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Report of the directors

The dirccrors have pleasure in presenting their report together with the audited accounts for the year ended ‘
30th Seprember 1993, |

Profit and dividends

‘The profit attributable to the ordinary sharcholders of the company amounted to £138.7 million (after preference
dividends of £43.3 million—sce Note 7 on page 28) as set out in the consolidated profit and loss account on page 17.

An interim dividend of 3.0p per ordinary share was paid on 22nd July 1993 ar a cost of £23.7 million, The directors now
recommend that a fina dividend of 8.0p per ordinary share be paid, absorbing £63.5 million. If this recommendation is
approved by the shareholders atr the annual general meering, the rerained profit for the year will amounrt to £51.5 million.
Shareholders will be offered the choice of raking ordinary shares in licu of cash in respect of the final dividend. Details are
contained in the letter to shareholders concerning the additional business to be transacted at the annual general meeting.

Activities and business review

The company i. a holding company owning the entire issued ordinary share capital of The Roval Bank of Scotland ple
(“the Bank™, the direct operating subsidiary underraking of the company. The Bank and its subsidiary undertakings are
engaged principally in providing a comprehensive range of banking, insurance and other financial services. A review of the
business for the vear ended 30th September 1993, of recent events, and of likely future developments is contained in the
Annual Review and Summary Financial Staiement.

Annual report on Form 20-F
An annual report on Form 20-F is being filed with the Securities and Exchange Commission {“the S.E.C.7} in the U.S.A.

and copies will be available on request to the secretary. AMuch of the detailed financial information therein is shown in the
accounts and subsequent financial analyses.

Corporate strugture

Details of the principal subsidiary undertakings of the company are shown on page 31.

On 215t May 1993, Citizens Financial Greup, Inc. acquired from the Federal Deposit Insurance Corporation, New
England Savings Bank. The consideration was 11.5.548.9 mallion.

On 3rd September 1993, the Bank declared ns offer for Adam & Company Group PLC (*Adam™ wholly unconditional.
Th consideration payable under the offers for the avquisition of the chares in Adam will be approximately £1.5 million.
On 28zh September 1993, the Bank <old 90.1% of is shareholding in Charterhouse ple, a wholiy-owned subsidiary
ndertaking, to Credit Commercial de France and Bertiner Handels-und Frankfurter Bank, having received approval from
the compamy ™ shareholders on 19th August 1993. The aggregate salue of the mamacions entered mio 1o achieve this safe
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was ostimared to be at least £235 millon,

Prentises
i view of the contmuing uncertamty in the LLK. properny marker, the direciors have kept the valoe of the Group's
frevhold and tong leaschold premises u nder reviows The Banks mtemal professional surveyors have revalued irs portlolio

of premises and a sho reiall of 4 80.0 million compared 1o carrving bivok value has been identiiied all of which relates to

UK. premises. OF this amount, {231 million has been written-off against the book value of the premjsts by, charging

£19.6 millien 1o reserves to reduce previots surpluses ariang on we alustions of the premises goncer ed and by charging
£3.5 million 1o the profit and loss account. The direciors are of fle opinion thar the TS E:El of £36.9 million

will not prove to be of a permanent nature and for this reason mo further adiusnﬂi 0t theCarrving value
of the premises. i sample of premises were valued by independent profession t,f,,'r‘} 3

the Bank’s surveyors.
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Report of the directors

Ordinary shaze capial

During the vear, the ordinary share capital was increased as follows:

1 T .586,026 ordinary shares as a result of the excercise of options under the company’s executive and savings-related
share oprion schemes;

1) §5,584.638 ordinary shares in liew of cash dividends; and

{¢) 24,268 ordinary shares as a result of the exercise of warrants to procure the subscription of ordinary shares nnder
the terms of the company’s £50 million 8%% notes due 1994, Each of the 142 warranls rssued per £5,000 principal
amount of these notes entitled the holder to procure the subscription of one ordinary share of the company at a
subseription price of 177p exercisable up to and including 3rd November 1992,

The proceeds from the above issues of shares amounted to £21.7 million.
Details of the current authorised and issued ordinary share capital are shown on page 33.

Loan capital
During the year, the Bank issued loan capiral as follows:

{a) On 1st March 1993, £150 million 10%2% subordinated bonds due 2017 were issued ar a price of 99.887% of the
prinaipal amount of the bonds, the net proceeds being £148.8 milli»n: ind

(b) On 12th August 1993, £200 million 9V2% undated subordinated box I werc issued at a price of 98.541% of the
principal amount of the bonds, the net proceeds being £195.8 million.

Both of the above issues are guaranteed on a subordinated basis by the company.

Williams & Ghyn’s (Nederland) B.V., a subsidiary undertaking of the Bank, redeemed the remaining U.5.830 million of its
U.5.$100 million 11% guaranteed bonds due 1993 in accordance with the relative terms of issue. Citizens Finuncial
Groug, inc., a subsidiary undertaking of the Bank, redeemed the remaining U.S.522.8 million of its U.5.538 million 9.4%
senior notes 1995,

Details of the outstanding issues of loan capital are shown on page 34.

Sharcholdings
The company has been notified of the following interests in its shares as ar 2nd December 1993.
% held % held

Ordinary shares:

Preference shares 392% amanlative:

Banco Santander, S.A. 9.89 Provincial Group PLC 2283

Tiger Management Corporation 4.00 Guardian Royal Exchange ple 20.25

. o . . Basserr-Patrick Securides Limited” 11.56

Preference shares 1% cumdative: o . -

suardi , . - 25 g Mrs Gina Wild 4.95
Guardian Royal Exchange ple 3597 o, .

A o Y MMiss Elizabeth Hill 4.03

Actna Life Insurance Company Limited 10.30 Mir WL T Hardison | b

Mr 8. J. & Mrs ] Al Cockbum 6.16 At B 1 Bardioon Jr- P

Cleaning Tokens Limited 5.1

#Notification has been received on behalf of Mr A, W\ R, Medlock and Mrs H. M. Medlock thart they each have an

interest in the holding of 5%:2% cumulative preierence shares registered in name of Bassen-Patrick Secur-ties Limited noted

above and that there are funher holdings of §

NAMes,

Turnover

For details e turnover anributable to non-banking husiness, see Note 2 on the accounts on page 26.

Dircctors

006 and 4,875 shares, respactively, of thar dass registered tn each of their

Fhe names, brief biographical details and a photograph of the ditectars are containad in the Annazal Review and Sunimary

Financial Statement,

The Re. Hon. The Earl of Airhe, Mr G, Graboys, Mr J. N, C. james ard The Hon, F. R. Nocl-Paron retired from the boord
of directors on 14th January 1993. Mr K. Thompson and Mr C. M. Winter 2o retired from the board of directorson 12+h
June 1993 and 31st July 1993 respectively. Mr M., V. Blank resigned from the board of direczors on 27th Oaober 1993,
Mr b K Fish, Mr 1L 5. Robertson and Mr 1 DD, T. Vallance were appointed direciors of the company on 1-4th January
1993, Mr W, M. Wilson and Mr R. Speirs were apponted ditectors on 26th May 1993 and 15t July 1993 respectively.
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Inaccordance with the articles of association, all the directors appointed on and afre
annual general meceting and, being eligible, they offer themselves for re-appointment,

The directors retiring by rotarion are, The Re. Hon, Lo Younger of Prestwick, Mr E, Batin, Sir Robin Duthie,
Mr A. M. Mamilton and Mr L €. Wood and, being eligible, offer themselves for re-appointment,
Me L, K, Fish has a five year scrvice contract ending on 31st March 1997 and thercafeer it

bawis, Mr [, 8, Robertson has a three year revolving service contracr and Mr R, Speirs has
) (4

<OTTtinues on a yedar (o year
contract, There are no service contracts in existence i respect of

@ ane year revolving service
any of the other direcrors seeking re-appoiniment,
Direcrors’ interests

The interests of the direcy
None of the ditectors hel

any of the subsidiary unc
1993,

ors in the shares of the con
dan interest in the Jo
lertakings of the

any at 30th Seprember 1993 gre shown on page 5,

an capital of the company or irs subsidiary undertakings, or in the shares of
company, during the period between Ist Qcrober 1992 and 2nd December

Transactions with a direcror

On 25th November 1993, the com

pany announced that ir propose,
executive of Direct Line

ed to enter into accangements with Mr P, J, Wood, chief
Insurance ple, ro vary the terms of his i the establishment of 2
new jointly-owned insurance veniure, Full derajls

> Which will be submitted for shareholders’
approval at the amual general meeting on 13th Janvary 1994, are contined in the circular leteer to shareholders dared
i6th December 1993,

Audit committee

The audit committee comprises Sir Robin Duthie

{chairman), Mr A. M. M. Grossarr,
Mr W, M. Wilson and Mr 1. C. Wood,

> Mr AL M. Hamilton,
all of whom are non-executive directors of the company.,
Remuneration commitree

The remuneration commitice comprises The Rt. Hon. Lord Younger of Prestwick {chaiemany}, Sir Robin Duthie,
Mr A, M. M. Grossart and Mr A. M. Hamilton,

Directors’ and officers’ liability insurance policy
During the year, the company has maintain
subsidiary undertakings under a direcrors® a
Companies Act 198y,

ed cover for its directors and officers and

those of a number of jrs
nd officers’ liabiliry insurance policy,

as permitted by secrion 137 of the

Staff

The weekly average number of
was 22,701 ( 1992-23,457,
{1992£371,1 milfion),
For the purposes of this Report, aggrepate re
sharing pavments and redundancy costs,

persons employed by the &ompany and

its subsidiary undertakings in the Uniyed Kingdom
and their aggregate remuneration for the

year amounied w0 £430.7 million

muneration comprises salaries, bonus payments, directors” fees, staff profit
Staff involvement

The company and its sub- idiary undertakings encourage staff involvemeny by a process of SOmmunication and
consuleation,

This wakes the form of the provision of information through normal m
video communication and regular dialogue swith sraff feprescnitatives,

Profir sharing schemes have existed since 1980 which have included the Opportuzity 10 acquire shares in the company.,

Included in expenses for the Year ended 30th Seprember 1993 are sums tatalling £23.0 million for paymenss under the
profit sharing schemes, Share option schemes were introduced in 1984,

anagemient channels, intarnal publicarions,

Share option schemes

On 4th June 1993, Oplions were granted over 2,202,000 ordinary
coMpany’s executive share option schems,

shares, ar a price of 263p per share, under the
On 4th June 1993, options were granted over 3,369.03° ordinary

shares, at a price of 212p per share, under the
company’s savings-related share option scheme,

7 14th Janvary 1993 will retive ac the



Report of the directors

Equal opportunities

The company and its subsidiary undertakings” employment practices follow the best practice of each country in which
they operate,

In the recruitment of staff and their subsequent carcer development, individuals are considered having regard to aptitude
and ability. irrespective of sex, marital stacus, race or disability. For serving employces who become disabled, every help is
given to ensure their continued employment and to arrange rehabilitarive training.

Charitable and other contributions

The total amount given for charitable purposes by the company and jts subsidiary undertakings during the year was
£1,323,073. Additionally, contributions amounting to £350,115 were wade by the Bank’s community fund to support
organisations which improve the quality of life for individuais within the community, enhance or conserve the
covircnment, or preserve the national heritage.

Close company provisions
The close company provisions of the Income and Corporation Taxes Act 1988, as amended, do not apply to the company
and there bas been no change in this respect since 30th September 1993,

Corporate governance
The company complies with the provisions of the Cadbury Committee’s code of best practice where guidelines are
presently available, Details are given on page 26 of the Annual Review and Summary Financial Statement,

Auditors
The auditors, Coopers & Lybrand, have indicated their willingness to continue in office. Resolutions to re-appoint them
and to authorise the directors to fix their remuneration will be proposed at the annual general meeting.

By order of the board. b<’ -
K. C. Foster Secretary S

Edinburgh 2nd December 1993
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Directors’ interests in shares

Orndinary shares 30th Seprember 1993 1st Oetoher 1992

or date of appuintmenr if Jater

Beneficial  Non-beneficial Bencﬁcﬂl Non br.m.fxcml

B AL Barclay 34,277 — 30, 359 —

M. V. Blank 50,554 156,141% 48,543 439,455

Sir Robin Dudhic 36,787 — 16,522 —_

! L F. H, Grant 3,871 — 3,718 —
: H. L. C, Greig 3,125 — 3,125 —
i A. M. Familton 12,500 — 12,500 —
Dr G R, Mathewson 11,470 — 11,014 —

; N. C. Meluskie 9,224 — 5,291 —
3 L. S. Robertson 3,091 — - —
! G. A. Schofield 47,091 —_ 5,229 —
i R. Speirs 3,000 — 3,000 —
; W. M. Wilson 1,000 —_ -~ —
P. J. Wood 573,414 _— 334,610 —

: The Re. Hon. Lord Younger of Prestwick 9,155 — 9,139 —

i e MLV Blank's pon-beneficial interest relates to his acting as a co-trustee of the staff profit sharing share schemes of

Charterhouse Bank Limired and Charrerhouse Development Capital Lisvited.
Options to subscribe for ordinary shares of 25p each in The Royal Bank of Scotland Group ple granted to and exercised
by directors dueing the vear e 30ch Szprember 1993 are included in the rable below:

QOgptions granted Onnons exercised
Tst Qcrober . e e G e en e e -
1991 or date of Number Price Number Price 30th Seprember
appoinmment if later £ £ 1993
J. A Barclay 98,750 546 212 -— — 1(}4,..17
M. V. Blank 220,000 — m 100,000 1.30 32,500
62,560 1.288
12,560 1.343
[2.500 130
Dr G. R. Mathewson 485 332 67,000 243 — —_ 352332
N, C. McLuskie 238,730 39,000 265 — — 319.12%
1,399 212
1. S, Robertson 240,000 101000 2.65 — — A0LN7T
34~ 212
£3. AL Schofield 243911 45,000 2.65 1,873 1172 31,870
1,334 212 12,560 1.50
23000 163
P. |. Wood 35,696 2,245 212 3.000 1.344 42,941
19,000 1.50
e Ri, Hon. Lord Younger
of Prestwidk 00,000 180000 2463 —_— — 250,000

Fhe Following directors, Mr E. Botin, Mr J. Botin, Prof 1%, F. Chanren, Mr L. K. Fidh, Mr AL 3L M, Grossam.,
Dr E. HL. Nelson, Mr 1L DL TC Vallanee and Mr 1L C. Wood did not have an interest i the «urdinary shares dusing the vear.

Preference sl res

Mr A, M. Hewilron held a beneficial interest in 180, 11%% cumulawve preference shares of the vompany ar

30th Seprember 1993 and ac Ist October 1992, Dr E. H. Nelsen held a beacficial inerest in 1,378 Series €
non=cumuladive Collar preference shares of U.5.50.01 each of the company ar 30th Soprember 3993, No other director
had an intevest in the preference shares during the year,

There ias been no change in the directors” interests in the sharr s of the company <honin 2bove berween 300 Seprember

1993 and Ynd December 1993,

7‘Fnu Farl,
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Operating and financial review

Thye fullowing review i based on the peinciples contained i a Statement entitled
»Operating and Financial Review™ fssued by the ¢ ceaunting Standards Board i

Tuly 1993, :

{0 a similar review contamed in fast year's Report and Accoungs, iLwas weatedt that the
results for the year o 30nh Seprember 1992 Jid not reflect the porential for qubstantial
and sustained growth in profits from our insurance and core pankoing activiiies. In this
vear's results there are elear signs of that potential heing pealised and in most areds of
the business the restilts have eaeeeded our rargers for 1993,

1. Operating review

{pereictt?

Profic on ordinary activities betore rasation inwreased 10 £263.2 mithon” 1992-£12.6
million . Profit belre provisians rose ubstanually w© 13969 aullion 1992-L359.6
aulhon-. With progisons for had debes reducing (@ £293.0 million, Groap operaring,
profit mereasnd 10 £300.3 million 1992—450.7 allion . Profits from the Group™
contnmg businesses arounted to 12906 million 1992~L6106 million-.

Foral meome front she contnumg bsinesses was up by 177 aned thes included net
JICFes] LA RIOW 1 of 97w, Other PPLTILIE MLOTIT, which 1o pow 1% of otat
HeMe, contned 1o prow aan enCONTAzINg 131 and reflects the grow h of snsurane

(s

L

A2
205

Metinterast income 1Em} PPUSIIIERSLS, CONMTITSTONS and ees and mcome from 1reasury and capn.ﬂ markets. q‘:
ORI G - T A AN Thie dinerainauon of imcome streans reduces the volanlity of the (oroup's carnigs s '%:“
mahmg them ess dupenden on iterest mcome asd 12 o reduces relative ExpOire .
£ i £ pron px10ns 101 bad debis, Toral espurnes mcreased by 10%. het the cstzincome ;
: : } ratwes mpros ed g 1© 33,47, down four Pereiiage ponts comnpared 10 jualk, m':
. ‘ ! fEN
- ! ¢ onmmotttary o resuedt Iy
o § The marhed smpen amenst 18 ihe Gronggys tenanaal p ytican i reflected m the Group &
(. i eperatng prof whih meseased ta L e, 3 pvutbon, "‘i
A : : gt sl diuomie T (s LONINIETE VPLEAUTIL an ap e 9% compared w uh s
‘ ‘ . alte Prs VAT, P snae achavsed ot 4 o bazyousad o 3.5llsnp, snteTest Fates and §
B smndust gt fosudig, Tl e e e o the e o she Jdollar vichoraee
R . ¢ e TR Lment n 1t TS PINTIE Sy marEe on dhasness Jending, e

Jephnanund o] Tast s Jesflar predarene hare proceeds and wader spreads aduered
Ty gregatrs and copeetal maarhets. 1 oz Toawe wTCS W0 993 hd noy have d matenl
s A 495t o caal] Graanps perfonmaied. A dower endumment Irematin om
Jrterost gy se s 1 otgert D factears o A% 2 scning of EETIEALL IATEIS
and o rodiaa S gl vt ot nmm—-,pwmmmmg?lm.l‘m il adsanaes, These was aivo
au nmpasent ghe s v dogoseis waath it dprosite and wrenl duueaTis
waaprtentz SNl sl aterhng doposd T At ghe P K P L aompared wth
Qtier 2petased meeme telalr e (1 g, gk S ey 1992,
S gy oot Aoty cotrmud Tin ST URs L trend sath 2 aiamnial moras
o) 32, WA Lot ut sgprosurus A4 TS ERUC AL womyred sath 7 m
092 amd 31 e St B0 € exmimssins amd lees tonsed b da prrinupath
! froms Lol prmsth m Gharges e s nngracd apdfimaloam wysiams ahah

aeeant the wolluction ol sefhies Jharges, Hhere was bty 20 W hen mEAN ot 134
- suillzon oo TaV ' e BOTAEN endhnge and dens.atise 208 v SaenTs and waptd]
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of that increase being die to redundancy costs in the UK, banking operation where Underlying Increase In staff exponses (1)
staff numbers were down by 6% to 19,380. Other factors were increased salary 2 pESIE
wwards, Citizens” acquisitions and the effect of the dollar exchange rate movement on

3

ransfating Citizens’ expenses, 5
3 Premises and equipment expenses increased by 11% due principally to a higher level
of expenditure on rechnology. Other expenses were higher by 13% as the Bank
increased its use of externai consultants to assist in the development of new systems 1
and procedures.
The costiincome ratio improved by four percentage points to 58.4% as a result of the p
17% income groweh outstripping the [0% growth in expenses.
Bad debt provisions fell by £102.7 million to £293,0 willion. The improvemenc in the
]

economy and a more pro-active approach to managing the banking arrangements of
customers expetiencing rading difficulties contribured to this welcome decrease. B @ o 2 8
The provisions were again well spread throughout most of the business sectors and
the personal sector, There were two bad debt provisions for sums over £5 million
compared with seven such provisions in 1992, Provisions of £110.7 million in the
second half compares with £182.3 million in the first half of the financiaf year,

Staff profit sharing (which relates to the Group®s approved Profit Sharing Scheme) has
increased to £13.1 million asa consequence of the improvement in the results.

Profit from comtinuing businesses was £290.6 million compared to £60.6 million in
the prior year. Profit from the Charterhouse business sold on 281h September 1993
was £20.2 million and this was partly offser by the £10.5 million cost of funding thar
business from 1st October 1992 up to the date of disposal.

As previously annomnced. a loss of £35.1 million was incurred on the disposal of
Charterhouse during the vear.

Duasional performances

Each of the divisions performed commendably. The conrinuing operations all
pertormed substantially bewer than the prior vear and operating profits belore
provisions reached record levels,

Branch Banking Diviston increased its profir before provisions by 17% 10 £307.1
million, An improvement in asser quality and improved credit contre! procedures lod
to a fall in bad debt provisions which enabled the division to tum last vear™s £16.1 2 5 g, 2 o
million loss atter provisions into a profit of £69.” millon. This was the second year
of the Division®s continuimg change programme that focuses on income generasion,
cost control and eredit control, The lower average base rate had an adverse impace on
interest-free tunds bur this was miore dhan offsct by a widening of dhe mangin on
mortgages and by anproven. .« m margims established in the beanch metwerde

There were major voltme increases in mortgages and in the Royal Reward and

Giold 90 depost produs. Roy Scot Trast wewsed to prodic svith reduced bad deby
provisions and the comrabution lrem Roval suomish Assnrance was £80.9 million
higher than the prior year ar £17.5 sallion, Dircer and allocaied espanses swene only
3% Ingher than the prior year despite redundaney wosts and fareasod expenditore on

Dlslonzlanalysis o profl Setore provisions

! comultaney fees and systems der elopment, 'i?: ‘Qéf
. Corporate and Instititinal Bankang Diviston inarcased us profic before sax by ,
92% 10 £129.7 million in the vear, Treasuy and capital markets generad a strong Birchdirvny 4 %21
performance in generally favourable marker conditions throwzh sales of a sider Compaeand
product range 10 a rapidly evpanding custemer base serviced from dealing roams in eetiona ek 158 173
London, Edmburgh and Manchester, Inoreased fending 1o corporates at imprioved Drest e @2 151
spreads resulted in growth in met anterest income. Simong wontributions fror seonritics Eazens %0 5
senvices, shipping and leasing combined with the strong treasury performance to dinive P 95 56
non-intere ¢ ~worme np by 38% in the year, Non<interest inamme us now over 4% of

, . L . . . Lot doms {233} (B
ttal divison w income A 59 reduction in the costincome satio despite beavy .

mvestment & »killed people and new wechnology and a mear halving of bad delw Pt Setre s 5358 2508
provisions as asset quality improved, contributed 1o a wery positive resulr,
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Operating and financial review

At Direct Line, profit before raxation and after bonusas more than trebled ro £50.2
million compared with £15.1 million in the prior year. A profir of £54.0 million on
the motor account was almost a fourfold inerease on the prior year due 0 volume
growth and an operating ratio which reduced from 83% 10 26%, This compares with
an industry average of 109% for 1992. New n2otof policics of =16,000 increased the
pumber of policies in force to 1,254,000. The renewal ratio was similar to 1992,
Average premiums inercased by 13% while average claims ros¢ by only 5%. Claims
frequency also weduced from 18.3% 1© 17.9%. Followinga small profit in 1992, the
household account showed 2 profit of £772 million. The major reason for the
jmprovement was 3 berter claims experience. Average claims reduced while the claiwm
{requency felt from 20.2% t© 19.0%. 100,000 new honsehold policies were writtemn.
Citizens recorded the best performance in its history, achieving an increase of 84% in
profic before fax 1@ £36.3 million, while Jdoubling the size of its branch network.

The acquisitions of Plymouth Five and New England Savings Bank contribured about
£3.0 milliont o Cicizens’ profits. Net interest income was 33% higher than the prior year
Jdue 1o acguisitions and other loan growth. Other operating income benefited from
growth inmorgage banking and service operation income. An increase in expenses was
largely dueto theimpactof the acquisitions. Provisions for loanlosses were £4.0 million
higher than the prior year ducto acquisitions and exchange rage MOVEIMENLS.

Operations Division also achi aved excelient results with profit before provisions up by
45% 1o £51.5 million. The profirability of the Bank’s credit card businesses increased
a3 a resulr of wider margins, lower bad debr provisions and volume growth in fee
income from rexailer services. The cost base of the Division has been reduced
primarily by reducing staff numbers by 12%.

Ceraral iternzs, before exceptional items, Were lower by £7.4 million mainly due toa
reduction in bad debr provisions Yield i ihe centre and not allocared to any of the
divisions. £20.2 million of the £30.5 million COSTS arising in the centre CPIESENts the
Bank’s funding cost of invesnments in spbsidiaries and 2SSOMNCS

Futare Jevelopuent of the busiuess

All sectorsof the Group’s UK. ban 'inghmsimﬁ&mainiyopcmﬁngundcr'l’hcRayal Bank
of Scoriand brand name, performed cylastangially betrer in the year ended 30th
Seprember 1993. The recovery in the UK. economy led so bener rading conditions
and it 15 expected thar Jhis rend will continuc. Asser quality is one of the prindipal
factors which influcnce the Group's results amd SmprOvEInenTS A0¢ NOW heing seen in
the Joan book as 3 result of management action and the im ved wrading conditions.
1 moted below, action Thas beon taken 5O smengthen the UK. basking business.
Specialist senior siaff have been cecryived 1o improve the quality of managernent.

1y addision, the customer aricptation of besincss managers has been jnareased.

Tos example, the srrang geant in Cogposate atd Insyitational Banking Division’s
Treasury and Capital Mackets business has extendod the services available to
CUSTOINELS, increased profits giilrstantially and made 2 major confrivation to the
Bank's ability £o COmpLLe in oiber matkets.

A start thas beem made in puiting in place new Processes 10 give betier qastomer
sprvice, bezerq wbiny asseys and grezver ooy, 150 common with wber bamks,
Jending processes have been w aicavod 10 EnsEE the highes: degree of Joan quality m
futnre, A yEOF 450, 1 WAS lear that bad dicbes had seached an unaccepiably tigh level
and 1o sackleshic protlem 3 nesy corial unit, Specialised Lemding Scrvices, was s¢t
up. The wraditional approach of Ttk o thad dels uas fcen seen 25 much 100
passive. The Group's view i ghat relationships with QueLQMETS i touble can best be
howndled Ty a teand o v ittasts Fhagr job dn 10 2s8e8S cach business and i possible
affee a Surategy awith the customet, whidh iy likely 1o invole resyracruning borh the
customer’s financial amangements and the custome™s business. Speciatisad Lending
Sepvices has diready made a major comuiburion xo Jedling with problem loans,

enabling businesses which a1 » fundamenatly <onnd to survive and prosper.

g
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The Group’s second core business is insurance, and the second strong brand, with its $m
distinet customer base, is Dicect Line, This business, which was created in 1985, has
established itself as one of the U.K.’s leading insurance companies through fair pricing
and superior service, During the year, additional capital was injected into the business
to support its continuing growth and {urther investment will be made for ivs further
expansion. Divect Line is now the largest insurer in the UK. private motor insurance
marker. In the household maket, relephone-based insurance offering good service ar
low prices is a more reeent coneept and in September 1993, Direct Line launched a
campaigh to become a major insurer in this market.

The Group’s investment in Citizens provides it with diversification our of the U.K.
cconomy. In the past yeat; Citizens has grown organicaily and by acquisition.

The acquisition of New England Savings Bank and the Boston Five Bancorp and
agreement to buy Neworld Bancorp will add $3.5 billion in assers, which will total
wore than $8 billion by spring 1994,

Although the state and direction of the World's larger economies has an influence
over the Group's results, it is the clear intention of the management thar the Group
will not rely on the economic upturn to produce good results,

Investrent for the futre

As noted above, total expenses for the year ended 30th Seprember 1993 increased by

10% over the prior year, A significant part of that increase represented investmenr for

the future growth of the Group’s businesses. The ULK. banking business is in the midst
of a far-reaching change programme that will enable it 5o compere and serve the needs

of customers into the 215t century. Large scale organisational change inevitably means 5
change for members of staff, including a significant reduction in the number of jobs in

U.K. banking. Included in expenses for the year 10 30th Seprember 1993 were .
redundancy costs of £135.0 million {1992—£2.7 million). There was also significantly
increased revenue expenditure on premises, equipment and other items of expenses @
incurced in connection with this programme for change.

Capital expenditure on premises and equipment during the vear womalled £100.3 3
million (1992—£116.5 million}. The reduction in capital expendimire was prindipally

due to the complerion of the Bank’s new administration centre ar Edinburgh. South o

Gyle during the course of 1992 partially offset by the acquisitien of new premises by
Direer Line in Glasgow and Croydon. There was inceeased capiral expenditure on
computers and related cquipment arising from initiatives from the continuimg change
programme and from the acquisition of a new central processor by Operations
Divisian, Contracts for future capital expendinare 2ot provided for in the acconnts
for the year ended 30th September 1993 ampunted 1o £12.6 miflion

§1992-£17.0 wmillion). In addition, the directors have avthorised a further

£35.7 million (1992-2414.5 million) for fitre eapizal expendinure which ds not yor
subject to agreed contracts. 000

Sharcholder value

In 1992, many of the normal indicators nsed 1o measure the Group's perfenmance 5
from the perspective of sharcholders were adversely affeacd by the wmprocedeniod
high Jevel of bad debt provisions, Tn the vear 1o 30th Sepientber 1993, there was a
gool recovery i camnings per share, rerurn wn ordinary sharcholders’ funds and
dividend cover,

Shareholders” funds at 30th September 1993 weere £1,897.1 mnillion {1992-£4,760.3 510
million!, This increase of £135.8 million from 1s1 Qctober 1992 arose principally
from the retained profit of £51.5 million: a poshive currency trandlation adjustment of
£79.8 million on the share preminm account for dellar preference shangs on ivsae; a
premium of £18.4 million arising from issues of ordinary shares during she year; and

a write-back of £23.1 million goedwill cetating to the disposal of Chartethouse
Partially offseraing the alorementioned items was a deficivof £19.6 million on che

pled
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Operating and financial review

revaluation of the Bawy: . premises il 2 £19.8 million write-off lor goodwi)) arising
on acquisitions,

Earnings per ordimary share firereased from 0."pw 7,7p, The adjusted earmngs pey
share which exclide exceptional items that are considered ro be ouside the continuing
operating activities of the Group increased from 1.0p 1o 22, 1p. Pre-tax veturn on
arduwary shareholders’ equity {excluding the shaye premivwm arising from the proceeds
of preference share issuesy improved from 0,29, 1o 17.6%,

The directors have recommended a final dividend of 8.0p on the ordinary shares,
With the interim dividend of 3.0p, this makes a toraf of | [.p for the year
13992-8.8p), an increase of 23% and is covered 1.6 times. The increase in dividend
is consistentt with the Board®s ajm of generating dependable and growing mcome
stream for shareholders and reflects confidence abour the coming financial years,
There was a marked improvement in the Group’s share price in 1993 amd ar 30t
Seprember it stood at A27p {1992 184p..

Darivys the vear, a change was mage 1o the Group™s accounting policy on lease income
reeeable to bring it more i line with industry pracrice, The new policy wili ensure
that income is matched more closely with associared funding costs over the entire
period during which a net cash imvestment or sueplus: arises in leasing conrracts and
i reflects more accuraely the basis on which thee vontracts are priced. Details of che
eficet o) this change in accounting policy are given on pages 14 and 13 of this Repart
and Accoums,

2. Finandial review

Capital structure and freasury pobucy

The tolfow mg 1able dsows ghe strinature of the Gronp's <apital resonrces ar 30th
Sepemiber.,

1993 1992

fm im

Share capital 9.3 1962
Share premm— wdinan e 198.6 isn.2
—preference shares 5129 4331

Revaloanon vevers e 235 0.1
Dastralazable rewres 8348 5389
Cheher non-disiibazabl: e © 103.% 568
Sharehlders famnds L4978 17613
Mistotuty witeses 159 16.3
Dared foan wapial 8722 T3
Undated Joam wapiatal 6O 4218
3ARY9 2899~

& 1 the Larangs ol to mannaing Stromg wapnal bacg, 30 evpand it as appropraie
and oot e Hicently ahronghont i adivine il mMImMAININg & praden
telationslap e gen gl wiapntal Inase and e undlefiang nivke of ghe busimess,
Inwarsungeont shy, Pobuy 2 guiding Faqor iy dhe SUPLINISOTY beguiremient of the Banh
of Pogland windh applies amsh asser yatio as e Pruncpal measure of wapaal
Adguags inghe 1. Iharkang ecctor, This ragio vonipates 2 bank's capiral, whed 4
draded into tao sir, 1o 1o ag andl otfhalance vhoey “rposores woeghted acoardag
20 broad Ltegorics of it wredit wick, Am internationally agreed mumizmun o
Trsh 256t ratio standad of K7, and & i imunm tier § BT 12O O 1 are the
base standards trom whi chahe Badh o England ses pndmidag) ramos reflecmng each
bank™s parteutar <iteumstanaes, Inmos WASCS, W TOaes 3 mnimimam toa) e, et
T A0 Cveess ot 8%, Ar inh Suptember 1993, ghe Cemoup’s vo1aY nusk asoer ranm was
12.2% 1992107 and the tier I ratio wins 6,90, 199694, bl comiortably




above the minimum required and chese ratios are among the strongest in the UK,
hanking secror.

During the year ended 30th Seprember 1993, capital resources increased by £585.2
million principally as a result of the increase in shareholders’ funds described abave
and the issues of dated and undlaed loan capital by the Bank during the year totalling
£350 million. Also during the year, loan capital of U.5.852.8 million was redeemed
by subsidiary undertakings of the Bank. Cuurrency translation adjustments on dated
loan capital and undated loan capital denominated in U.S, dollars gave rise ro 4 net
increase of £127.2 million in capital resources.

Treasury policy is primarily directed rowards ensuring that the Group’s funding
requirements are met and thae sensirivity to interest rate and exchange rate
movements are closely monitored and kept to a minimum.

The Bank closely monitors intercst rate movements, and controls and seeks to limit its
exposure by managing the interest rate and maturity struceure of assers and Kabilities
carried on the balance sheet and by use of financial futures, forward rate agreements,
swaps and related off-balance sheet instruments. An important facror affecting inerest
rate exposure is the significant portion: of deposits in the Bank in interest-free deposits.
To the extent that they are used o fund rate sensitive assets, these deposits create an
exposure to falling interest rates, thereby reducing net interest income, whereas rising
interest rates have a favourable effect on net interest income. As competition for retail
customers’ deposits has increased in recent years, interest-frec current accounts have
declined as a percentage of total sterling deposits. In order 1o reduce the effect of
fluctuating interest rates on et interest inconie, a portfolio of rate insensirive assers is
also maintained.

The Bank is an active participant in World foreign exchange markets. Exposure to
exchange rate movements is minimised by ensuring that mismatches are monitored
constandy by officials and dealess in relation 10 established limits except where
expressly sanctioned by senior management. Fach dealing operation has established
open position limits. Within these consiraints, profit oppornmities are exploited
wherever possible.

[nvestments in overseas branches and subsidiaries and other foreign currency
investments are geeerally funded in local currencies 10 minimise foreign exchange
exposure. Where appropriate, capital is rassed in currencics other than steling and is
generally used to fund long-term foreign curnency assels and imvestments that would
otherwise be exposed 10 exchange rate movements and mannity sismarches.

Taxation

Tax on profit on ordinary acvitics for the vear zo 30uh Seprember 1993 amounted 1o
£80.9 million. This charge represents an effective rate of 31% and is lower than dhe
expected UK. corporation tas rate of 3395, This isa result of a partial rdlease from
deferred tax previously provided in sespect of capital allowanaes on finance lease
recetvables which the directors consider will niot be payable in the ipre seable futore,
This is connterbatanced by the ios on disposal of Charterhoumse which is & casied
forsward capital loss for tay purposes and is therefore not Allowable as a tax deduaion
in the year ended 30th Seprember 1993,

The Group incurred irrecoverable Value Added Tax ol £20.7 million in the vear to
30th September 1993 and this amount was charged to the consolidated profit and loss
account in arriving at the operating protit. In addifon, £80.8 million «f irrecovarable
Value Added Tax was capicalised during the year as part of the cost of purdbasing
premises and equipment,

Liquidity

Group liguidity poliey is sex by the Group Asser and Liability Managoment
Commitee, Lignidity is managed to ensure that a prodent level of high quality liguid
1ssets is maintained at all times; these may be subject to mpward variation dopendent

Capltal ratlos (%}
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Opetating and financial review

on market conditions and the level of potential cash outflows. Group policy has
established internal benchmarks for the components of the liquid asset portfolio which
are visible to regnlatory supervision by the Bank of England,

The management of liquidity is direcred towards ensuring that the Group’s funding
requirements are met with deposits raised at the lowest possible cost, both to replace
exisring deposits as they mature and to satisfy the demands of customers for
additional borrowings. The widespread customer base of the Group, together with the
geographic spread of its branches in the United Kingdom have ensured that its rerail
deposit base has a core stability and is widely dispersed.

In the wholesale markets, the Group has a significant involvement in both the London
and New York markets. This invalvement and the underlying strength of the Group’s
earnings and balance sheet are important facrors in assuring the continued availability
of wholesale deposits to che Group at competitive marker rares. Close control 1s
exercised over the pricing, volume and quality of wholesale deposits raised and
deployed, with sources and marurities being managed to avoid a concentration of
funding requirements at any one time or from any one source.

During the year, there was an increase in cash and cash equivalents of £1,209.5
million. The major contributory facrors to this increase were inflows from operaring
activities of £928.2 million, the proceeds of loan capital issues of £34-.6 million and
the effect of foreign exchange rate changes of £227.0 mifhon. Ar the year-cnd, the
ratio of cash and cash eguivalents to toral assets was 16.1% (1992-13.5%).




Five-year financial summary

¢ [ previous years these items were disclased as exceptional. Under Finangial

1993 1992 1991 1990 1989
£m £m Lm Lm Im
Continutng businesses:
profit betore provisions 596.9 459.6 403.8 421.0 4139
provisions {293.2) (396.2) (312.9) {180.4) {84.8)
staff profir sharing (13.1) {2.8) {3.8) 9.5 {(14.0)
5‘ Profit from continuing businesses 290.6 60.6 371 231.1 3151
: Peafit from discontinued business 20.2 22,8 17.4 44.0 521
3 Funding cost of discontintied business (10.3) (21.8) (2.6.6) (31.7) {27.9)
; Specific items not listed below*® — {10.7) 10.3 20.8 {108.3}
5 Group operating profis 300.3 50.9 §8.2 264.2 2310
F Loss on sale of Charterhouse 35.1 _ — —_
4 Provision for loss on termination of business
segment — (38.3) — —_ —
i Loss on sale of assets of a subsidiary — — (10.6) — —
Provision for resfructuring Costs — — (28.5) — —
Profis o sale of invesunent in an associate — —_ — 49.6 s
Loss on sale of invesgment in a subsidiary -— — — (1.0 ——
Profit on ordinary acrivities before raxation 263.2 116 49.1 3126 2310
Tax on profir on ordinary acrivities {50.9 40 (6.1 {107.0) {(§1.6)
Exceprional release from deferred tax —_— — 0.0 - -—
Profit on ordinary activities afier mxation 184.3 266 8340 205.6 1494
Earnings per 23p ordinary share
befare exceprional items 22.1p 1.0p i 21.3p 20.1p
after exceptional e 17.7p 0.7p 93P 25.9p 20.1p
Dividends per 235p ondinary share iL.0p 8.8p 33p 84p 7.2
Dividend cover frisnes 1.6 N.1 1.1 3.1 1
Cost: income ratio 56.4% LAY £4.1% &0.1% 39.2%
fm fm Lm Im im
Sharehohlers' funds 1,857.) L7603 1,588.3 14938 1.396.7
Minority interests b §6.3 155 8 =8
Dated loan capital B722 .3 253 g ~83.8
Undased Ipan capital @96.7 218 4277 40048 1623
{apial resources 34849 28997 ATF8 26237 16526
{bn Lt £bn {hm fbn
Deposits M CIOTICTS WITTERT ACCOWts 30.3 295 278 257 3.2
Advances fo customers and other accounts 253 2340 2% 30 19.1
Total assets 363 IS 322 30.1 i |
Bank branches L2 Bol BE3 908 905
Orher branches 142 11 e 13} 394
Number of employees at 30th Seprember 23299 RN 24616 J5.339 36,530

Regporting Suandard Ne. 3 ~Repoming

Financial Performance™ {“FRS No, 37} they do mot requre 1o be yowm ‘om the $ace of The consolidared profir and Joss
account. Thesefore, they are not regardod as exceprional ilems in the camnings per shawe calomlations.

prior vear Figures have been restated in accordanee with the accourting policies adopaed for whe year ended

30¢ch September 1993 and 10 implement the reguirements of TRS Mo 3.
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Accounting policies

The accounts haye been prepared in accordance with applicable Accounting Standards in the United Kingdom.
Aostwnmary of the more importany aceomnting policies is ser oyt belove, Compared 1o prior years, o change has been made
to the decounting policy on lease income receivable, Details of this change are given below.

The consolidared ACCOUNES are prepared in secordance with the special pravisions of Pagr VIj of the Companies Ace 1983
relating ro banking groups. The accounts of (he company are prepared in accordanee with section 226 of, and Schedule 4
w0, the Companivs Acr t985. As provided by secrion 230(3) of the Companies Act 1983, no profiv and loss aceouny is
Prosepted for the company,

L Accounting convention and bascs of consolidation

The accounts are prepared under the historieal cost convention mouified by the periodic valuations of premises and
CerLin nvestmenss,

The consolidaced accoutits deal with the accounts of the company, its subsidiaries and associates (che “Group™) made up
10 30th Seprember wich the exeeption of cerrain subsidiary undertakings where aceounts are made up ro 30th Juiie o
avoidd indue delay in publication of the Group’s accounes,

I accounting for subsidiaries, the Group consolidares fully their assers, liabilities and resistes for the year and shows
separately the interests of minority shareholders therein. All imcr-comp.my bajanees and ransactions are eliminaced from
the consolidared STarements,

lovestmenes in associated tderrakings are accounted for by the eq wity method and are srared in the consolidared

bafance sheet at the i MVESting company’s share of their ner tangible assers, The investing company’s share of the results of
associared undertakings is included in the consolidated profir and loss account, For this puraose, the Jatese available
audliced accouns are used together wigh available wnandited interim accouns,

2 Goodwill

Goodwill arising on acquisitions of subsidiaries and associates, being the excess of cost over fair valpe of the Group’s
share of per tangible assets acquired, is charged against reserves in the vear of acquisition and writren hack in the vear
of disposal,

3 Rates of exchange

The balance sheers of averseas branches and subsidiaries are translied ipgo sterling at the rares of exchange nuling

a1 30th September and ¢heir profit and loss aceounss are tramslated az the average rates of exchange for the Yearto
30th Seprenyher,

Exchange differences relating o wading are dealr wigly i the profit and los, account; those arising from the application
of closing rates of exchan 8¢ 10 the opening net assets of orerseas subsidiaries are paken 10 Tesesves,

At 3thk Seprember 1993, e principal rate of eschange for foreign vurensy wanslations was US.51.3 100=1

1992- U8, S1.~~80=/) i

The principal verage rate of enchange for foreigs cu rvency sransiations for alie vear o 30, Seprember 1993 was
US.5L5249=£1, j9u3 LS.S18147=4] .,

4 Pension eosts

I arriving at the operating profit, the costs of rrosiding pensions are Assessed and dharged on 4 regolar bags in
Aecordance with the advice of independen professionally qualified ACtiamies,

fo complying with Abrace No. 6 issted by the Urgent lssues Task Fosce of the Acoouning Standards Board in the
Unized Kingdom, the Group has accounted for Postrctivement betcfits wiher than pegsions jn 2ccordance with Suatemens
ot Standlard Accounting Pragtice No, 24 “Acconnting for fien sions™, The benefits age princips ', contuibutions
subscriptions for privace healtheare schemes in ghe United Kingdom and the US.A The acormed uiprovided obliganon

ol LL6 million for these benzfits as ae st Qcraber 1992 i being sproad forvard and £0.2 milfion per apmmn % being
charged 1o the consolid 1ed profitanmd Joss accomnt over the expectad Awerage burure senvice lives of the emplovees clagible
for the benefic,

§ Lease income receivable

Total gross earnj gs uader finance leases are Aocated to Actoanting peniods 10 give a vonstant peodic rate of requm on
the net cash investmen. ¢ ross camings are allocated 1o iprofit before and afier taxation by apphving she prevailing rate of
COrparation wx 1o the ner income, Finance lease oceivalieg Are stared i the halance whoee a1 the amouns of the ney
investment in che lease. Progress payments made prior to the commencement of the Jease are inchsded ar coor

In previons years, §ross carnings were allocated over the primary peried of whe leaq by calonlating a noropal funding cost
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(which was apportioned in proportion to the net cash investment) and allocating the remaining margin on the sum of the
digits basis, The new policy will ensure that income is matched more closely with associated funding costs over the entire
period during which a net cash invesrment (or surplus) arises, aid reflects more accurately the basis on which lease
contracts are priced, The effect of this change of accounting policy is o reduce the Group’s opening reserves at

bt Qctober 1992 by £18.3 million, to reduce the Group’s opening provision for deferred taxation by £6.6 million and 1o
increase comparative profit on ordinary activities before taxation for the year ended 30th Seprember 1992 by £0.8
million. Prior year figures in this regard in the Group’s consolidased profit and loss account have been restared. The effect
on the Group’s profit on ordinary activities before taxation for the year ended 30th Seprember 1993 was to increase it by
approximately £2.0 million.

6 Insurance business

In caleulating operating profit from general insurance activities, premiums are recognised in the accounting period in
which they incept. Unearned premiums represent the proportion of the premiums which relare to periods of insurance
afrer the balance sheet date and are caleulated on a daily or 24tl’s basis. Provision is made where necessary for the
estimated amount required over and above unearned premiums to meet future claims and relared expenses and is
calculated by class of business on the basis of a separate carry forward of deferred acquisition expenses after making
allowanre for investment income. Acguisition expenses relating to new and renewed moror and houschold policies are
deferred over the period during which the premiums are earned, generally twelve months. The principal acquisition costs
so deferred are direct advertising expenditure and costs associated with the relesales and underwriting staff. Claims are
recognised 1 the accounting period in which the loss occurs, Provision is made for the full cost of sertling outstanding
claims at the balance sheet date including claims estimaied to have been incurred but nor yer reported ar that dare, and
claims bandling expenses.

7 Value of long-term life assurance business

A value is placed on the Group™s long-teem life assurance and in-force pensions policies writzen by Roval Sconish
Asstrance ple, The value is a prudent estimate of the ner present value of the protits ftherent in such policies and is.
determined annually in consultasion with an independent actuary. Changes in the value are induded in operating profit,
grossed up at the underlying rate of taation.

§ Taxation
Provision 1s made for taxation at current rates on the 1axable profits and selief for overseas raxation is taken where

appropriate. Certain irems of income and expenditure are accounted for in different periods for finandal reporting
purposes and for taxation purposes. veferred taxation is provided an the liability method in respect of timing differences
to the estent that they are likely 10 erystallise in the foresceable fuare.

9 Provisions for bad and doubtful debts

Speaific proviions are made against advances when, a5 a resull of a detailed appraisal of the advances ponfolio,

it 15 comsidered thaz recovery s doubiful, A general provision is made against advances to cover bad and doubifuul debis
which have not been separatels sdennfied but are known from experience to be present in any portfolio of hank advances.
The speciin and general provisions are deducted from advances. Provisions made during the vear Jess amounts seleased
and recovesivs of amounts written-off in previons years) are charged against profis,

Interest recessable on doubtiul advances is brought inte the profit and loss account as it acorves provided that s
collectibility s not subject to significant doubit, Diterest debited to borrowers® accounts, the collectibility of which is
subyect to sigmticant doubr is credited 10 an interest in Suspense account. Advances Slassified as had debis are writen-off
in part or m whale when the extent of the los incurred has been confimed.

10 Trade investments
Frade ivestments are included in the consolidated balance sheet ar cost less amounts wrinen-off and provdsicn is made

againt the book value where in aggregate this exceeds current ¥aluation and where there has boen a pammanent
dminuaon in valee. Income is recognised when dividends are received.

11 Investnrents fother than rrade investments}
Prensiums and discounts on the acquisition of dated stocks which are not hefd as dealing investments are amortised over

the period trom date of purchaseto date of matarity and an appropriate proporzion thereof is induded in the profir and
loss account. Stich stocks are shown in the consolidated balance sheet a1 amentsed cost. Dared s1odks which are held as
dealing nvestments are included ar market value,




Accounting policies

fnvestments, other than dated stocks and those held for dealing purposes, are included in the consolidated balance sher av
the lower of cost and marker value and, in the case of unlisted investments, ar the lower of cost and directors’ valuation.
Invesements held for dealing purposes are included in the consolidared balance sheet at markert value,

luvesements in subsidiaries and in associated undertakings are included in the balance sheets ar the investing company’s
share of the net rangible assers,

Profirs and losses on sales of investments are dealt with in the profir and loss account as they arice.

12 Premises and equipment

Frechold and long leasehold buildings are maintained in a state of good repair with regular maintenance expenditure
being charged against operating profir, Depreciation is not charged on frechold and long leasehold buildings as any such
charge is considered o be insignificant in view of their useful economic lives and estimated residual values.

The costs of adapting buildings for the use of the Group are separately identified and depreciated on a straight-line basis
over fifreen years.

Shore leaschold premises are amortised by equal annual instalments over the unexpired term of the lease. Valuations of
premises are carried out annually by the Bank’s internal professional surveyors and in some instances by independent
valuers. Any increase or deficit on revaluation is reflected in the carrying value of premises and reserves ar thar time unless
the dircctors are of the opinion thar the movement in value will nor prove to be of a permanent nature in which case no
adjustment is made in the accounts. Any permanent diminution in the value of premises is charged to the profit and loss
account after eliminating previous revaluation surpluses arising on the premises. Any profit from the sale of revalued
premises is calculated by deducting the revalued amount from the net proceeds.

Computers are depreciated on a straight-line basis over five years and other equipment over periods between four and
fifteen vears.

13 Off-balance sheet iterns

Off-balance sheer items such as forward rate agreements, interest rale swaps, currency swaps, interest raie options,
forcign currency oprions and financial futures are segregated imo hedging transactions and rading transactions.
Generally, hedging wransactions are valued on the same basis as the assets, liabilities or positions which are the subject of
the hedge, Any profit or loss is recognised at the same time as any profir or loss arising from the wransactions which are
the subject of the hedge. In respect of trading transactions, fees and amounis receivable and payable under contracts,
together with gains and losses on any associated hedging instruments, are included in the profir and loss account ar their
net present value. This is calculated by reference 1o all anticipated futare cash Hows, valued ar vear-end inzerest and
exchange rates, ner of eash paid or receis ed, disconnted back to ner present value, The ner movement in net present value
during the period is taken to the profit and loss account as other aperoaing incoine, less provision for credit and marker
risk. All associated costs of dealing are recognised when incurred,

Forward foreign exchange contracts are valued ar the forward marker rates ruling a1 the balance shecr date and the
difference berween those values and ehe comtract prices are talen to the paclir and loss acoount as wiber Operaring income.
However, where contracts are entered wro in conjunction with loans and deposits, the resultant gains or losses are
apportioned over the period of the contracss,

I+ Restatement of prior year figures

The figures have been restated 10 implement the vequirements of Fipansial Roporting Standard Ne. 3

“Reporting Financial Performance™ and to reflear the change in avcounting policy on lease moome weocivable

faccounting policy 3 abovel,

I the sear erided 30th September 1992, the effect of a change in accounting policy for the deferment of acquisition
expenses for certain insurance policies ar - unted vo a credit of £9.1 million 6,1 million aftor tax k. This amonnt related
to years prior to 30th September 1992 and in the Group®s consolidated profit and loss account for thar vear it was treated
as an exceptional item. This freatment was adopted on the grounds that the itom was mor yaterial in dhe contest of the
Group®s accounts as a whole and the results of past years, The Financial Reponing Revies: Pan has comsidered this
maiter and has expressed the view that the amount shouid have boen shown as a prior year adjnsament: £2.8 million
1.3 million after tax} related to the yvear ended 3tth Scprentber 3991 and the balance of £7.1 million -£3.8 million ..ter
tax) related to years prior to 1991. In light of the Pancl opinion, the 1992 comparative figures in the consolidated profit
an¢ loss account have been restated 1o exclnde the exceptional eroditof £9,1 million and to wilet this in ealier vears.
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Consolidated profit and loss acconnt

for the year ended 30cth Seprember 1993

1993 1992
restated
Continuing Discontinued  Total Continuing Discontinued  Toral
operations  operations operations  operations
Note £m £m £m £m £m £m
Operating profit
The company and its
subsidiary undertakings 269.6 17.0 2866 30.6 6.3 37.5
Acquisitions 3.7 — 3.7 - —_ —
Share of profits of associated
undertakings 6.8 3.2 10.0 8.2 5.2 13.4
Group operating profit 3 2841 20.2 3003 8.8 12.1 50.9
Loss on sale of Charterhouse 5 — {35.1) (351 — — —
Provision for loss on
termination of business
segment 5 — _— _— (38.3) —_ (38.3)
Profit on ordinary activities
before taxation 280.1 (14.9) 265.2 0.5 12,1 12.6
Tax on profit on ordinary
activities b {80.9) 14.0
Profit on ordinary activities
after taxation 184.3 26.6
Minority interests 23 1.3
Profit after minority interests 182.0 233
Preference dividends 7 43.3 20.1
Profivattributable to ordinary
sharcholders 138.7 5.2
Ordinary dividends 9 87.2 68.6
Retained profit/ideficiu 26 jt.3 {63.4
Earnings per 25p ordinary
share 10 17.7p D.7p
Adjustments:
Loss on sale of Chanvihonse 44p —_
Provision tor loss on
termination of business
segment —_ 3.3p
Adjusted warnings per 23p
ordinary share 22.0p 4.0p
TR ——— e e it Y ———

Note: the adjusted earnings per share figures have been calenlated to show the effect of exdloding exaeprional frems.
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Consolidated balance sheet

at 30th Seprember 1993

e, 0 ——— —,

Assers employed:

Cash and short-cerm funds

Collections on other banks

Investments

Advances to customers gnd ntler ACCOUMS
Trade invesiments

Investments in associated undertakings
Premises and equipment

e ——

e e e st e s, e e T 1

Financed by:

Deposits and customers’ current accounts
Orther liabilities

Dated loan capiral

Undated loan capital

Minority interests

Issued share capital

Reserves

Younger of Presewick  Chairman ‘L{W

George Mathewson Group chief exceutive
Robert Speirs Group finance divector

Note 1993 1492
restated
£m £m
7,412.4 7,896,1
670.2 737.2
11 1,935.0 9414
12 25,3144 24,040.¢
13 82,9 65.2
14 1219 137.2
18 737.0 746.2
36,293.8 34,563.9
20 30,301.1 29.463.8
21 2.507.8 2,200.4
23 8722 700.3
24 696.7 421.8
18.9 16.3
a5 199.5 196.2
28 1,697.6 1,565.1
36,2938 34.563.9




Balance sheet-The company

at ek September 1993

Note 1993 1992
restated
{m £m
Fixed assets
Investmencs:
Shares in subsidiary under rraking 16 1,900.5 1,759.2
Loans io subsndmry unclermklm, 17 746.7 671.8
2,647.2 2,431.0
Current assets
Debtors:
Due by subsidiary undertaking 85.8 74.7
Dchtms and other accounts 0.2 0.1
86.0 743
Creditors
Amounts falling due within one year:
Creditors S4 10.3
Current taxation 17.5 15.6
Proposed final dividend 9 63.5 46.8
§9.4 727
th current {liabilities)/assets {3.9) 21
Fived assers plus ne tcurrcnr assets 2,6-13.8 24331
Dated loan capital 3 1500 2500
Umhted Ioun c1pml . 24 496,7 123.8
736.7 671.8
Capiral and resenves
Called up share capiral k) 1993 196.2
Share premium account 26 7115 6133
Revaluation reserve 26 $63.9 824.5
Profir and loss account 26 I@O 2 l"?..}
1,897 l .761.3
i 26438 24331
[ ._‘_fm o e alL i‘?——: 2 opr am wewwan o g
A au At $ryi e
R W gy et b TR LY [
Younger of Prestwick  Chairanan v f;b i
George Mathewson Group chief excentive ¥ 17 Y
Roberr Gpeirs Group finance director «--;;—;::7?"" =
o
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Statement of total recognised gains and lpsses

for the year ended 30th Seprember 1993

1993 1992
restared
£m L£m
Profit attriburable 1o ordinary shareholders 138.7 5.2
Currency translation adjustinents on foreign currency e invesrmens 7.6 2.6
Loan capital issye CXPeRseS (3.4} —
Issue expenses of Serics € Non-comulative dollar preference shares — {7.0)
Reduction in previons years’ revaluations of promises {19.6, -
Adjustnens for change in accounting policy on premises ang equipment — 184
Toral recognised gains and losses rdating ro the year 121.3 19.2
Prior year adjustment for change in wedounting policy on lease income receivable (18.3) —
Total recognised ging 103.0 19.2
L] . L
Note of historical cost profits and losses
Yor the year ended 3 Seprembier 1993
1993 1992
réstared
im £fm
Profit on ordinary acrivigies before taxation 265.2 126
Realisation of premises revaluation gaing of Previous vears 390 4.3
Flisrarieal vost profir on ordmany activities before tavation 268.2 1~
Historical cost profie! Tows . for the year retained after LaNIIOn, Minonty miterests and
die edennds 343 1589
L} . . - . " , [
Reconciliation of movements in sha; eholders’ funds
tor the year ended 3k September 1993
1993 1992
restated
fim Im
Peohr atrburable 1 . iy soreholders 1387 32
Cirdinany di sdends (87325 6861
Retaned prohe defr. 313 03
Orher recagised net 15 and Joswes relting, to the vear {17 140
Currencs tramlation adpasiment on whare PrEMInm acgoumn 7.8 19.3
: Increase in share waptal 3.3 23
! Premmum arsing on 1ssues, of shares it 2133
3 Elinunacton of goodwill on QeqUsition, 1198 JILgs
| Write-back of goodwill on dispsals 231 19
Other meos ements (3.04 3.6
Nt inereast in sharcholders” funds 135.8 =1
Shareholders furds at Ist Octaby v L7603 1,588.3
Shareholders” funds ar 0eh Seprember 1,597.1 1,613

2n




ST T

R S| M3

Cash flow statement

for the year ended 30th Seprember 1993

1503 1993 1992 1992
£m fm £m £m
Mut cagh iuflow/(outflow) from operatiog acrivities 928.2 (131.9)
Returns on invesinn s and servicing of finance
Dividends received from assaciated undertakings 7.8 7.6
Ordinary dividends paid (70.5) (68.1)
Preference dividends paid {(43.3} (20,1}
Dividends paid to minority sharcholders — {0.4)
Net cash outflow feom zeturns on investments and
servicing of finance {106.0) (81.0)
Taxation
Courporation tax rocoveredf(paid) 114 {12.3)
Overseas fax paid {187} {1313
Net cash outflow [rom taxation {7.3) (25.4}
Tovesting acrivities
Acquisition of subsidiary undertakings (net of cash and cash
equivalents acquired) 317 —_
Acquisition of additional branch networks in the US.A. 799 13.0
Sale of sulsidiary underraking {net of cash and cash
equivalents disposed of) {184.1) —
Purchases of made investments {7.6) 2.3}
Sales of trade investments 3.6 —_
Invesiments in associared underrakings {1L.3 {174}
Sales uf imy *spav aits in associated underrakings -— 16.1
Purchases of prenuses and equipment {100.5) {116.3)
Sales of premises and equipment 192 123
Nes cash {outflos from investing activides {1690 (95.0)
Net eash inflow Soutflow before financing 6338 1333.3)
Financing
Issue of ordinary share capital 2y 13.1
Issue of preference share capnal — 195.5
lwsue of loan caputal 3446 —
Repaymenss of loan capital {29.7) 233}
Net eash inflow from faanding 33656 187.1
hereasehidecrease’ in eash and cash equivalents 9515 1146.2
Notes on the cash flow statement
far Analysis of changes in cash and cash equis alears doring dhe year 1593 1992
im fm
Batanve 4t st Ociober 4,630.4 4,798.5
Net wish milowlfiourilow! hefore adimrments for the effedt of
loreign exchange rate changes 2825 146.2)
Effect of toreign vxchange rte changes 2270 (1.9)
Balance at 30th Seprember 5,5399 46504




Notes on the cash flow statement

() Analysis of cash and shore-term funds

Coin, bank notes and balances with the Bank of England
Money at call and short notice
Marketable bills of exchange
Certificates of deposit

Cash and cash equivalents
Other short-term funds

1993 1993
fm £m
948.0 910.8
4,832.2 3,617.6
5.3 75.3
29,4 46,7
3,859.9 4,650.4
1,552.5 3,245.7
74124 7,896.1

Change in
year

£m

37.2
1,214.6
(25.0)
{17.3)

1,209.5
(1,693.2)

{(483.7)

Certain subsidiary undertakings of the Group are required to maintain balances with the Bank of England which,

at 30th Seprember 1993, amounted to £60.2 million (1992—£57.6 million). Cerain subsidiary undertakings of the Group
are required by law to maintain average reserve balances with the Federal Reserve Bank in the U.S.A. Such reserve
balances amounted to U.S.$56.9 million ar 30th September 1993 (1992—U.5.38.0 million).

ie? Analysis of changes in financing during the year Share capital Loan capiral
{including premium?

1993 1992 1993 1992

fm fm £m £m

Balance ar Ist October 809.5 3816 11221 1,154.0
Effect of forelgn exchange differences 79.8 19.3 127.2 (10.4)
Cash inflow#outflow) from financing 217 208.6 3196 (21.3)
Balance at 30th September i1 $03.5 1,368.9 1,122.]
nl* Reconciliation of operating profit to net cash; 1992
inflow Zoutflow * from operating activities 1993 restated

fm Im

Operating profit—the company and its subsidiary undertakings 2003 3735
{Increase) 1n interest receivable and prepaid expenses A16.7} 180.8}
Increase in mvterest payable and accrued expenses 4333 463.7
{Decrease}increase m provisions for bad and doubuful debis 204 154.2
Depreciation 8.2 x|
Lossprofit) on sales of premises and equipment 1.5 11.3)
tPzafir) on sales of trade investments 0.8 —
Exceptional items 3341 138.3)
Other non-cash movements 99 {141,

Net eash inflow from trading activities 3192 3731
Net increase i deposits and customers” current accounts 15068 1.626.6
Net {increase; in advances to customers o910 1,385
Net decrease in amounts receivable under finance leases Sl 90
(Increase} in investmenes held iother than those treared as investment activitics) 88T 1174.5)
Decreaseffiinerease) in collections on other banks 600 156.8)
Decreasekinerease) in other shorr-term funds 10925 1542,
Net (increase) in placings with banks {repayable beyvond one monih) 636 1137
Net cash inflow/outllowi from operating activities 8.2 7131.9)

T
>




rakings

{e) Parchase of subsidiary under

As requived by Statement of
the aggregate fair vatues of net assets acquir

year ended 30th Seprember 1

yecorded in the acquired comP

e T

™ot assets acquired
Cash and cash gquivalents
Ivestments held {other han those ¢
Advances 1© customers
Interest receivable and prcpaid axpenses
premises and gquipment
Deposits and CUSEOMETS’ current accounts
Tnterest payable and accrued expenses

- ——

Goodwill wr'men»off o Grou

et 2t T

Sasisficd by cash
) Analysis of the net inflow’ of cash and
purchase of subsidiary underrakings a8
Cash consideration
Cash and. 1sh equivalents acquired

Net inflow of cash and cash equivalents

{g) Sale of subsidiary undectaling

Net Asses disposed of including g,ood\\'i\i
Loss oit disposal

Ner procecds received (et of cxpenscs}
Less cash and cash equivalents

Net outflow of cash and «as

o. 22 “Accoun
vith the acquisitions of subst

were reguired 10
f acquisitions.

Srandard Accounting practice N
ed in coNnECHo

93. No significant adjustm
anies’ pooks at the daes ©

ated as ipvestment activitics)

e

o TR —

p reserves (see note 26)

cash equivalen
d branch netw

h cquivalents in respect of the

ting for Goodwill”, the following table shows

diary undersakings during the

the book values of the net assets 2%

fm

_—-v-__—-....—-__,,—-'- ——— I

145.5
660
349.6
12.2
9.6
{(562.5)
(6.3}

e e

141
12.8

/_/-—-—-“‘________“_______,_
33.9

i 7 T

1s i Fespect of the
1is in the U.SA fm
e

i E._._......*____/
(33.9)

1433
1116
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{m

et

B—— e T
177.8

(35.1)
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1427

(326.8}
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Notes on the accounts

L Segmeacal analysis

lov the tables below, the analyses of net assers are included in compliance with Statemenr of Standard Accounting Pracrice
No. 25 *Segmentat Reporting™ The fungible nature of labilities within the banking industry inevitably results in
allocations of liabilities which, i some cases, are necessarily subjective, The direcrors believe thar i is more meaningful to
amalyse total assers and the resulc of this analysis is therefore also inclided in the rables.

{a} Classes of business Branch  Corporate Direct Citizens  Operations  Discontined Group
Banking and Line Bank  and cemtral  operations—~ Tatal
lngtitational lasurance items Charterhouse
Banking
1993 1993 1993 1993 1993 1993 1593
Restlt before taxation Em Im m £m L fm fm
Profir before provisions 307.1 153.8 50,2 560 10.5 25.8 608.4
Charges for provisions (226.9) (24.7) — {19.7) {21.9) {11.8) (305.0)
Segment result 80.2 1311 50.2 36.3 y11.4% 120 3034
Seaft profic shazing {10.5} (14} — — £1.34 -— 13.1}
Esvepiional frems - — —_ — — i33.1} {35.1}
Share of assucines — — —_ —_ 6.5 32 10.0
Giroup resulr before raxation 69.7 1197 502 363 3.5 1149} 265.2
Fotal assets
Segment tral assers 17,5516 13,0134 530.9 34347 16413 —_ 36,1719
Carrying value of associates —_ — — — 1219 —_— 1215
Tutal aysets 17,3516 1306134 3309 34347 1,763.2 — 362938
Net asers 8660 453.2 1773 20038 975 —_ 1,897.1
1952 1992 1992 1992 1992 1992 1992
Result before tavation westated) im dan im Iim im {n {m
Prohir betore provisons 2621 1173 §s5.1 35S 04 195 9.1
{hepses dor provisgms A8 49.2% — i15.5; FA4 12, 3056,
Septnent result 13,7 5.1 15.1 9.7 (35R) 1 40.5
Statt prod stanng, 244 A4 rm — —_ a2 T
T reeponal items - - —_ _— A —_ EL Ay
Shage of avoates —_ — -— —_ ] 2 134
roup resule before Livaton LRy £ 154 19" KA 12 126
Foviutl assets +reshated;
Segoent total assers 17454, 19348 M3R Dy 1A% 1,723 394267
Carrying value nf associes — — —r _ 1in3 2.7 1372
Tatal asses 1T A55.1 15461348 2833 25696 15879 1,753 315439
Nt awets 7573 a8 B3 b2 2440 1366 17613

i Nore: the figures for Charterhouse are stated betore any transfer to anner reserves and atter making eonsolidlanon adpstmerts
The Charterhouse Capital Markers Division and the Scorrish business of Uharterhouse Devdepment Capita] wiere imegrated mio
Corporate and Mstitazional Banking during the vear ended 30kh September 1993, The fignres for Citirens Bank are szared sn accordance
with (LK. generally acceptad accounting prinviples (UK, GAADL
The 1992 analysis has alse been restated 1o reilect acharge in management responsibilin: forwertam business somames,



Segmental analysis continned

(b Geographical scgments

The geographical analyses in the tables below have been compiled on the basis of location of office. In addition to Citizens
Bank, U.S.A. includes the Bank’s New York branch and San Francisco office.

Result before tax ion

Profit before provisions
Charges for provistons

Segment restut
Seaff profir shaving
Exceptional items
Share of associates
Group result before raxation
Total assets

Segment total assers
Carrying value of associates

Toral assets

Ner assets

Result before taxation (restated}

Profit before provisions
Charges for provisions

Segment result
Staff profic sharing
Exceptional iwems
Share of awociates

Group result before taxation

Total assets restated)

Segment teral assets
Carrving valie of associates

Total assets

NeE assets

UK., Continental U.S.A. Rest of Group
Europe the World Total

1993 1993 1993 1993 1993

£m £m fm £m £m
535.0 9.9 34.0 9.5 G08.4

(282.3) (1.4} (19.7} (1.4) {305.0)
2352.5 8.5 34.3 8.1 3034

(13.1) — — — (13.1)

(35.1) — — — (35.1)

3.5 6.2 — 0.3 10.0
307.8 14.7 343 8.4 265.2
31,069.1 354.0 34955 1,253.3 36,171.9
62.5 56.8 — 2.6 121.9
31,1316 410.8 34955 1,255.9 36,293.8
1,532.7 1273 120.6 46.3 1,897.1
1992 1992 1992 1992 {992
£m fm im fm £m
4026 3.1 344 7. 419.1
139290 0.2 115.8) 0.1 {108.6)
9.7 5.3 15.6 69 10.5

{3.04 —_— — —_ {3.0}
138.3) —_ —_ —_ {38.3)
3.2 3.2 -_— — 13.4
123.4) 10.3 18.6 09 126
3,436.3 298.1 33247 Ll67.6 341267
b B35 — —_ i37.2
30,509 363.7 2327 L6 343639
1.3460 130.2 1521 330 1,761.3

Staff profit sharing in the above segmental analyses rélates to amonnts being st aside for payinent by e Bank under the
Group's approved Staff Profit Sharing Scheme. The fevel of these payments s sct by refencnce to a fiormula based on the

Groups operating profit,

As permitied by the Companics Act 1985, a segmental analy

i
e
AR

«is of tomnover hias not been disdoesed.

5




