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the best of the knowledge and belief of the directors (having taken all reasonable care 1o EnSure i sucr & we
case) the information contained in this Listing Memorandum is in accordance with the facts and does not omit
anything likely to affect the import of such information.

In this Listing Memorandum, references to “Abbey National plc”, “dbbey National” and the “Company”
are references to Abbey National plc, and references to the “Group” are to Abbey National and its subsidiaries.
References to “conversion” are to the transfer of the business of Abbey National Building Society (the “Society”)
to Abbey National under Section 97 of the Building Societies Act 1986 which became effective on 12 July 1989 on
the completion of the offer of shares in Abbey National and the admission of the share capital of Abbey National
to the Official List of the London Stock Exchange.

The Sterling Preference Shares have not been and will not be registered under the U.S. Securities Act of 1933
as amended (the “Securities Act”). The Sterling Preference Shares are subject to U.S. tax law requirements.
Subject to certain exceptions, the Sterling Preference Shares may not be offered, sold or delivered within the United
States or to U.S. persons. Neither the delivery of this Listing Memorandum nor any sale made hereunder shall,
under any circumstances, create any implication or constitute a representation that there has been no change in
the affairs of Abbey National or the Group since the date hereof. This Listing Memorandum does not constitute
an offer of, or an invitation by or on behalf of Abbey National or the Managers (as defined under “Placing of the
Sterling Preference Shares ” below) to subscribe for or purchase, any of the Sterling Preference Shares.

No person is authorised in connection with the offering of the Sterling Preference Shares to give any
information or to make any representation not contained in this document and any information or representation
not contained herein must not be relied upon as having been authorised by Abbey National or any of the
Managers. The distribution of this Listing Memorandum in certain jurisdictions may be restricted by law. Neither
Abbey National nor any of the Managers represents that this Listing Memorandum may be lawfully distributed in
compliance with any applicable registration or other requirements in any such jurisdiction, or pursuant to an
exemption available thereunder, or assumes any responsibility for facilitating any such distribution or offering. In
particular, save for obtaining the approval of this Listing Memorandum as listing particulars by the London Stock
Exchange and delivery of copies of this Listing Memorandum to the Registrar of Companies in England and
Wales, no action has been taken by Abbey National or the Managers which would permit distribution of this
Listing Memorandum in any jurisdiction where action for that purpose is required. Accordingly, neither this
Listing Memorandum nor any advertisement or other offering material may be distributed or published in any
jurisdiction, except under circumstances that will result in compliance with any applicable laws.

In connection with the placing of the Sterling Preference Shares Merrill Lynch International Limited may
over-allot or effect transactions on the London Stock Exchange which stabilise or maintain the market price of the
Sterling Preference Shares at a level which might not otherwise prevail on that exchange. Such stabilising, if
commenced, may be discontinued at any time.

In this Listing Memorandum, unless otherwise specified or the context otherwise requires, all references to
“Dollars”, “U.S. dollars” and “US$” are to the currency of, and the references to “United States” and “U.S.” are
to, the United States of America and references to “pounds”, “Sterling” and “£” are to the currency of the United
Kingdom of Great Britain and Northern Ireland (the “United Kingdom”).
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SUMMARY

The following summary is qualified in its entirety by the detailed information and the Consolidated Financial
Statements and Unaudited Interim Consolidated Financial Statements appearing elsewhere in this Listing
Memorandum.

The Abbey National Group

General. The Abbey National Group is the fifth largest banking group based in the United Kingdom in
terms of assets, with total assets of £103.8 billion and shareholders’ equity of £3.9 billion as at June 30, 1995.
The Group’s business focuses on providing financial services to individuals in the United Kingdom, particu-
larly secured residential mortgage loans and investment and savings products. In 1994, Abbey National
ranked as the second largest residential mortgage lender in the United Kingdom, accounting for an
estimated 12.4% of the £374.3 billion total outstanding U.K. residential mortgage loans as at December 31,
1994, with 1.2 million residential mortgage account relationships. For the year ended December 31, 1994,
Abbey National had net income of £610 million, 56.4% higher than for the year ended December 31, 1993,
and the Tier 1 capital ratio as at the year end was 9.14%, compared to 9.38% as at the 1993 year end. The
Group’s net income for the six months ended June 30, 1995 was £324m, 18.7% higher than in the six months
ended June 30, 1994 and the Tier 1 capital ratio as at June 30, 1995 was 8.86% as compared with 9.52% as at
June 30, 1994. The Group has been consistently profitable over the last five years.

Abbey National was formed in 1944 as a result of the merger of the Abbey Road Building Society and
The National Building Society. In 1989, in order to improve its competitiveness, Abbey National converted
from a building society into a public limited company regulated as a bank by the Bank of England, the first
such U.K. society to have so converted. The Group is comprised of three main interdependent businesses:
U.K. Retail Banking, Life Insurance Operations and Treasury and Offshore. Retail banking in the United
Kingdom is the core activity of the Group, and the Life Insurance Operations and Treasury and Offshore
businesses complement and operate in a highly integrated fashion with this core activity.

Due to the focus of the Group on retail lending, it currently has no exposure to highly leveraged
transactions or to countries which are not members of the Organisation for Economic Cooperation and
Development (with the exception of Cayman Islands, Singapore, Hong Kong and Saudi Arabia). The
security on the Group’s U.K. residential mortgage loans, together with the strong credit ratings of the
investment assets held in Treasury and Offshore, provide the Group with what management believes is
strong asset quality.

U.K. Retail Banking. U K. Retail Banking is the Group’s largest business, with total assets of £49.4 bil-
lion and income before taxes of £650 million as at and for the year ended December 31, 1994. The retail
banking activities are focused on U.K. residential mortgage lending and on offering a range of liquid savings
products, personal cheque accounts and non-life insurance.

The Group has one of the largest retail banking operations in the United Kingdom, with a national
network of 676 branches spread throughout the country, each offering Abbey National’s full retail product
range. In recent years the retail branch network has been substantially modernised and available sales area
has tripled. As at June 30, 1995, the retail branch network serviced over 12.6 million deposit and cheque
accounts and provided Abbey National with a retail funding base, composed primarily of variable rate
liabilities, of £37.2 billion (an estimated 8.4% of the aggregate balance of United Kingdom liquid savings).

Abbey National is the second largest provider of residential mortgages in the United Kingdom with
outstanding residential mortgage loans of £46.5 billion as at December 31, 1994. The Group’s portfolio of
loans and advances to customers consists primarily of residential mortgages, with approximately 93.3% of
the portfolio secured on residential property. Mortgage loans are made after a comprehensive credit and
collateral review process and typically have original terms of up to 25 years, with an average life of
approximately six years. Approximately 80% of Abbey National’s residential mortgage loans bear interest at
variable rates, which is typical in the United Kingdom. These rates are determined at Abbey National’s




discretion primarily by reference to the general level of market interest rates and competitive conditions.
The remainder of the mortgage loan portfolio is represented by fixed-rate mortgages, on which interest rates
are fixed usually for the first two to five years before switching thereafter to variable rates of interest.

Mortgage loans generally are issued with a maximum loan-to-value ratio of 95%. All mortgages with
initial loan-to-value ratios in excess of 75% are covered by mortgage indemnity guarantees covering credit
risk on the portion of the mortgage in excess of 75% of the lower of the purchase price or the valuation of the
property. For loans originated prior to 1993 such credit risks are fully insured with third-party insurance
companies. For loans originated thereafter, Abbey National has obtained its mortgage indemnity guarantee
insurance from its insurance subsidiary, Carfax Insurance Limited (“Carfax”). It is Carfax’s policy to
reinsure a portion of these risks where commercially appropriate and although Carfax chose not to reinsure
these risks in 1993 for commercial reasons, reinsurance arrangements are in place for 1994 and 1995.

In August 1994, the Group announced the formation of a joint venture with Commercial Union plc, one
of the largest U.K. composite or multiline insurers. Over time this venture is expected to provide the bulk of
Abbey National’s non-life insurance product range.

Life Insurance Operations. 10 extend the range of financial products offered to retail customers, the
Group operates two life insurance companies, Abbey National Life plc (“Abbey National Life””) and Scottish
Mutual Assurance ple (“Scottish Mutual”), each of which is a wholly-owned subsidiary of Abbey National.

Scottish Mutual, which the Group acquired in 1992, serves independent financial advisers through
which it distributes a comprehensive range of life insurance, pension and long-term savings products.
Scottish Mutual’s experience provided a basis for the Jaunch of Abbey National Life, which commenced
operations in February 1993 and utilises the Group’s retail branch network to distribute its products. Both
companies share selected policy processing and administration operations. The Group had life insurance
assets of £4.6 billion under management as at June 30, 1995, and, for the year ended December 31, 1994,
generated new business premiums of £726 million. In 1994, Life Insurance Operations contributed income
before taxes of £94 million, compared with £61 million in 1993.

Treasury and Offshore. The Group’s Treasury and Offshore business is comprised of treasury activities
conducted through Abbey National Treasury Services plc (“ANTS”) and the Group’s Gibraltar and Jersey
operations. ANTS’ main objectives are to manage the liquidity needs of the Group, to provide the Group
with wholesale funding and risk management services and to invest in high quality assets. ANTS is a wholly-
owned subsidiary of Abbey National and an authorised U.K. banking institution. Abbey National has fully
and unconditionally guaranteed the obligations of ANTS that have been or will be incurred before July 31,
1999. In turn, ANTS has fully and unconditionally guaranteed the unsecured and unsubordinated obliga-
tions of Abbey National that have been or will be incurred before December 31, 1999. Each guarantee is of
any obligation issued or incurred before its expiration, and covers payments to maturity, cven if the
guarantee is no longer in effect for subsequent obligations. As a result of the guarantee from Abbey
National, ANTS has the same short- and long-term credit ratings as Abbey National.

Through ANTS, Abbey National has been one of the largest issuers of debt securities in the interna-
tional bond markets over the last two years. In addition, ANTS has built a substantial investment portfolio
consisting primarily of highly liquid investment grade debt securities, mortgage-backed and other asset-
backed securities and finance leases. As at June 30, 1995, Treasury and Offshore had total assets of
£47.2 billion, which represented 45.5% of the Group’s total assets. As at such date more than 96.9% of
ANTS’ investment assets were rated A — or better (or the equivalent), and a substantial majority were rated
AA — or better (or the equivalent), by one or more rating organisations. Treasury and Offshore’s income
before taxes was £190 million in the year ended December 31, 1994, compared with £198 million in 1993.
Treasury and Offshore includes Abbey National Financial Products, which provides risk management
services in the currency and interest rate swap and option markets.
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Other operations. The Group has operations in France, Spain and Italy which principally provide
mortgage finance. The operation in Spain also takes retail deposits. The Group has other activities including
the provision of consumer credit, investing in certain structured debt securities and providing independent
financial advice and investment services to clients.

Strategy. The Abbey National Group’s strategy is to continue to focus on its three interdependent
businesses. Within U.K. Retail Banking, management is seeking to further improve Abbey National’s market
position in the U.K. personal financial services market, increasing its market share of the aggregate balances
of both mortgages and liquid savings. The Group also intends to continue to broaden its earnings base to
reduce dependence on traditional mortgage and savings activities. In addition, Abbey National is seeking,
over the long term, to strengthen its presence in the personal financial services markets of certain Continen-
tal European countries, particularly Spain, while managing the problem loans, now substantially provided
for, which had built up in its Continental Europe business during the economic recession of the early 1990s
(see “Management’s Discussion and Analysis of Financial Condition and Results of Operations of the
Group”). Through ANTS the Group also intends to establish branches or offices in major financial centres
outside the United Kingdom as part of ongoing efforts to diversify wholesale funding sources.

Complementing these strategic goals are the Group’s objectives to maintain strong management of, and
control over, risks, to further improve efficiency and thus maintain a low cost:income ratio (as compared to
the U.K. clearing banks), to maintain a prudent capital base and to preserve and further enhance its strong
brand name in the markets in which the Group operates.

Recent Developments

In July 1995, Abbey National and National & Provincial Building Society (“National & Provincial”)
announced that they had reached agreement in principle on the terms of a proposed merger which will be
unanimously recommended by the board of directors of National & Provincial to its members. The total
consideration being offered by Abbey National is £1.35 billion. Completion of the proposed merger is
subject to a number of conditions. In August 1995, Abbey National acquired First National Finance
Corporation p.Lc. (“FNFC”) for £285 million. FNFC’s predominant business activity is consumer credit.




Summary Selected Consolidated Financial and Statistical Data of the Group

Six months ended/
as at June 30,

1995 1994
(in millions, unaudited)

Income statement data

NG IDEETESE INCOME . « « « o e o e oo oo oo s s s e £ 748 £ 642
Commissions, fees and other iNCOME . .+« v v v v mn e e e e 177 197
Total OPETAting INCOME . .« o v+« v v vv e s s s s e st e 925 839
OPETAting EXPEMSES - .« « « v v v v o e st (412) (377)
Provisions for bad and doubtful debts .. .. ... . c e (28) (41)
INCOME DEfOTE LAXES . o v v v v vv e v om e oo m e & e e e e 483 423
NELIMCOME « + « e e e e e e e e e e s 324 273
Balance sheet data
Shareholders’ EQUILY . « « « v o vt v v v e v e e e e e £ 3,928 £ 3,593
Subordinated Habilities . . « v v v v v v oo 1,572 1,044
Deposits by banks, customer accounts and debt securities inisSU€. . . ... . 89,754 77,088
Loans and advances to banks and customers and net investment in finance leases ... ......... 56,861 52,375
TOtAl ASSELS » » + + v~ e e e e 103,755 88,810

Year ended/
as at December 31, (1)

1994 1993 1992 1991 1990
(in millions)

Income statement data

Net iNtErest MCOMIE . « . v o v v e v v oo s e e e ea e £1394 £1,338 £1265 £1,143 £ 956
Commissions, fees and other income . . . .. ... ..ot 365 376 319 265 189

Total operating iNCOME . . . . oo v v oo n oo 1,759 1,714 1,584 1,408 1,145
OPErating EXPENSES . . « « « v o v v e e (755) (763) (706) (635) (508)
Provisions for bad and doubtful debts . . ... ... ... . ... oo (74) (218) (274) (155) (55)
INCOME DEfOre LAXES o« v v v v e v e v e e et e 932 704 564 618 582
NELIMCOME © v o v v et e e et e et e e e e e s e e e 610 390 317 414 377
Balance sheet data
Shareholders’ equity . .. ..ottt 3,704 3,386 3,184 2,97 2,699
Subordinated Habilities . . . . . . . v oo e e 1,520 868 648 388 233
Deposits by banks, customer accounts and debt securities in issue. . . .. .. 81,835 73,471 64,116 52,353 42,175
Loans and advances to banks and customers and net investment in finance

EASES + .+ v v e e e e e e e e e e e e 53,668 50,858 46,074 41,650 36,253
TOtAl ASSELS © & v ¢ v e e e e e e e e e e 94,319 83,802 72,223 57,405 46,496

(1) The Consolidated Financial Statements included elsewhere in this Listing Memorandum for the years ended December 31, 1994,
1993 and 1992, from which certain data herein has been extracted, reflect the changes resulting from the Companies Act 1985
(Bank Accounts) Regulations 1991 (the “Bank Accounts Regulations”), which reflect the requirements of the European
Community Bank Accounts Directive (the “Bank Directive”) and which are effective from the 1993 fiscal year. The Group’s
Consolidated Financial Statements for 1992, but not for prior years, have been restated to reflect the Bank Directive require-
ments. There are, as a result, certain classification differences affecting net interest income and commissions, fees and other
income in comparing results prior to 1992 with those of 1992 and 1993. For 1992, the net differences amounted to a £16 million
reduction in commissions, fees and other income, with an increase in net interest income of £19 million and the reclassification of
£3 million as adjustments to/(amounts written off) fixed asset investments. There was no effect on net income for 1992. In addition
to certain reclassifications required by the statutory format of the Bank Directive, certain other assets and liabilities which were
previously shown net are required to be shown gross. The effect on the 1992 balance sheet was to increase both assets and
liabilities by £300 million. The implementation of the British Bankers’ Association Statement of Recommended Accounting
P}:actice (“SORP”) on securities resulted in a further increase in both assets and liabilities of £111 million in the 1992 balance
sheet.
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Year ended/
as at December 31, (1)

1994 1993 1992 1991 (2) 1990 (2)
(per cent., except ratio of earnings to fixed

charges)
Selected financial statistics
Profitability ratios:
Return on average total assets (3) . . . .. ....... ... . .. ... . ... 0.69 0.50 0.49 0.80 0.90
Return on average shareholders’ equity (4) .. ..................... 16.56 11.62 10.55 14.60 14.64
Return on average risk weighted assets (5) ... ... ................. 1.59 1.14 1.08 1.72 1.93
Net interest margin (6) . . . . .. . .ottt e e 1.73 1.89 2.10 2.26 2.34
Cost:income ratio (7). . . oo v it e 4292 4452 4457 45.10 44.37
Capital ratios: :
Dividends as a percentage of netincome ........................ 38.19 4718 47.63 33.33 33.16
Average shareholders’ equity as a percentage of average total assets . . ... .. 4.18 434 4.66 5.46 6.15
Risk asset ratios: (8)
Total . .. e e 11.53 1049 10.88 12.11 11.42
Tier 1 o o e e 914 938 9.86 11.22 12.39
Credit quality data:
Allowances as a percentage of year-end loans and advances to customers
excluding finance leases . . . ....... ... ... e 0.74 0.98 0.88 0.45 0.26
Provisions for bad and doubtful debts as a percentage of average loans and
advances to customers excluding finance leases . . .. .. .. ............ 0.16 0.49 0.67 0.42 0.17
Ratio of earnings to fixed charges: (9)
Excluding interest on retail deposits ... ........................ 1.45 1.37 1.28 1.41 1.43
Including interest on retail deposits . . . .. ........... . ... ... ... 1.24 1.19 1.12 1.13 1.12

(1) See Note 1 to the preceding table.

(2) All averages (other than average risk weighted assets) for 1991 and 1990 are based upon simple averages obtained by averaging
the balances at the beginning and end of the relevant period. Average risk weighted assets are calculated on a semi-annual basis.

(3) Net income divided by average total assets.

(4) Net income divided by average shareholders’ equity.

(5) Net income divided by average risk weighted assets. Average risk weighted assets are calculated on a semi-annual basis.

(6) Net interest margin represents net interest income as a percentage of average interest earning assets.

(7) Cost:income ratio equals operating expenses divided by total operating income.

(8) 1In 1990, the Group’s Tier 1 capital ratio was larger than its total risk asset ratio because Bank of England supervisory deductions,
primarily for the priority liquidation distribution (a deduction arising from the terms of the Conversion), exceeded the value of
subordinated debt then in issue. See Note 41 to the Consolidated Financial Statements included elsewhere in this Listing
Memorandum for information on the priority liquidation distribution.

(9) For the purpose of calculating the ratios of earnings to combined fixed charges and preferred stock dividends, earnings consists of
income before taxes plus fixed charges. Fixed charges consists of interest payable, which includes the amortisation of discounts
and premiums on debt securities in issue and interest payable on finance lease obligations.




DESCRIPTION OF THE STERLING PREFERENCE SHARES

At the Annual General Meeting held on April 28, 1994, Abbey National’s shareholders gave the Board
of Directors of Abbey National (the “Directors”) authority to allot during the period ending on April 27,
1999 inter alia up to £500,000,000 aggregate nominal value of preference shares denominated in Sterling.
The terms of, and the rights attaching to, the Original Sterling Preference Shares and the Sterling Preference
Shares (together with all other shares expressed to rank pari passu therewith, the “Preference Shares”) are
contained in Abbey National’s Articles of Association (the “Articles”) and in resolutions of a duly consti-
tuted Committee of the Board of Directors of Abbey National passed on September 26, 1995 and Febru-
ary 8, 1996, respectively (together, the “Terms of Issue”).

The summary set forth below does not purport to be complete and is subject to, and qualified in its
entirety by reference to, Abbey National’s Memorandum of Association and Articles and the resolutions
adopted by the Board of Directors of Abbey National or an authorised committee thereof establishing the
rights, preferences, privileges, limitations and restrictions relating to the Sterling Preference Shares.

Denomination and Form

The Sterling Preference Shares will have a nominal value of £1 each and will be issued fully paid for
cash. The Sterling Preference Shares will rank pari passu inter se and with all other shares expressed to rank
pari passu therewith (including the Original Sterling Preference Shares, save in relation to the entitlement to
the dividend payable on April 9, 1996) and in priority to the Ordinary Shares of 10p each (“Ordinary
Shares”) and any other shares of Abbey National.

The Sterling Preference Shares will be in registered form. Certificates shall be delivered to the persons
entitled thereto as soon as practicable after admission of the Sterling Preference Shares to the Official List of
the London Stock Exchange and, in any case, no later than three business days thereafter.

Transfers of the Sterling Preference Shares must be in writing, in the usual common form, or in such
other form as the Directors may approve. The Directors may refuse to register a transfer of shares if:—

(i) the transfer is in respect of more than one class of shares; or

(i) the transfer is not lodged, duly stamped, at the registered office of Abbey National or at such other
place as the Directors may appoint, accompanied by the certificate of the shares to be transferred
and such other evidence (if any) as the Directors may require to show the right of the intending
transferor to make the transfer; or

(iii) the transfer is to more than four joint holders.
The Directors may also decline to register any transfer of a share which is not fully paid up.

Title to Sterling Preference Shares will pass by transfer and registration on the register for the Sterling
Preference Shares. Any such registration of transfer will be effected without charge to the person requesting
such registration, but subject to payment by such person of any taxes, stamp duties or other governmental
charges payable in connection therewith.

Dividends

(a) Each Sterling Preference Share shall entitle the holder thereof to receive a non-cumulative preferential
dividend at the rate of 10% per cent. per annum of the nominal amount of such share calculated on the
basis set out in sub-paragraph (b) below which will be payable in Sterling in equal half-yearly instal-
ments in arrear on April 6 and October 6 in each year (each a “Dividend Payment Date”) and shall
accrue from (and including) the preceding April 6 or October 6, respectively, provided that the first
dividend instalment shall be payable on April 9, 1996 and shall be in respect of the period from (and
including) February 13, 1996 to (but excluding) April 6, 1996.




(b)

(c)

Such dividend shall only be payable to the extent that payment of the same can be made out of profits
available for distribution under the provisions of the Companies Act 1985, as amended (the “Compa-
nies Act”) as at each Dividend Payment Date. The Sterling Preference Shares shall rank as regards
participation in profits pari passu inter se and with all other shares to the extent that they are expressed
to rank pari passu therewith and in priority to the Ordinary Shares and any other class of shares.

(i) Subject to the Companies Act, the dividend payable on each Sterling Preference Share on any
Dividend Payment Date shall be fixed at such rate per annum as will ensure that the sum of (1) the
dividend payable on such date and (2) the Associated Tax Credit (as defined below) in respect of any
such dividend represents an annual rate equal to 10% per cent. per annum of the nominal amount of
such share provided that if, as a result of any actual change in, or amendment to, the laws of the United
Kingdom or any political sub-division thereof or any authority having power to levy or impose in the
United Kingdom any taxes, duties, assessments or governmental charges of whatsoever nature (“tax”)
or any change in the application of official or generally accepted interpretation of such laws, which
change or amendment becomes effective after October 23, 1995, Abbey National is obliged to pay any
amount representing tax by reference to any dividend payable on the Sterling Preference Shares (the
“Dividend”) and the aggregate of the Dividend and any such amount representing tax exceeds the
amount calculated by applying an annual rate of 10% per cent. per annum to the nominal amount of the
Sterling Preference Shares, the amount of the Dividend shall be reduced so that the amount of the
Dividend together with the amount representing tax shall be no more than an annual rate of 10% per
cent. of the nominal amount of the Sterling Preference Shares.

(i) For these purposes, Abbey National shall not be regarded as being obliged to pay an amount
representing tax to the extent that it (or any of its subsidiaries (as defined for the purposes of the
Companies Act)) is entitled as a matter of law to any credit (which term shall include any allowance,
reduction, or other relief) for such amount against its own liability to tax (even if it (or any of its
subsidiaries (as defined for the purposes of the Companies Act)) did not make the necessary claim to
get the credit, or have profits, make gains, or bear tax in relation to which to use the credit).

(iii) For these purposes, the term “Associated Tax Credit” means any United Kingdom taxation in
accordance with, and at the rate specified by, United Kingdom law in effect at the relevant time
(a) which is, or is treated as having been, borne by a recipient of dividends on the Sterling Preference
Shares by deduction at source or otherwise or (b) for which a credit (which term shall include an
absence of or relief from liability and, if appropriate, a repayment of United Kingdom taxation) in
respect of United Kingdom taxation is available to the recipient of such dividends, in each case on the
assumption that such recipient is an individual resident in the United Kingdom for United Kingdom
taxation purposes.

(iv) For the avoidance of doubt, if Abbey National were to elect for any dividend paid on the Sterling
Preference Shares to be treated as a “foreign income dividend” with the result that such dividend does
not carry an Associated Tax Credit, Abbey National shall be required to increase the rate of the cash
dividend paid on the Sterling Preference Shares on the basis described above so that the sum of the
dividend payable on the Sterling Preference Shares on the relevant Dividend Payment Date, together
with the Associated Tax Credit (if any) in respect of such cash dividend, expressed as an annual rate,
shall equal 10% per cent. of the nominal amount of such shares subject to the proviso to the first sub-
paragraph of this paragraph (b).

Any reference in this paragraph (b) to the United Kingdom shall mean the United Kingdom, any
political sub-division thereof and any authority having power to levy or impose taxation therein.

If, in the opinion of the Directors, the profits of Abbey National available for distribution are sufficient
to enable payment in full of dividends on the Sterling Preference Shares on any Dividend Payment Date
and also the payment in full of all other dividends stated to be payable on the same date on any other
shares (including any arrears or deficiency of dividend on such other shares that are in cumulative form)
ranking pari passu as to dividends with the Sterling Preference Shares, then such dividends on the
Sterling Preference Shares and such other shares shall be declared and paid in full.
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(d)

(e)

(f)

(8)

(h)

(i)

If, in the opinion of the Directors, the profits of Abbey National available for distribution are insuffi-
cient to cover the payment in full of dividends on the Sterling Preference Shares on any Dividend
Payment Date and also the payment in full of all other dividends stated to be payable on such date on
any other shares (including any arrears oOf deficiency of dividend on any such other shares that are in
cumulative form) expressed to rank pari passu with the Sterling Preference Shares as regards participa-
tion in profits then dividends shall be declared by the Directors pro rata on such Sterling Preference
Shares and on such other shares to the extent of the profits (if any) available for distribution so that the
amount of dividend declared per share on each such Sterling Preference Share and on each such other
share shall bear to each other the same ratio as the dividends accrued per share on each such Sterling
Preference Share and on each such other share (including any arrears or deficiency of dividend on any
such other shares that are in cumulative form) bear to each other. If it shall subsequently appear that
any such dividend which has been paid should not, in accordance with the provisions of this and the
preceding sub-paragraph, have been so paid, then, provided the Directors shall have acted in good faith,
they shall not incur any liability for any loss which any shareholder may suffer in consequence of such
payment having been made.

If, in the opinion of the Directors, the payment of any dividend on any Sterling Preference Shares would
breach or cause a breach of the Bank of England’s capital adequacy requirements from time to time
applicable to Abbey National, then none of such dividend shall be declared or paid unless the Bank of
England shall otherwise agree.

Subject to any right to be allotted additional Sterling Preference Shares in accordance with sub-
paragraph (g) below, Sterling Preference Shares shall carry no further right as regards participation in
the profits of Abbey National and if on any occasion a dividend (or any part thereof) is not paid for the
reason specified in sub-paragraph (d) or (e) above, the holders of the Sterling Preference Shares shall

have no claim in respect of such non-payment.

(i) The provisions of this sub-paragraph shall apply where any dividend or any part thereof otherwise
payable on a particular Dividend Payment Date on any Sterling Preference Shares (a “Relevant
Payment”) is, for a reason specified in sub-paragraphs (d) or (e) above, not payable and the amounts (if
any) standing to the credit of Abbey National’s profit and loss account together with the amount of the
reserves of Abbey National available for the purpose (including any share premium account and capital
redemption reserve) are sufficient to be applied and capable of being applied in paying up in full at par
additional Sterling Preference Shares on the basis provided in (ii) below.

(i) On the Dividend Payment Date of the Relevant Payment had such payment been payable in cash,
the Directors shall, subject to the Companies Act, in lieu of such cash payment and in discharge of any
entitlement thereto allot and issue credited as fully paid to each holder of Sterling Preference Shares
such additional nominal amount of Sterling Preference Shares as is, ignoring fractions, equal to the
amount which would have been payable to him had such payment been made in cash, plus any
Associated Tax Credit (as defined in paragraph (b)(iii) above had such cash payment been made) but
subject to the proviso set out in paragraph (b)(i) as applied to the allotment of the Sterling Preference
Shares rather than to the dividend which they represent but not subject to that proviso in relation to the
calculation of the cash amount.

For the purposes of paying up the Sterling Preference Shares to be allotted pursuant to sub-paragraph
(g) above, the Directors shall capitalise, out of such of the accounts or reserves of Abbey National
available for the purpose as they shall determine (including any share premium account and capital
redemption reserve), a sum equal to the aggregate nominal amount of the additional Sterling Prefer-
ence Shares then to be allotted and shall apply such sum in paying up in full the new Sterling Preference
Shares referred to in sub-paragraph (g) above.

The additiongl Sterling Preference Shares so allotted pursuant to sub-paragraph (g) shall be denomi-
nated in Sterling and shall confer the same rights and be subject to the same limitations as, and shall

rank' ;?ari passu and pro rata in all respects with, the Sterling Preference Shares save only as regards
participation in the Relevant Payment.
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0)

(k)

If any additional Sterling Preference Shares falling to be allotted under sub-paragraph (g) above cannot
be allotted by reason of any insufficiency in Abbey National’s authorised share capital or in the amount
of relevant securities which the Directors are authorised to allot in accordance with Section 80 of the
Companies Act, at the next annual general meeting of Abbey National, the Directors shall propose a
resolution or resolutions to effect an appropriate increase in the authorised share capital of Abbey
National and to grant to the Directors the appropriate authority to allot the additional Sterling
Preference Shares.

If any Dividend Payment Date is not a day on which banks in London are open for business and on
which foreign exchange dealings may be conducted in London (a “Sterling Business Day”), then
payment of the dividend otherwise payable on such Dividend Payment Date will be made on the next
succeeding Sterling Business Day (and without any interest or other payment in respect of such delay)
unless such day shall fall within the next calendar month in which case such payment will be made on the
preceding Sterling Business Day.

(m) Dividends payable on Sterling Preference Shares in respect of any period shorter or longer than a full

(n)

(0)

dividend period will be calculated on the basis of a 365 day year and the actual number of days elapsed
in such period.

If any dividend stated to be payable on any Sterling Preference Share is not declared and paid in full (or
a sum is not set aside to provide for such payment in full) or additional Sterling Preference Shares have
not been allotted in respect thereof in accordance with sub-paragraph (g) above, then until such time
as:—

(i) all dividends on preference shares of Abbey National in cumulative form (including any arrears or
deficiency of dividend in respect thereof) have been paid in full or a sum has been set aside for
payment in full; and

(ii) all dividends on Sterling Preference Shares have been paid in full or a sum has been set aside for
payment in full or, where relevant, additional Sterling Preference Shares have been allotted in
respect thereof in accordance with sub-paragraph (g) above, in respect of the then most recently
ended half-yearly dividend period in relation to the Sterling Preference Shares,

Abbey National may not (without the written consent of three-fourths in nominal value of, or the
sanction of an extraordinary resolution passed at a seperate general meeting of the holders of Sterling
Preference Shares) thereafter redeem, reduce, purchase or otherwise acquire for any consideration any
other share capital of Abbey National ranking as regards participation in the assets of Abbey National
pari passu with or after the Sterling Preference Shares and, save as provided in sub-paragraph (o) below,
no dividends may be paid or declared on any other share capital of Abbey National ranking as regards
participation in profits after the Sterling Preference Shares.

Notwithstanding any of the foregoing or any provision in the Articles, the Directors may, subject to the
Statutes, pay a special dividend (net of any Associated Tax Credit) on the Sterling Preference Shares of
an amount not exceeding £0.01 per share if, in the opinion of the Directors, it is necessary to do so to
preserve the status of Abbey National’s shares as wider range investments under the Trustee Invest-
ments Act 1961 as amended or re-enacted from time to time.

Capital

(a)

On a return of capital or on a distribution of assets on a winding up (but not on a redemption or
purchase by Abbey National of shares of any class) the Sterling Preference Shares shall rank pari passu
inter se and with any other shares that are expressed to rank pari passu therewith as regards participa-
tion in assets, and otherwise in priority to any other share capital of Abbey National. On such a return of
capital or winding up, each Sterling Preference Share shall, out of the surplus assets of Abbey National
available for distribution amongst the members after payment of Abbey National’s liabilities, carry the
right to receive an amount equal to the amount paid up or credited as paid up on such Sterling
Preference Share together with any premium paid on issue, and also together with:—
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(i) the full amount of any dividend thereon, whether or not declared or earned, which would otherwise
be due for payment and is not otherwise paid on a Dividend Payment Date falling on or after the
date of commencement of the winding up or other return of capital but which is payable in respect
of a period ending on or before such date; and

(i) in respect of any period in respect of which a dividend thereon would otherwise be payable and is
not otherwise paid that begins before, but ends after, the date of the commencement of the winding
up or other return of capital, the proportion, whether or not declared or earned, of the dividend
that would otherwise have been payable thereon in respect of such period that is attributable to the

part of the period that ends on such date.

(b) If, upon any such return of capital or winding up, the amounts available for payment are insufficient to
cover the amounts payable in full on the Sterling Preference Shares and on any other shares expressed
to rank pari passu therewith as regards participation in assets, then the holders of the Sterling Prefer-
ence Shares and such other shares will share rateably in the distribution of surplus assets (if any) in
proportion to the full respective preferential amounts to which they are entitled.

(c) No Sterling Preference Share shall confer any right to participate on a return of capital or a distribution
of assets of Abbey National other than that set out in (a) and (b) above.

Redemption
The Sterling Preference Shares shall not be redeemable.

Voting
The holders of Sterling Preference Shares shall only be entitled to receive notice of or to attend, speak
and/or vote at General Meetings of Abbey National in the following circumstances:

(i) if the dividend on the Sterling Preference Shares has not been paid in full (or the entitlement
thereto discharged by the allotment of additional Sterling Preference Shares in accordance with
these terms and conditions) for the three consecutive dividend periods immediately prior to the
notice convening the relevant General Meeting; or

(i) if a resolution is to be proposed at the General Meeting varying, altering or abrogating any of the
rights, privileges, limitations or restrictions attaching to the Sterling Preference Shares and then
only on the relevant resolution; or

(iii) if a resolution is to be proposed at the General Meeting to wind up Abbey National and then only
on the relevant resolution;

but not otherwise. Whenever holders of the Sterling Preference Shares are entitled to vote at & General
Meeting, on a show of hands every such holder who is present in person shall have one vote and, on a poll,
every such holder who is present in person or by proxy shall have one vote for each Sterling Preference Share
held.

Purchases

Subject to the provisions of the Companies Act, the Articles and, if applicable, the rights conferred on
any class of shares of Abbey National, Abbey National may at any time purchase any Sterling Preference
Shares in issue in the market, by tender or by private treaty upon such terms and conditions as the Directors
may think fit. No repurchase of any Sterling Preference Shares will be made without the prior consent of the
Bank of England.

Variations of Rights and Further Issues

(a) Save Yvith the written consent of the holders of three-quarters in nominal value of the Preference Shares
then in issue, or with the sanction of an Extraordinary Resolution passed at a separate General Meeting
Qf the holders of the Preference Shares then in issue, the Directors shall not authorise or create, or
increase the amount of, any shares of any class, or any securities convertible into shares of any class,




ranking as regards rights to participate in the profits or assets of Abbey National (other than on a
redemption or purchase by Abbey National of any such share) in priority to the Sterling Preference
Shares. ‘

(b) Subject to sub-paragraph (a) above, the rights attaching to the Sterling Preference Shares shall not be
deemed to be varied by the creation or issue of any other preference shares or other shares, or any
securities convertible into shares of any class, ranking, as regards participation in profits or assets, pari
passu with or after the Sterling Preference Shares, whether carrying identical rights in all respects with
the Sterling Preference Shares or carrying rights differing therefrom in any respect including as to
dividend, premium on a return of capital, redemption, conversion, denomination and currency of issue.

Notices

Any notice required to be given by Abbey National to the holders of the Sterling Preference Shares shall
be sufficiently given if posted to such holders in accordance with the Articles.

Registrar and Paying Agent
The registrar’s department of Abbey National, presently located at Carbrook House, 5 Carbrook Hall
Road, Sheffield S9 2EG, will act as registrar and paying agent for the Sterling Preference Shares.
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RIGHTS ATTACHING TO THE SHARE CAPITAL OF ABBEY NATIONAL

The following is a summary of certain rights attaching to the Ordinary Shares and of certaip proYisions
of Abbey National’s Articles of Association. This summary does not‘pu.rport to'be compl‘ete and is spbject to,
and qualified in its entirety by reference to, the Articles of Assoqatlon, copies of which are available for
inspection (see “Documents available for inspection”) below. The rights attaching to the Sterling Preference
Shares are summarised in the section headed “Description of the Sterling Preference Shares”. Save in
relation to the entitlement to the preferential dividend on April 6, 1996, the rights attaching to the Original
Sterling Preference Shares are identical to those attaching to the Sterling Preference Shares.

Income
Dividends may only be declared and paid out of the distributable profits of Abbey National.

Subject to the rights of the holders of shares having special rights as to dividends, Abbey National may
by ordinary resolution from time to time declare dividends on the Ordinary Shares in amounts not exceeding
the amounts recommended by the board. The board may pay interim dividends on the Ordinary Shares
according to the financial position of Abbey National. Dividends on the Ordinary Shares may be declared or
paid in any currency. No dividends may be paid or declared on the Ordinary Shares until such time as all
dividends on any class of share capital ranking prior to the Ordinary Shares have been paid in full.

Except in so far as the rights attaching to, or the terms of issue of, any share otherwise provide, all
dividends shall be declared and paid according to the amounts paid up on the shares in respect of which the
dividend is paid and all dividends shall be apportioned and paid pro rata according to the amounts paid up
on the shares during any portion or portions of the period in respect of which the dividend is paid.

Any dividend unclaimed after a period of twelve years from the date when it becomes due for payment
will be forfeited and revert to Abbey National.

Abbey National may by ordinary resolution direct, upon the recommendation of the board, that a
dividend shall be satisfied wholly or partly by the distribution of assets.

The board may, if authorised by an ordinary resolution of Abbey National, offer any holders of
Ordinary Shares the right to elect to receive Ordinary Shares, credited as fully paid, instead of cash in respect
of the whole (or some part, to be determined by the board) of any dividend specified in such resolution.

Capital

In the event of a return of capital on a winding up, or otherwise, after payment of all liabilities and
subject to the rights of the holders of any shares with preferential rights on a return of capital, the remaining
assets of Abbey National will be divided among the holders of the Ordinary Shares according to the number
held thereof.

Alteration of share capital
Abbey National may from time to time by ordinary resolution:

(a) increase its share capital by such sum divided into shares of such amount as the resolution shall
direct; or

(b) consolidate and divide all or any of its share capital into shares of larger amount than its existing
shares; or

(c) (subject to the provisions of the Companies Acts) sub-divide its shares, or any of them, into shares
of smaller amount and the resolution may determine that, as between the resulting shares, one or
more of such shares may be given preference over the others; or

(d) cancel any shares which, at the date of the passing of the resolution, have not been taken or agreed

to be taken by any person and diminish the amount of its share capital by the amount of the shares
so cancelled.
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Subject to the provisions of the Companies Acts and to the rights conferred on any class of shares,
Abbey National may from time to time by special resolution reduce its share capital, any capital redemption
reserve and any share premium account.

Voting Rights

Subject to any special terms as to voting upon which any shares may be issued or may for the time being
be held or any suspension or any abrogation of voting rights, upon a show of hands every holder of Ordinary
Shares who is present in person at a general meeting shall have one vote, and on a poll every holder of
Ordinary Shares who is present in person or by proxy shall have one vote for every Ordinary Share of which
he is the holder. Voting at a general meeting is by show of hands unless a poll is demanded.

Pre-emption Rights

Holders of Ordinary Shares have no pre-emptive rights under the Articles of Association. However, the
ability of the directors to (a) allot any shares or rights to subscribe for, or to convert any security into, any
shares of Abbey National under any circumstances or (b) to issue for cash Ordinary Shares or rights to
subscribe for, or to convert any security into, Ordinary Shares otherwise than by way of rights to existing
holders of Ordinary Shares is restricted by law and (except in certain cases) requires appropriate authorisa-
tion to be given by shareholders in general meeting.

Variation of Rights

Subject to the provisions of the Companies Acts, all or any of the rights for the time being attached to
any class of shares for the time being issued may from time to time be varied with the consent in writing of
the holders of not less than three-fourths in nominal value of the issued shares of that class or with the
sanction of an extraordinary resolution passed at a separate general meeting ot the holders of those shares.

Transfer of Shares

Any member may transfer all or any of his Ordinary Shares by an instrument of transfer in any usual
form or in any other form which the board may approve. The instrument of transfer shall be executed by or
on behalf of the transferor and (in the case of a partly paid share) the transferee, and the transferor shall be
deemed to remain the holder of the share until the name of the transferee is entered in the register in respect
of it.

The board may, in its absolute discretion and without giving any reason for so doing, decline to register
any transfer of any share which is not a fully paid share. The board may also decline to register a transfer
unless the instrument of transfer:

(a) is lodged with Abbey National at its registered office (or at such other place as the board may
appoint) accompanied by the certificate for the shares to which it relates and such other evidence
as the board may reasonably require to show the right of the transferor to make the transfer;

(b) is in respect of only one class of shares; and

(c) if to joint transferees, is in favour of not more than four such transferees.

ORIGINAL PREFERENCE SHARES AND EXCHANGEABLE CAPITAL SECURITIES

On October 23, 1995, Abbey National issued 100,000,000 10% per cent. Non-Cumulative Sterling
Preference Shares of £1 each (the “Original Preference Shares’) and £200,000,000 10% per cent. Exchange-
able Capital Securitities (the “Capital Securities”) which are exchangeable (as described below) into 10%
per cent. Non-Cumulative Sterling Preference Shares of £1 each (the “New Sterling Preference Shares”).
The Sterling Preference Shares rank and the New Sterling Preference Shares, if allotted, would rank pari
passu with the Sterling Preference Shares. The Original Sterling Preference Shares and the Capital Securi-
ties have been admitted to the Official List. All of the Capital Securities remain outstanding.

Abbey National may, having given not less than 30 and not more than 60 days’ notice to the holders of
the Capital Securities (the “Holders”) exchange all or part of the Capital Securities (having an principal
amount which is an integral multiple of £25,000,000) for New Sterling Preference Shares on the basis that the
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Holders will receive one New Sterling Preference Share for each £1 principal amount of Capital Securities
held. In the case of a partial exchange, serial numbers for the Capital Securities will be drawn in a manner
approved by the trustee for the Holders. Abbey National is at liberty to make such number of partial

exchanges as it may consider appropriate.

PROCEEDS OF ISSUE

The net proceeds from the issue of the Sterling Preference Shares will be used to strengthen the
Group’s capital base in line with the Group’s strategy and in the light of recent and proposed acquisitions
(see “Recent Developments”).
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CAPITALISATION

The following table sets forth the authorised and issued share capital of Abbey National and the

capitalisation of the Group as at December 31, 1994 and October 31, 1995.

ABBEY NATIONAL
Authorised ordinary share capital comprising shares of 10peach.........
Authorised preference share capital . ..........cooverreree

Equity Shareholders’ Funds ‘
Issued and fully paid ordinary shares of 10p each ...................
SRATE PIEMIUML . . o oo v v v v vvn o ee e e e s
RESEIVES & o v o e e eee e aa e
Retained €armings .. .. ovovvvvvrmenrmeareen s

Non Equity Shareholders’ Funds
Issued and fully paid preference shares of £1 €aCh . . oo
Share PIEMUUM . .. .o vvvevn e vnnnen e e

GROUP

Subordinated Notes (2)(3)
Due Withill ONE YEAT ..o vvvvevar e
Due after more than one year and less than five years . ...............
Due after fiVe YEATS . . o vt vv et
Exchangeable Capital Securities .. ......ooovvenee e

Medium-Term Notes (2)(3)
Due Withill ONE YEAT ...\ vvviv ittt
Due after more than one year and less than five years . . ..............
Due after fIVE YEAIS . . . v oot v

Other Loan Capital (2)(3)
Floating/Variable Rate Notes
Due Within ONe YEAT . . ..o ot v e
Due after more than one year and less than five years .. ..............
Due after fiVE YEATS « . oo v v v v v e e

Fixed-Rate Bonds/Notes

Due Withill ONE YEAT .« oo v v vvneme e nem e
Due after more than one year and less than five years . ...............
Due after fiVe YEATS . .. oo v v e o

Total Capitalisation (4)(5) . .-« «c oo ovrvrnn e

18

October 31, December 31,
1995 1994
(in millions of £)

(unaudited)
175 175
506 506
132 131
843(1) 840
104(1) 104
2,850(1) 2,629
100 —
2 —_
4,031 3,704
129 128
8 17
1,890 1,375
2001) —
2,227 1,520
2,406 2,390
1,721 2,628
285 285
4,412 5,303
251 538
1,017 1,330
319 —
1,587 1,868
1,234 626
4,891 4,604
3,110 3,060
9,235 8,290
21,492 20,685

(footnotes on next page)




)
@)

€)

4)

)

As at June 30, 1995.

All of the bonds and notes are guaranteed by Abbey National, with the exception of certain unsecured
indebtedness of Abbey National which amounted to £22 million and £839 million as at December 31,
1994 and October 31, 1995, respectively, and certain secured indebtedness of Abbey National which
amounted to £1,127 million and £828 million as at December 31, 1994 and October 31, 1995,

respectively.

Liabilities in foreign currencies are translated into sterling at market exchange rates prevailing at
December 31, 1994 or October 31, 1995, as appropriate. For the adjustments made in Note 4, market
exchange rates prevailing at October 31, 1995 are used.

Based on market exchange rates prevailing at October 31, 1995, the total capitalisation of the Group has
decreased by £580 million between October 31, 1995 and February 9, 1996 as a result of issues and
repayments amounting to £685 million and £1,265 million, respectively.

Except for the information disclosed above, there has been no material change in the authorised and
issued share capital of Abbey National and no material change in the capitalisation of the Group since
October 31, 1995. Abbey National expects to have £200,000,000 of issued and fully paid preference
share capital after completion of the offering of the Sterling Preference Shares offered hereby.
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SELECTED CONSOLIDATED FINANCIAL AND STATISTICAL DATA

The financial information set forth below for the twelve months ended December 31, 1994, 1993 and
1992, and as at December 31, 1994 and 1993, has been extracted from the Consolidated Financial Statements
of the Group included elsewhere in this Listing Memorandum. The financial information set forth below for
the six-month periods ended June 30, 1995 and 1994 has been extracted from the Unaudited Interim
Consolidated Financial Statements of the Group included elsewhere in this Listing Memorandum. The
information should be read in connection with, and is qualified in its entirety by reference to, the Group’s
Consolidated Financial Statements and the notes thereto. Financial information set forth below for the
twelve months ended December 31, 1991 and 1990, and as at December 31, 1992, 1991 and 1990, has been
derived from the audited consolidated financial statements of the Group for 1992, 1991 and 1990. The
consolidated financial statements of the Group for each of the five years ended December 31, 1994 have
been audited by Coopers & Lybrand, independent chartered accountants. The Group’s Consolidated
Financial Statements and Unaudited Interim Consolidated Financial Statements, each as included else-
where in this Listing Memorandum have been prepared in accordance with U.K. GAAP, which differ in
certain significant respects from U.S. GAAP. Certain significant differences between U.K. GAAP and
U.S. GAAP are discussed in Note 47 to the Consolidated Financial Statements which includes reconcilia-
tions of certain amounts calculated in accordance with U.K. GAAP to U.S. GAAP.




Six months ended/as at

June 30,
1995 1994
(in millions, except per
share data)
(unaudited)
Income statement data
Net iMErest iMCOME « « o v v v v v e e e s s s s £ 748 £ 642
Commissions, fees and other INCOME . ..« . v e 177 197
Total OPErating iNCOME . .« v« oo v vt e e e 925 839
OPETAting EXPENSES . « « « « o+ v s et e s s s (412) (377)
Provisions for bad and doubtful debts .. ............ e (28) (41)
Adjustments to/(amounts written off) fixed asset investments . .............. 2 2
Income before taxes and exceptional items . .. ... 483 423
Exceptional items, net . ........ ... e e — —
INCOME DEFOTE LAXES . « o o v e v v e e e e e et 483 423
NEL INICOMIE .+ v v e e e e e ettt e i e e 324 273
Per share information:
Net income (1) .« oo oot e 24.7p 20.8p
DividEndS .« v v vt e e e e e 7.25 5.7
Balance sheet data
Shareholders’ EQUILY . . .« o oo vttt £ 3928 £ 3,593
Subordinated Habilities . . . . o o o vt i e e 1,572 1,044
Deposits by banks, customer accounts and debt securities inissue. . .......... 89,754 77,088
Loans and advances to banks and customers and net investment in finance leases 56,861 52,375
TOtAL ASSELS & o v v o v e e e e e e e e e e e 103,755 88,810
Book value pershare . . ... .. 298.0p 274.1p

(1) Net income divided by the average number of shares outstanding.




Year ended/as at December 31, (1)

1994 (2) 1994 1993 1992 1991 1990
(in millions, except per share data)
U.K. GAAP income statement data
Net interest NCOME & « v v v v v v e v v v i e oot e e s e e e $ 2,184 £ 1394 £1338 £1265 £1,143 £ 956
Commissions, fees and otherincome . . .. ................. 572 365 376 319 265 189
Total operating inCOME . « . . .« v v v ev v e e e 2,756 1,759 1,714 1,584 1,408 1,145
OPperating EXPenseS . . & v v v v (1,183) (755) (763) (706) (635) (508)
Provisions for bad and doubtful debts . ................... (116) (74) (218) (274) (155) (55)
Adjustments to/(amounts written off) fixed asset investments . . . . . . 3 2 1 3) — —_
Income before taxes and exceptional items . .. ........... 1,460 932 734 601 618 582
Exceptional items, net (3) . . .. ..o — - (30) 37 — —
Income before taxes . .. .. ..o v it 1,460 932 704 564 618 582
NEtINCOME &« v v e v v e e ettt oo 956 610 390 317 414 377
Per share information:
Netincome (4) . o oo v e 72.9¢ 46.5p 29.7p 24.2p 31.6p 28.8p
Dividends . . . . v e e s 279 17.8 14.0 11.5 10.5 9.5
ANTS net income (5) .« v v oo i $ 172 £ 110 £ 117 £ 113 £ 72 £ 12
U.S. GAAP income statement data
NEtincome (6) .+ - v v v v v oot e § 82 £ 525 £ 345 £ 324 £ 419 £ 360
Pershare (4)(6) . . .« o v oo v v e 62.7¢ 40.0p 26.3p 24.7p 32.0p 27.5p
U.K. GAAP balance sheet data
Shareholders’ equity . . . . ... oot $ 5802 £ 3,704 £338 £3,184 £2971 £ 2,699
Subordinated liabilities . . . . . . ... 2,381 1,520 868 648 388 233
Deposits by banks, customer accounts and debt securities in issue. . . 128,195 81,835 73,471 64,116 52,353 42,175
Loans and advances to banks and customers and net investment in
FiNANCE LEASES . « v v v v et e e e 84,071 53,668 50,858 46,074 41,650 36,253
Total @SSEts (7) . v v v v v v v vt 147,751 94,319 83,802 72,223 57,405 46,496
Book value pershare. .. ....... oo 442.1¢ 282.2p 258.3p 242.9p 226.8p 206.0p
ANTS total @ssets (5) . v v v v v i i i $ 70,615 £45078 £37,240 £28,107 £18,775 £10,854
ANTS net assets (5) « v v oo v et on oo e 1,545 986 878 760 647 275
U.S. GAAP balance sheet data
Shareholders’ equity (6) . . .« . v e 6,097 3,892 3,552 3,371 3,183 2,892
Book value pershare . . . ... ..o vvi i 464.6¢ 296.6p 270.9p 257.1p 243.0p 220.8p
Total @assets (7). o v v vt v v ie e P $141,389 £ 90,258 £79,959 £69,473  £57,504  £46,590

(1) See Note 1 to the Summary Selected Consolidated Financial and Statistical Data of the Group above.

(2) Amounts stated in dollars have been translated from sterling at the rate of £1.00 = $1.5665, the Noon Buying Rate on December 30,
1994,

(3) Exceptional items include losses on disposal/reorganisation of the Group’s residential estate agency business of £30 million and £138

million in the years ended December 31, 1993 and 1992, respectively, partially offset by a gain on the sale of unclaimed shares of £101
million in the year ended December 31, 1992.

In August 1993, Abbey National sold its residential estate agency business. A loss on the disposal of such business of £30 million was
recognised as an exceptional item in the year ended December 31, 1993. In December 1992, the Group sold 29 million shares unclaimed
by former Abbey National Building Society members who were eligible for a distribution of free shares as a result of Abbey National’s
Conversion to a public limited company in July 1989. The net proceeds from the sale of these shares, together with a small number of
misallocated shares sold in August 1992, was £106 million and is net of a provision for the possibility that valid claims will continue to be
received. Following the sale, the Abbey National Charitable Trust was endowed with a sum of £5 million. £101 million is reflected as an
exceptional item for the year ended December 31, 1992. For further explanation see Note 12 to the Consolidated Financial Statements
included elsewhere in this Listing Memorandum.

Also in 1992, Abbey National made further residential estate agency branch closures (and recorded an exceptional charge of £12 million
in respect of closures made or announced) as part of an ongoing rationalisation of its residential estate agency operations and took an
exceptional charge of £113 million as an exceptional item to reflect a permanent diminution in the value of goodwill in such business. In
addition, there were related charges in 1992 of £13 million in respect of the loss of goodwill on the sale and closure of certain segments of
the residential estate agency business.
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4

(%)

(6)

N

Net income divided by the average number of shares outstanding. See Note 16 to the Consolidated Financial Statements included
elsewhere in this Listing Memorandum.

Net income, total assets and net assets for ANTS has been extracted from ANTS’ consolidated financial statements. Financial
information on ANTS differs from financial information disclosed for the business segment Treasury and Offshore as a result of the
inclusion of certain intra-group transactions in ANTS’ consolidated financial statements, the inclusion of the results of Abbey National
North America Corporation and Abbey National (Gibraltar) in Treasury and Offshore, and an adjustment to the income of Treasury and
Offshore to reflect a consistent allocation of Group capital across the Group’s business segments. See “Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Results of Operations of the Group by Principal Business Segment” below
and Notes 1 and 53 to the Consolidated Financial Statements.

See Note 47 to the Consolidated Financial Statements included elsewhere in this Listing Memorandum for a discussion of certain
significant differences between U.K. GAAP and U.S. GAAP and reconciliations of net income and shareholders’ equity to U.S. GAAP.

Long-term insurance fund assets are included in U.K. GAAP total assets but are excluded from U.S. GAAP total assets. See Note 23 to
the Consolidated Financial Statements includgd elsewhere in this Listing Memorandum.
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Year ended/as at
December 31, (1)

1994 1993 1992 1991 (2) 1990 (2)
(percent, except ratio of earnings to fixed

charges)
Selected UK. GAAP financial statistics
Profitability ratios:
Return on average total assets (3) . ..o .o v 0.69 0.50 0.49 0.80 0.90
Return on average shareholders’ EQUILY (4) v oo v 16.56 11.62 1055 14.60 14.64
Return on average risk weighted assets (5). . .« oo vv v 1.59 1.14 1.08 1.72 1.93
Net interest Margin (6) . « o v o v e voree e s o rr s e 173 189 210 2.26 2.34
J e L ) T e 4292 4452 4457 45.10 44.37
Capital ratios:
Dividends as a percentage Of Nt iNCOME .« . .o v v vvee e e n e o 38.19 4718 47.63 3333 33.16
Average shareholders’ equity as a percentage of average total assets . .. ... ... 4.18 4.34 4.66 5.46 6.15
Risk asset ratios: (8)
ey T 11.53 1049 10.88 12.11 11.42
THEE 1 & v e e e e 9.14 938 9.86 11.22 12.39
Credit quality data: (9)
Non-performing loans as a percentage of loans and advances to customers excluding
finance leases (O)(10) « v v v v v e m e e 4,93 6.57 8.87 7.39 5.06
Allowances as a percentage of loans and advances to customers excluding finance
[EASES (9) « + « v« v v w v e e 074  0.98 0.88 0.45 0.26
Allowances as a percentage of non-performing loans (9}(10) .. .....oooeeee o 1498 14.93 9.91 6.10 5.19
Provisions for bad and doubtful debts as a percentage of average loans and advances
to customers excluding finance leases (9) . . ... oo 0.16 049  0.67 0.42 0.17
Ratio of earnings to fixed charges: (11)
Excluding interest on retail dEpOSIts . .« o v v v o e 1.45 1.37 1.28 1.41 1.43
Including interest on retail deposits . ... ... oo e 124 119 112 1.13 1.12
Selected U.S. GAAP financial statistics
Return on average total assets (3). . . .- .o e v 062 047 052 0.81 0.86
Return on average shareholders’ BQUILY (4) « o o e 14.11 9.76  10.11 13.79 12.99
Dividends as a percentage of NetiNCOME .. .. ....ooec ey 38.83 4522 4383 30.79 3250
Average shareholders’ equity as a percentage of average total assets . . . .........- 437 477 514 5.84 6.61
Ratio of earnings to fixed charges: (11)
Excluding interest on retail deposits . . ... ..o e 139 135 1.28 1.41 1.41
Including interest on retail dEPOSItS .« o v vvvve v 1.21 1.18 1.12 1.13 11
(1) See Note 1 to the Summary Consolidated Financial and Statistical Data of the Group above.
(2) Al averages (other than average risk weighted assets) for 1991 and 1990 are based upon simple averages obtained by averaging the
balances at the beginning and end of the relevant year. Average risk weighted assets are calculated on a semi-annual basis.
(3) Net income divided by average total assets.
(4) Net income divided by average shareholders’ equity.
(5) Net income divided by average risk weighted assets. Average risk weighted assets are calculated on a semi-annual basis.
(6) Net interest margin represents net interest income as a percentage of average interest earning assets.
(7) Cost:income ratio equals operating expenses divided by total operating income.
(8) In 1990, the Group’s Tier 1 capital ratio was larger than its total risk asset ratio because supervisory deductions, primarily for the priority
liquidation distribution (a deduction arising from the terms of the Conversion), exceeded the value of subordinated debt then in issue.
See Note 41 to the Consolidated Financial Statements included elsewhere in this Listing Memorandum.
(9) All credit quality data is calculated using period-end balances, except for provisions for bad and doubtful debts as a percentage of average
loans and advances to customers.
(10) The non-performing loans used in these statistics are calculated in accordance with conventional U.S. definitions. The value of non-

performing loans represents the aggregate outstanding balance of all loans and advances 90 days or more overdue. Interest continues to
be debited to all these loans and advances for collection purposes. The proportion of this interest whose collectability is in doubt is then
suspended and excluded from the income statement. Accordingly, the interest income figures included in the income statement are the
same as would be reported in the United States. However, the value of non-performing loans is higher by the cumulative amount of this

suspended interest.
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(1

In cases where borrowers have made arrangements to pay off their arrears over a period of time, the arrears remain on the loan accounts
until cleared and as a result the loans are included in non-performing loans even though the customers are currently performing and
many will ultimately discharge their loans fully.

Abbey National holds a first mortgage over the properties securing the U.K. residential mortgage loans. The value of the security will in
many cases completely cover the value of the loan and the arrears and in the remainder will considerably reduce the size of the loss
incurred.

Non-performing loans also include the full value of loans for which Abbey National has enforced its security by taking into possession the
borrowers’ properties. In many such cases the value of the losses expected to result on sale of the security is known with some certainty
and is included in the specific allowances. However, in accordance with U.K. industry best practice, the value of the losses is not charged
off until the properties are sold and the losses have thus been determined precisely. Other banks, including those in the United States,
may charge off losses more rapidly. Although Abbey National’s practice does not affect net income or the carrying value of loans and
advances to customers, it does increase the reported value of non-performing loans.

For these reasons, the value of the non-performing loans is not necessarily indicative of the value of losses which Abbey National is likely
to suffer. Management believes that it is important to consider the quality of Abbey National’s U.K. residential mortgage portfolio
compared with those of its competitors. Over the reporting periods covered by this document, the number of mortgage loans which are
six months or more in arrears as a percentage of the total number of outstanding mortgage loans has consistently been below the UK.
Council of Mortgage Lenders’ (“CML?) industry average. As at December 31, 1994, Abbey National’s percentage was 1.40% compared
with a CML average of 2.40%. The value of these Abbey National non-performing loans as a percentage of its total U.K. residential
mortgage loan assets was 1.97%. Non-performing loans in this table also include the value of arrears cases between three and six months
in arrears and the value of properties in possession. On this basis, the non-performing U.K. residential mortgage loans are 4.44% of its
total U.K. residential loans and advances. Including the remainder of the Group’s loans and advances, this ratio increases to 4.97%.

For the purpose of calculating the ratios of earnings to fixed charges, earnings consists of income before taxes plus fixed charges. Fixed
charges consists of interest payable, which includes the amortisation of discounts and premiums on debt securities in issue and interest
payable on finance lease obligations.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS OF THE GROUP

The following discussion is based on the Consolidated Financial Statements and Unaudited Interim
Consolidated Financial Statements of the Group included elsewhere in this Listing Memorandum. Such
financial statements have been prepared in accordance with U.K. GAAP. Certain significant differences
between U.K. GAAP and U.S. GAAP are discussed in Note 47 to the Consolidated Financial Statements,
which include reconciliations of certain amounts calculated in accordance with U.K. GAAP to U.S. GAAP.
Unless otherwise indicated, financial information for the Group included in this Listing Memorandum is
presented on a consolidated basis, as discussed in the “Accounting Policies” section of the Consolidated
Financial Statements.

Overview

From 1990 to 1993, the United Kingdom went through a period of economic recession, with the
residential housing market particularly depressed. Although since 1993 the U.K. economy emerged from the
recession, growth in the housing market has remained subdued.

In the early 1990s, the U.K. mortgage lending industry experienced increases in non-performing loans
and repossessions and decreases in the values of residential properties on which mortgage loans were
secured. Consequently, participants in the industry made historically high provisions for bad and doubtful
debts during this period. During this period, however, a smaller proportion of Abbey National’s U.K.
residential mortgage loans were in arrears than was the experience of the U.K. residential mortgage lending
industry as a whole. As the U.K. economy improved in 1993 and 1994, the number of mortgage arrears fell
sharply and provisions for bad and doubtful debts decreased substantially. This decrease continued in the
first six months of 1995, but at a slower rate. U.K. Retail Banking was able to increase the net interest spread
earned on its assets and liabilities as provisions increased in the early 1990s. Although competitive pressure
in a declining bad debt environment resulted in the U.K. retail net interest spread narrowing in 1993, it has
remained broadly unchanged from 1993 through the first six months of 1995, reflecting Abbey National’s
ability to manage both mortgage lending and savings deposit interest rates. Since Conversion in 1989, U.K.
Retail Banking has invested heavily in its distribution network, increasing threefold the selling space in
existing branches. This investment programme is nearing completion, and U.K. Retail Banking is seeking to
increase the cross-selling of its broad range of personal financial products through the enhanced distribution
network and to improve processing efficiency, thereby compensating for possible downward pressure on the
retail net interest spread.

Life Insurance Operations, created following the acquisition of Scottish Mutual, an established com-
pany in the U.K. life insurance market, made its first contribution to income in 1992. Overall demand for
insurance and pensions products in the U.K. increased during 1992 and 1993 but eased during 1994 and the
first half of 1995. Scottish Mutual has increased the sales of new policies generated through independent
financial advisers in each of the last three years with income before taxes increasing correspondingly. Abbey
National Life, utilising Scottish Mutual’s expertise, began operations in February 1993 and has increased
sales of new policies generated through the U.K. Retail Banking network in each subsequent reporting
period.

Treasury and Offshore substantially increased its investment assets in 1992 and 1993, with profits also
increasing substantially as a result. Growth in investment assets was slower in 1994, reflecting competition in
the markets in which ANTS operates, although strong asset growth resumed in the first half of 1995.
Tightening of interest spreads between yields on investment assets and Treasury and Offshore’s borrowing
costs, together with slower asset growth, led to a reduction in Treasury and Offshore’s profit in 1994.
However, profit increased by 10.1% in the first half of 1995, as compared to the first half of 1994, as a result
of stronger asset growth. Treasury and Offshore’s risk management policy of endeavouring to lock in a
spread on assets by matching the maturity, currency and interest rate character of its investment assets with
corresponding liabilities meant that it has not been materially affected by volatility in the bond markets since
1993.
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Continental Europe incurred large provisions for bad and doubtful debts in 1992 and 1993, predomi-
nantly in France and, to a lesser extent, Spain, as a result of poor credit decisions in prior years and of the
property market recessions in those countries, which led to an increase in non-performing loans secured on
commercial property, compounded by decreases in loan security values. Both loan security values and asset
quality stabilised in the second half of 1993, with losses before taxes in 1994 and the first half of 1995
significantly reduced as a consequence. New management teams are now in place in France and Spain, the
bad and doubtful debts have now been substantially provided for and no further commercial property
lending commitments have been entered into in France since 1992.

U.K. Retail Banking remains the major contributor to Group income before taxes, but the combined
contribution from sources other than U.K. Retail Banking has increased to 34.6% of Group income before
taxes and exceptional items in the six months ended June 30, 1995 from 24.8% of Group income before taxes
and exceptional items for the year ended December 31, 1992.

Results of Operations of the Group by Principal Business Segment

Set out below is a discussion and analysis of the Group’s income before taxes and exceptional items,
income before taxes and net income for each of the three years ended December 31, 1994 and for the six-
month periods ended June 30, 1995 and 1994, The discussion includes references to the contributions to
income before taxes and exceptional items, as well as total assets, by principal business segment.

Effective as at and for the six-month period ended June 30, 1995, the Group has assumed a consistent
allocation of Group capital across its business segments in order to improve comparability of results. This
change is reflected in the analysis of results of operations of the Group by principal business segment. The
results of operations now reflect the regulatory capital notionally absorbed by each principal business
segment based on the Group’s Bank of England regulatory requirements. To achieve this result, a notional
adjustment has been made to the profit before tax of each business segment where relevant, by applying an
average market-related interest rate to the difference between the capital held in the segment and the capital
which would be required if the Group’s Bank of England risk asset ratio was applied to that segment.

The method of analysis previously adopted was based on the actual levels of capital of the legal entities
within the principal business segments, except that the earnings on the equity capital of both U.K. Retail
Banking and certain Treasury and Offshore operations were shown in the UK. Retail Banking segment.

In addition, effective July 1995, the following changes in the classification of businesses within segments
have been made in order to provide a clearer analysis of the nature of the Group’s business activities:

« A new principal business segment, Consumer Credit, has been separately disclosed. This segment
includes the personal unsecured lending operations previously included in U.K. Retail Banking, and
will include the results of First National Finance Corporation plc from the date of its acquisition. See
“Recent Developments” below.

* The operations in Jersey and Gibraltar, which were previously included in the business segment
known as Continental Europe and Offshore, have been reclassified into the business segment
formerly known as Treasury Operations, reflecting the increasing similarities in the activities of these
operations. The segments have been renamed Continental Europe and Treasury and Offshore.
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The segmental results for the six-month period ended June 30, 1994 and the three years ended
December 31, 1994 have been restated. The following table summarises the effect of the change on the
results of operations for the comparative periods.

Summary of Effect of Changes

Income Before Taxes and Exceptional Items
Six months ended Year ended Year ended Year ended

June 30, 1994 December 31, 1994 December 31, 1993 December 31, 1992

Previously Previously Previously Previously

Revised Reported Revised Reported Revised Reported Revised Reported
Basis Basis Basis Basis Basis Basis Basis Basis

(unaudited)

U.K. Retail Banking ... ... 271 314 650 741 543 618 452 540
Consumer Credit ........ 14 N/A 31 N/A 22 N/A 17 N/A
Life Insurance Operations . . 47 47 94 94 61 61 22 22
Treasury and Offshore. . . .. 99 70 190 128 198 145 173 100
Continental Europe ...... (18) a7 (36) (33) (108) (105) (50) (46)
Other Operations . ....... 10 9 3 2 20 17 7 5
Residential Estate Agency . . — — — - 2) (2) (20) (20)

@ @ m w7 M s 6

The discussion and analysis of previous periods has been revised to reflect these changes to the
classification of principal business segments.

The following tables set forth the Group’s income before taxes and exceptional items for each principal
business segment for each of the three years ended December 31, 1994 and for the six-month periods ended
June 30, 1995 and 1994 and total assets by principal business segment as at the end of such periods.

Income Before Taxes and Exceptional Items by Principal Business Segment

Six months
ended Year ended
June 30, December 31,

1995 1994 1994 1993 1992
(in millions of £)

(unaudited)
UK. Retail Banking ............. ... ... ... ... ... ...... 316 271 650 543 452
Consumer Credit. . ... ... ... i 17 14 31 22 17
Life Insurance Operations .. ............................. 52 47 94 61 22
Treasury and Offshore . . ........ ... .. ... ... ............ 109 99 190 198 173
Continental Europe . . . ...... ... ... . (11) (18) (36) (108) (50)
Other Operations ............. ..., — 10 3 20 7
Residential Estate Agency ............................... - - — (2) (20)

Total. ... 483 423 932 734 601




Total Assets by Principal Business Segment

As at June 30, As at December 31,
1995 1994 1994 1993 1992
(in millions of £)
(unaudited)
UK. Retail BanKing ... ..covvevnves 49,077 46,658 49,363 45,652 41,929
Consumer Credit. .. oovvvn e 465 310 442 266 224
Life Insurance Operations .. ............oe--roees 5071 4,108 4,492 4,197 3,056
Treasury and Offshore . . ... 47210 34,902 37,030 30,889 24,107
Continental BUTOPE .+« v v vvvaeiiee e 1,406 1,250 1,361 1,173 1,230
Other OPErations . .« «..vvveeeevvennrenee s s 526 1,582 1,631 1,625 1,637
Residential Estate AgENCY . ... ovoevvonoeen e — — — — 40
Total ASSELS « + v v v v 103,755 88,810 94,319 83,802 72,223

Six months ended June 30, 1995 compared to six months ended June 30, 1994

In the six months ended June 30, 1995, the Group’s income before taxes and exceptional items
increased by 14.1% to £483 million from £423 million for the six months ended June 30, 1994, principally as a
result of increased operating income in the three principal business segments, U.K. Retail Banking, Life
Insurance Operations and Treasury and Offshore, together with reduced losses incurred by Continental
Europe and reduced provisions for bad and doubtful debts. In the six months ended June 30, 1995, the
Group’s after tax income increased by 18.7% to £324 million, compared to £273 million in the six months
ended June 30, 1994, as a result of the increase in income before taxes and a reduced effective corporation
tax rate. The Group’s effective tax rate for the six months ended June 30, 1995 was 32.9% compared to
35.59% for the six months ended June 30, 1994. The lower tax rate resulted from a reduction in unrelievable
losses in Continental Europe.

U.K. Retail Banking was the major contributor to the Group’s income before taxes. In the six months
ended June 30, 1995, U.K. Retail Banking’s income before taxes increased by 16.6% to £316 million from
£271 million for the six months ended June 30, 1994, primarily as a result of higher net interest income, which
increased 9.1% to £578 million from £530 million in the first half of 1994. The increase in net interest income
resulted from growth in average interest earning assets and a wider retail net interest spread, which
increased from 1.91% to 2.07% between June 30, 1994 and June 30, 1995. Although the spread narrowed
from the exceptionally high level of 2.17%, achieved in the second half of 1994, it remained above the 2.04%
level recorded in the full year ended December 31, 1994. Commissions, fees and other income increased
9.4% to £105 million, reflecting a doubling of income from personal banking and other money transmission
activities, partially offset by lower fees from fixed rate mortgages and a small reduction in insurance
commissions. Operating expenses increased by 5.1% as against the prior period, with the increase in part
attributable to the operating costs of HMC Group PLC (“HMC”) (acquired in November 1994), and a 3.6%
increase in average salaries and higher marketing expenditure.

Consumer Credit, comprising Abbey National’s unsecured lending operations, reported separately for
the first time and increased pre-tax profit by 21.4% to £17 million compared to £14 million in the first half of
1994, This reflected a 49.4% increase in loan asscts to £460 million compared to assets of £308 million as at
June 30, 1994, resulting from a more active marketing of unsecured loans and competitive pricing.

Life Insurance Operations’ income before taxes increased 10.6% from £47 million to £52 million, of
which Scottish Mutual contributed £25 million, an increase of £2 million compared to the same period in
1994. Scottish Mutual’s new business premium income arising from policies in the period decreased by 7.6%,
but increased by 23% on an annualised equivalent basis. (The annualised equivalent is calculated as total
annual premiums plus one-tenth of single premiums.) This reflected strong annual premium pension
business, which doubled, and a 15% increase in single premium pension business, partly offsct by lower
single premium life business. Abbey National Life’s income before taxes was £27 million for the six months
ended June 30, 1995 compared to £24 million for the same period in 1994. Abbey National Life’s new
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business premiums from policies sold in the six months to June 30, 1995 were more than double that for the
first half of 1994 and increased by 52% on an annualised equivalent basis. The growth in business reflected
the sale of non-mortgage related investment, pension and protection products, particularly sales of the
Abbey National Life Guaranteed Bond and Abbey National PEP, each introduced in the first half of 1995.

Treasury and Offshore’s income before taxes for the six months ended June 30, 1995 increased by 10.1%
to £109 million from £99 million for the first half of 1994. This was driven by a 28% increase in average assets
with total assets increasing to £47,210 million at June 30, 1995, compared to £34,902 million at June 30, 1994,
partially offset by higher operating expenses reflecting continued investment in I'T systems and a reduction in
income earned by Abbey National Financial Products (“ANFP”).

Continental Europe’s losses before tax of £11 million for the six months ending June 30, 1995 are below
those for the first half of 1994 (£18 million), largely as a result of a reduction in provisions for bad and
doubtful debts. Further progress was made in working out problem loans, particularly in France, with the
provisions charge reduced to £6 million, as compared with £15 million for the first half of 1994.

The decrease in Other Operations’ income before taxes and exceptional items reflects the absence of
profits from Abbey National Investments Holdings Ltd., following the exercise of early redemption rights by
counterparties on certain investment assets.

Year ended December 31, 1994 compared to year ended December 31, 1993

In the year ended December 31, 1994, the Group’s income before taxes and exceptional items increased
by 27.0% to £932 million principally as a result of reduced provisions for bad and doubtful debts and
increased operating income in U.K. Retail Banking, an increase in Life Insurance Operations’ income
before taxes and reduced losses incurred by Continental Europe. In the year ended December 31, 1994, the
Group’s after tax income increased by 56.4% to £610 million compared to £390 million in the year ended
December 31, 1993, as a result of the increase in income before taxes and a reduced effective corporation tax
rate. The Group’s effective tax rate in 1994 was 34.5% compared to 44.6% for 1993. The lower tax charge
and effective tax rate primarily resulted from a reduction in unrelievable losses in Continental Europe.

U.K. Retail Banking was the major contributor to the Group’s income before taxes. In the year ended
December 31, 1994, U K. Retail Banking’s income before taxes increased by 19.7% to £650 million, primarily
as a result of a reduction in provisions for bad and doubtful debts to £39 million compared to £112 million in
1993. U.K. Retail Banking’s net interest income increased by 4.6% in 1994, with 6.0% growth in average
interest earning assets being partially offset by a slight narrowing of the net interest margin. The growth in
average interest earning assets reflects both mortgage lending through the retail distribution network, and
the acquisitions of HMC and the UK. residential mortgage operation of the Canadian Imperial Bank of
Commerce (“CIBC”). The retail net interest spread in 1994 was broadly unchanged from 1993, despite
competition in the mortgage market, with the spread widening between the first half and second half of the
year. Commissions, fees and other income were lower, reflecting reduced fees from fixed-rate mortgages as
these products declined in popularity, partly offset by increased income from buildings and contents
insurance policies and from personal banking products. Operating expenses increased slightly, with the
increase attributable to the operating costs of the acquired businesses. Other than these particular costs,
inflationary increases were offset by reduced promotional expenditure and a small reduction in headcount
over the year (excluding acquisitions).

Consumer Credit increased pre-tax profit by 40.9% to £31 million in the year ended December 31, 1994.
This reflected a 66.1% increase in loan assets to £442 million, as a result of more active marketing of
unsecured loans and a fall in provisions for bad and doubtful debts of £3 million.

Life Insurance Operations’ income before taxes increased from £61 million in 1993 to £94 million in
1994, of which Scottish Mutual contributed £46 million, an increase of £6 million compared to 1993. Scottish
Mutual’s new business premium income arising from policies sold in the period increased by 20.8% to
£471 million, with two-thirds of new business being pension-related and the remainder consisting of life
insurance and other long-term savings products. This increase was achieved against an industry background
of lower demand for life and pension products. Consumers’ preference for single, rather than annual (or
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regular) premium contracts continued in 1994. Abbey National Life’s income before taxes in 1994 was
£48 million compared to £21 million in 1993, the year in which it commenced operations. Abbey National
Life’s new business premiums from policies sold in 1994 totalled £255 million, 75.9% higher than in 1993.
The growth in business reflected the sale of non mortgage-related investment, pensions and protection
products to U.K. Retail Banking customers, with more than half of the policies sold falling into this category.
Abbey National Life’s sales of regular premium endowment products (which have been traditionally sold
alongside mortgage loans) also increased during the year.

The decrease in Treasury and Offshore’s income before taxes was caused largely by the maturity in 1993
of a number of highly profitable investments. Growth in average interest earning assets was slower than in
previous years, reflecting both competition in the markets in which ANTS invests and Abbey National’s
strategy of limiting the capital employed by Treasury and Offshore’s investment book relative to the capital
of the Group as a whole. Increased competition contributed to a tightening of the average net interest spread
carned on the investment portfolio. Treasury and Offshore’s policy of endeavouring to lock in a spread on
investment assets meant that income before taxes was not materially affected by volatility in the bond
markets. ANFP made a positive contribution to income before taxes. ANFP was not involved in any way with
the events that resulted in the administration of Barings on February 26, 1995. An examination of Abbey
National’s financial relationship with Barings confirmed that Abbey National’s 1994 results were unaffected
by that administration. Arrangements were in place to provide protection against credit exposure on swaps
between ANFP and Barings, which ensured that no exposure between the two companies arose when these
transactions automatically terminated on the appointment of the administrators. In respect of the market
risk which arose on termination, replacement hedging transactions were promptly put in place. See “Busi-
ness Description — Treasury and Offshore — Abbey National Financial Products” below.

Continental Europe’s losses before taxes of £36 million were substantially lower than those for 1993
(£108 million), largely as a result of a reduction in provisions for bad and doubtful debts to £29 million from
£97 million. The improvement occurred principally in France where losses before taxes decreased to
£24 million compared to losses of £92 million in 1993, reflecting management actions taken to stabilise loan
quality. In Spain, losses were also reduced as a result of a decline in the number of non-performing loans.
The operation in Italy made a small positive contribution to Group profit.

The decrease in Other Operations’ income before taxes resulted principally from two factors: firstly,
lower earnings in respect of Abbey National Investments Holdings Ltd. in anticipation of counterparties
exercising early redemption rights on certain investments; and secondly, a write down of £10 million in the
value of the goodwill relating to J Trevor & Webster, the commercial estate agency business, to reflect a
permanent diminution in its value. See “Business Description — Other Operations” below.

Year ended December 31, 1993 compared to year ended December 31, 1 992
In the year ended December 31, 1993, the Group’s income before taxes and exceptional items increased
by 22.1% to £734 million principally due to increases in net interest income. A 20.4% reduction in provisions
for bad and doubtful debts also contributed to this increase. The Group’s income before taxes increased by
24.8% in 1993 to £704 million. Although the effective corporation tax rate increased in 1993 to 44.6%,
principally as a result of losses incurred by Continental Europe for which tax relief was not then available,
Group after-tax income for the year increased by 23.0% to £390 million.

U.K. Retail Banking’s income before taxes and exceptional items increased by 20.1% to £543 million,
due to an increase in average interest earning assets caused by strong lending of fixed-rate mortgage
products. This offset a narrowing of the net interest spread due to competition for lending during a period of
relatively low market volume. An increase in commissions, fees and other income principally reflected
higher insurance commission and fixed-rate mortgage fee income associated with the higher level of new
mortgages. Operating expenses increased largely as a result of profit share bonus payments to staff, higher
pension costs and increased promotional expenditures. Provisions for bad and doubtful debts fell by almost
half, reflecting significant reductions in mortgage arrears and repossessions.




Consumer Credit increased pre-tax profit by 29.4% to £22 million in the year ended December 31, 1993.
This reflected an 18.8% increase in loan assets to £266 million.

Life Insurance Operations’ income before taxes and exceptional items increased to £61 million from
£22 million in the prior year, of which Scottish Mutual contributed £40 million, a 25% increase from 1992.
Scottish Mutual’s new business premiums, which are an important factor in determining the level of
earnings, more than doubled in 1993 to £390 million, with strong growth in both single premium life and
single premium pension business. New annual premium business was slightly lower than the level achieved in
1992, which was similar to the general industry trend. After a rationalisation of its branch office structure,
Scottish Mutual reduced its numbers of staff and branch offices and held costs at 1992 levels while
continuing to support the increase in new business. Abbey National Life commenced trading on February 1,
1993 and generated £145 million of new business premiums in its first eleven months of operations. As with
Scottish Mutual, single premium business provided the bulk of this total, representing over three-quarters of
new business premiums. Approximately 38% of new business policies related to mortgage endowments, with
the remainder taken out as forms of long-term savings. Abbey National Life’s income before taxes in 1993
was £21 million, net of approximately £2 million of launch costs incurred in January.

Treasury and Offshore increased its income before taxes and exceptional items by 14.5% to £198 mil-
lion. This increase largely reflected substantial growth in investment assets, including investments in floating
rate notes, mortgage-backed securities and finance leases. In addition, income before taxes and exceptional
items benefited from investments made at advantageous margins near the end of 1992 (primarily sovereign
debt instruments which had yields significantly above the London interbank offered rate at the time of their
purchase as a result of volatility in the currency markets and related uncertainties regarding the European
Exchange Rate Mechanism).

Continental Europe incurred a loss before taxes and exceptional items of £108 million compared to
£50 million in 1992, principally as a result of additional provisions for commercial lending in France. The
additional provisions in 1993 reflected a downturn in the French property markets and stemmed in part from
poor lending decisions in prior years. Provisions in France of £88 million were incurred principally in the first
half of the year, with a lower second half charge of £11 million reflecting some stabilisation in the commer-
cial property market. Lending secured on commercial property ceased in France in 1992, new management
was employed and action was taken to improve recoveries on existing non-performing loans. In Spain,
provisions were reduced to £10 million in 1993 from £18 million in 1992. New lending to Spanish residential
property developers, against which most of these provisions were made, ceased in 1993. Italy contributed
£2 million to income before taxes.

Income before taxes and exceptional items for Other Operations increased to £20 million in 1993, from
£7 million in the prior year. The improvement reflected a £10 million reduction in the loss incurred by Abbey
National Homes to £3 million in 1993 following stabilisation in property sales prices. As a result of such
stabilisation, no further significant write down in the value of completed properties and work in progress was
deemed necessary by management. No additional development commitments have been undertaken by
Abbey National Homes since mid-1990. Abbey National Independent Financial Advisers Ltd. (“ANIFA”),
previously named Abbey National Financial Services Ltd., and Abbey National Investments Holdings Ltd.
continued to make a positive contribution to Group income before taxes.
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Results of Operations of the Group by Nature of Income and Expense
Set forth below is a discussion and analysis of the results of operations of the Group by nature of income
and expense.

Net Interest Income

The following table sets forth net interest income for each of the three years ended December 31, 1994
and for the six-month periods ended June 30, 1995 and 1994.

Six months ended

June 30, Year ended December 31,
1995 1994 1994 1993 1992
(in millions of £)
(unaudited)
Interest receivable. . . ... oo 3,024 2,558 5329 4974 5786
Interest PAyable . ..o . vt (2,276) (1.916) (3,935) (3,636) (4,521)
Net interest iNCOME .+« . v v v v v i e ae e e e nee e 748 642 1,394 1,338 1,265

The principal factors affecting the level of net interest income earned by the Group are the volume of
interest earning assets and the net interest margin earned on such assets. Since 1992, the volume of interest
carning assets has increased substantially, whereas the Group net interest margin has declined. This
reduction in Group net interest margin was attributable to two main factors: first, the increasing proportion
of narrower-spread Treasury and Offshore assets in the Group balance sheet; and secondly, the decline in
average U.K. interest rates reducing the benefit from the investment of shareholders’ equity.

Management believes that the Group’s net interest margin will continue to be influenced by, among
other factors, the proportion of the Group’s balance sheet represented by Treasury and Offshore assets, the
general level of U.K. interest rates, competitive pressures in the U.K. residential mortgage and liquid savings
markets, the economic cycle and its expected impact on the level of provisions for bad and doubtful debts,
the sophistication of the retail products offered to customers and competitive pressures in the markets for
high-quality investment assets. The proportion of Treasury and Offshore assets in the Group balance sheet is
expected to grow more slowly in the future and therefore the downward effect this factor has had on Group
net interest margin is likely to be less than it has been in the past. Changes in the net interest spread earned
on these assets will continue to influence the margin. The benefit from the investment of shareholders’
equity will continue to be affected by the general level of U.K. interest rates, although Abbey National’s risk
management policies seek to limit the effect of interest rate volatility on net interest income.

Future changes in the retail net interest spread will depend, among other factors, on the demand for
residential mortgages and liquid savings products and on the level of competition among suppliers of these
retail products. Subject to competitive pressures and market conditions, Abbey National is able to set prices
for both retail assets and liabilities unilaterally and expects to use this ability, where appropriate, to limit any
further downward pressure on the retail net interest spread. Additionally, the Group utilises the expertise of
Treasury and Offshore to design retail products that are attractive to customers and that contribute positively
to margin management.

Six months ended June 30, 1995 compared to six months ended June 30, 1994

In the six months ended June 30, 1995, the Group’s net interest income increased by 16.5% to
£748 million, reflecting a 15% increase in average interest earning assets during such period and a widening
in the Group net interest margin to 1.68% from 1.66%. The strong growth in assets reflects expansion of
Treasury and Offshore investment assets, the acquisition of HMC in November 1994 and growth in U.K.
mortgage balances. The increased Group net interest margin was due principally to a wider U.K. Retail
Banking net interest spread. The Group’s net interest margin also benefitted from the maturing of certain
investment transactions in early 1995. The funding costs of these transactions had been previously charged to
the net interest income category while income from the transactions had been classified as investment
dividends (in the commissions, fees and other income category). The maturing of these transactions had the




effect of contributing approximately £20 million to net interest income and, accordingly, reducing commis-
sions, fees and other income by the same amount. The increase in net margin was tempered by the further
increase in the proportion of Treasury and Offshore assets within the Group balance sheet (the spreads on
which are generally narrower than on U.K. retail assets). The average net interest spread earned on U.K.
Retail Banking assets increased to 2.07% from 1.91% for the prior period, although the spread was broadly
unchanged from the 2.04% reported for 1994 as a whole.

Year ended December 31, 1994 compared to year ended December 31, 1993

In the year ended December 31, 1994, the Group’s net interest income increased by 4.2% to £1,394 mil-
lion, with 14.0% growth in average interest earning assets being partially offset by a reduction in the Group
net interest margin to 1.73% from 1.89%. The strong growth in assets reflects expansion of both the Treasury
and Offshore investment portfolio and of mortgage assets in the U.K. Retail Banking business. The reduced
Group margin resulted from a further increase in the proportion of Treasury and Offshore assets within the
Group balance sheet, the spreads on which are generally narrower than on U.K. Retail Banking assets, and a
tightening of the spread earned on Treasury and Offshore assets. The average net interest spread earned on
U.K. Retail Banking assets (the average spread between lending and funding rates) was broadly unchanged
from the average in 1993, although both this spread and the Group margin increased between the first half
and the second half of 1994.

Year ended December 31, 1993 compared to year ended December 31, 1992

The Group’s net interest income increased by 5.8% to £1,338 million in 1993. Average interest earning
assets grew by 17.7% to £70,761 million, with the increase resulting from growth in investment assets within
Treasury and Offshore and, to a lesser extent, from growth in U.K. Retail Banking residential mortgage
loans. The growth in average interest earning assets offset a reduction in the Group net interest margin,
which declined to 1.89% in 1993 from 2.10% in 1992, The reduction in net interest margin reflected
principally an increase in the proportion of the Group’s balance sheet represented by Treasury and Offshore
assets, reduced benefit from the Group’s investment of shareholders’ equity due to the general decline in
U.K. interest rates, and a lower interest spread in U.K. Retail Banking.

The following tables set forth prevailing average interest rates and yields, spreads and margins for each
of the three years ended December 31, 1994 and for the six-month period ended June 30, 1995.

Six months
ended Year ended
June 30, December 31,
1995 1994 1994 1993 1992
- T (per cent.)
(unaudited)
Prevailing Average Interest Rates
United Kingdom:
UK banks base rate . ... ... .ttt i, 6.66 530 546 6.01 9.55
Abbey National base mortgage rate (1) ..................... 831 775 7.83 807 10.80
London inter-bank offered rate:
three month sterling . . .......... ... ... . ... .. ... ... .. 6.74 522 565 594 9.63
three month eurodollar . . ......... ... ... .. . ... .. 621 402 480 329 382
United States:
3 4 18I0 ¢ 11 892 6.40 7.02 6.00 6.25
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Six months

ended Year ended
June 30, December 31,
1_99_5_ 1_93‘_ _1_99;4_ 1993 1992
(per cent.)
(unaudited)
Yields, Spreads and Margins
Gross yield: (2)
30 ) R 746 683 686 729 9.85
Interest spread: (3)
GIOUP « « v voevm et en s 127 132 1.38 1.53 1.49
Net interest margin:
GIOUD '+« « v v evee et m e a e 1.68 1.66 1.73 1.89  2.10

(1) Abbey National’s base mortgage rate represents the rate charged on loans of up to £59,999. Changes in
the level of Abbey National’s base mortgage rate are influenced by changes in monetary policy. Abbey
National may apply different rates depending upon the amount borrowed and the precise type of
mortgage and such rates may not relate to the base mortgage rate.

(2) Gross yield represents the average interest rate earned on average interest earning assets.

(3) Interest spread is the difference between the average interest rate earned on average interest earning
assets and the average interest rate paid on average interest bearing liabilities.

The following table sets forth average interest earning assets and average interest bearing liabilities for
each of the three years ended December 31, 1994 and for the six-month period ended June 30, 1995.

Six months ended
June 30, Year ended December 31,

1995 1994 1994 1993 1992

(in millions of £)
(unaudited)

Average interest earning assets:

€7 (010> T 89,890 78,161 80,658 70,761 60,144
Average interest bearing liabilities:
GIOUD v ttit it 83,947 73,363 75,440 66,438 55,888

Commissions, Fees and Other Income

The following table sets forth commissions, fees and other income for each of the three years ended
December 31, 1994, and for the six-month period ended June 30, 1995 and 1994.

Six months
ended Year ended
June 30, December 31,

1995 1994 1994 1993 1992

(in millions of £)

(unaudited)
Net fees and commissions receivable . . .......... . oo 99 87 169 231 214
Income from long-term insurance policies (1) ................... 50 46 91 61 31
Other operating inCome . . ... ...t viv i 28 64 105 84 74
Total

................................................. 177 197 365 376 319

(1) Income from long-term insurance policies represents the present value of profits expected to emerge in
the future from policies currently in force, together with the Group’s interest in the surplus retained
within the long-term insurance funds. See the “Accounting Policies” section of, and Note 23 to, the
Consolidated Financial Statements included elsewhere in this Listing Memorandum.




Six months ended June 30, 1995 compared to six months ended June 30, 1994

In the six months ended June 30, 1995, commissions, fees and other income decreased by 10.2% to £177
million from £197 million for the six months ended June 30, 1994. Insurance commissions receivable
decreased by 6% to £50 million from £53 million for the first half of 1994, as a result of lower commissions
earnings from building insurance policies reflecting a reduction in the volume of mortgage lending. Other
net fees and commissions receivable increased by 44.1% for the first half of 1995 to £49 million from £34
million for the comparable period in 1994, reflecting a doubling of income from personal banking and other
money transmission activities, partly offset by lower fixed-rate mortgage arrangement fees. Income from
long term assurance business increased by 8.7% to £50 million, with both Scottish Mutual and Abbey
National Life contributing higher income. Other operating income decreased 56.3% to £28 million, resulting
mainly from a reduction in investment dividend income and lower income from ANFP. For an explanation of
the reduction in investment dividend income, see “— Results of Operations of the Group by Nature of
Income and Expense — Net Interest Income — Six months ended June 30, 1995 compared to six months
ended June 30, 1994” above.

Year ended December 31, 1994 compared to year ended December 31, 1993

In the year ended December 31, 1994, commissions, fees and other income decreased by 2.9% to £365
million. Net fees and commissions receivable decreased by 26.8% to £169 million. Excluding net fees and
commissions receivable by the Group’s discontinued residential real estate brokerage business of £33 million
in the year ended December 31, 1993, net fees and commission receivable decreased by 14.6% in 1994. This
decrease principally reflects reduced arrangement fees for fixed-rate mortgages as a result of a change in
customer preferences away from fixed-rate towards variable-rate mortgages during the first half of the year.
The reduced income in this category also reflected increased arrangement fees payable by ANFP, a factor
more than offset by increased dealing profits earned by ANFP. Both the increased dealing profits and
arrangement fees payable reflect the first full year of operations of ANFP, which began operations in
October 1993. The higher dealing profits were reflected in the 25.0% increase in other operating income to
£105 million. Income from long-term insurance policies increased by 49.2% to £91 million, resulting from
increases in new business premiums generated by Scottish Mutual and Abbey National Life. See the
“Accounting Policies” section of, and Note 23 to, the Consolidated Financial Statements included elsewhere
in this Listing Memorandum.

Year ended December 31, 1993 compared to year ended December 31, 1992

In the year ended December 31, 1993, commissions, fees and other income increased 17.9% to £376
million. Net fees and commissions receivable increased by 7.9% to £231 million. Insurance commissions,
principally from the sale of buildings and contents insurance policies for third-party insurers through Abbey
National’s retail branch network, represented the largest element of this increase. The remainder of the
increase in net fees and commissions receivable was accounted for by increased fee income associated with
the higher lending volumes achieved during the year, particularly arrangement fees for fixed-rate mortgages.
As a result of the sale of the residential real estate brokerage business in August 1993, real estate brokerage
fees in 1993 were £5 million lower than in 1992. Income from long-term insurance policies doubled to £61
million in the year ended December 31, 1993, reflecting an increase in new business premiums generated by
Scottish Mutual and the commencement of trading by Abbey National Life in February 1993. The increase in
other operating income to £84 million in the year ended December 31, 1993 principally reflects an increase
in dividends earned on certain investments within Treasury and Offshore.
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Operating Expenses
The following table sets forth operating expenses for each of the three years ended December 31, 1994,
and for the six-month periods ended June 30, 1995 and 1994.

Six months ended
June 30, Year ended December 31,

1995 1994 1994 1993 1992
(in millions of £)

(unaudited)

SALATIES .+ v o v v v e o 138 133 274 268 242
Other Staff COSES « « v v v v 31 29 60 54 41
Property and equipment €Xpenses ... ..............- 54 62 126 120 119
Other administrative €Xpenses . . . ......ovvve .. 147 112 211 237 227
Depreciation and amortisation . ..........ooeeee e 42 41 84 84 77
Total Operating EXpenses . .. .. .ovovneve o rn e 412 377 755 763 706
Headcount (full-time equivalent) . ............... ... 17726 17,007 17,376 16,867 17,760

Six months ended June 30, 1995 compared to six months ended June 30, 1994

Total operating expenses for the six months ended June 30, 1995 increased 9.3% to £412 million from
£377 million for the six months ended June 30, 1994. Of the £35 million increase, £11 million was attributable
to the operating costs of businesses acquired since June 30, 1994. Staff costs rose by 4.3% to £169 million,
reflecting an increase of 3.6% in the average number of full time equivalent staff to 17,726 at June 30, 1995
from 17,107 at June 30, 1994. This increase of 619 full time equivalent staff includes 492 staff employed in
businesses acquired since June 1994 with the remainder employed in Consumer Credit and Treasury and
Offshore activitics. Headcount in U.K. Retail Banking has remained broadly unchanged. Property and
equipment expenses for the six months ended June 30, 1995 decreased 12.9% to £54 million from £62 million
for the six months ended June 30, 1994. This decrease reflects a fall in branch refurbishment costs in the six
months to June 30, 1995. Other property and equipment expenses remained broadly unchanged. Other
administrative expenses rose by 31.3% to £147 million reflecting the operating expenses of acquired
businesses, higher marketing expenditure and increased expenditure on information technology
development.

Year ended December 31, 1994 compared to year ended December 31, 1993

Total operating expenses for the year ended December 31, 1994 were reduced by 1.0% from £763
million to £755 million. Excluding £35 million of costs arising from the discontinued residential real estate
brokerage business incurred in 1993, operating expenses increased by 3.7% or £27 million, from £728 million
to £755 million. Excluding salaries and other staff costs of £19 million attributable to the discontinued
residential real estate brokerage business, combined salaries and other staff costs increased by 10.2% to £334
million in 1994, This increase reflected approximately 3% growth in average salaries and an approximately
4% increase in the average number of full-time equivalent staff (excluding Life Insurance Operations staff,
whose salary costs are reflected in income from long-term insurance policies). The growth in average staff
numbers reflects headcount increases during 1993, with staffing broadly unchanged in 1994 if the additional
465 employees acquired with HMC, CIBC’s U.K. residential mortgage lending business and GM Benefit
Consulting Group are excluded. Property and equipment costs rose by 5.0% to £126 million due to increased
expenditure on information technology development and distribution network enhancements. See “— Capi-
tal Resources and Financial Condition of the Group — Capital Expenditure” below. Other administrative
expenses decreased by 11.0% to £211 million principally as a result of reduced promotional expenditure and
the absence of expenses associated with the discontinued residential real estate brokerage business.

Year ended December 31, 1993 compared to year ended December 31, 1992
In the year ended December 31, 1993, operating expenses increased by 8.0% to £763 million. Salary
costs increased by £26 million or 10.7%, reflecting approximately 4% growth in average salaries and the
payment of a profit share bonus of 10% of salary to eligible members of staff compared with the previous
year in which no such payment was made. Other staff costs, consisting mainly of pension costs and National
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Insurance (similar to Social Security in the United States), increased by £13 million in 1993 as a result of a
£10 million increase in pension costs, following the triennial pension fund valuation. See Note 45 to the
Consolidated Financial Statements included elsewhere in this Listing Memorandum. Other administrative
expenses increased by 4.4% to £237 million in 1993 from £227 million in 1992 due to an increase in the level
of promotional expenditure. The increase in promotional expenditure reflects the particularly active promo-
tion of U.K. residential mortgage products during the year. Depreciation and amortisation increased by £7
million in 1993, principally as a result of capital expenditure related to the improvement and modernisation
of the branch network. See “— Capital Resources and Financial Condition of the Group — Capital

Expenditure” below.

Provisions for Bad and Doubtful Debts
The following table sets forth the provisions for bad and doubtful debts for each of the three years
ended December 31, 1994, and for the six month periods ended June 30, 1995 and 1994.

Six months
ended Year ended
June 39, December 31,

1995 1994 1994 1993 1992

(in millions of £)
(unaudited)

Credit risk provisions charge:

SPECIFIC + « v v v v vse e s s 36 53 103 232 212

GENETAl . oo v et ie e (8 (12) 29 (14) 62
T Y L I 28 41 74 218 274
Credit risk provisions charge:

UK Retail Banking . .« .o ovvevnvvnnen s 18 23 39 111 218

Consumer Credit « ..o vvevern v 4 3 5 8 9

Continental BUIOPE . ... vovvvn e -6 15 30 99 47
) A I 28 41 74 218 274

Six months ended June 30, 1995 compared to six months ended June 30, 1994

In the six months ended June 30, 1995, provisions for bad and doubtful debts decreased 31.7% to
£28 million from £41 million for the same period in 1994. In U.K. Retail Banking, provisions for bad and
doubtful debts fell 21.7% to £18 million, as a result of the continued fall in mortgage arrears and in the stock
of repossessed residential properties. For those repossessed properties on which purchase offers were
received, the average provision per property for capital losses and interest arrears was £12,355 at June 30,
1995 compared to £15,700 at June 30, 1994. Despite a 49.9% increase in loan assets in Consumer Credit from
June 30, 1994 to June 30, 1995, provisions charges increased by only £1 million. In Continental Europe,
provisions for bad and doubtful debts were £6 million compared to £15 million for the first half of 1994. This
reduction in provisions continued to reflect management actions taken to stabilise loan quality and stabilisa-
tion of the French commercial property market.

Allowances for lending losses as a percentage of loans and advances to customers (excluding finance
leases) decreased to 0.70% as at June 30, 1995 from 0.92% as at June 30, 1994 largely as a result of the
decline in U.K. residential mortgage provisions for bad and doubtful debts and the decline in provisions in
Continental Europe. Allowances for lending losses as a percentage of non-performing loans was broadly
unchanged at 13.67% compared to 13.98% for the same period in 1994. See “Selected Statistical Informa-

tion — Analysis of Allowance for Lending Losses” below.

Year ended December 31, 1994 compared to year ended December 31, 1993

In the year ended December 31, 1994 provisions for bad and doubtful debts decreased substantially to
£74 million from £218 million in 1993. In UK. Retail Banking, provisions for bad and doubtful debts for 1994
were more than halved to £39 million, principally as a result of a continued reduction in mortgage arrears
and repossessions and a halt in the decline of residential real estate prices. The reduction in arrears and
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repossessions was largely a consequence of _lower UK intergst rates and general improvement in the UK.
economy. For those repossessed properties in the U.K. on which purchase offers were received, the average

rovision for capital losses and interest arrears fell to £15,700 compared to £18,800 at December 31, 1993.
This reduction in the average provision for repossessed properties reflects the decline in interest arrears as
mortgage rates fell and an arrest in the decline in house prices and hence a stabilisation in capital losses. The
provision in U.K. Retail Banking included a reduction in general provisions of £18 million, reflecting
reduced uncertainty over settlement of mortgage indemnity claims by insurance companies. This follows a
similar general provision release in 1993, with specific provisions again being made where claims in certain
cases were not met in full by the insurance companies.

In Continental Europe, provisions for bad and doubtful debts were £30 million compared to £99 million
in 1993. This reduction in provisions reflects management actions taken to stabilise loan asset quality and an
improved economic environment, and includes a general provision release of £11 million. The reduction
occurred principally in Abbey National France, where provisioning was highest in 1993.

Allowances for lending losses as a percentage of loans and advances to customers (excluding finance
leases) decreased from 0.98% to 0.74% largely as a result of the decline in U.K. residential mortgage
provisions for bad and doubtful debts and the decline in provisions in Continental Europe. Allowances for
lending losses as a percentage of non-performing loans was broadly unchanged at 14.98% compared to
14.93% for 1993. See “Selected Statistical Information — Analysis of Allowance for Lending Losses” below.

Year ended December 31, 1993 compared to year ended December 31, 1992

Total provisions for bad and doubtful debts decreased by 20.4% to £218 million. Although U.K.
residential mortgage provisions were lower, provisions in Continental Europe increased significantly in part
due to poor credit decisions and in part due to the continuing deterioration in the French and Spanish
commercial property markets. New management teams are now in place in France and Spain and no further
commercial property lending commitments have been entered into since 1992.

In U.K. Retail Banking, provisions declined by £107 million, mainly due to significant reductions in the
level of mortgage arrears and repossessions. The main causes of these reductions were lower U.K. interest
rates and general improvement in the UK. economy, which began during 1993 and which have led to a
decline in provisions throughout the U.K. banking industry from the historically high levels of 1991 and 1992.
For those repossessed properties on which purchase offers were received, the average provision per property
for capital losses and interest arrears was £18,800 at December 31, 1993, slightly higher than the £18,400 at
December 31, 1992, although lower than the £19,600 at June 30, 1993. A provisions write back of £1 million
was made against other secured advances compared with a £10 million provision in 1992.

Under the terms of the mortgage indemnity guarantee cover taken out with leading insurance compa-
nies, Abbey National was able to make claims which limited the losses realised by the Group where
properties were repossessed and sold. However, certain of these claims remained unsettled at December 31,
1992. Uncertainty over payment in respect of these claims was one of the factors underpinning the increase
in the general provision for bad and doubtful debts in 1992. Settlements were negotiated with some
insurance companies and in cases where agreement was reached, specific provisions were made in 1993. The
likelihood of future non-payment was assessed and as a result general provisions for U.K. residential
mortgages were reduced by a net £20 million from £96 million to £76 million.

In Continental Europe, a provisions charge of £99 million, compared to £47 million in 1992, was made.
This charge was made mainly in the first half of 1993, and the lower charge of £18 million in the second half
reflected some stabilisation of the French commercial property market when compared with the first half of
the year.

Allowances for lending losses as a percentage of loans and advances to customers (excluding finance
leases) increased from 0.88% to 0.98% as a result of the increased charge for provisions for bad and doubtful
debts in Continental Europe. Allowances for lending losses as a percentage of non-performing loans




increased from 9.91% to 14.93% as a result of the above charge and a 25.3% decrease in the value of non-
performing loans in the UK. as the number of mortgage loans in arrears fell. See “Selected Statistical
Information — Analysis of Allowance for Lending Losses” below.

Taxes
The following table sets forth a reconciliation of taxes payable at the standard U.K. corporation tax rate
and the Group’s effective tax rate for each of the three years ended December 31, 1994 and for the six-month
periods ended June 30, 1995 and 1994. The effective tax rate is obtained by dividing taxes by income before
taxes (but after exceptional items).

Six months ended
June 30, Year ended December 31,

1995 1994 1994 1993 1992

(in millions of £ except percentages)
(unaudited)

Taxation at standard U.K. corporation tax rate (33%) .... 159 140 308 232 186
Effect of non-allowable provisions. . ................. 8 4 8 31 2
Effect of goodwill on disposals previously written off . .. .. — — 3 1 41
Effect of unrelieved overseas 10ss€s. . . . ..o ovvvv e (8) 6 — 36 16
Adjustment to prior year tax PIOVISIONS . « .« oot v = = 3 14 2
TAKES . + v o v v e eee e 159 150 322 314 247
Effective taX TAtE « o« v« oo v v v v e nneme s s e 329% 355% 345% 44.6% 43.8%

Six months ended June 30, 1995 compared to Six months ended June 30, 1994
In the six months ended June 30, 1995, taxes increased by 6% to £159 million compared to £150 million
in the six months ended June 30, 1994, as a result of the increase in income before taxes, partly offset by a
reduction in the Group effective tax rate to 32.9% compared to 35.5% in 1994. The lower effective tax rate
resulted from the lower levels of unrelieved overseas tax losses.

Year ended December 31, 1994 compared to year ended December 31, 1993
In the year ended December 31, 1994, taxes increased by 2.5% to £322 million compared to £314 million
in the year ended December 31, 1993, as a result of the increase in income before taxes, partly offset by a
reduction in the Group’s effective tax rate to 34.5% in 1994 compared to 44.6% in 1993. The lower effective
tax rate resulted primarily from the absence of an effect of unrelieved overseas losses, and the reduced effect
of non-allowable provisions in 1994 without the loss associated with the disposal of the residential real estate
brokerage business in 1993.

Year ended December 31, 1993 compared to year end December 31, 1992

In the year ended December 31, 1993, taxes increased by 27.1% to £314 million from £247 million in the
prior year. This increase primarily reflects the increase in 1993 in income before taxes and exceptional items.
In addition, although the standard U.K. corporation tax rate remained constant, the effective tax rate
increased in 1993 to 44.6% from 43.8% in 1992, reflecting an increase in the effect of non-allowable
provisions, an increase in unrelieved losses in Continental Europe and an increase in the adjustment to prior
year tax provisions. The increase in the effective tax rate was partially reduced by a decrease in goodwill on
disposals previously written off relating to the permanent diminution in value of the residential real estate
brokerage operations.
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Capital Resources and Financial Condition of the Group
The following table sets forth the Group’s capital resources as at December 31 and June 30 of the years

indicated.

As at June 30, As at December 31,

1995 1994 1994 1993 1992

(in millions of £)
(unaudited)

Sharcholders’ EQUITY « - « « « -« v« s s s se ettt 3928 3,593 3,704 3,386 3,184
Subordinated liabilities .« v v v v e e 1,572 1,044 1,520 868 648
Total capital TESOUICES « « . oo oo v vttt 5,500 4,637 5224 4,254 3,832

The increase in the Group’s capital resources in the first half of 1995 reflects an increase in sharehold-
ers’ equity of £224 million which includes £228 million in retained earnings and other movements in reserves,
and a net increase in subordinated liabilities of £52 million, compared to an increase in shareholders’ equity
of £207 million, of which £197 million were retained earnings, and a net increase in subordinated liabilities of
£176 million in the period to June 30, 1994.

The increase in the Group’s capital resources in 1994 reflects an increase in shareholders’ equity of
£318 million, of which £312 million were retained earnings, and a net increase in subordinated liabilities of
£652 million. The increase in capital resources in 1993 reflects the net increase of £220 million of subordi-
nated liabilities and an increase in shareholders’ equity of £202 million, of which £174 million were retained
earnings.

Capital Adequacy Requirements
Capital adequacy and capital resources are monitored by the Group on the basis of techniques
developed by the Basle Committee on Banking Regulations and Supervisory Practices (the “Basle Commit-
tee”) and subsequently implemented in the United Kingdom by the Banking Supervision Division of the
Bank of England.

The basic instrument of capital monitoring is the risk asset ratio as developed by the Basle Committee.
This ratio derives from a consideration of capital as a cover for the credit risk inherent in Group assets.
Capital is defined by reference to the European Community (“EC”) Own Funds Directive, and divided into
“Tier 1” capital — consisting largely of shareholders’ equity and “Tier 2” capital — including general
provisions and certain debt capital instruments, particularly subordinated debt. Assets (both on- and off-
balance sheet) are weighted to allow for relative risk according to rules derived from the EC Solvency Ratio
Directive using a series of risk weighting factors ranging from 0% to 100%. Abbey National’s main class of
asset, mortgage loans secured on residential property, is assigned a weighting of 50%.

The Basle Committee sets a minimum risk asset ratio for international banks of 8%. The Bank of
England sets minimum risk asset ratios on an individual basis for the banks it supervises. These are set with
regard to the minimum standard set by the Basle Committee and the particular circumstances of each bank.

The following risk asset ratios which exceed both the Basle Committee minimum risk asset ratio of 8%
and the Bank of England’s specific recommendation for Abbey National, are calculated for the Group as
supervised by the Bank of England. Abbey National recognises the additional security inherent in Tier 1
capital, and hence also presents a Tier 1 to risk weighted assets ratio.
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Capital Adequacy Data

As at June 30, As at December 31,
1995 1994 1994 1993 1992
(in millions of £, except percentages)
(unaudited)

S AT o ST PP 3,928 3,593 3,704 3,386 3,184
i N TS o 1,486 1,010 1,465 832 712
less supervisory deductions. . .. ........ ... (539) (444) (496) (432) (381)
Total capital resources . . ................. 4,875 4,159 4,673 3,786 3,515
Risk weighted assets

On-balance sheet . .. ... ... . ot 43,170 37,039 39,760 35,322 31,693

Off-balance sheet. .. ...... ... ... 1,170 711 786 770 601
Total .o s 44,340 37,750 40,546 36,092 32,294
Capital ratios

Risk asset ratio . . v v v v v v e v e ie e 10.99% 11.02% 11.53% 10.49% 10.88%

Tier 11atio . . v v v vt e 8.86% 9.52% 9.14% 9.38% 9.86%

The growth in risk weighted assets between 1992 and 1993 was broadly matched by the increase in both
Tier 1 and total capital resources, with the result that there was no significant fluctuation in the risk asset and
Tier 1 ratios. In 1994, the risk asset ratio increased, reflecting an increase in subordinated debt, including the
issuance of a $500 million subordinated bond in the U.S. public market following registration with the
Commission in October 1994. The Tier 1 ratio in particular remains strong relative to most other U.K. banks.
Total qualifying Tier 2 capital as a percentage of Tier 1 capital as at December 31, 1994 was 39.6%. In 1995,
the risk asset ratio decreased, reflecting a 24% growth in the risk weighted assets of ANTS in the six months
ended June 30, 1995, while only £33m of new subordinated debt capital was raised. Total qualifying Tier 2
capital as a percentage of Tier 1 capital as at June 30, 1995 was 37.8%. Total capital resources are shown after
supervisory deductions, which include the value of the Group’s investment in long-term life insurance
operations and the value of the priority liquidation distribution right available to members of the Society at
the date of Conversion. See Note 41 to the Consolidated Financial Statements included elsewhere in this
Listing Memorandum for details of the priority liquidation distribution.

Capital Expenditure
As at
June 30, As at December 31,
1995 '119;4 1994 1993 1992
(in millions of £)
(unaudited)
Capital expenditure .. .........ooiti e 57 43 114 101 115

Capital expenditure over the period 1992 to 1994 has been, to a large extent, incurred for the purpose of
extending, modernising and in some cases resiting U.K. retail branches. As part of this programme,
administrative processes for mortgages and checking accounts were transferred from the branches to a
number of dedicated administration centres. As a result of the programme, selling space within the branch
network has tripled without a significant change in the number of branches. The programme is approaching
completion, with 604 of the 675 branches (as of December 31, 1994) modernised by the end of 1994. Capital
expenditure on the programme will therefore diminish. In addition, expenditure has been incurred on
enhancing information technology in each of the Group’s major businesses to improve processing efficiency,
decision-making and point-of-sale transactions with customers.
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RECENT DEVELOPMENTS

On July 10, 1995, Abbey National and National & Provincial Building Society (“National & Provincial”)
announced that they had reached agreement in principle on the terms of a proposed merger which will be
unanimously recommended by the board of directors of National & Provincial to its members. The merger is
to be effected by a transfer of National & Provincial’s business to Abbey National. The combined organisa-
tion would operate under the Abbey National name.

The total consideration being offered by Abbey National is £1.35 billion, to be paid to N&P’s eligible
saving and borrowing members and eligible employees and pensioners in a mixture of cash and Abbey
National shares. The election whether to receive shares or cash remains to be made by the members of
National & Provincial. Completion of the proposed merger is subject to a number of conditions including
approval by National & Provincial’s members in April 1996 in accordance with the Building Societies Act
1986 and confirmation by the Building Societies Commission. Subject to satisfaction of the applicable
conditions, the merger is not expected to take place until the third quarter of 1996.

As of December 31, 1994, National & Provincial was the United Kingdom’s ninth largest building
society based on total assets, with approximately three million customers and net assets of £732 million. In
1994 National & Provincial’s share of the liquid savings and residential mortgage markets was approximately
2.0% and 2.7%, respectively. As of December 31, 1994, National & Provincial had 324 branches in the U.K.
During 1994, the average number of National & Provincial full and part time employees was 4,550. After
rationalisation to eliminate overlapping branches resulting from the merger, Abbey National expects the
combined organisation would have a national network of approximately 880 branches.

Abbey National believes that the merger will enable it to strengthen its existing position in an increas-
ingly competitive U.K. residential mortgage market. The combined organisation would have a market share
of over 15% of the U.K. residential mortgage market, and a share of over 10% of the U.K. liquid savings
market, based on 1994 figures. Abbey National believes that this market position in mortgages and savings
will provide it with a platform from which to expand sales of its mortgage-related insurance products and
other personal financial products.

In August 1995, Abbey National acquired First National Finance Corporation p.l.c. (“FNFC”) for
£285 million. FNFC’s predominant business activity is consumer credit. FNFC’s strategy is to concentrate its
efforts on the consumer credit business while reducing the level of its activity in commercial lending and
property development. Abbey National management believes that the acquisition of FNFC will enable
Abbey National to expand in the area of consumer credit which is related and complimentary to its existing
business.
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SELECTED STATISTICAL INFORMATION

Throughout this section, references to U.K. and Non-U.K. refer to the location of the office where the
transaction is recorded.

Average Balance Sheet

1994 1994 1994 1993 1993 1993 1992 1992 1992
Average Average  Average Average  Average Average
balance (1) Interest rate balance (1) Interest rate balance (1) Interest rate

(in millions of £, except percentages)

Assets

Treasury bills and other
eligible bills

UK. i i 149 5 3.12% 426 18 4.15% 624 43 6.93%

Non-UK. ........... 9 — 3.69 1 — 4.99 3 — 5.73
Loans and advances to banks

UK ... o oo 3,434 167 4.87 2,512 118 4.69 2,076 154 7.40

Non-UK. ........... 73 S 6.44 37 4 9.74 55 6 10.69
Loans and advances to

customers (2)

UKo ooiei e 45,498 3,533 1.77 43,088 3,456 8.02 39,925 4,120 10.32

Non-UK ........... 1,346 94 7.01 1,249 109 8.71 1,100 120 10.86
Lease receivables

UK ... .o, 2,278 133 5.85 2,047 141 6.90 1,141 115 10.04

Non-UK. ........... 29 2 6.56 29 1 412 30 3 11.66
Debt securities

UK. .. oo 27,728 1,590 5.73 21,371 1,312 6.14 15,156 1,361 8.98

Non-UK. ........... 114 4 3.06 1 — 4.90 34 2 6.28
Total average interest earning

assets and interest income . 80,658 5,533 6.86 70,761 5,159 7.29 60,144 5,924 9.85
Allowance for loan losses . . . (563) — — (527) —_ —_ (347) — —
Non-interest earning assets

Long-term insurance fund
ASSELS . . e e 3,811 — — 3,247 — — 2,181 — —
Other .. ............ 4,260 — — 3,829 — —_ 2,437 — —
Total average assets and

interest income . ....... 88,166 5,533 6.28 77,310 5,159 6.67 64,415 5,924 9.20
Percentage of total — Non-

UK ..o 1.84% — — 1.70% — — 1.90% — —
Net interest income (3)(4) . . — 1,399 — - 1,331 — — 1,253 —
Net interest income allocated

to dealing profits . ...... — 5) — — 7 — — 12 —_
Total average interest earning

assets and net interest

income.............. 80,658 1,394 1.73 70,761 1,338 1.89 60,144 1,265 2.10
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Average Balance Sheet

1994 1994 1994 1993 1993 1993 1992 1992 1992
Average Average Average Average Average Average
balance (1) Interest rate balance (1) Interest rate balance (1) Interest rate

(in millions of £, except percentages)

Liabilities and shareholders’ equity

Deposits by banks

UK o oo 15,313 840 5.48% 13,088 716 547% 9,525 793 8.33%
NomUK. + o eeeenee 973 53 541 621 46 744 168 i3 10.46
Customer accounts — demand
deposits (5)
UK oo ciemmm e 21,511 941 4.38 19,960 914 4.58 21,086 1,564 7.42
Non-UK. oo 103 5 5.20 — — — — — —
Customer accounts — time
deposits (5)
|8 T 13,340 844 6.33 13,367 878 6.57 11,172 986 8.82
Non-UK. ... oo ennn 721 49 6.74 507 33 6.43 423 50 11.81
Customer accounts — wholesale time :
deposits (5)
UK oo 1,830 107 5.83 1,342 91 6.81 1,210 116 9.57
Non-UK. .. oovieean 5 — 5.56 — — — — — —
Bonds and medium-term notes
UK oo e e e 13,315 836 6.28 9,192 659 717 5,415 560 10.34
Non-UK. ..., 406 30 7.39 402 42 10.49 428 49 11.46
Other debt securities in issue
UK. e ee e 4,779 261 5.46 4,743 298 6.28 3,724 383 10.30
Non-UK. ... .. e 2,028 91 4.48 2,398 85 3.53 2,295 101 441
Dated and undated loan capital and
other subordinated liabilities
UKo e e e e 690 51 7.33 539 50 9.24 342 44 12.75
Non-UK. . ... ... s 426 26 6.24 279 16 5.73 100 7 6.70
Total average interest bearing
- liabilities ... .. ... 75,440 4,134 5.48 66,438 3,828 576 55,888 4,671 8.36
: Non-interest bearing liabilities
Long-term insurance fund liabilities 3,811 — — 3,247 — — 2,181 — —
: Other . . v v e oo veen e 5,231 — — 4,268 — — 3,342 — —
Shareholders’ equity . . .. ....... 3,684 — —_ 3,357 — — 3,004 — —

Total average liabilities, shareholders’
equity and interest expense (4) . .. 88,166 4,134 4.69 77,310 3,828 4.95 64,415 4,671 7.25

Percentage of total — Non-U.K. . .. 5.45% — — 5.44% — — 5.30% —_ —

Net interest margin
Interest income as a percentage of

average interest earning assets . . 6.86 7.29 9.85
Interest expense as a percentage of

average interest bearing liabilities . 5.48 5.76 8.36
Interest spread . . ... ........ 1.38 1.53 1.49
Net interest margin . . ........ 1.73 1.89 2.10

(1)  Average balances for 1994 are based on monthly data. For 1992 and 1993 they are based on monthly data for U.K. Retail Banking
and Treasury and Offshore and quarterly data for all other operations.

(2) Loans and advances to customers includes non-performing loans. See “— Analysis of Allowance for Lending Losses” and
“— Potential Credit Risk Elements in Lendings” below.

(3) Net interest income includes an immaterial amount of loan fees.

(4)  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 purposes.

(5) Demand deposits, time deposits and wholesale time deposits are defined under “— Deposits” below.
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Interest Rate Sensitivity

Interest rate sensitivity refers to the relationship between interest rates and net interest income
resulting from the periodic repricing of assets and liabilities. The largest single items in the Abbey National
Group balance sheet are residential mortgages and retail deposits, both of which largely bear interest at
variable rates. The contractual maturity of mortgage loans is generally more than five years but the maturity
of retail deposits are primarily within three months. This apparent mismatch gives rise to issues which are
addressed by the Group in its liquidity management (see “Risk Management” below). However, their effect
on interest rate management is less significant. Abbey National has the ability to reprice both its retail
variable rate liabilities and variable rate mortgage assets, subject to the constraints imposed by the competi-
tive situation in the market place. Management believes this ability enables Abbey National to mitigate the
impact of interest rate movements on net interest income in U.K. Retail Banking. Abbey National also offers
fixed-rate mortgages and savings products on which the interest rate paid by or to the customer is fixed for an
agreed period of time at the start of the contract. Abbey National manages the margin by matching the
expected maturity profiles, through the use of derivatives, with that of the assets. The risk of prepayment is
additionally reduced by imposing penalty charges if the customers terminate their contracts early.

Wherever possible, the Group seeks to avoid the risks associated with movements in market prices such
as interest rates or exchange rates. However, given the nature of financial activities, a level of market risk is
inevitable. Abbey National has developed and implemented structures and systems to manage this market
risk exposure. See “Risk Management” below.

Changes in Net Interest Income — Volume and Rate Analysis

The following tables allocate changes in interest income, interest expense and net interest income
between changes in volume and changes in rate for the year ended December 31, 1994. Volume and rate
variances have been calculated on the movement in the average balances and the change in the interest rates
on average interest earning assets and average interest bearing liabilities. The variance caused by changes in
both volume and rate has been allocated to rate changes.

1994/1993 1993/1992
Changes due to Changes due to
Total increase/(decrease) Total increase/(decrease)
change in: change in:
Volume Rate Volume Rate
(in millions of £) (in millions of £)

Interest income
Treasury bills and other eligible bills

UK o e e e e e e (13) (12) 1) (25) (14) (11)

Non-UK. . oo e e e — — —_— —_ —_ —_
Loans and advances to banks

UK o e e 49 43 6 (36) 32 (68)

Non-UK. ..o 1 4 3) (2) (2) —
Loans and advances to customers

UK o e e e i i 77 193 (116) (664) 326 (990)

Non-UK. ..o i e s (15) 8 (23) (11) 16 ~ (27)
Lease receivables

UK o e e e e €)) 16 24) 26 91 (65)

Non-UK. .. oo e e 1 — 1 2) — (2)
Debt securities

UK .. e e e 278 390 (112) (49) 558 (607)

Non-UK. . oot i e e 4 —_ 4 2 () —
Total interest income (1)

UK o e e e e 383 700 (317) (748) 1,036 (1,784)

Non-UK. ..o i e e ) 22 (31) 17) 10 (27)

TOtAl (1) + v e eeeee e 34 72 (48) (765 1046 (1811)




1994/1993 1993/1992
Changes due to Changes due to
Total increase/(decrease) Total increase/(decrease)
change in: change in:
Volume Rate Volume Rate

(in millions of £) (in millions of £)

Interest expense

its by banks

DeLI;.OSl S. y ............................ 124 122 2 an 297 (374)

Non-UK. .o 7 26 19) 28 47 (19)
Customer accounts — demand deposits

UK o 27 71 (44) (650) = (84) (566)

Non-UK. ... i 5 5 — — — —
Customer accounts — time deposits

UK et (34) 2 (32) (108) 194 (302)

Non-UK. ..o 16 14 2 17) 10 27)
Customer accounts — wholesale time deposits

UK e S 16 33 an (25 13 (38)

Non-UK. . oo e e — — — — —_ —_
Bonds and medium-term notes

UK o e 177 296 (119) 99 393 (294)

Non-UK. ... .o (12) — (12) @) €)] 4)
Other debt securities in issue

UK e 37 2 39) (85 105 (190)

Non-UK.. ..o e 6 (13) 19 (16) 5 (21)
Dated and undated loan capital and other

subordinated liabilities

UK 1 14 (13) 6 25 (19)

Non-UK .. ..ot 10 8 2 9 8 1
Total interest expense (1)

UK 274 495 (221) (840) 830 (1,670)

Non-UK........ooiiiiiii i 32 24 8 (3) 52 (55)
Total (1) ... 306 519 (213) (843) 882  (1,725)
Net interest income (1) ................... 68 276 (207) 78 20 58

(1) The analysis into volume and rate components of the changes in total interest income, total interest expense
and net interest income are based on the volume and rate changes to these totals. The figures so derived,
therefore, do not necessarily equate to a simple addition of the volume and rate components of the asset and
liability sub-headings. The 1993/1992 figures have been restated to be consistent with this approach.

Deposits

The following tables set forth the average balances of deposits for each of the three years ended
December 31, 1994. Average deposits are based on the location of the office in which the deposits are

recorded.

...............................................

............................................

................................................

Average: Year ended December 31,

1994 1993 1992
(in millions of £)
15,313 13,088 9,525
973 621 168
16,286 13,709 9,693
36,681 34,669 33,468
829 507 423
37,510 35,176 33,891




Customers’ Accounts — By Type
Average: Year ended December 31,
1994 1993 1992
(in millions of £)

U.K.
Demand deposits . . ..................... .. .. ... .. . ... .. 21,511 19,960 21,086
Time deposits . .......... ... .. . . .. . .. 13,340 13,367 11,172
Wholesale time deposits . .. ................ ... ... 1,830 1,342 1,210
36,681 34,669 33,468
Non-U.K.
Demand deposits . ............... ... .. .. . ... 103 — —
Time deposits ........ ... . ... . . ... 721 507 423
Wholesale time deposits . .................. ... .. ... ... .. 5 — —
Total ... 37,510 35,176 33,891

Demand deposits and time deposits are obtained through, and administered by, the UK. Retail
Banking branch network. They are all interest bearing and interest rates are varied from time to time in
response to competitive conditions. Demand deposits largely consist of passbook based accounts whose
balances are available on demand. The category also includes a number of other accounts which are also
passbook based but which allow the customer a limited number of notice-free withdrawals per year depend-
ing on the balance remaining in the account. These accounts are treated as demand deposits because the
entire account balance may be withdrawn on demand without penalty as one of the notice-free withdrawals.

The main constituents of retail time deposits are notice accounts which require customers to give notice
of an intention to make a withdrawal and bond accounts which have a minimum deposit requirement. In
each of these accounts early withdrawal incurs an interest penalty. This category also includes Tax Exempt
Special Savings Accounts (“TESSAs”) which provide a tax-free return if held for five years. Investment limits
are set by the U.K. Government, with early withdrawal leading to a loss of tax-free status and an interest

penalty.

Time deposits are distinguished from demand deposits by having fixed maturity requirements or by
requiring notice to be given before withdrawal.

Wholesale time deposits are those which either are obtained through the London money markets or for
which interest rates are quoted on request rather than being publicly advertised. These deposits are of fixed
maturity and bear interest rates which reflect the inter-bank money market rates.

Short-term Borrowings

The following tables set forth certain information regarding short-term borrowings (composed of
deposits by banks, commercial paper and negotiable certificates of deposit) for each of the three years ended
December 31, 1994. While deposits by banks are reported in the “Deposits” section above, they are also
shown under “Short-term borrowings” because of their importance as a source of funding to the Group.

Deposits by Banks

Year ended December 31,

1994 1993 1992
(in millions of £, except percentages)
Year-end balance ................ ... .. ... 17,826 16,368 13,103
Average balance (1) ......................... ... . ... . ... 16,286 13,709 9,693
Maximum balance . . ......... ... ... .. ... 20,857 16,733 13,868
Average interest rate duringyear . ................. ... ... ... 5.48% 5.56% 8.37%
Year-end interestrate (2) ................ ... .. .. ... ... . 6.07 4.85 6.55
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Commercial Paper

Year ended December 31,

1994 1993 1992
(in millions of £, except percentages)
Year-end balance ........ ... . L L 2,378 2,739 2,718
Average balance (1) ........... ... ... ... ... ... ... . ... . . 2,020 2,392 2,198
Maximumbalance .. ............. ... ... ... . .. ... ... ... 2,756 3,032 2,781
Average interest rate duringyear . . .................. .. ... . .. 4.24% 3.44% 4.24%
Year-end interest rate (2) .. ................. ... .. .. ... ... 5.70 3.33 3.59

Commercial paper is issued by the Group generally in denominations of not less than $50,000, with
maturities of up to 365 days. Commercial paper is issued by ANTS and Abbey National North America
Corporation, a subsidiary of Abbey National.

Negotiable Certificates of Deposit

Year ended December 31,

1994 1993 1992
(in millions of £, except percentages)
Year-end balance .. ............ ... ... 5,519 4,523 4,864
Average balance (1) ............ ... ... .. .. ... ... . .. ... . .. 4,579 4,639 3,779
Maximum balance . . ........... ... ... .. .. ... . .. ... .. . 6,407 5,063 5,159
Average interest rate during year ... .............. ... .. .. ... . 4.94% 4.88% 7.59%
Year-end interest rate (2) . ................ . ... ... ... 6.02 4.55 6.17

(1) Average balances for 1994, 1993 and 1992 are based upon monthly data.

(2) Year-end interest rates are weighted averages calculated on amounts outstanding at the applicable year-
end.

Certificates of Deposit and Certain Time Deposits

The following table sets forth the maturities of the Group’s certificates of deposit and other large
wholesale time deposits from non-bank counterparties in excess of £50,000 (or the non-sterling equivalent of
£50,000) at December 31, 1994. A proportion of the Group’s retail time deposits also exceed £50,000 at any
given date; however, the ease of access and other terms of these accounts means that they may not have been
in excess of £50,000 throughout 1994. Furthermore, the customers may withdraw their funds on demand
upon payment of an interest penalty. For these reasons, no maturity analysis is presented for such deposits.
See “— Short-term Borrowings” above for information on amounts and maturities of claims under issues of
commercial paper.

In more In more
than three than six
Not more  months but  months but
than not more not more In more
three than six than than
months months one year one year  Total

(in millions of £)
Certificates of deposit:

UK. 4,376 838 191 97 5502

Non-UK. ... ... .. 17 — — — 17
Wholesale time deposits

UK. 1,863 182 51 _ 62,102
Total . ... 6,256 1,020 242 103 7,621

|
|
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Securities

The following table sets forth the book and market values of securities as at December 31 for each of the

three years indicated. Investment securities are valued at cost, adjusted for the amortisation of premiums or
discounts to redemption, less provision for any permanent diminution in value. For further information, see
Notes 21 and 22 to the Consolidated Financial Statements included elsewhere in this Listing Memorandum.

1994 1994 1993 1993 1992 1992
Book Market Book Market Book  Market
Value Value (1) Value Value (1) Value Value (1)

(in millions of £)

Investment securities (2)(3)
Debt securities:

British Government .. .................... ... 1,308 1,416 1,222 1,274 454 474
U.S. Treasury and other U.S. Government agencies and
(7023 o0} ¢ 1 10) 1L 3,486 3,419 2493 2643 1,504 1,518
Other public sector securities . .................. 5,346 5,430 3,350 3,537 1,619 1,769
Bank and building society certificates of deposit . . . . . . 180 181 127 127 79 78
Other issuers (4):
Floatingratenotes . ........................ 2,342 2,344 27784 2,861 1,597 1,591
Mortgage-backed securities ... ................ 4905 4,804 4,421 4542 3706 3,692
Other asset-backed securities . . ................ 2,675 2,653 2246 2,309 2455 2,446
Other..... ... . i 9,287 9,243 6,183 6,312 6,341 6,323
Shares of preferred and common stock . ........... 42 42 523 527 435 436
General provision against debt securities . . ......... 3) — — — — —
SubTotal .......... ... ... . 29,568 29,592 23,349 24,132 18,190 18,327

Other securities (5)
Debt securities:
British Government .. ........................ 340 .~ 340 222 222 520 520
U.S. Treasury and other U.S. Government agencies and

COTPOTAtiONS . . .o\ v v vttt it e 447 447 434 434 233 233
Bank and building society certificates of deposit. . . . . . 1,740 1,740 1,307 1,307 1,055 1,055
Otherissuers .. .............. . ..., 279 279 — — — —

SubTotal ........... ... ... ... .. ..., ... 2,806 2,806 1,963 1,963 1,808 1,808
Total ... 32,374 32,398 25312 26,095 19,998 20,135

M
@

®3)

4)
®)

There are hedges in place in respect of certain securities where the rise or fall in their market value will be offset by
a substantially equivalent reduction or increase in the value of the hedges.

Investment securities include government securities held as part of the Group’s treasury management portfolio for
asset/liability, liquidity and regulatory purposes and are for use on a continuing basis in the activities of the Group.
In addition, the Group holds as investment securities listed and unlisted corporate securities. As at December 31,
1994, most of the Group’s securities portfolio was held through ANTS. A substantial majority of ANTS’ securities
portfolio was rated AA~— or better (or the equivalent) by one or more rating organisations.

Abbey National has complied with the requirements of Statement of Financial Accounting Standard 115 on
Accounting for Certain Investments in Debt and Equity Securities as from January 1, 1994. Under this standard the
majority of investments classified as investment securities were reclassified as “available for sale” securities and
reported at fair value at December 31, 1994, with unrealised gains and losses reported in a separate component of
shareholders’ equity. Further details are provided in Note 47 to the Consolidated Financial Statements included
elsewhere in this Listing Memorandum.

As at December 31, 1994, in excess of 95% of exposure to other issuers constituted securities issued or guaranteed
by banks or other financial institutions.

Other securities comprise securities that are not held for investment and are carried at market value.
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A description of the characteristics of the securities held under each of the subcategories of investment
securities in the table above is provided below.

British Government Securities
The holdings of British government securities (“gilts”) are primarily at fixed rates. Abbey National’s
assets and liabilities are predominantly floating rate (as described under “Risk Management — Market
Risk” below) and floating rate is used as the benchmark for risk management. Fixed-rate investments
(including gilts) held for investment purposes are generally hedged into floating rate, on either an individual
or an aggregate basis within the overall management of the appropriate matched currency investment book.

U.S. Treasury and Other U.S. Government Agencies and Corporations

This category comprises mortgage-backed securities (“MBSs”) issued or guaranteed by the U.S. Gov-
ernment National Mortgage Association, the Federal National Mortgage Association and the Federal Home
Loan Mortgage Corporation (collectively, “Agency MBSs”).

The MBSs are predominantly adjustable rate securities. Any fixed-rate securities are hedged by instru-
ments of a short duration, generally on an aggregate basis within the fixed-rate dollar MBS investment
portfolio.

Specific risks from investing in dollar MBSs relate to embedded options within the securities including
prepayment options and periodic or absolute caps. Prepayment risk arises from uncertainty about the rate at
which early repayment will take place on the underlying mortgages on which these securitised assets are
based. The rate of prepayment is partly related to underlying demographic and economic conditions (for
example, the income level of mortgage holders) and partly to current market interest rates. These risks are
modelled using scenario analysis and option cover is arranged as appropriate. Specific limits have been
developed for prepayments along with the range of other risks; these risks are included within the set of
limits comprising the Treasurer’s Mandate (the framework for managing ANTS’ risks) as described more
fully under “Risk Management” below.

Other Public Sector Securities

This category comprises issues by governments other than the U.S. and U.K. governments, issues by
supranationals and issues by U.K. public sector bodies. These are a mixture of fixed-rate and floating rate
securities.

Bank and Building Society Certificates of Deposit

Bank and building society certificates of deposit held for investment purposes are fixed-rate securities
with relatively short maturities. These are managed within the overall position for the relevant currency
investment book.

Other Issuers: Floating Rate Notes
Floating rate notes have simple risk profiles and are either managed within the overall position for the
relevant currency investment book or are hedged into one of the main investment book currencies.
Other Issuers: Mortgage-backed Securities

This category comprises U.S. MBSs (other than Agency MBSs) and European (predominantly sterling)
MBSs. The non-Agency MBSs have similar characteristics to the Agency MBSs discussed above and are
managed along with the Agency MBSs for market risk purposes. European MBSs have prepayment risks but
few have cap features.

Other Issuers: Asset-backed Securities

This category comprises investment in a range of mostly floating rate asset-backed securities including
home equity loan, auto, dealer and credit card receivables. A number of the credit card receivables
incorporate cap features.
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Other Issuers: Other Securities

The following table sets forth the maturities and weighted average yields of investment securities at
December 31, 1994.

Maturing after Maturing after
Maturing within one but within five years but Maturing after
one year: five years: within ten years: ten years: Total

Amount Yield (1) Amount Yield (1) Amount Yield (1) Amount Yield (1) Amount Yield (1
(in millions of £, except percentages)

British Government. ... ..... . . . . . . 1 8.87% 773 7.55% 475 8.28% 59 8.45% 1,308 7.85%
U.S. Treasury and other U.S. Government

agencies and corporations (2) ... .. .. — — 213 719 10 6.38 3,263 549 3,486  5.60
Other public sector securities .. ... .. .. 240 9.87 4,250 9.48 827  10.66 29  11.10 5346  9.69
Bank and building society certificates of

deposit 3) .. ................ . 139 8.64 41  9.01 — —_ — — 180 8.72
Otherissuers (2) . ............... . 1,653 6.95 6,441  6.66 4,703 6.14 6,412 6.42 19,209 6.48
Sub-total ........ .. ... . ..., .. . 2,033 7.41 11,718  7.76 6,015 6.93 9,763 6.13 29,529  7.03
Shares of preferred and common stock 4) . 6 —_ — 36 42
Total book value before general provision. . 2,039 11,718 6,015 9,799 29,571
General provision against debt securities . . 3)
Total book value. . ............. .. . 29,568
Total market value . ........... . . .. 2,027 ) 11,541 5,860 10,164 29,592

(1) The weighted average yield for each range of maturities is calculated by dividing the annualised interest income prevailing at December 31, 1994
by the book value of securities held at that date.

(2) Included within U.S. Treasury and other U.S. Government agencies and corporations and other issuers are a number of asset-backed securities.
These securities are classified in the table according to their contractual maturity dates; however, redemption of these securities is expected on
average to take place between four and ten years from date of issue. As with the underlying assets, asset-backed securities involve prepayment
risks; however, the Group’s exposure to this type of risk is significantly reduced due to the high proportion of floating rate assets in this category.
A further explanation of the Group’s risk management and hedging strategy is set out under “Risk Management” below.

(3) Bank and building society certificates of deposit are freely negotiable and have original maturities of up to five years, but are typically held for
shorter periods.

(4)  Shares of preferred and common stock by their nature do not permit the calculation of yields which are meaningful in the same way as yields on
debt securities; accordingly, these are omitted,

The following table sets forth the book and market values of those securities of individual counterpar-
ties where the aggregate amount of those securities exceeded 10% of Abbey National’s shareholders’ equity
at December 31, 1994,

Book Value  Market Value
(in millions of £)

British Government ................. . 1,648 1,756
Republicof Italy (1) ................. .. .. IR I 3,265 3,408
Republic of Finland ... .......... ... ... [ T 611 583
Banco Santander SA. (2)........ ... 402 394

(1) A total of £1,899 million in book value (£1,927 million market value) is covered by contractual
agreements with highly rated banks which protect the Group against credit risk.

(2) These securities consist mainly of floating-rate notes and fixed-rate bonds.
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The only addition to the securities which exceeded 10% of Abbey National’s shareholders’ equity
during the period December 31, 1993 to December 31, 1994 was the addition of Banco Santander S.A. (with
a book value of £402 million and a market value of £394 million). In the same period, the book value of
securities of the Woolwich Building Society, Nationwide Building Society, Alliance and Leicester Building
Society, the Kingdom of Spain and ACP Treasury Limited fell below 10% of shareholders’ equity. For the
purposes of determining the above changes, shareholders’ equity amounted to £3,704 million at Decem-

ber 31, 1994.

Loans and Advances to Banks
Loans and advances to banks includes loans to banks and building societies and balances with central
banks (excluding those balances which can be withdrawn on demand).

The geographical analyses of loans and advances presented in the following table are based on the
location of the office from which the lendings are made.

Loans and Advances to Banks
Year ended December 31,
1994 1993 1992 1991 1990
(in millions of £)

UK o e 2,866 3,510 2,229 2,081 1,287
Non-UK. .. e 40 46 47 51 77
Total ... e 2,906 3,556 2,276 2,132 1,364

The following tables set forth loans and advances to banks by maturity and interest rate sensitivity at
December 31, 1994,

Maturity Analysis of Loans and Advances to Banks

In more than In more than
three months but one year but
Not more than not more than not more than  In more than
On demand  three months one year five years five years Total
(in millions of £)

UK ... . oL 315 2,257 119 — 175 2,866
Non-UK. .......... 9 31 — — — 40
Total ... ........... 324 2,288 119 — 175 2,906

Interest Rate Sensitivity of Loans and Advances to Banks

Fixed  Variable
rate rate Total

(in millions of £)
Interest bearing loans and advances to banks:

UK 2,400 288 2,688
Non-UK. .. 32 8 40
2432 296 2,728

Items in the course of collection (non-interest bearing) . ................ 178
dotal . e 2,906
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Loans and Advances to Customers

The Group provides lending facilities primarily to personal customers in the form of mortgages secured
on residential properties and a limited amount of consumer credit and also provides finance lease facilities
and certain limited lending facilities to corporate customers.

The geographical analyses of loans and advances presented in the following table are based on the
location of the office from which the lendings are made.

Loans and Advances to Customers

Year ended December 31,
1994 1993 1992 1991 1990
(in millions of £)

U.K.
Advances secured on residential properties . ....... 46,464 43,147 39,855 37,342 33,603
Other secured advances . ..................... 115 155 274 327 414
Corporate lending .......................... 554 641 791 108 —
Unsecured personal lending . .................. 448 309 268 315 239
Finance lease receivables ..................... 2,249 2,224 1,703 761 104
49,830 46,476 42,891 38,853 34,360

Non-U.K.

Advances secured on residential properties ........ 861 774 821 642 491
Other secured advances . ..................... 396 469 425 334 281
Unsecured lending . ... ...................... 7 — — — —
Finance lease receivables ..................... 29 29 34 28 —
1,293 1,272 1,280 1,004 772
Total ... 51,123 47,748 44,171 39,857 35,132

No single concentration of lendings, with the exception of advances secured on residential properties in
the United Kingdom, as disclosed above, accounts for more than 10% of Group lendings and no individual
country, other than the United Kingdom, accounts for more than 5% of total Group lendings.
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The following tables set forth loans and advances to customers by maturity and interest rate sensitivity
at December 31, 1994. In the maturity analysis, overdrafts are included in the “On demand” category.
Advances secured by residential properties are included in the maturity analysis at their stated maturity;
however, such advances may be repaid early and the average life of Abbey National’s mortgages is approxi-_

mately six years.

Maturity Analysis of Loans and Advances to Customers

In more In more
than three than one
Not more months but year but not
than three = not more more than In more than
On demand months than one year five years five years Total
(in millions of £)
UK.
Advances secured on
residential properties . . . . 2,865 94 263 1,689 41,553 46,464
Other secured advances. . . — S 1 8 106 115
Corporate lending . . ... .. — 9 — — 545 554
Unsecured personal
lending . ............. 17 55 145 231 — 448
Finance lease receivables . . —_ 2 47 528 1,672 2,249
Total UK. . ............... 2,882 160 456 2,456 43,876 49,830
Non-U.K.
Advances secured on
residential properties . . . . 192 12 29 172 456 861
Other secured advances. . . 162 7 15 87 125 396
Unsecured lending . ... .. — 5 — — 7
Finance lease receivables . . — 1 1 7 20 29
Total Non-UK. . ........... 354 22 50 266 601 1,293
Total . .......... ... ...... 3,236 182 506 2,722 44,477 51,123

Interest Rate Sensitivity of Loans and Advances to Customers
Fixed Variable

rate rate Total
(in millions of £)
U K 10,436 39,394 49,830
Non-UK. .. 870 423 1,293
Total Lo 11,306 39,817 51,123
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Analysis of Allowance for Lending Losses

The largest part of the Group’s allowance for lending losses relates to loans and advances secured on
residential property in the U.K. For such loans, the Group’s provisioning policy is in accordance with U.K.
industry best practice expressed in the British Bankers’ Association Statement of Recommended Practice on
Advances and is as follows:

Suspended interest — loans are deemed to be impaired or non-performing when they are 90 days
overdue. Interest continues to be debited to all impaired loans. The homogenous nature of the loans,
together with the size of the loan portfolio, permits a reasonably accurate estimate to be made of the amount
of this interest for which eventual recovery is doubtful. This amount is omitted from the profit and loss
account and placed in suspense. :

Specific allowance — a specific allowance is established for all impaired loans where it is likely that
some of the capital will not be repaid or recovered through enforcement of security. All loans over three
contractual payments in arrears are considered to be impaired and an assessment of the likelihood of
collecting the principal of these loans is made. This assessment is made using statistical techniques devel-
oped based on previous experience and on management judgment of future economic conditions. These
techniques estimate the propensity of loans to become repossessions and to result in losses.

General allowance — a general allowance is established to cover losses which are from experience
known to exist at the balance sheet date but which have not yet been identified as impaired. The general
allowance is determined by using management judgment given past loss experience, lending quality and
economic prospects.

Amounts charged off — losses are charged off when it becomes certain how much is not going to be
recovered either from repayment, from realising the security, or from claiming on the mortgage indemnity
guarantee insurance. This charge-off is made when the security has been realised, and since the values can
then be calculated with some certainty, the instances for further charge-offs or recoveries are minimal.

A similar provisioning policy is applied to other categories of loans and advances.

As a result of the charge-off policy, the allowances may be made a significant time in advance of the
related charge-off. This is particularly the case for the other secured advances category which consists largely
of loans secured on commercial properties. The complexity of the legal proceedings to take possession and
the depressed state of the commercial property markets in Europe mean that, although the likely losses have
been identified and appropriate allowances made on a case-by-case basis, few losses have yet been deter-
mined precisely and been charged off. New commercial lending has ceased in the United Kingdom and
France and no longer represents a significant portion of the Group’s business in Spain and, as a result of this
and the downturn in the commercial property market, the allowances as a percentage of loans and advances
in these categories increased significantly.
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Analysis of End of Year Allowance for Lending Losses
1994 1993 1992 1991 1990

(in millions of £, except percentages)

Specific
Advances secured on residential properties — U.K........... 104 152 146 67 23
Other secured advances — UK. ..................... .. 5 25 26 18 13
Unsecured personal lending — UK. .................... 26 28 30 31 20
Advances secured on residential properties — Non-UK. . ... .. 33 31 25 6 7
Other secured advances — Non-UK................... .. 119 110 32 2 2
Unsecured lending — Non-UK. . ................... ... 3 — —_ — —_
Total specific allowances . ...................... . ... .. 290 346 259 124 65
General
Advances secured on residential properties — UK........... 56 76 96 34 14
Other secured advances — UK. ..................... .. 1 1 1 1 1
Unsecured personal lending — UK. .................... 6 3 3 6 5
Advances secured on residential properties — Non-UK. . . . ... 3 9 10 10 6
Other secured advances — Non-U.K. .. .............. ... . 5 11 4 1 1
Total general allowances ............................. 71 100 114 52 27
Total-allowances ............ ... iviivunnunnnnnnn. 361 446 373 176 92
Ratios (per cent.)
Allowances at the year end as a percentage of year-end loans

and advances to customers
Advances secured on residential properties — U.K........... 034 053 061 027 011
Other secured advances — UK. ................... .. .. 522 1677 985 581 3.38
Unsecured personal lending — UK. ................ .. .. 7.14 1003 1231 11.75 10.46
Advances secured on residential properties — Non-UK. . . . . .. 418 517 426 249 2.65
Other secured advances — Non-UK..................... 31.31 2580 847 090 1.07
Unsecured lending — Non-UK. ................. .. .. .. 37.88 — — — —
Total loans and advances to customers N 074 098 088 045 026
Amounts charged off (net of recoveries) (1) ............... 034 030 020 0.15 0.03

(1) Total allowances and amounts charged off (net of recoveries) ratios are expressed as a percentage
of year-end loans and advances to customers excluding finance leases.
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Movements in the Allowance for Lending Losses

1994 1993 1992 1991 1990
(in millions of £)

Allowance at the beginning of the year ..., 446 373 176 92 36
Amounts charged off — net of recoveries
Advances secured on residential properties — U.K............ (101) (121) (58) (48) 4
Other secured advances — UK. ................. ... .. .. 19y — Hn @GO
Unsecured personal lending — UK. ................... .. a1 (15 (22) (1) (5)
(131) (136) (81) (60) (10)
Advances secured on residential properties — Non-UK. . . . . . .. any @ @ — —
Other secured advances — Non-UK. ... ........ ... .. ... 24y — — — —
Total amounts charged off ... .............. . . . . .. .. . (166) (137) (83) (60) (10)
Provisions charged against income
Advances secured on residential properties — UK............ 53 127 137 89 21
Other secured advances — UK. ............ ... ... ... . . 1 @ 10 6 8
Unsecured personal lending — UK. .................. .. . 10 13 21 27 16
62 139 168 122 45
Advances secured on residential properties — Non-UK. . . . ... . 12 11 19 4 (6)
Other secured advances — Non-UK.......... ... ..... .. . . 26 82 25 4 2
Unsecured lending — Non-UK. .............. ... ... . . 3 — — — —
41 93 44 8 (4)
Total provisions charged against income . ................ . . 103 232 212 130 41
Movement in general provisions ............... .. .. ... .. . (29) (14) 62 25 14
Exchange and other adjustments . ..................... .. .. 7 8) 6 (11) 11
Allowance at the end of the year. .. .............. ... .. . .. 361 446 373 176 92

Interest in Suspense

1994 1993 1992 1991 1990
(in millions of £)

Interest in suspense at the beginning of the year .. ......... ... . 150 134 68 12 4
Net interest suspended during the year. .. ............. ... ... 85 109 106 45 8

235 243 174 57 12
Interest written off ........ .. ... ... . ... . .. . ... ... ... (102) (89) (42) — —
Exchange and other adjustments ............... .. ... ... . 3 (4) 2 11 —
Interest in suspense at the end of the year ............. . .. .. . 136 150 134 68 12
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Potential Credit Risk Elements in Lendings

U.S. banks typically stop accruing interest when loans become overdue by 90 days or more, or when
recovery is doubtful. In accordance with the U.K. Statement of Recommended Practice on Advances, Abbey
National continues to charge interest for collection purposes to accounts whose recovery is in doubt, but the
interest is suspended as it accrues and is excluded from interest income in the income statement. This
suspension of interest continues until such time as its recovery is considered to be unlikely at which time the
advance is written off. While such practice does not affect net income in comparison with the practice
followed in the United States, it has the effect of increasing the reported level of potential credit risk
elements in lendings. The amount of this difference as at December 31, 1994 was £136 million. Other than
for the net interest suspended during the year, interest income in the income statement is the same as would
have been credited if all loans had been current in accordance with their original terms. The amount of this
difference for the year ended December 31, 1994 was £85 million.

The following table presents the potential credit risk elements in Group lendings. Additional categories
of disclosure are included, however, to record lendings where interest continues to be accrued and where
either interest is being suspended or specific provisions have been made. Normal U.S. banking practice
would be to place such lendings on non-accrual status. The amounts are stated before deductions of the
value of security held and the specific allowances provided or interest suspended.

The Group has no loans that constitute “troubled debt restructurings”.

Non-performing Lendings
1994 1993 1992 1991 1990

(in millions of £, except percentages)
Accruing lendings on which a proportion of interest
has been suspended and on which specific allowance
has been made:

UK e 614 921 1,456 775 207
Non-UK. ... ... 388 366 274 57 21
1,002 1,287 1,730 832 228

Accruing lendings 90 days overdue on which no
interest has been suspended and on which no
specific allowance has been made:
UK e 1,400 1,672 2,015 2,046 1,541
Non-UK. ... ... . 8 29 20 9 4

1,408 1,701 2,035 2,055 1,545

UK 2,014 2,593 3,471 2,821 1,748
Non-UK. ... .. . i 396 395 294 66 25

2,410 2,988 3,765 2,887 1,773

Allowances as a percentage of total non-performing
lendings: ....... ... ... 1498% 14.93% 991% 6.10%  5.19%
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Potential problem lendings

The large number of relatively homogeneous residential mortgage loans has enabled the Group to
develop statistical techniques to estimate capital and interest losses with reasonable accuracy.

These techniques are used to establish the amount of allowances for loan losses and interest suspen-
sions. In addition, Abbey National’s policy of initiating prompt contact with customers in arrears, together
with the nature of the security held, means that a significant proportion of non-performing loans will not
result in a loss to the Group.

The categories of non-performing lendings which are statistically most likely to result in losses are cases
from 6 months to 12 months in arrears and 12 months or more in arrears. Losses on cases for which the
property securing the loan has been taken into possession are evaluated on a case by case basis with the
amounts expected to be lost on realisation of the security being established with a high degree of certainty.
The following table sets forth the values for each of these categories included in the non-performing lendings
table above for each of the last five years.

1994 1993 1992 1991 1990

(in millions of £)

6 months to 12 months inarrears . ..................... ... .. 742 785 995 694 373
12 months or more in arrears . . ....................0.o.. ... 421 527 585 358 124
Properties in possession ... ............. ... ... ... . 243 398 631 579 208

Country Risk Exposure
The Group does not have any exposure to countries currently experiencing liquidity problems.

Cross Border Outstandings

The operations of Abbey National involve significant operations in non-local currencies. These cross
border outstandings are controlled through a well-developed system of country limits, which are frequently
reviewed to aveid concentrations of transfer, economic or political risks.

Cross border outstandings, which exclude finance provided within the Group, are based on the country
of domicile of the borrower or guarantor of ultimate risk and comprise loans and advances to customers and
banks, finance lease receivables, interest bearing investments and other monetary assets denominated in
currencies other than the borrower’s local currency, but exclude balances arising from off-balance sheet
financial instruments.

At December 31, 1994, the countries where cross border outstandings exceeded 1% of adjusted assets
(as defined below) were Finland, Germany, Italy and J apan and consisted substantially of balances with
banks and other financial institutions and governments and official institutions. In this context, adjusted
assets are total assets, as presented in the consolidated balance sheet, excluding long-term insurance fund
assets and balances arising from off-balance sheet financial instruments. On this basis, adjusted assets
amounted to £89.6 billion as at December 31, 1994 compared to £79.2 billion as at December 31, 1993 and
£68.5 billion as at December 31, 1992. Comparison between 1993 and 1992 is affected by the 13% apprecia-
tion of the yen against sterling.

The only addition to the aggregate cross border outstandings that exceeded 1% of adjusted assets
between December 31, 1993 and December 31, 1994 was the addition of outstandings with Germany which
represented £1.2 billion or 1.29% (represented solely by balances with banks and other financial institutions)
of adjusted assets.
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Cross Border Outstandings Exceeding 1% of Adjusted Assets (1)

As % Commercial,
of Banks and Governments industrial
adjusted other financial and official and other

assets Total institutions institutions private sector

(in millions of £, except percentages)

At December 31, 1994:

e E 1.32% 1,181 463 718 —

GEITHANY « .+ o e v v e et e e eee e 1.29 1,158 1,158 — —
TEALY o evvee e e e e 1.54 1,378 600 778 —

? JAPAN « et e 1.97 1,763 1,704 32 27

At December 31, 1993:

Finland .. v ovo e 1.61 1,278 554 724 —
FLANCE « « v v v e e e e ettt 1.86 1,475 1,457 18 —
TEALY ©ovee e e e e 1.35 1,069 593 476 _—
JAPAN et e 2.61 2,070 2,014 32 24
SWEAEI « v o e e e e 127 1,002 595 407 —
At December 31, 1992:
Finland . ..o et 1.21 827 606 221 —
France . . o oo v it e et e e e 1.48 1,014 980 34 —_
JAPAN ittt 327 2,243 2,122 23 98
SWEAEN .« v o e v et 1.30 945 628 317 —

(1) Adjusted assets are total assets, as presented in the consolidated balance sheet, excluding long-
term insurance fund assets and balances arising from off-balance sheet financial instruments.

Cross Border Outstandings Between 0.75% and 1% of Adjusted Assets
At December 31, 1994, Belgium, France, Sweden and Switzerland had aggregate cross border outstand-
ings between 0.75% and 1% of adjusted assets with aggregate outstandings of £3.3 billion.

At December 31, 1993, Germany and Hong Kong had aggregate outstandings of £1.4 billion. At
December 31, 1992, the aggregate outstandings in this category were £1.2 billion and related to Hong Kong
and Italy.
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RISK MANAGEMENT

Risk management at Abbey National focuses on three major risks — credit risk, market risk and
liquidity. Credit risk occurs mainly in Abbey National’s U.K. residential mortgage portfolio, and in ANTS.
Market risk mainly arises in ANTS as a result of investment, funding and hedging activities. Liquidity risk
arises mainly from the Group balance sheet although liquidity is managed on behalf of the Group by ANTS.

Management Structure '

Abbey National has a well developed structure for managing risk, which consists of a comprehensive set
of committees, the main ones being the Asset and Liabilities Committee (“ALCO”), which is charged with
the responsibility of monitoring and controlling the level of structural balance sheet risk in the Group, and
the Group Credit Committee, which monitors and reviews credit exposures and recommends Group credit
policies to ALCO for approval. Other key committees include the Treasury Credit Committee and the
Treasury Risk Committee, which are responsible for credit and market risk issues, respectively. The Treasury
Credit Committee and the Retail Credit Committee report to the Group Credit Committee. The credit and
market risk control functions of Continental Europe and certain offshore operations within the Treasury and
Offshore business are carried out locally within the framework of delegated authority adopted by each
operation, with credit risk being monitored by the Group Credit Committee. Risk issues arising from all of
these committees are reported to ALCO.

An ANTS Board Credit Committee was established in January 1995 and took over responsibility for
approving many ANTS’ credit transactions previously subject to approval by the Group Credit Committee.
The Treasury Credit Committee is authorised to approve a more limited range of credit transactions. At the
same time, the terms of reference of the Group Credit Committee were amended so that it now approves all
Group credit policies. These developments were intended to focus credit decision making and to streamline
the process within guidelines specified by the Group Credit Committee and ALCO.

Credit Risk

Abbey National’s systems for managing and monitoring the quality of its mortgage assets and other
personal and unsecured loans are described in “Business Description — U.K. Retail Banking — Credit
Risk” below. With respect to asset quality in ANTS, a clear set of credit mandates and policies has been
established by ALCO which is designed to ensure that a substantial majority of credit exposure is rated AA —
or better (or the equivalent) by one or more rating organisations. All transactions falling within these
mandates and policies are scrutinised by the Treasury Credit Department and the Treasury Credit Commit-
tee. Specific approval is required for all transactions which fall outside these mandates. ANFP operates
within ANTS’ overall mandates. The controls over, and risk assumed by, ANFP are closely monitored and
tight risk control limits are consistently applied. Analyses of credit exposures and credit risk trends are
provided in summary for the ANTS Board each month, and in detail each quarter. Large Exposures (as
defined by the Bank of England) are reported monthly internally and quarterly to the Bank of England.

Credit risk on derivative instruments is assessed by using scenario analysis to determine the potential
future mark-to-market exposure of the instruments at a 95% statistical confidence level and adding this
value to the current mark-to-market value. The resulting “loan equivalent” credit risk is then included
against credit limits along with other non-derivative exposures.

Market Risk

The principal aim of the Group’s market risk exposure management is to limit the adverse impact of
interest and other rate movements on profitability. In addition, it seeks to enhance interest earnings within
clearly defined parameters. In managing market risk, Abbey National’s philosophy is to ensure that the
business areas within the Group have sufficient expertise to manage the risks associated with their opera-
tions, and to devolve the responsibility for managing risk to them. Within this framework policies and
mandates are established and monitored by ALCO each month.

The Group Risk Department is responsible for ensuring that policies and mandates are established for
the Group as a whole. The department monitors Group interest rate positions and uses quantitative models
to forecast the potential balance sheet mismatches under a variety of interest rate scenarios. ALCO is
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responsible for managing Abbey National’s non interest bearing liabilities, primarily shareholders’ equity,
balgncing the need to maximise potential return with the management of the potential volatility of this
earnings stream. This is effected by use of both on-balance sheet assets and off-balance sheet instruments.

Managing Market Risk in UK. Retail Banking
The U.K. Retail Banking balance sheet is dominated on the asset side by variable rate mortgages and on
the liability side by variable rate retail deposits. The variable interest rates on both these-assets and liabilities
are set by Abbey National and are not directly linked to money market .ratfas,.’l"l.ns structur; has the
advantage that Abbey National is able to re-price separately both the _retall llapllltlgs .and varlabl'e'rate
mortgage assets, subject to competitive pressures. As a r.esult, Apbey Natnon_a.l bellev§s it is able to mitigate
the impact of interest rate movements on net interest income in U.K. Retail Banking.

New mortgages generally have a nominal life of 25 years, though in practice the average life is
approximately six years. As well as variable rate mortgages, Abbey National has also a significant volume of
fixed rate mortgages on which the rate is typically fixed for between two and five years. These loans then
revert to a variable rate, though the customers may opt to take up a subsequent fixed rate offer. Abbey
National has a policy of fully hedging its fixed rate product exposures. However, during the period of product
launches it is not possible to hedge exactly and limits on the maximum potential exposure are maintained

during that period.

Prepayment risk is reduced by a penalty charge for any early redemptions, even for the very short
duration offers where this risk is much less. Prepayment across the whole portfolio is also monitored and an
estimate of prepayment rates is incorporated in determining the hedging of the fixed rate portfolio.

Managing Market Risk in ANTS

As described under “Selected Statistical Information — Securities” above, ANTS organises its invest-
ment activities by means of matched currency investment books in a number of currencies. The matching
process is achieved either by (i) raising funding directly in the currency of assets or (ii) hedging assets or
liabilities into one of the main currencies, mainly through the use of currency swaps. Wherever possible,
ANTS avoids the risks associated with movements in market prices such as interest rates or exchange rates.
However, given the Group’s involvement in a range of financial activities, a level of trading risk is inevitable.
For example, it is rare for hedging to produce exact cover. Abbey National has developed and implemented
structures and systems to manage this trading risk exposure.

The ANTS Board has established the maximum level of market risk that may be taken, referred to as
the “Treasurer’s Mandate”. The Treasurer’s Mandate is endorsed by ALCO. The level of risk is regularly
monitored against the Treasurer’s Mandate and ANTS operates consistently within the approved limits. The
overall limit is based on the total loss that could occur overnight under adverse market movements and there
are also a number of sublimits for interest rate risk. These adverse movements are derived from an analysis
of historic data using a range of statistical techniques.

Currently approved limits of overnight risk at a 95% confidence level are £8 million for interest rate risk
and £20 million for total market risk, which together relate to exposure to changes in absolute interest rate
levels, the shape of the yield curve, foreign exchange rates, interest rate volatility, mortgage prepayment
rates, cash/futures basis levels and asset spread levels. Exposures to foreign exchange rate movements are
small and exposures to other types of market risk, including equity and commodity risks, are not material.
Limits are allocated to individual books and positions are monitored against such limits. A comprehensive
set of reports is produced on both a daily and a weekly basis to monitor the risk position. Specific limits have
been set for ANFP within the overall ANTS limits, and these are monitored and reported daily. These limits
are similar to those operated within Treasury and Offshore as a whole.

. Utilisation against the defined limits is assessed either by performing scenario analysis on the underly-
Ing positions or by using theoretical models to assess the sensitivity of the position to changes in the
underlying variables.
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Liquidity Risk

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 monitor-
ing process. Abbey National monitors closely the level of wholesale and retail funding in the business,
particularly the maturity profile of wholesale funding and the diversity of credit lines available to the Group.
Abbey National’s liquidity policy is based in part on the Bank of England consultative document issued in
1988 (but not subsequently implemented) in respect of having a certain ratio of “High Quality Liquid” assets
to liabilities of up to eight days’ maturity. As part of this policy a key concern is the value of retail deposits
which could be withdrawn on demand. The potential outflows of these funds are modelled using various
scenarios in evaluating the prudent level of liquidity to be held. Abbey National reports to the Bank of
England on its liquidity position on a monthly basis.

The Bank of England has recently implemented a new High Quality Liquidity policy. Abbey National
has continued to maintain its High Quality Liquidity portfolio at a prudent level and will conform with the
new Bank of England policies.

Impact of Repricing Risks on the Group

The interest rate repricing gap information set forth in the table below is as at December 31, 1994 and
gives an estimate of the repricing profile of the Group’s assets, liabilities and off-balance sheet exposures.
However, the positions shown reflect both the repricing behavior of the administered rates on mortgage and
savings products (over which Abbey National has some control as discussed in the review on interest rate
sensitivity above) and contracted wholesale and off-balance sheet positions (which are determined by
market rates). The table therefore does not purport to measure market risk exposure.




Interest Rate Repricing Gap
In more In more In more
than three than six than one
Not more months but months but not year but not In more Non-interest
than three not more more than more than  than five bearing
months  than six months twelve months five years years amounts Total
(in millions of £)
Assets
Treasury and other eligible bills . 17 237 178 — — — 432
Loans and advances to
banks (1). .. .. ......... 2,609 111 8 — — 178 2,906
Loans and advances to
CUStOMErS . . . .. ... .. ... 39,079 156 1,187 6,983 1,079 — 48,484
Net investment in finance leases 100 1,135 164 814 65 — 2,278
Securities and investments . . . . 17,455 1,303 1,498 8,814 3,262 42 32,374
Otherassets. . .. ......... — = = — — 3,753 3,753
Total assets (2) . ....... 59,260 2,942 3,035 16,611 4,406 3,973 90,227
Liabilities
Deposits by banks (1). ... ... 14,719 2,053 664 147 —_ 243 17,826
Customer accounts . ... .... 34,418 283 179 3,176 _ — 38,056
{ Debt securities in issue . . . . .. 9,414 3,122 1,815 5,925 3,137 —_ 23,413
Subordinated liabilities . . . . . . 478 128 — — 914 _— 1,520
Other habilities 3) ... ..... — — — — — 5,708 5,708
Shareholders’ equity. . . . .. .. — - — — 3,704 3,704
Total liabilities (2) . . . . . . 59,029 5,586 2,658 9,248 4,051 9,655 90,227
Off-balance sheet items . ... . 1,439 559 1,332 (5,546) 1,686 530 —
Interest rate repricing gap . . . . 1,670 (2,085) 1,709 1,817 2,041 (5,152) —

(1) Non-interest bearing items within loans and advances to banks, and deposits by banks, relate to items in the course of collection
and items in the course of transmission, respectively. These are short-term receipts and payments within the U.K. retail banking
clearing system.

(2) Total assets and liabilities exclude the assets and liabilities of the long term insurance funds, both of which amount to £4,092
million. These amounts are not relevant in considering the interest rate risk management of the Group.

(3)  Other liabilities include £402 million relating to creditors for the purchase of securities as at December 31, 1994. This balance may
fluctuate in the short term depending on the level of purchases and sales of securities.

The above table gives an indication of the sensitivity of the Group’s earnings as at December 31, 1994 to
changes in interest rates. Negative gaps are liability sensitive and indicate a benefit if interest rates decline. A
positive gap is asset sensitive and indicates a benefit if interest rates increase.

The risk management stance of the Group is broadly neutral, with the sensitivity profile as at Decem-
ber 31, 1994 attributable to the structural balance sheet risks arising from the management of the Group’s
capital.

The sensitivity to exchange rate movements as at December 31, 1994 was not significant.

Hedging Activity
A significant part of Abbey National’s exposures can be hedged internally by offset against other
categories of exposure in the balance sheet. See “Derivatives — Hedging Activity” below.
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DERIVATIVES

Derivatives are used in two distinct ways by the Abbey National Group. The first is as hedging
instruments for activities in U.K. Retail Banking and Treasury and Offshore and for the Group’s balance
sheet. The second is in the market-making activity undertaken within ANFP.

Derivative instruments are contracts or agreements whose value is derived from one or more underlying
indices inherent in the contract or agreement. They include interest rate and cross-currency swaps, forward
rate agreements, futures, options and swaptions.

Details of the nominal and risk weighted amounts of derivatives (as defined for purposes of the
preparation of the U.K. statutory accounts) are set forth in Note 50 to the Consolidated Financial State-
ments included elsewhere in this Listing Memorandum. -

The total nominal amount of the Group’s outstanding interest rate contracts as at December 31, 1994
was £77,129 million (which includes £31,365 million in respect of ANFP) compared to £37,464 million
(which includes £5,501 million in respect of ANFP) as at December 31, 1993 and £18,701 million as at
December 31, 1992. The total nominal amount of the Group’s outstanding exchange rate related contracts
was £11,681 million as at December 31, 1994 compared to £15,537 million as at December 31, 1993 and
£10,504 million as at December 31, 1992. The total for 1994 includes £486 million in respect of ANFP
(compared to £25 million in 1993). Following a review of the classification of off-balance sheet contracts,
amounts for 1993 have been restated to reflect the reclassification of certain contracts between the exchange
rate and interest rate categories. The reclassification relates to exchange-traded contracts on foreign
government bond futures, which for any one transaction may provide a hedge against either interest rate or
exchange rate movements. As described under “Risk Management — Market Risk — Managing Market
Risk in ANTS” above, ANTS organises its investment activities by means of matched currency investment
books in a number of currencies. Hedging of assets or liabilities against exchange rate movements is achieved
mainly through the use of currency swaps. Since the main purpose for the usage of bond futures contracts is
to protect against interest rate movements, management believes that these contracts are more appropri-
ately classified as interest rate related instruments. '

Hedging Activity

Derivative products are used for a variety of hedging purposes in Abbey National. The major hedging
instruments are swaps, which are used to hedge Group balance sheet exposures, fixed-rate mortgage lending
and savings products in U.K. Retail Banking, Continental Europe and Treasury and Offshore as well as
medium-term note issues, capital issues, fixed-rate asset purchase and other exposures to fixed interest rates
and exchange rates within Treasury and Offshore. Caps, floors, swaptions and exchange traded options and
futures also may be used for similar hedging activities.

As discussed under “Risk Management” above, a significant part of Abbey National’s exposures can be
hedged internally, by offset against other categories of exposure in the balance sheet. As described in
“Selected Statistical Information — Securities” and “Risk Management — Market Risk” above, market risk
management in ANTS may be undertaken either on the basis of assets and liabilities on a one-for-one basis
or on an aggregate basis within one of the currency matched investment books, in which case hedging is
arranged on the net or aggregated position on the book for the currency concerned. The following table sets
forth certain activities undertaken by the Group, the related risks associated with such activities and provides
details of the types of derivatives used in managing such risks.
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Activity
Management of the return on
investment of shareholders’
equity and net non-interest
bearing liabilities.

Fixed-rate mortgage lending.

Management of other net
interest income on retail
activities.

Fixed-rate funding (e.g.
medium-term note issuance).

Fixed-rate asset investments.

Investment in foreign currency
assets.

Profits earned in foreign
currencies.

Investment in assets with
embedded options.

Investment/issuance of bonds
with put/call features.

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

Risk
Reduced profitability due to
falls in interest rates.

Sensitivity to increase in interest
rates.

Sensitivity of returns to changes
in interest rates.

Sensitivity to falls in interest
rates.

Sensitivity to increase in interest
rates.

Sensitivity to increase in foreign
exchange rates.

Sensitivity to sterling
strengthening,

Sensitivity to changes in
underlying rate and rate
volatility.

Sensitivity to changes in rates
causing option exercise.

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

Type of Hedge

Receive fixed interest rate
swaps. Purchased floors.

Pay fixed interest rate swaps.
Purchased caps.

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

Receive fixed interest rate
swaps.

Pay fixed interest rate swaps.

Cross-currency swaps. Foreign
currency funding.

Forward foreign exchange
contracts. Purchased options.

Interest rate swaps. Caps/floors.
Matched swaps with embedded
options.

Swaptions.

Hedges are arranged at the time
of any transaction if there is
exposure to rate movements.

Derivative products which are combinations of more 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, for example medium-term note issues based on equity
indices or a multiple of an underlying floating market rate. In such cases the derivative used will be designed
to match exactly the risks of the underlying asset or liability. Exposure to market risk on such contracts is
therefore fully hedged. Credit risk on these contracts is monitored within tightly defined risk limits on the
basis of the contractual terms of the instruments, rather than the face or contract amount.

All exchange-traded instruments are subject to cash requirements under the standard margin arrange-
ments applied by the individual exchanges. Other derivative contracts are not subject to these cash
requirements.

The interest rate, foreign exchange and volatility risks arising from the use of derivative instruments are
captured within defined risk limits, along with the risks of the products which such instruments are intended
to hedge. The authorisation of risk limits and risk reporting standards are described more fully in “Risk
Management” above.

Derivative products used for hedging of accruals accounted portfolios are accounted for on an accruals
basis consistent with the underlying products. Likewise, derivative instruments included in mark-to-market
accounted portfolios are also marked-to-market.

Market-making Within ANFP

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. ANFP has established clear guidelines for staff to ensure that end-users are
aware of the potential risk of entering into complex derivative transactions. ANFP also uses these products,
together with exchange-traded options and futures, for hedging purposes.




A comprehensive limit structure has been established for ANFP which includes exposures to interest
rates, yield curve shape, volatility and spreads. In addition to the normal limits, additional limits covering
sensitivity to large changes in the underlying variables have been imposed. Separate limits for ANFP are
allocated from within the Treasury and Offshore limits. Substantially no foreign exchange risk is currently
run within ANFP, other than that accruing through profits earned in currencies other than sterling. Direct
interest rate exposure is also kept low, 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
exposures arising in ANFP are combined with those arising in Treasury and Offshore for reporting against
overall Group limits.

The overall management and control policy framework at ANFP is consistent with the Group of 30
recommendations regarding derivatives.

All ANFP positions are accounted for on a daily mark-to-market basis.

These arrangements continue in force following the termination of the joint initiative with Barings
discussed in “Business Description — Treasury and Offshore — Abbey National Financial Products” below.

Derivative Instrument Activity

The following table sets forth the nominal amounts of derivatives held for asset and liability manage-
ment and market-making purposes as at December 31, 1994, 1993 and 1992 and the net replacement cost
and credit risk weighted amounts of derivatives as at December 31, 1994,

At December 31, 1994 1993 1992
Net Credit Risk
Nominal Replacement Weighted Nominal Nominal
Amounts (1) Cost (2) Amounts (3) Amounts (4) Amounts

(in millions of £)

Exchange rate related instruments
Held for asset and liability

management purposes . . . ......... 11,195 447 199 15,512 10,504
Held for market-making purposes . . .. 486 13 8 25 —
11,681 460 207 15,537 10,504

Interest rate related instruments
Held for asset and liability

management purposes . . . ......... 45,764 597 215 31,963 18,701
Held for market-making purposes . . .. 31,365 336 110 5,501 —
77,129 933 325 37,464 18,701

(1) Nominal amounts indicate the volume of business outstanding at balance sheet date and do not
represent amounts at risk.

(2) Represents replacement cost of contracts with a positive value. In respect of those contracts used as
hedges, the rise or fall in their market values will be offset by a substantially equivalent reduction or
increase in the value of the asset or liability being hedged.

3) The credit risk weighted amounts have been calculated in accordance with the Bank of En land’s
g g
guidelines implementing the guidelines of the Basle Committee on capital adequacy.

(4) Following a review of the classification of off-balance sheet contracts, the 1993 amounts have been
restated to reflect the reclassification of certain contracts from the exchange rate to the interest rate
category.
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End-user Swap Activity
The tables below set forth, by contract amount, the activity in end-user interest rate and cross-currency

swaps used for hedging purposes.

Interest Rate Swaps

1994 1993 1992
(in millions of £)
AtJanuary 1. . oo 28,033 17,336 7,611
New contracts (1) . ..o o i 24,508 28,241 14,317
Matured and amortised contracts . .. .............. S (16,150) (16,253) (5,707)
Terminated CONLIACES . . . .ot i i e (3,601) (1,423) (915)
Effect of foreign exchange rate and other movements . .............. (392) 132 2,030
At December 31 .. ... 32,398 28,033 17,336

(1) Includes £281 million of interest rate swaps acquired with HMC Group PLC in 1994.

Cross-currency Swaps

1994 1993 1992
(in millions of £)
AtJanuary 1 ... 7,826 6,481 3,593
NEW CONTIACES .« o v v vttt et e e e e e e e e e e e e e et e e e 6,677 7,214 5,897
Matured and amortised contracts . ............... .o (5,433) (6,127) (3,203)
Terminated cOntracts . .......... . (553) (146) (244)
Effect of foreign exchange rate and other movements. .. ............... (45) 404 438
At December 31. . ... .. o 8472 7,826 6,481
Total Interest Rate and Cross-currency Swaps
1994 1993 1992
(in millions of £)
Atdanuary 1. ... . . 35,859 23,817 11,204
New contracts (1) . ... .ot e i 31,185 35,455 20,214
Matured and amortised contracts . .. ......... .. ... . L. (21,583) (22,380) (8,910)
Terminated contracts . .. ... .. (4,154) (1,569) (1,159)
Effect of foreign exchange rate and other movements . .............. (437) 536 2,468
At December 31 .. ... i e 40,870 35,859 23,817

(1) Includes £281 million of interest rate swaps acquired with HMC Group PLC in 1994.

The impact on the income statement attributable to end-user derivative activities for the year ended
December 31, 1994 was a £67 million increase in interest receivable and a £282 million increase in interest
payable. The figures should not be analysed in isolation since there will be compensating movements in the
underlying positions against which the hedges were taken. ANFP contributed £21 million to the dealing
profits of the Group. For the year ended December 31, 1994, the mark-to-market position of the market
making portfolio was represented by unrealised gains of £349 million and unrealised losses of £295 million.
During the year, the average net mark-to-market value of dealing derivatives amounted to £96 million.
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The Group uses interest rate swaps and cross-currency swaps predominantly for hedging fixed-rate
assets and liabilities effectively into floating rate. For interest rate swaps and cross-currency swaps used for
these purposes, the weighted average pay fixed rates and weighted average receive fixed rates by maturity

and contract amount as at December 31, 1994 were as follows:

Pay fixed Receive fixed
Contract Contract
amount Rate amount Rate

(£ millions) (%) (£ millions) (%)
Contracts maturing: (1)

Lessthan 1year ............. ..., 3,946  6.60 4,097 5.96
Tto3years ... e 6,302  7.34 3,996 5.74
30 S YeAIS L. 5553 7.85 2,334 6.21
OVer SYEars ... vttt e e 1,644 9.09 3,623 7.15
Total ... e 17,445 14,050

(1) For the purpose of this analysis, the maturity date has been taken to be the date when the swap contract
expires.

(2) The total pay fixed contract amount comprises £15,448 million in respect of interest rate swaps and
£1,997 million in respect of cross-currency swaps. The total receive fixed contract amount comprises
£11,264 million in respect of interest rate swaps and £2,786 million in respect of cross-currency swaps.

For interest rate swaps and cross-currency swaps used for hedging purposes, the weighted average pay
variable rate and the weighted average receive variable rate by maturity and contract amount as at Decem-
ber 31, 1994 were as follows:

Pay variable Receive variable
Contract Contract
amount Rate amount Rate

(£ millions) (%) (£ millions) (%)
Contracts maturing: (1)

Tessthan 1year ........ ... ... . .. 7,221 6.24 6,976 592
110 3 years . . e 7,658 6.24 10,032 6.31
3toSyears. ... 3,472 6.63 6,808  6.87
OVEr SYBAIS . oottt i e et e 4,835  6.84 3,004  6.89
Total . ..o 23,186 26,820

(1) For the purpose of this analysis, the maturity date has been taken to be the date when the swap contract
expires.

(2) The total pay variable contract amount comprises £16,817 million in respect of interest rate swaps and
£6,369 million in respect of cross-currency swaps. The total receive variable contract amount comprises
£21,134 million in respect of interest rate swaps and £5,686 million in respect of cross-currency swaps.

A difference arises when comparing nominal contract assets and nominal contract liabilities. Whereas
with single currency swaps one would expect equal and opposite nominal balances on either side of the swap
leg, this is not necessarily the case with cross-currency swaps. At contract date sterling equivalent nominal
amounts should be equal and opposite, however, subsequent exchange rate movements will result in
divergence in the nominal amounts. This exchange rate divergence explains the difference between nominal
contract asset balances and nominal contract liability balances.

The weighted average interest rates presented in the tables above reflect interest rates in a range of
currencies. These rates should not be analysed in isolation from the rates on the underlying instruments. The
effect of hedges has been included in the average interest rates presented in the average balance sheet set
forth above.
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The contract amount of each type of end-user contract (excluding cross-currency swaps and interest
rate swaps which are included in the swaps detailed above) as at December 31, 1994 are set forth by currency
in the table below. All hedging contracts mature during 1995.

Contract type by contract amount

Forward Foreign Forward Rate  Options Futures

Exchange Agreements (0TC) (Exchange-Traded)
(in millions of £)
Sterling .« v v — 640 170 896
US.Dollars. . .o oo e 2,282 1,071 866 7,334
European Currency Units . ............... — 94 — —
Swiss Francs. . . ..o v v v i it e e 64 — — —
Canadian Dollars . . .................... 206 — — —
Deutschemarks. . . ...... ... ..., 73 153 2 12
French Francs .. .......... ... 2 —_— - 178
Spanish Pesetas . .......... ... .. ... ..., .47 15 — —
Netherlands Guilders .. ................. 10 —_ — —
Australian Dollars . .................... 19 — —_— —
Italian Lire ... . cv i vn i e = — 1,955 =
Total . ..o e 2,703 1,973 2,993 8,420

The total OTC options contracts amount to £20 million in respect of exchange rate related instruments
and £2,973 million in respect of interest rate related instruments.

Gains and losses arising from the hedging of investment transactions are released to the profit and loss
account over the life of the asset, liability or position against which the hedge is held. Gains and losses arising
from the hedging of assets which are not held for the purpose of investment are taken directly to the profit
and loss account. Where a transaction originally entered into as a hedge no longer represents a hedge, its
value is restated and any change in value is taken to the profit and loss account. Gains and losses on
instruments purchased or sold for trading and market-making purposes are taken directly to the profit and
loss account. Any such transactions outstanding at the balance sheet date are stated at market value.

As at December 31, 1994, deferred gains and losses being fully released within one year and relating to
terminated hedging contracts were gains of £35 million (1993: £4 million; 1992: zero) and losses of £69 mil-
lion (1993: £21 million; 1992: £10 million). As at December 31, 1994, deferred losses of £2 million and
deferred gains of £6 million were being released over a period greater than one year (1993: losses of
£1 million and gains of zero; 1992: losses of zero and gains of zero).
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BUSINESS DESCRIPTION

General

Abbey National and its subsidiaries constitute a major financial services group in the United Kingdom.
With total assets of £103.8 billion and income before taxes of £483 million as at and for the six months ended
June 30, 1995, the Abbey National Group currently ranks as the fifth largest banking group based in the
United Kingdom in terms of total assets. The Group’s income before taxes was £932 million for the year
ended December 31, 1994

The Group has three principal interdependent businesses: U.K. Retail Banking, Life Insurance Opera-
tions and Treasury and Offshore. Abbey National’s U.K. Retail Banking is focused on the personal sector
and is a major provider of residential mortgages and liquid savings products in the United Kingdom,
primarily through its national network of 677 branches at June 30, 1995. As at June 30, 1995, Abbey National
had a U.K. retail funding base of £37.2 billion in over 12.6 million deposit and checking accounts and total
U.K. residential mortgage loan assets of £46.7 billion represented by approximately 1.2 million mortgage
account relationships. Life Insurance Operations are conducted through Abbey National Life and Scottish
Mutual, each of which sells a range of life insurance, pension and long-term savings and investment products.
Treasury and Offshore, which primarily consists of ANTS, an authorised U.K. banking institution, manages
the Group’s liquidity needs and provides the Group with wholesale funding and risk management services.
Treasury and Offshore also includes ANFP and the Group’s Jersey and Gibraltar businesses. The Group’s
other business segments are Continental Europe (consisting primarily of the Group’s retail banking busi-
nesses in France, Spain and Italy), Consumer Credit and Other Operations.

Results of the Group’s principal business segments, and a discussion of certain changes in the presenta-
tion of such results, are contained in “Management’s Discussion and Analysis of Financial Condition and
Results of Operations — Results of Operations of the Group by Principal Business Segment” below.

Summary History of Abbey National

The Abbey National Building Society was formed in 1944 following the merger of the Abbey
Road Building Society and the National Building Society. In the years following the merger, Abbey National
Building Society (the “Society”) was focused on the UK. residential mortgage and savings market and
establishing a national branch network. In the 1980’s, the Society began to seek ways to diversify its activities,
including acquisition of a residential estate agency business and expansion into certain other European
countries.

Abbey National is a bank authorised by the Bank of England under the Banking Act 1987 (the “Banking
Act”). It was incorporated in England and Wales in September 1988, and is the successor company to which
the Society transferred its business under the provisions of the Building Societies Act 1986 (the “Building
Societies Act”). The transfer of the Society’s business became effective on July 12, 1989 and was part of the
conversion (the “Conversion”) of that business from a building society into a public limited company

regulated as a bank by the Bank of England.

The Conversion was undertaken principally because the Board of the Society believed that the U.K.
legislative and regulatory framework applicable to building societies limited the Society’s ability to compete
with other financial institutions. In particular, the Board believed that restrictions on access to capital, on the
type of lending and other financial services products permitted to be offered, and on the management of the
treasury function (including more limited access to wholesale funding markets) created disadvantages for
building societies and increased the risk that customers would use other types of financial institutions. Asa
result, the Board of the Society recommended conversion from a building society into a bank. In April 1989,
the Conversion was approved by a vote of both the Society’s savers and borrowers, after which the Building
Societies Commission confirmed the Conversion on June 6, 1989. As the final stage of the Conversion, the
shares of Abbey National were floated on the London Stock Exchange on July 12, 1989 and Abbey National

raised a net £965 million in equity capital through the issuance of new shares.

ANTS was established as part of the Conversion, and in 1992, Scottish Mutual was acquired at a cost of
£288 million. In 1993, Abbey National Life commenced business, ANFP was established as a branch of
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ANTS to provide risk management services in the currency and interest rate swap and option markets and
the residential estate agency business was sold. In 1994, Abbey National acquired HMC, a U.K. centralised
mortgage lender and in 1995, acquired FNFC, a consumer credit provider.

Strategy. The Abbey National Group’s strategy is to continue to focus on its three interdependent
businesses. Within U.K. Retail Banking, management is seeking to further improve Abbey National’s market
position in the U.K. personal financial services market, increasing its market share of the aggregate balances
of both mortgages and liquid savings. The Group also intends to continue to broaden its earnings base to
reduce dependence on traditional mortgage and savings activities. In addition, Abbey National is seeking,
over the long term, to strengthen its presence in the personal financial services markets of certain Continen-
tal European countries, particularly Spain, while managing the problem loans, now substantially provided
for, which had built up in its Continental Europe business during the economic recession of the early 1990s.
Through ANTS the Group also intends to establish branches or offices in major financial centres outside the
United Kingdom as part of ongoing efforts to diversify wholesale funding sources. In addition, from time to
time the Group may have under consideration the acquisition of businesses or assets with a view to
expanding or complementing its existing lines of businesses. The Group periodically receives proposals from
third parties, and may initiate discussions regarding such acquisitions.

Complementing these strategic goals are the Group’s objectives to maintain strong management of, and
control over, risks, to further improve efficiency and thus maintain a low cost:income ratio (as compared to
the U.K. clearing banks), to maintain a prudent capital base and to preserve and further enhance its strong
brand name in the markets in which the Group operates.

U.K. Retail Banking

U.K. Retail Banking is the Group’s largest business, with total assets of £49.1 billion and income before
taxes of £316 million as at and for the six months ended June 30, 1995, and income before taxes of £650
million for the year ended December 31, 1994. U.K. Retail Banking consists of the Retail Division, the
Operations Division and a number of central Group functions (such as personnel). The Retail Division
manages the Group’s retail branch network as well as the design, pricing, sales, marketing and distribution of
the Group’s retail products. These include residential mortgages, liquid savings products, personal cheque
accounts and life insurance policies underwritten by Life Insurance Operations. The Retail Division also
markets, as an agent of non-affiliated insurers, non-life insurance to individuals. The Operations Division
supports the Retail Division by providing both systems and administrative back office support for the Retail
Division’s U.K. residential mortgage lending (via 48 mortgage service centres), UK. checking account
services (via a central check handling centre and 18 banking centres) and sales of non-life insurance
products.

Distribution Network

The Retail Division distributes products primarily through the Group’s 676 retail branches, its 13
business development units, its direct marketing activities conducted through Abbey National Direct and its
approximately 1,285 automated teller machines (“ATMs”). In recent years the Group has modernised (and
in some cases resited) almost 92% of its retail branches, which has tripled the amount of selling space
available in branches over this period. Abbey National has a national branch network with a particular
strength in the southeast of England, and this network distributes the majority of products to Abbey
National’s customer base. In the first six months of 1995, approximately two-thirds of mortgage completions
were originated in Abbey National’s retail branches. Abbey National established its business development
units to directly service the U.K. mortgage intermediary market (which is composed of a wide range of
entities including financial advisers, mortgage brokers, life and other insurance companies and real estate
brokers who introduce mortgage customers to lenders). In 1994, mortgage intermediaries introduced
approximately one-third of Abbey National’s new mortgage originations. In November 1994, Abbey Na-
tional acquired HMC, one of the U.K.’s largest centralised mortgage lenders, which will continue to offer
HMC-branded mortgages to the intermediary market. Abbey National Direct has arranged mortgages and
ancillary products over the telephone since 1989 and in November 1994 Abbey National expanded this
operation by opening an additional telemarketing facility in Glasgow to provide life insurance and unsecured
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loans are offered in a comprehensive range of payment types, including repayment, interest only, endow-
ment, unit-linked endowment and pension. Repayment mortgages require both principal and interest to be
repaid in monthly installments over the life of the mortgage. Interest only mortgages require monthly
interest payments and the repayment of principal at the end of the mortgage term (which can be arranged via
endowment policies, personal equity plans, pension policies or by the sale of the property). An endowment
mortgage is an interest only mortgage in which one or more “endowment” policies (which require premium
payments and which are designed to provide a sum sufficient to repay the mortgage principal and perhaps
provide an additional lump sum to the borrower) are taken out by the borrower; monthly interest payments
are made to the mortgage provider and monthly endowment premiums are paid to the endowment policy
provider. Pension mortgages are also interest only mortgages; they involve periodic payments into pension
plans and are designed to enable repayment of the mortgage principal at maturity and perhaps provide an
additional lump sum to the borrower.

Abbey National’s mortgage loans are almost always secured by a first mortgage over property and are
typically arranged for a 25 year term, with no minimum term and a maximum term of 35 years. Abbey
National’s mortgage loans generally have an average life of approximately six years. Interest on mortgage
loans has in the past been charged predominately at floating rates, determined at the discretion of Abbey
National by reference to the general level of market interest rates and competitive forces in the UK.
mortgage market, rather than being tied to any particular index.

In recent years there has been an increase in the demand for fixed-rate mortgage products. Abbey
National’s fixed-rate products generally are designed so that prepayment during a fixed-rate term includes a
pre-payment charge. Fixed-rate mortgages comprised approximately 21% of Abbey National’s U.K. residen-
tial mortgage portfolio at December 31, 1994 and approximately 20% at June 30, 1995. The interest rate risk
on such mortgages is managed as part of the Group’s asset and liability management procedures. See “Risk
Management — Market Risk” above. In the second half of 1994 mortgages offering a discount to floating
rates became popular. The discount is typically for between one and five years and is influenced by the
amount of loan relative to the value of the property. After the discount period the loan reverts to the full
floating rate. If a borrower redeems the mortgage before a specified period has elapsed, usually three years,
then they must repay all or a proportion of the benefit arising from the discount.

Underwriting Criteria. Prior to granting a mortgage loan, Abbey National has the property valued,
based on Abbey National’s guidelines, by an approved and qualified surveyor who is often an employee of
Abbey National. All surveyors are required to be members of the relevant professional bodies and, as such,
to adhere to the applicable standards.

The amount of a mortgage to be extended to a customer is based on Abbey National’s “National
Lending Policy”, which was established to help control the quality of lending decisions made by U.K. Retail
Banking and to ensure that a thorough review of each customer’s financial history and commitments is
carried out. All advances are subject to a “basic advance” calculation. The basic advance value is 75% of the
lower of the valuation or the purchase price of the property. All loans in excess of this ratio require
additional security in the form of mortgage indemnity guarantee insurance, which is described below. The
maximum size of a mortgage is normally not more than 95% of the lower of the valuation or the purchase
price of the property, although for mortgages of up to £75,000 judged to be of low risk the limit may be
increased (but not above 100%). If the valuation or purchase price of the relevant property exceeds
£125,000, the maximum advance is 90%. Within the above limits, maximum advances for loans to borrowers
vary depending upon the type of mortgage taken out, the borrower’s circumstances, and the use for which
the loan is intended. In common with experience throughout the U.K. mortgage market, Abbey National has
a considerable number of customers who wish to provide the minimum permissible downpayment. Conse-
quently, a substantial portion of Abbey National’s new lending has a loan to value (“LTV”) ratio of between
90% and 95%.

Abbey National lends on many types of property but only after a thorough assessment. The mortgage
deed used by Abbey National to provide security is only applicable to U.K. properties. Abbey National can
provide mortgages for people wishing to purchase property outside the United Kingdom in one of two ways:
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where the property is a second home and the loan is secured on the main property which is held in the United
Kingdom; or where the Group operates a Continental European branch or subsidiary. A limited mortgage
service is offered to borrowers wishing to buy property in France, Spain, Italy, Portugal and Jersey. All
property must be permanent in construction. The age of a property is always taken into consideration, as
different valuation criteria apply depending on whether the property is new or old.

In England, Wales and Northern Ireland, property is either sold freehold or leasehold, while in Scotland
the substantial majority of property is held on feudal tenure. A property is “freehold” when the owner owns
the property and any associated land outright. In a “leasehold” property agreement, the freeholder owns the
land and formally grants permission, through a lease, for the tenant to occupy the land for an agreed period.
A lease is a legally binding contract between two parties (the freeholder and the tenant) which contains
conditions or covenants applying to both parties. A new lease is normally agreed for 99 or 999 years. Existing
leases on second hand properties are assigned to the new owners when they buy the property. Abbey
National normally accepts leases of 55 years minimum subject to a maximum mortgage term of 25 years. In
Scotland, feudal tenure means the property is effectively owned outright by the buyer subject to certain
conditions with regard to use, development and other matters.

Abbey National does not accept mobile homes, river boats, farms or farming areas or commercial
property as security for a mortgage. Semi-commercial property, however, where the property includes some
form of living accommodation which will be occupied by the borrower, is acceptable.

Credit Risk. Abbey National has a number of systems which enhance its ability to manage and monitor
the quality of its mortgage assets. Under applicable U.K. law, a mortgage borrower must be 18 years old.
Although there is no maximum age, a borrower whose mortgage will mature after retirement will need to
satisfy Abbey National that they will be able to maintain mortgage payments from retirement income. Group
policy permits no more than four persons to take out an Abbey National mortgage on the same property, and
the mortgage and property must be in the same names. Confirmation of income from employers is required
before a firm mortgage offer is made.

Abbey National calculates the maximum loan principal according to one of two “status multiplier”
methods, whichever is more advantageous to the borrower subject to consideration of the borrower’s other
commitments. Under the first method, the maximum loan amoun<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>