book, and the following financial
instruments in the non-trading book:

- Allderivatives
~ Alllisted and/or publicly traded securities
- All other financial instruments for which there is a fiquid and active market

Such disclosures required by the standard are provided in the note to the accounts relevant to the finandial instrument type. These may be foundin note 15, Treasury bills and
other eligible bills; note 20, Debt securities; note 21, Equity shares and other variable yield securities; note 34, Debt securities in issue; note 40, Subordinated liabilities; and note
50, Desivatives. Fair value disclosures are not provided for loans and deposits as there is no liquid and active market for such instruments held by the Group.

The financial assets and liabilities of insurance companies are excluded from the scope of FR313.

Interest rate risk

In accordance with FRS 13, interest rate repricing gap inforration is shown in the tables below, as at 31 December 1999. It pravides an estimate of the repricing profile of the
Group's assets, liabilities and off-balance sheet exposures for non-trading activities. For the major categories of assets and liabilities, these ‘gap’ tables show the values of interest
eaming assets and interest bearing liabilities which reprice within selected time bands. ftems are allocated to tirme bands by reference to the earlier of the next interest rate
repricing date and the legal maturity date. This leads ta an apparent timing mismatch where the anticipated maturity date is different from the legal maturity date and hedges
have been structured accordingly. The positions shown reflect both the repricing behaviour of the administered rates on mortgage and savings products {over which Abbey
National has some control} and contracted wholesale on and off-balance sheet positions (which are determined by market rates). The tables do not purport to measure market
risk exposure.

Interest Rate Sensitivity Gap as at 31 December

Non-trading Trading Total
In more Inmore Inmore
than than than
Naot 1months émoenths 1year
more bt not but not but nat Inmore  Morrinterest Tatal
than 3 move than more than mare than than bearing lram
months 6 months 12 mmanths S years Syears amounts 1999
£m £m fm £m £m £m £in £m
Assets
Treasury and other eligible bills - - - -
and advances to banks (1) 310 - 205 119
1,367 1.832 14,310 5874
686 654 266 243
Securities and investments 2,112 666 3,508 4,644
Otherassets
Assets of long term assurance funds
Total assets 91,727 4,475 3,152 18,289 10,880
Liabilities
Deposits by banks (1} 4,991 1,347 886 96 159
Customer accounts S 51,291 . 1,393 1,395 5,480 186
Debt securities inissue 29,00% 4,313 4,339 10,415 3,182
Subordinated iabiitis Cae T e R P
Other liabilities ] 99 40 - - -
Liabilities of long term assurance funds
Shareholders’ funds — non-equity )
— equity 5,628 - 5,628
Total liabilities 85,674 7.266 6,721 16,624 6,969 32,533 24,957 180,744
Off-balance sheet items (3) (11,712) 2,599 4,051 4,414 204 444
interest rate repricing gap {5,659) {192) 482 6,079 4,115 (4,825)
1999 Cumulative gap (5,659) (5,851) (5,369) 710 4,825 0
1998 Cumulative gap 3,178) (1,145) (1,546) 4,579 4,946 Q

(1) Non-interest bearing iterns within loans and advances to banks and deposits by banks, include items in the course of collection and items in the course of transmission,
respectively. These are short term receipts and payments within the UK retail banking clearing system. The remaining non-interest bearing item within foans and advances to
banks refates to the interest free depasit maintained with the Bank of Engfand.

(2) Nenvinterest bearing items within loans and advances to customers refate to non-accruing lendings after deduction of associated provisions.

(3} Off-balance sheet items are classified in the table above according to the interest termis contained in the contracts.

Negative gaps are liability sensitive and, all other things being equal, would indicate a benefit if interest rates decline. A positive gap is asset sensitive and, ail other things being
equal, would indicate a benefit if interest rates increase.

Gap positions shown within the interest rate repricing table are attributable to the balance sheet management of the Group's capital, fow rate and non-interest bearing
liabilities, aimed at reducing income volatility. Fixed rate assets and liabilities are hedged in line with a broadiy risk neutral management objective.
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Notes to the accounts continued

49, Anandal Instruments continued

Anumber of Abbey National non-trading assets and Habilities are subject to more complex repricing than can be reflected in the above table or reprice with reference to indices
ather than interest rates. Tha market risk exposure is minimised through the use of matching derivatives. The material preduct groupings include:

) Loans with embedded interest rate caps and floors, These are subject to a pradetermined maximurm or minimum interest rate for a period of up to seven years. The risk of
volatility in earnings from movements in interest rates is hedged with purchased interest rate caps and floors. ’

b) Customer accounts where the return of a fixed period is determined by the perfarmance of an equity index. Therisk of volatility in eamings from movements in the equity
index is hedged using equity swaps.

¢} Contracts with interest rate floor and swaption features. These may be written, for example, in order to hedge fixed rate funding at efficient overall funding rates, while
setting a predetermined minimurm rate of interest to be payable in future periods.

The risks associated with such instruments, and their hedges, are reflected in Financial risk management — Market risk of non-trading financial instruments, in the Operating
and financial review.

Foreign exchange risk

The Group's main overseas operations are in France and Italy. The Group also has some small operations elsewhere in Europe, North America and Asia. The main operating
{or “functional’) curren2s of its operations are therefore Sterling and the Euro, As the currency in which the Group prepares its consolidated financial statements is Sterfing, it
follows that the Group's consolidated balance sheet is affected by movements in the exchange rates between these functional currencies and Sterling. These currency
exposures are referred to as structural currency expaosures. This is not the same as structural market risk which arises from a variety of exposures inherentin a product or
portfolio (see above). Translation gains and losses arising from these expasures are recognised in the Statement of total recognised gains and losses.

The Group mitigates the effect of these exposures by financing a significant proporticn of its net investments in its overseas cperations with borrowings in the same currencies
as the functional currencies involved.

The Group's structural currency exposures as at 31 December 1999 were as follows:

Structural currency exposures as at 31 December 1999

Borrowings hedging
Net investments netinvestmenis Net structural Ket structural
in overseas in overseas aurrency Tumency
aperations operations osures exposur

. . 1999 1999 e 1999 1 9928s
Functional currency of the operation involved £m £m £ £m
Ewo-Subddiary .. L - SO L. S L 8
-Branches . - (2%) - (21) (6

Other non-sterting amounts 8 (7} 1 1
Total 122 {147) (a9 (3]

The Group also has some transactional currency exposures. Such exposures arise from the activities of the Group where the operating unit undertakes activities in currencies
other than the unit’s functional currency. Where such activities show currency mismatches between assets and fiabilities, the Group uses a variety of derivative products (e.g.
cross currency swaps, forward foreign exchange contracts) to eliminate some or all of the currency risk depending on the amount and nature of the transaction. Controls are in
place to fimit the size of the Group’s open transactional foreign exchange positions.

The table below shows those transactional (or non-structurat) exposures which give rise to the net currency gains and tosses recognised in the profit and loss account. Such
exposures comprise the monetary assets and monetary liabilities of the Group that are not denominated in the functional currency of the operating unit invalved, other than
certain non-sterling borrowings treated as hedges of net investments in overseas operations (as shown in the above table). The exposures shown below are stated net of
derivatives used to hedge currency risk. As at 31 December 1999 these exposures are as follows:

Transactional currency exposures as at 31 December 1999

Non-Trading book
Net forei ets/ (liabilities)
Sterling US Dallar orewan c1E.|ur::ncy mune(gg:s I Total
Functional currency of Group operation £ £m £Em £m
Sterling nfa 3 8 (2) 9
Euro 4 - n/a - 4
Total 4 3 8 (#3) 13
Transactional currency exposures as at 31 December 1998
Nan-Trading book
Net foreign currency monetary assets/(liabilities)
Steriing US Dotlar an Euro '333 Total
Functional currency of Group operation £m £m £m £m
Sterding nfa 5 19 - 24
Euro - - nfa - -
Total - 5 19 - 24

TheWholesate Banking and Wealth Management business segrments generate a significant praportion of theirincome in currencies other than the functicnal currency, and
may use forward foreign exchange contracts to fix the functional currency equivalent of their forecast income. The outstanding nominal of such transactions at 31 December
1999 was £120m, all with a maturity of less than one year.

50. Derlvatives
Derivatives are contracts or agreements whose vakae is derived from one or more underlying indices or asset values inherent in the contract or agreement, Derivatives are used
for trading and non-trading purposes. These terms are defined in Accounting policies: Derivatives on page 42.

Non-trading derivatives

The main non-trading derivatives are interest rate and cross-currency swaps, which are used to hedge the Group’s exposures to interest rates and exchange rates inherentin
non-trading assets, liabilittes and positions, induding fixed rate lending and structured savings products within UX Retail Banking, Finance House and Continental Europe, and
medium term note issues, capital issues and fixed rate asset purchases within Wholesale Banking.

The following table summarises activities undertaken by the Group, the related risks associated with such activities and the types of derivatives used in managing such risks.
Such isks may also be managed using on-balance sheet instruments as part of an integrated approach torisk management.

56 Abbey National Group




50. Derivatives continued

Activity Risk Type of Hedge

Management of the return on Reduced profitability due to fallsin Receive fixed interest rate swaps.
variable rate assets funded by interest rates. Purchase interest rate floors.
shareholders’ funds and net

non-interest bearing liabilities.

Fixed rate lending.

' Sensitivity to increases in interest rates,

Fixed fate retail and wholsale fundlng

Equity-finked retail funding.

Pay fixed interest rate swaps.
Purchase interest rate caps.

alls i interest rates.

Receive fixed interest rate swaps.

Sensitivity to increasesin equity
market indices.

Receive equity swaps.

Management of other netinterest
income on retail activities.

Sensitivity of retums to changesin
interest rates.

Interest rate swaps and caps/floors
according to the type of risk identified,

Fixed rate asset investments,

Sensitivity to increases in interest rates.

Pay fixed interest rate swaps.

investment in foreign currency assets,

Sensitivity to strengthening of sterling
against other currencies,

Cross-currency swaps. Foreign"
currency funding.

Prafits earned in foreign currencies.

Sensilivity to strengthening of sterling
against other currendcies.

Forward fareign exchange contracts.
Purchase options.

Investmentin, and issuance of, products

Sensitivity to changes inunderlying

Interest rate swaps plt}g caps/floors,

with embedded options. rate and rate volatility causing option and other matched options.
) exercise,
Investmentin, and issuance of, Sensitivity to changes in rates Swaptions®.

with put/cali features.

causing option exercise.

Firm commitments (e.q. asset purchases,
issues arranged).

Sensitivity to changes in rates
between arranging a transaction and
completion.

Hedges are arranged at the time of
commitments if there is exposure
1o rate movements,

*A swaption is an option on a swap which gives the halder the right but not the obligation to buy or sell a swap.

Derivative products which are combinations of mare basic derivatives (such as swaps with embedded option features), or which have leverage features, may be used in
circumstances where the underlying position being hedged contains the same risk features. In such cases the derivative used will be structured to match the risks of the
underlying asset or Hability. Exposure to market risk on such contractsis therefore hedged.

Derivatives used for non-trading activities are accbunted for on an accryals basis consistent with the assets, liabifities or paositions being hedged.

Trading derivatives

Abbey National Financial Products (ANFP) is the only business within the Abbey National Group actively trading derivative products and is additionally responsible for
implementing Group hedging activities involving derivative contracts with the external market. ANFP's objective is to gain margin value by marketing derivatives to end-users
and hedging the resulting exposures efficiently. Products offered by ANFP include interest rate and cross-currency swaps, caps, floors and swaptions and variations on these
products, ANFP has established clear guidelines for staff to ensure that end-users are aware of the potential risk of entering into complex derivative transactions.

Acomprehensive limit structure has been established for ANFP which includes exposures to interest rates, vield curve shape, volattlity and spreads. In addition to the normal

limits, additional limits covering sensitivity to large changes in the underlying variables have been imposed. Substantially no foreign exchange risk is currently run within ANFP,
other than that accruing through profits earned in currencies other than sterling. These exposures are moenitored and hedged on a reguiar basis. Direct interest rate exposure

is also maintained at low levels, but exact hedges are often not available in the market and this will give rise to a combination of yield curve, volatility and spread risk within the -
established limits. The overall management and control policy framework at ANFP is consistent with “The Derivatives Practices and Principles’ issued by the Group of 30 Global

Derivatives Study Group regarding derivatives,

ANTS additionally holds trading derivatives to hedge interest rate exposures created within trading portfolios of asset backed and other securities.

Derivatives used in trading activities are stated at fair value.

Quantitative disclosures

The table below shows the contract or underlying principal amounts, and positive and negative market vaiues of non-trading and trading derivatives analysed by type of
contract. Contract or underlying principal amounts indicate the volurne of business outstanding at the balance sheet date and do not represent amounts at risk. The market
value represents the amount atwhich a contract could be exchanged in an arm’s length transaction, calculated at market rates cumrent at the balance sheet date.
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Notes to the accounts continued

Group Contract or undedying Posiive | Negative
- - principal amounts  marketvalues  market valyes
Contract or underying Positive Megative 3 1998 1998 1998
prindpal amnr% muketvqli% mw% 50. Derivattves continued £m £m fm
50. Derivatives continued £m £m £n  Trading derivatives continued:
Non-trading derivatives: Exchange rate contracts:
Exchange rate contracts: Cross-currency swaps 3,148
Cross-currency swaps 14,090 468 954  Forward foreign exchange 7
Forward foreign exchange 6,954 19 15 3,219
Fotqun exchange aptions 29 2 ~  Interestratecontracts: o
21,073 489 979  Interestrate swaps 94,288 2,136 2,459
Interest rate contracts: Caps, floors and swaptions 29,266 329 200
Interest rate swaps 85 595 1,967 1,452  Futures {exchange traded) 20 677 - -
Caps floors and swapuons 9,069 283 33 forward rate agreements 13,747 16 14
Futures {(exchange traded) 1,029 - - 157,978 2,481 2,673
Forward rate agreements 1,648 1 -~ Equity contracts:
97,341 2,251 1,485  Equityindex options - -~ -
Equity contracts: - - -
Equity index options 448 24 - Total 161,197 2,579 2,798
Equity index swaps 394 7 16 Effect of netting ~ {2,338 (2,338)
B42 ER| 16  Fairvalues of contracts between
Total 119,256 2771 2,480 ANFP and other Group entities 15 -
Amount included in Other assets/Other liabilities 392 460
Group  positive market values arise where gross positive market values exceed gross negative
Contract or underlying Positive Negatve  Mmarketvalues on a contract by contract basis. This equates to net replacernent cost.
principal amounts'  marketvalues  marketvalues  Negative market values arise where gross negative market values exceed gross
19592 1 932 positive market values on a contract by contract basis. The totals of positive and
- — - negative market values arising on trading derivatives as at 31 December 1999 have
Non-tradingderivatives,. been netted where the Group has a legal right of offset with the relevant
Exchange rate contracts: - o _ counterparty.
Cross«currency Swaps 13,251 .. 500 592 psatthebalance sheet date, the Company held non-trading interest rate contracts,
Forward foreagn exchange 5525 33 194 exchange rate contracts and equity contracts with underlying principal amounts
18,776 633 786  asfoliows; interest rate swaps £45,346m (£40,040m), interest rate caps, floors and
- swaptions £5,770m (£4,327m)}, forward rate agreements £247m {nil), cross-currency
Interest rate contracts: - . swaps £619m {nil), forward foreign exchange contracts £4,330m (£460m) and
Interest rate swaps 76,681 1,866 1,531  equityindex options £388m (£484m).
i 11
E?Rs-" fioors and swaptions 9,294 9 3 Substantially all of the Group’s desivatives activity is contracted with financial institutions.
Futures (exchange traded) 7097 1 4
Forward rate agreements 295 - All exchange traded instrurnents are subfect ta cash requirements under the standard
93367 T977 1 564 margin amangements appliec_l by the individu_al exchanges. Such instruments are
’ ! ’ not subject to significant credit risk. Other derivative contracts are not subject to these
Equity contracts: e 2SI FEGQUiCEMENS,
Caps, floors and swapuons 281 39 19 3
o e -+ = Thefollowing table analyses aver-the-counter (OTC) and other non-exchange traded
Equity index options 202 h 1 derivatives held for non-trading purposes by remaining maturity:
483 39 20 Cot‘\jt:ﬂacl or . C%ndu:clm Net
un et &
Total 112,626 2,649 2,370 V'"% replacement u pﬁmﬂgj facoment
included in the above analysis of non-trading derivatives are exchange rate contracts, ﬂmou"ts cost alm]’ugﬂg's ]g‘;ﬂ
interest rate contracts and aquity contracts with underlying principal amounts of 193“9 ‘m ﬂ: _;_,E
£2,098m (£1,427m), £54,025m (£49,321m) and £152m (£202m).respectively; — -
which were undertaken by Group entities with ANFP. The total net positive market Derivatives maturing: !
value of such contracts amounted to £209m (net negative £151m). In notmore than 1 year 31,789 551 29916 187
- . . . inmore than 1 year but e
Associated contracts which ANFP has transacted with external counterparties are -
included in the analysis of trading derivatives. Net negative market values of £209m nat mare than 3 years S2,798 Aok 36,940 1407
{net positive £151m) onall contracts held by ANFP with other Group entities are In more than 5 years 23,640 819 18,673 1,054
included within Other liabilities, as shown in the following table: 118,227 2771 105,529 2,648
Group
Contract or undesdyi Positive Negative  Thefollowing table analyses OTC and other non-exchange traded derivatives held for
principal amounts marketvalues marketvalues  trading purposes by remaining maturity:
1999 1999 1999
Em m £m Cot&t;dact or N C?‘ndtrﬁc!: or Net
un T et enyIn: I
Tradmg denvatwes prinzilpa reptacement ¢ mngpg replacenent
e et e s e e P s ont P ounts poied
Exchange rate contracts; 1999 1999 1998 1958
Cross-currency swaps 4,851 110 135 £m £m £m £m
Forward foreign exchange 3,310 1 12 Trading derivatives maturing
8,161 111 147 (beforenetting:
Interest rate contracts: In notmore than 1 year 39,365 233 38,882 683
Interest rate swaps 145,389 1,969 2145 |hmore than T yearbut o
R year but
3 . nat more than 5 years , . . ) /
Caps, floors and swaptions 31,355 361 270 than Sy 100982 1.367 71,342 1.078
Futures {exchange traded) 13,644 - I e a e v e
Forward rate agreements 4828 4 3 Inmorethan 5 years 55,556 1,112 28,296 818
195,216 2,334 2,418 195,904 2,712 140,520 2,579
Equity contracts:
Equity index options 6,171 267 1,447
6,171 267 1,447
Total 209,548 2,712 4,012
Effect of netting (1,782) (1,782)
Fair values of contracts between
ANFP and other Group entities 209
Amount included in Other assets/Other liabilities 930 2,439
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50. Derivatives continued
Unrecognised gains and losses on financial assets

resulting from hedge accounting

Gains and losses on financial instruments used for hedging are not recogmsed until
the exposure that is being hedged is itself recognlsed Unrecognised gains and losses
aninstruments used for hedging a

Group
Gains and losses expected Gains Losses gailﬁ'(‘?(ﬂ;‘;;)
to be recognised: £m £m £m
At 31 December 1999
inlyearorless 394 (433) (39)
After 1 year 1,067 {1,044) 23
1,461 1, 477) (16)
At 31 December 1998
In 1 year or Iess 782 (571) 211
" After 1 year 1,478 a,1e8y 310
2,260 (1,739) 521

The net gain unrecognised at 31 December 1998 and recegnised during the year
was £203m, The net book value of these contracts was £(274)m (1998: (£311m)).

Deferved gains and losses on financial assets resultlng from

hedge accounting

Deferred balances relating to settled derivatives and other finandal transaction
provisions, used as hedges, will be released to the profit and loss account in the same
periods as theincome and expense flows from the underying hedged transactions.
The movement in the period is as follows:

51. Consolidated cash flow statement continued
b) Analysis of the balance of cash as shown in the balance sheet
included in the balance sheet are the following amounts of cash:

Loans &
Cash&  advancesto
batances  other banks
with central on
banks demand Tortak
1999 1999 1999
£m £m £m
Atljavary 329 1,337 1,666
Net cash inflow 372 1,146 1,518
At 31 December 701 2,483 3,184
Loans &
Cash & advances to
d’l:alancﬁ oth)e(;ganks
with cent [l e on
banks epademand
1998 1998
£m £m
At January 329 1,034
MNet cash inflow - 303
At 31 December 329 1,337

Loans and advances to other banks repayable on demand excludes £1,918m
(£2,374m) of loans and advances relating to stock lending and sale and repurchase
business, which are repayable on demand, but matched by comesponding balances
in deposits by banks. Such balances have not been classified as cash for the purposes
of the cash flow statement.

The Group is required to maintain balances with the Bank of England which at
31 December 1999 amounted to £98m (£101m), These are shown in{oans and

Giroup advances to banks, and are not included in cash for the purposes of the cash flow
TotalNet  staterment.
Gains Losses  gains (lasses)
£m £m £m

Share capital
At january 1999 BT . S 3 inc. Share  Subordinated
Previous years deferred gains and . <) Analysis of changes in promium llabi{l%e; ‘{gg
losses recognised in the year (3 2 (#)  financing during the year £m £m £m
Gains and losses deferred in the year 19 (14) 5 At1 January 1,960 3,333 5,293
At 31 December 1999 64 (29) 35 Netcashinflow from financing 1,330 1.348
Gains and losses expected to be recognised: Effect of foragn exchangerate changes
In 1 year or less 10 ® 2 Capitalised on exercise of share options 25
After 1 year 54 (21) 33 At31 December 2,003
51. Consolidated cash flow statement Share capital

P inc. Share  Subordinated
a) Recondiliation of profit before tax to 1999 1998 premium liabilities Total -
net cash inflow from operating activities £m fm 193:”]5 1%9"8: 1 935
!;?ﬁton c:lrdmarya)ctrvltla before taxbI SRR 1,783 1520 AU Januay 1.926 7,463 4339
ecrease (Increase)in lnterest recemvable an . T e iy _

prepaid expenses M2 qasy) Neteshifowfromfinancng LA 857 278
(Decrease) Increase in interest payable and Effect of foreign exchange rate changes - 13 13
accrued expenses (155) 245  Capitalised on exercise of share aptions 17 - 17
Provisions for bad and doubtfid debts 303 201 At31 December 1,960 3,333 5,293
Provisions for contingent liabilities and commitments 23 e,
Net advances written off 317 (176)  d) Acquisitions of subsidiary and associated 1999 1998
Increase in the value of Iong termn assurance business {196) o (155) undertaldngs and purchase of businesses £m fm
Depremauon and amortisation 1N 126 Net assets acqu:red e e e i
Income from Assaciated Undertakings ~ Loansand advances tobanks " L
Profit on sale of tangible fixed assets and investments (30) Loans and advances to customers - 3’386
Effect of other deferrals and accruals of cash flows Netinvestmentin finance feases - - 91
from operating activities 98 16  Tangiblefixed assets . _ 3 .8
Net cash inflow from trading activities 1,932 606  Operating lease assets - 83
Netincrease in loans and advances (5,504) (1,811)  Other assets 0 ) 255
Net (increase) decreasein investment in finance leases (100) 20 Deposisbybanks - = (3999
Met increase i bills and securities 3,314 (2,678)  Other liabilities N = (265)
Netincrease in depaosits and customer accounts 445 5,616  Goodwill on acquisitions - 202
Net increase in debt securities in issue 3,005 66 434
Neti increase :n other habnlmes Iess assets 7777777 487  Satisfied by_: .
Exchange movements @0 (s557) Unsecuredinterestbearingloanaotes - 3
Net cash inflow from cperating activiges 10,527 4,688 Cash . - 30 364
Exchange movermnents represent exchange movements on cash balances and Deferred corsideration o TS
investing and financing activities, The movements are notindicative of the Group's Lean prepayment : 36 61
exposure te foreign exchange risk on these items, because foreign currency positions p3 434

in such balances are substantially hedged by other on-batance sheet and off-balance
sheet foreign currency amounts. All other exchange movements, including
movements on hedges, are included in the relevant captions in the above
recoriliation.
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Notes to the accounts continued

51. Consolidated cash flow statement continued
e) Analysis of the net outflow of cash in respect
of acquisitions of subsidiary and associated

1999 1998
undertakings and purchase of businesses £m £
Cash cansideration 30 364
Cash acquired T - (v
Net autflow of cash in respect of acquisitions of subsidiary
and associated undertakings/purchase of business 30 357
e et L e oo e e
f) Sale of subsidiary and associated undertakings £m £m
Net assets disposed of:

"l;é'rdl‘g‘;iblefixedAsrséts . R s
Loans and advarices - 327
Cther assets - 8
Cash atbank and in hand - 4
Deposits by banks and custormer accounts - . (214}
Cther liabilities - (5}
Provisions for Rabilities and charges - (1}
Goodwillwrittenback o e
- 143
Profit on disposal - 4
Consideration received - 147
Satisfied by:
Cash - 147
Other assets - -
- 147
g) Analysis of the net inflow of cash in respect 1999 1698
of the sale of subsidiary and associated undertakings - L £m
Cash received as consideration , - 147
Cash disposed of S L )
Netinflow of cash in respect of sale
of subsidiary and associated undertakings - 143

52. Retirement benefits

The Abbey National Armalgamated Pension Fund, Abbey National Group Pension
Scheme and National and Provincial Building Society Pension Fund are the principal
pension schemes within the Group, covering 80% (76%) of the Group's employees,
and are all funded defined benefits schernes.

The latest formal actuarial valuation carried out by an independent professionally
qualified actuary was made as at 31 March 1999 for the Amalgamated Fund and
Graup Pension Scheme and 31 March 1997 for the Naticnal and Provincial Building
Society Pension Fund.,

The main long term financial assumptions used in the 1999 Actuarial Valuations were:

% Norninal per annum

Investment retum 6.25
Pensionincreases 30
General saiarylncreasa 4.5
General paceinflation 3.0

Formal actuarial valuations of the assets and liabilities of the schemes are carried out
on a triennial basis and, in addition, there is 2n annual review by the appointed
actuary. The results of these reviews are induded in the accounts.

Including the review of the National and Provincial Pension Fund carried out as at
31 March 1999, the combined market value of the schemes’ assets was £1,626m,
and the combined funding level 104%.
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52. Retirement benefits continued

The pension cost of £67m (£46:m) reflects the regular contribution rate less an
amountin respect of the year to 31 December 1999 in respect of the surplus being
recognised over the expected remaining service lives of the members of all the
Group’s schemes in accordance with SSAP 24, "Accounting for Pension Casts’.

An asset of £9m (£2m) has been included in the balance sheet accordingty.

tn addition, included in Other assets as at 31 Decemnber 1999 was an amount of
£23m (£25m) in respect of the unamortised pension scheme surplus assessed at the
date the business of N&P was purchased. This was based on an actuarial assessment
of the scherne at that date and is included in the balance sheet in accordance with
FRS7, ‘Fair values in acquisition accounting’. This balance is being amortised over the
average remaining service fives of employees in the scheme, and £2m (£1m) was
charged to the profit and loss accountin the year ended 31 Decemnber 1999,

53. Directors’ emoluments and interests

Further details of directors’ emoluments and interests are included in the Board
Report of the Personnel and Remuneration Committee on pages 30 ta 35, These
details include, as spedfied for audit by the London Stock Exchange, an analysis,

by director, of salary and other payments and benefits on page 31, an analysis of
directors’ share options on pages 33 and 34 and details of the directors’ conditionat
rights over the Company's shares under the Long Term Incentive flan on page 35,
all of which form part of these audited financial statements.

Ex gratia pensions paid to former directors of Abbey National ple in 1999, which
have been provided for previously, amounted to £157,900 (£154,633). The Board
no longer awards any new such ex gratia pensions and accordingly, no charge (nil)
to the profit and loss accounthas been made in respect of them.

Details of foans, quasi loans and credit transactions entered into or agreed by the
Company or its subsidiaries with persons who are or were directors and connected
persons and officers of the Company during the year were as follows:

Nurnber of persons Aggregate amount
outsta

Directors
[ 56
nicans T y . 2
i s -
Officers
Loans 26 2,592
Quasiloans 12 12
Creditransactions 17T T T

No director had a material interest in any contract of significance, other than a service
contract, with the Company or any of its subsidiaries at any ime during the year.

The directors did not have any interests in shares or debentures of subsidiaries. Further
disclosures relating to these transactions, as required under FRS 8, ‘Related party
disclosures’ are given in note 54.

54. Related party disclosures

a) Transactions with directors, executive officers and their close family members
Directors, executive officers and members of their close families have

undertaken the following transactions with the Abbey National Group

in the course of normal banking and life assurance business.

1999

Amounts in respect of

Nurmber of dicectors  directors, executive officers (1)

and executive officers (1) and their dose family memg.e;so

Secured loans, unsecured loans and overdrafts

Net movements in the year 12 {16}
Balances outstanding as at

31 December 1 1,276
Deposit, investment, bank and instant access accounts

Net movements in the year 14 709
Balances outstanding as at

31 December 15 3,644
Life assurance policies and investments

Netmovements in the year 3 _ {5)
Total suminsured/

value of investment 2 171




54. Related party disclosures continued

54. Related party disclosures continued

1998

Amounts in respect of

Number of directorsand  directors, executive officers (1)
executive officers (1) and u-neirdosefa-nﬂymeﬂétaag

a} Transactions with directors,
executive officers and their
dlose family members continued

Secured loans, unsecured toans and overdrafts

Net movements in the year is 9
Balances outstanding as at

31 Decemnber 12 1,259
Dreposit, investment, bank and instant access accounts

Net movementsin the year 16 1,269
Balances outstanding as at

31 Decemnber ) 16 2,935
Life assurance policies and investments

Net movemenits in the year 2 (37}
Total sum insured/

value of investment 3 176

(1) Executive officers are defined as those officers wha report directly to the
Group Chief Executive.

Three directors have also undertaken sharedealing transactions through two
subsidiary companies of an aggregate net value of £54,383. The transactions were
on normal business terms and standard commission rates were payable.

Secured and unsecured loans are made to directors, executive officers and their close
family members on the same terms and conditions as applicable to other
employees within the Group.

Amounts depasited by directors, executive officers and their close family members
earm interest at the same rates as those offered to the market or on the same terms
and conditions applicable to other empioyees within the Group.

Life assurance policies and investments are entered into by directors, executive
officers and their close family members on normal market terms and conditions, of
on the same terms and conditions as applicable to other employees within the Group.

b) Transactions with associated undertakings

Abbey National plc acts as agent for CGUUL, under which it passes insurance
premiums to CGUUL and earns an agent’s margin, The agercy margin amounted
to £132m (£130m) for the year ended 31 December 1999.

Abbey National pic has ajoint venture agreement with CGU plc. During the year
CGU ple contributed £5m (nil) for developing a new software capability.

Abbey National Independent Consulting Group Ltd holds a 49% share in Witlis
National Holdings Ltd, a company offering independent financial advice. The Group
earns a comrmission on insurance premiums, for which it pays professional service
fees. The net income from such fees amounted to nit (nil) for the year ended

31 December 1999,

Abbey National plc has a joint venture agreement with Safeway plc which includes
various savings products and an in-store banking network, Customer accounts are
all managed by Abbey National plc, with a share of profits being paid to Safeway.
During the year ended 31 December 1999, nii {nif) was paid to Safeway pl¢.

First National Bank plc holds a 50% share in PSA Wholesale (a subsidiary of Peugeot
SA), known as PSA Finance pic (PSA). This is a finance organisation providing finandial
services to the Peugeot-Citroen car dealership netwark. The income receivable from
the Graup's interest in PSA amounted to £1 1m in the year. As at 31 December 7999,
£10m was outstanding from PSA.

Abbey Mational jersey Intermnational Limited holds 9.9% of the "A’ ordinary shares and
509 of the ‘B’ convertible ordinary shares in DAH Holdings Limited {DAH). DAH is

the holding company of a private banking organisation, and is registered in Bermuda.
The income receivabile from the Group’s interest in DAH arnounted to £1min theyear.

Balances cutstanding between the Group and associated companies as at
31 Decernber 1999 are detailed in notes 17 and 33. Further details of the Group’s
interests in associated undertakings are shown in note 23.
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<) Transactions with long term assurance funds

Thelong term assurance funds are refated parties for the purposes of this disclosure
because the assets and liabilities of the long term assurance funds are included in the
balance sheet.

As at 31 December 1999, Group entities owed £232m (£206m) to, and were owed
£31m (£41my} by, the long temm assurance funds. Of these respective amounts
£230m (£204m) relates to amounts deposited by the long term assurance funds with
Abbey National plc or Abbey National Treasury Services plc (ANTS), and £4m (£5m)
relates to amounts owed by the iong term assurance funds to Abbey National pic.
The remaining amounts represent balances between the long term assurance funds
and the shareholders’ funds of the life assurance businesses within the Group. In
addition, the long term assurance funds have lent £897m (£645m) of investment
assets to a subsidiary of ANTS under steck lending agreements as at 31 December
1999.

tncluded infees and commissions receivable in the year is an armount of £32m
{£26m) receivable from the long term assurance fund of Abbey National Life plcin
respect of life assurance products sold through the retail branch network.

During the year Abbey National Financial Investment Services plc incurred costs
amounting to £96m (£30m) on behalf of the long term assurance funds. All such
costs were recharged to the long term assurance funds.,

Details of transfers of funds between shareholders’ funds and long term assurance
funds are provided in note 22. Induded within Assets of long term assurance funds
and Liabilities of long term assurance funds are amounts owing between thelong
term assurance funds of £6m (£11m).

The value of the funds” holdings ininternally managed unit trusts amounted to
£4,431m(£798m) at 31 December 1999. The unit trusts are managed by Abbey
National Unit Trust Management Ltd, Scottish Mutual tnternational Fund Managers
Ltd and Scottish Mutual International Managers Ltd.




Group financial summary — Profit and foss accounts

Before

exceptional  Exceptional
iterns items Total Total TJotal Toal Total
1999 1999 1999 1998 1997 1996 1695
£ £ £m £m £m £m £m
Netinterest income 2,661 2,661 2,241 1,905 1,815 1,579
Commiissions, fees and other income 1,095 ® 1,089 870 708 534 304
Operating expenses (1,59‘2___‘” 21) 1,615) (1,346} (1,194) {1,038) (870)
Provisions for bad and doubtful debts (303) (303) (201) az21 127 72
Provisions far connngent liabilities and comm:tments N (i’.) ' (23)- (16) ' - (]6) N ‘ (4) . _{7)
Amounts written off fixed asset investments (26) (26) (28) o (13) (8)
Proﬁtonordmaryactmtnes before tax 1,81_0 (27 1,783 1,520 1,279 1,167 1,026
Tax on profiton ordlnary activities {530 8 (522) (462) (326) (403) (344)
Profit on ordinary activities after tax 1,280 1% 1,261 1,058 953 764 682
Minority interests — equity - - 1 3 1
Profit attributable to the shareholders of
Abbey Nationalplc 1,261 1,058 954 767 683
Transfer to non-distributable reserve LE)) azsy ey w59
Dividends - ordinary and preference shares (610) (535) (469 (373 {290)
Profit retained for the finandal year 638 398 407 327 334
Eamings per ordinary share (pence)
"""" ~basic 86.2p 72.4p
~diluted 85.5p 1.7p

Dividends per ordinary share (pence)
Net e T4025p  3830p 30720p 26.10p 2175
Gross equivalent 4472p 40.85p 3838p  32.63p 27.19p
Dividend cover (times) 210 2,00 2.10 210 2.40

The Group financial summary is based on the audited censolidated financial statements of the Abbey National Group for the five years ended 31 December 1999, and has
been derived from the consclidated financial statements for each of the relevant years.

For a description of exceptional items in 1999 and 1998 see note 3 to the accounts. Exceptional items in 1997 include Year 2000 and EMU costs of £28m. In addition tax
changes introduced in 1997 resulted in a £133m reduction in net interestincome and a £12m provision against the embedded value profits for the Life Assurance division
(included within Commissions, fees and-other income). Operating expenses in 1996 include axceptional costs of £61m incurred in the integration of the business of the

National and Provindial Building Society (N&P).

The figure disclosed in respect of Profit on ordinary actjvities before tax resulting from operations acquired in 1996 excludes the results of the business transferred from N&P.

The calculation of the gross equivalent dividend per ordinary share applies a tax rate of 20% for grossing-up purposes for dividends up to and including the interim dividend for
1998, Thereafter the rate of 10% has been applied.

Group financial summary - Balance sheets

1599 1998 1997 1996 1995
£m £m £m £m £Em
Assets
Cash, treasury bills and other efigible bills ) 1815 2,386 1,957 339
loansandadvancestobanks 4z 7,428 8271 2825 3,579
' 75221 72257 66,878 64,227 )
Loans and advances subject tosecuritisation 1,930 7T
less: non-retumable finance (1,379 (213) ‘
kbbbt O = - - - -
Netinvestment in finance feases 5,441 S326 4655 a0 2844
Securities and investments 59,740 54,326 46,537 39, 774 35,297
Long term assurance busmess '''''''''' 1,042 760 649 555 415
Intanglblef'xed assets 7 203 C201 R - -
Tangiblefixed assets 755" 731 98 585
Operating [ease assets 358 223 67 -
Other assets 6,703 4317
Assefs oflong term assurance funds T 17439 13,383 10101 7,869 5518
Total assets 180,744 162,753 144,130 124,011 103,132
Liabilities ]
Depos!téiifbmks T, 824 TTasel0 73814 17,718 19,393
Customer accaunts 59911 52924 55719 49,678 40,962
Debtsecuntimln lssue 51 407 42,989 40,201 35 193 26,095
4s 907 6954 6786 5,096
33 2,463 ' 2127
13,383 10,101 5,518
157,346 139,252 99,191
o it
Eqmtyshareholdefs funds 4,957“ 4,428' 4,;0-7-'5- 3,646
Tatalliabilities 162,753 144,730 124,011 103,132
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Supplementary financial information for the year ended 31 December 1999

The Annual Report on Form 20-F {Farm 20-F) is filed with the Securities and Exchange Commission in accordance with US legislation. The Form 20-F is availabie for public
inspection, and a copy may be obtained from Abbey National plc, registered office: Abbey House, Baker Street, London NW1 6XL. The Form 20-F contains certain additional
information which is prepared in accordance with generally accepted accounting principles applicable in the United States (US GAAP)ywhich differ in certain respects from
those used in the UK (UK GAAP). Extracts from the Form 20-F are presented in the following pages, induding an average balance sheet prepared under UK GAAP and a
reconciliation of profit after tax and shareholders’ funds between US and UK GAAP with a description of the relevant principal differences. Throughout this section, references
to UK and Non-UK refer to the location of the office where the transaction is recorded.

1999 1998 1997
. (restated) (restated)
Average Average Average Average Average Average
balance Interest rate balance Interest rate balance Interest rate
Average Balance Sheet £m £m % £m £m % Em £m %
Assets )
Treasury bills and other ligible bilts ’
w T 1,831 91 496 2074 147 7.10 BN 28 347
Mon-UK - Z - 5 - so1 A 2 7.62
Loans and advances 1o banks o
G ioEs o 6 LT g P a— O R R ™
Non-UK 281 17 642 s 25 7.35 308 23 7.39
Loans and advances to customers
UK o 73262 s33s 728 67,260 5,714 850 65126 5097
NonUK 1,453 a1 556 1,368 85 6.23 1,273 82
5341 336 629 4679 339 7.24 4,500 106 ‘6381
Nén—UK o 26 17 4.94 29 1 419 31 1 2.81
Debtsecurties
- UK 50,684 2,499 493 46,374 2859 6.16 40,200 2,707 6.73
Nenk 7 7468 403 539 3818 244 638 2,833 s a2
f&ﬁ[;@&éééiﬁf&éfé;r Hiﬁg' e e v o koo e e fingo oSttt SO SOOR SOt uteises RO hoter N
assets and interestincome 151,178 9,229 &6.10 135,117 9,925 7.35 119,100 8,658 7.27
Allowance for foan losses . {694) - - (614) - - (663) - -
N intarat aammine st USSR e dosc /OO
Long term assurance fund assets 14687 - = 11264 - Y ¥ £7 20
Other 11,062 R - 8,554 - R Z e
Total averageassetsand
interestincome 176,233 9,229 5.24 154,321 9,925 6.43 133,546 B,658 6.48
Non-LK assets asa
percentage of total 5.67% - - 3.52% - - 3.50% - -
Yotal average interest eaming
assets and net interestincome 151,178 2,661 1.76 135,117 2,241 1.66 119,100 2,038 1.71,
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Supplementary financial information for the year ended 31 December 1999 continued

1999 1998 1997
(restated) {restated)
Averag A e A A Average A
balanc: Interest verraagte b:el;:%g Interest ver;%: b:?;:%e Interest vel?ag[:
Average Balance Sheet £m £m % £m . fm % £m £m %
Liabilities and shareholders’ funds
Deposits by banks
UK 29,715 1,425 4.80 29,507 1,837 6.23 19,105 1,178 6.6
MNon-UK 750 33 4.66 748 25 3.7 650 39 5.94
Customer accounts —retail demand deposits N S - )
UK 28,922 862 298 23,234 997 4.29 24,559 961 391
Non-UK 1,298 58 443 848 46 5.37 445 22 4.94
Customer actounts — retail time deposits - o
UK 16,654 882 5.30 22,420 1,577 7.03 19,353
Non-UK 2,027 129 6.35 2,000 138 6.88 1,552
Customer accounts —wholesale deposits
LK 10,013 510 5.09 5017 153 ] 7.04 5,871 370 6,30
Non-UK 330 19 5.61 pak) 9 4.45 181 Rl 6.28
Bond and mediumn term notes
UK ) 27,702 1,221 4.4 24,361 1,420 583 21,176 1,432 6.76
Non-UK 156 5 3.45 270 17 6.38 253 14 5.44
Other debt securities inissue ]
UK 13,572 716 5.28 12,142 790 6.50 11,5895 724 6.25
Non-UK o 7N8 382 4.82 4,221 221 5.24 4,569 245 B 5.04
Dated and undated loan
capital and other
subordinated liabilities
3,450 205 5.94 2,036 158 . 777 1,779 B 136 7.63
) 7622 N 37 5.89 635 42 ) 6.578” 663 o 6.42
Other interest bearing fabilities o o
UK : 1,307 84 6.43 861 54 6.27 314 2 6.53
NonUK ' ~ - - — I — cererenen - o
Total average interest bearing
liabilities and interest expense 144,436 65,568 4.55 128,510 7,684 598 112,370 6,620 5.89
Non-interest bearing liabilities:
Long term assurance fund liabiiities 14,687 - - 11,264 - - 8,737 - -
Other n2e - - 9,236 - - 7,645 - -
Shareholders’ funds 5,891 - - 5,311 - - 4,794 - -
Total average Rabilities, shareholders’
funds and interest expense 176,233 6,568 3.73 154,321 7,684 4.98 133,546 6,620 4.96
Non-UK liabilities as a
percentage of total 8.29% - = 6A1% T - TABR PR
Interest income as a percentage
of average interest eamingassets 610 735 o 7.27
Interest expense as a percentage
of average interest bearing liabilities ) 4.55 o 598 o 589
Interest spread 1.55 1.37 1.38
Net interest margin 1.76 1.66 : 1.71

For the purposes of the average balance sheet, interest income and interest expense have been stated after allocation of interest on instruments entered into for hedging
puposes.

[nterest earming assets, interest bearing liabilities and the associated interest reflect a “linked presentation’ treatment for certain securitised assets (see note 18 of the accounts).
If alinked presentation was not adopted, the interest spread and net interest margin would be as follows:

Interest spread 1.55 1.36 .o 1.38
Net interest margin 1.75 1.66 1.71
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Differences between UK GAAP and US GAAP
The significant differences applicabte to Abbey National’s accounts are summarised
below.

Depreciable Assets

a) Goodwill/core deposit intangible

UK GAAP Goodwill arising on consolidation as a resuit of the acquisitions of
subsidiary and associated undertakings after 1 January 1998, and goodwill arising on
the purchase of businesses after 1 January 1998, is capitalised under the heading,
Intangible fixed assets, and amortised over its expected useful economic life. Such
goodwill is subject to review forimpairment in accordance with FRS 11, ‘Impairment
of fixed assets and geodwill’, The useful economic life is calculated using a valuation
model which determines the period of time cver which returns are expected te
exceed the cost of capital, subject to 2 maximum period of 20 years. Goodwill arising
on consolidation as a result of the acquisitions of subsidiary and associated
undertakings prior to 1 january 1998, and goodwill which arose on the purchase of
businesses prior to T January 1998, has previously been taken to reserves. COn disposal
of subsidiary and associated undertakings and businesses, such goodwillis charged
te the profit and loss account balanced by an equal credit to reserves, Where such
goodwill in rontinuing businesses has suffered an impairment, a similar charge to
the profit and loss account and credit Lo reserves is made.

US GAAP Goodwill is capitalised and amortised in the consolidated statement of
income over the pericd in which the benefits are estimated to accrue. In Abbey
National’s case, a pertod of no longer than 20 years has been used. Goodwillis
written off when judged to be impaired.

The asset representing the value of retail depositor relationships associated with an
acquisition of a savings entity, termed the core deposit intangible, is capitalised
separately and amortised in the consolidated statement of incomne over the estimated
average life of the retail customer relationships.

) Computer software expenses
UK GAAP Expenses incurred on the purchase or development of computer software
are charged to the profit and loss account immediately. ’

US GAAP Under Staternent of Principle (SOP) 98-1, software developed or obtained
forinternal useis accounted for depending on the stage of development of the
praject towhich it relates, Where the project is in the preliminary stage all costs are
expensed. Where the project is in the application development stage some costs are
capitalised. Post-implernentation costs are expensed. Costs capitalised during the
application development stage include the costs of design, coding, installation of
software, and testing. All other costs are expensed. The capitalised costs are
amortised on a straight-line basis.

Pension costs

UK GAAP Where pensions are provided by means of a funded defined benefits
scheme, annual contributions are based on actuariat advice, The expected cost of
providing pensions is recognised on a systematic basis over the expected average
remaining service lives of the members of the scheme. Variations from regular cost
are spread over the average remaining service lives of current employees on a straight
line basis.

US GAAP Under Statement of Financial Accounting Standards (SFAS) No. 87, the
same basic actuarial method is used as under UK GAAP, but certain assumptions
differ, assets are assessed at fair value and liabilities are assessed at current settlement
rates. Certain variations from regular cost are allocated in equal amounts over the
average remaining services lives of current employees.

Leasing

UK GAAP income from finance leases, including benefits from declining tax rates, is
credited to the profit and loss account using the actuarial after tax methoed to give a
constant pericdic rate of return on the net cash investment.

US GAAP Application of SFAS No. 13 gives rise to a level rate of retum on the
investment in the lease, but without taking into account tax payments and receipts.
This results in income being recognised in different periods than under UK CAAP.

Shareholders’ interest in long term assurance business

UK GAAP The shareholders’ interest in the long term assurance funds is valued at
the net prasent value of the surplus expected to emerge in the future from business
currently in force, together with the Group’s interest in the surplus retained within
the long term assurance funds.

US GAAP The net present value of the profits inherent in the long term assurance
business is not recognised under US CAAP.

For contracts valued in accordance with SFAS No. 60, which covers conventional
products such as endowment and term assurance policies, premiums are recognised
as revenue whien due from the policyholders, Costs of dlaims are recognised when
insured events occur. A liability for future policy benefits to be paid to or on behalf of
policyholders is established based upon the present value of future beniefits less the
present value of future net premiums. Acquisition costs are charged to the profit and
loss account in proportion to premium revenue recognised. For contracts valued
under SFAS No. 97, which covers unit-linked preducts, premiums and front-end
toad type charges receivable from customers and acquisition costs relating to the
acquisition of new contracts are capitalised and amortised in proportion to the
present value of estimated gross profits.

Estimated gross profits are projected on best estimate assumptions with na provisions
for adverse deviation. The liability for policy benefits is set equal to the nominal
policyholders” account balance. Costs of daims are recognised when insured events
occur
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Stock-Based Compensation

UK GAAP The costs of equity-based instruments, such as share options, issued to
employees under compensation schemes (except inland Revenue approved Save as
You Earn (SAYE) schemes) must be recognised through the profit and loss account
over the vesting period. For Inland Revenue approved SAYE schemes, equity-based
instruments are accounted for within the called-up share capital and share premium
accounts on the balance sheet when exerdised.

US GAAP SFAS No, 123, ‘Accounting for Stack-Based Compensation’, encourages
comparies to account for equity-based instruments issued under compensation
plans at their fair value, measured at the date at which the instruments are granted.
However, the statement alse permits the intrinsic value-based method of accounting,
under which the compensation cost, being the excess, if any, of the quoted market
price of the stock at grant date over the exercise price, must be recognised in the
profit and oss account over the vesting period. On the balance sheet this is offset by a
comresponding adjustment to share premium. Abbey National has chosen to continue
to adopt the intrinsic value-based method for the purposes of the recongiliation
between UK and US GAAP. Pro forma disclosures of the effects of implementing

the fair value method under SFAS Mo, 123 are available in the annual Form 20-F.

Qther

Other differences include:

a) Loan origination fees

UK GAAP Loan origination fees received in respect of services provided are recognised
in the profit and loss account as the services are performed. Where loan origination
fees are in the nature of interest, they are recognised in the profit and Yoss account
over thelife of the loan.

US GAAP Under SFAS No. 91, 1o the extent that loan origination fees are not offset
by related direct costs, they are deferred and amortised through the profitand loss
account over the fife of the lcan.

b) Securitised assets

UK GAAP Under FRS 5, ‘Reporting the substance of transactions’, where assets are
financed in such a way that the maximum loss that Abbey National can suffer is
limited to a fixed monetary amount and which do not result in any significant
changes to the entity’s access to the benefits or risks of holding those assets, then
providing certain conditions are met the assets remain on balance sheet and any
finance received deducted from the assets. The treatment is referred to as “inked
presentation’. Special purpose vehicles are treated as quasi-subsidiaries and are
consolidated where the risks and rewards from operations are similar to those which
would be obtained for a subsidiary.

US GAAP SFAS No. 125, “Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities’ requires that after a transfer of financial assets,

an entity recognises the finandal and servicing assets it controks and the habiities it

has incurred, de-recognises finandial assets when control has been surrendered,

and de-recognises liabilities when extinguished, The statement contains rules for
distinguishing transfers of financial assets that are sales from transfers that are secured.
borrowings. Under this standard Abbey National treats its securitisations of mortgage
and debt securities portfolios as sales, and, where appropriate, recognises a servicing
asset and an interest receivable asset, and amortises them over the periods inwhich
the benefits are expected (o be received.

Unrealised gains (losses) on derivative contracts with in-house

trading operations

UK GAAP The majority of the Group's hedging contracts are transacted with an in-
house risk managermnent and trading operation, ANFP, in order to manage financial
risks with external markets efficiently. ANFP transfers substantially all such risks into
external markets on a portfolio basis in order to benefit fram economies of scale,
managing risk within predetermined limits (see note 50 to the accounts, ‘Derivatives”).
In the Group accounts, the hedging contracts are accounted for on an accruals basis
as non-trading instruments,

US GAAP Such non-trading contracts designated after 1 January 1999 wilt only
qualify at Group level for hedge accounting treatment where risks are transferred to
the external markets on a matched offsetting contract basis. It is commercially viable
for ANFP to hedge risks on a portfolio basis, not a matched contract basis. For this
reason, such contracts are restated at market value for the purposes of the US/UK
GAAP reconciliation.

Dividend payable
UK GAAP Dividends declared after the period end are recorded in the period to
which they relate,

US GAAP Dividends are recorded in the period in which they are declared.

Investments in securities
UK GAAP Securities held for investment purposes are stated at cost adjusted for any
amortisation of premium or discount.

All securities not hefd for investment purposes are stated at market value and profits
and losses arising from this revaluation are taken to the profit and loss account.

US GAAP Securities are classified as trading securities, available for sale securities,
and held to maturity securities in accordance with SFAS Na. 115. Held to maturity
securities are accounted for in the same way as securities held for investment
purposes under UK GAAP. Trading securities are accounted for in the same way

as securities not held for investrment purposes under UK GAAP, Available for sate
securities are reported at market value, with unrealised gains and losses excluded
from earnings, but reported in a separate component of sharehotders’ funds.
Unrealised gains and losses on derivative finandial instruments hedging available for
sale securities are also reported in the separate component of shareholders’ funds.
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Deferred tax

UK GAAP Deferred taxation is accounted for only wiere it is probable that a liability
or asset will arise, Provisionis calculated at rates expected to be applicable when the
liability or asset crystaltises. No deferred tax asset is created in respect of general
aifowances for Jending losses which are not deductible in arriving at UK taxable profits.

US GAAP Provision for deferved tax under the liability method Is required in full for
alt timing differences, including general allowances for loan losses and tax foss cammy
forwards. Deferred tax assets are recognised subject to any adjustment for valuation
allowances.

Provisions against tending losses

UK GAAP Specific provisions, determined using statistical techniques or by individual
assessment, are made against loans and advances when, as aresult of regular
appraisals of the assets, it is considered that recovery is doubtful. Statistical techniques
areused for large groups of small balance homogenous loans. General provisions are
made against loans and advances to cover bad and doubtful debts which have not
been separately identified but are known from experience to be presentin any
portfolio of loans and advances.

US GAAP The approacn described under UK GAAP also applies under US GAAP for
almost all of the Group's loan balances. However, for loans within the scope of SFAS
No. 114, allowances for lending losses are determined based on the present value of
expected future cash flows discounted at the loan's effective rate, or as a practical
expedient, at the loan’s observable market price or the fair value of the collateral if the
loan is collateral dependent. Leases and large groups of smaller balance homogenous
loans that are coltectively evaluated for impairment, such as residential mortgage
loans, are outside the scope of SFAS No. 114. Abbey National has reviewed SFAS No.
114 and concludes that it has no material effect on the recongiliation of net income
and shareholders’ funds between UK arid US GAAP.

Future developments

UK GAAP [n 1999, the Accounting Standards Board issued FRS 15, ‘Tangible Fixed
Assets’. FRS 15 sets out the principles of accounting for the initial measurement,
valuation and depreciation of tangible fixed assets, with the-exception of investment
properties, and is effective for accounting periods ending on or after 23 March 2000.
FRS 15 sets out the principles to be applied to the initial measurement of tangible
fixed assets, including guidance on the types of costs eligible for capitalisation,
valuation guidelines where a policy of revaluation is adopted, and a description of the
accounting objective and methods of accounting for depreciation. Abbey National is
currently reviewing the standard to determine its impact on the reconciliation of net
income and shareholders’ funds between UK and US GAAP.

US GAAP SFAS No. 133 ‘Accounting for Derivative Instruments and Hedging
Activities’ is now applicable for all fiscal quarters of ail fiscal years beginning after

15 June 2000 {1 January 2001 for the Group). SFAS No. 133 requires that all
derivatives instruments be recorded on the balance sheet at their fair value. Changes
in the fair value of derivatives are recorded each period in current eamings or other
comprehensive income, depending on whether a derivative is designated as part

of ahedge transaction and, if itis, the type of hedge transaction. For fair value hedge
transactions in which the Group is hedging changes in the fair value of an asset,
liability, or firm commitment, changes in the fair value of the derivative will generally
be offset in the income statemnent by changes in the hedged item’s fair value. For cash
flow hedge transactions, in which the Group is hedging the variability of cash flows
related 1o a variable rate asset, liability, or a forecasted transaction, changes in the fair
value of the derivative instrument will be reported in other comprehensive income.
The gains and losses on the derivative instrument that are reported in other
comprehensive income will be reclassified as eamings in the periods inwhich
eamings are impacted by the variability of the cash flows of the hedged item.

The ineffective portion of all hedges will be recognised in current period eamings.
Abbey National has not yet determined the impact that the adoption of $FAS

Mo. 133 will have on its eamings or statement of financial position.

1999 1998 1997
Differences between UK and US accounting principles . £m £m £m
Profit attributable to the shareholders of Abbey National plc 1,261 1,058 954

Prefesence dividends

Consolidated Net Income of Abbey Mational plc (UK GAAP)

Depreciation and amortisation
Pens:ons cost

Leasmg

Shareholders’ interest in long term insurance business

Giber R
Unrealised gains/(losses) on derivali

Deferred tax

Consclidated Net Income of Abbey National plc (US GAAP)

per 10  pence ordinary share —basic

diluted
.............................................................. o o i
Statement of comprehensive income £m £m £m
Consohdated netincome of Abbey National plc ) I,Q‘I__j AAAAAAAAAAAAAAAA 825 ______________________ 781
Consolsdated other comprehen5|ve-;-rh;éa;1€ of Abbey Mational plc: V —
Unreahsed surplus on securities awallableforsale AAAAAAAAA (21 6) (343)
Unreaised deficit on derivatives hedgmg securities available for sale 305 207
Shareholdersinterestin long terminsurancebusiness (79) 37
B o h
Other coﬁ%ﬁféhenswemcome e 24 - -
Transiation differences on foreign cuency netinvestment (1) - {3
Consolidated total income of Abbey National plc 1,072 764 830
1999 1998 1997
£m £m £m
Shareholders funds |nc|ud|ng non—equlty mterests (UK GAAP) 6,078 5,407 4{828
Deprecnab!e asses 1,012 920 398
Pensionscost (107) (62) (64)
(88) (71) (81)
(559 (313) (157
G premlum ......................................... i Ers i
Other (34) 50y ey
Unre; ISEd gams/(losses) on der:vatlve contracts w:th |n-house tradmg operations T ( QB) - -
382 134 290
............... - (1 6)' . (105) S
Deferred tax 286 299 175
Shareholders’ funds including non-equity interests (US GAAP) 6,947 6,373 6,044
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Contact information
Abbey National
Shareholder Services
Carbrook House

5 Carbrook Hall Road
Sheffield S9 2EG

0870 532 9430

www.abbeynational.plc.uk

mAbbey Natio

Shareholder analysis - 1999 figures as at 31 December 1999

Ordinary shares of 10p Preference shares of £1

Size of shareholding Shareholders Shares Shareholders Shares
1-100 1,324,857 128,511,709 - _
101-1,000 717,587 303,512,291 19 14,363
1,007+ 32,765 989,929,408 1,061 324,985,637
2,075,209 1,421,953,408 1,080 325,000,000

financial calendar

6 March 2000 Ex-dividend date
10 March 2000 Record date
27 April 2000 Annual General Meeting, Barbican Centre, London
2 May 2000 Final dividend payment
26 July 2000 Interim results announced
11 August 2000 Record date for interim dividend
2 October 2000 Interim dividend payment

No1 for private investors

Abbey National has won the 1999
ProShare award for ‘Best Overall
Performance in Meeting the Needs of
Private Investors’. The award was
presented at a ceremony in December,
praising Abbey National’s ‘genuine
‘commitment’ to its shareholders.

Disability awareness

One of the aims of the Disability
Discrimination Act s to ensure equal
access to services and provisions for all
of the UK's 11 million disabled people.
Abbey Naticnal has decided not just

to comply with the letter of the law, but
to actively embrace the spirit behind it.
i you would like to receive shareholder
communications in large print, Braille,
audio tape, or on pc disk, please contact
Shareholder Services, Qur textphone
number is 0845 600 1207.

Direct payment of the dividend
Shareholders who receive payment of
the dividend by cheque may wish to
have their money paid directinto a
bank or building sodiety account.

if you do this, you will still be sent a tax
voucher at your home address, giving
full details of the dividend paid.
Shareholder Services can set up the
direct payment for you.

nal

CGroup

Amalgamating your shares

If you were mailed with more than one
copy of this Directors’ Report and
Accounts, i may be because Abbey
National has more than one record of
shareholdings in your name. To ensure
that you do not receive duplicate
mailings in future, you can have all your
shares amalgamated into one account
by contacting Shareholder Services.

Shareholder Services
087053294304

Share Price Information Line
08005566557

Abbey National Share Dealing
Service

08707373377 #

# Calls to the Share Dealing Service and
Shareholder Services are charged at the
national rate.

T Calls 1o the Abbey National Share
Price Line are free.

To help us improve our service, we may
record or monitor ali calls.

Abbey National is regulated by

the Personal Investment Authority.
The value of shares may go down as
well as up.

The Abbey National Group
comprises Abbey National pic
and its subsidiary companies.
Abbey National plc
Registered office:

Abbey House, Baker Street,
tondon NW1 6XL

Registered Number 2294747
Registered in England




ABBEY NATIONAL plc

Company Profit and Loss Account
for the Year Ended 31 December 1999

1999 1999 1999 1998
Before
exceptional Exceptional
ftems items Total Total
£m £m £m Em

Interest raceivabie:
Interest receivable and similar income arising from debt securities 7 - 7 85
Other interest receivable and similar income 5,103 - 5103 5,914
Interest payable (3,520) - (3,520) (4,508)
Net Interest Income 1,590 - 1,590 1,491
Dividend income 836 - 836 51
Fees and commissions receivable 548 - 548 550
Fees and commissions payable {115} - (115) (98)
Other operating inceme 17 - 117 89
Total operating income 2,976 - 2,976 2,083
Administrative expenses ) (1,056} {15) (1,071) (1,007)
Depreciation and amortisation (38) - (88) (20)
Provisions: .
Provisions for bad and doubtful debts {127) - (127) (130)
Provisions for contingent liabilities and commitments 4 - 4 (61}
Amounts written off fixed asset investments - - - (8)
Profit on ordinary activities before tax 1,709 (15) 1,694 787
Tax on profit on ordinary activities (252) 4 (248) (247)
Profit on ordinary activities after tax 1,457 an 1,446 544
Dividends including amounts attributable to non-equity interests {610) (333)
Profit retained for the financial year 836 9

The Company's results as reported are in alt material respects on a historical cost basis. Accordingly, no note of historical

cost profits and losses has been presented.

All results arise from continuing operations.

Lord Tuéendhat
Chairman Chief Executive

VY A

Mark Pain
Finance Director
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ABBEY NATIONAL plc

Company Statement of Total Recognised Gains and Losses
for the Year Ended 31 December 1999

1999 1998

£m £m
Profit attributable to the shareholders of Abbey National pic 1,446 544
Exchange differences on losses on the net assets of foreign branches 2 ()

Total recognised gains relating to the year 1,448 543




