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Midland Group

FINANCIAL SUMMARY
1988 1987
£m £m
RESULTS FOR THE YEAR
Profit before exceptional item and taxation 693 L1
Profit/{loss) before taxation 693 {505)
Profiv/(loss) atributalbrle 412 (393)
Retentions/{deficit) 286 (483}
AT YEAR-END
. Total asscts 55,729 48,450
! Sharcholders’ lunds 3,039 2,586
Total capital resources 5,038 4,488
PER ORDINARY SHARE
Earnings/{loss) 75.1p (125.3)p
Dividend 23.0p 20.1p
Net asset value 553p 473p
RATIOS
Return on average cquity ~ hefore taxation 24.3% {23.3)%
: Return on average shareholders’ funds ~ profit attributable 15.0% (18.9)%
! Total equity/total agsets 5.7% 5.5%
‘ Dividend cover 3.3 times -

\ The annual report on Form 20-F which will be avaitable when filed with the Securities and Exchange
: Commission in the US, contains additional statistical information and analyses of the Group's financial
position and results of operations for 1988, Copies will be supplied on application to the secretary.

Midland Bank plc
FINANCIAL CALENDAR 1989

Dividend payments May and Qctober
Interest payments
' 7Y% Subordinated Unsecured Loan Stock 1983/93 30 June and 31 December
10%2% Subordinated Unsecured Loan Stock 1993/98 30 June and 31 December
14% Subordinated Unsecured Loan Stock 2002/07 31 May and 30 November
Half-yearly results announced August

Annual general meeting 27 April




CHAIRMAN'S STATEMENT

lam glad to report that the 1988 pre-
tix profit for the Group stands at
£693m, its highest ever level and 36%
above the comparable figure (ie before
tax and exceptional item) for 1987,
This result reflects a substantially
impro. ed contribution from almost all
oue businesses, The cxeellent results
from Midland Montagu are
particularly gratifying in the light of
the difficult conditions that have
prevailed in many capital markets.

These overall results have been
achieved after the creation of a further
£112m of provisions against loans to
developing countries (compared with
£111m last year). We believe that in
current circumstances these
provisions are adequate although
there are, of course, many
uncertainties.

1 am pleased to report that our
capital position continues to
strengthen. In relation to the
internationally agreed ‘convergence’
capital standards, Midland Group's
ratio of 11.8% compares well with
the internationally agreed minimum
of 8%. A revaluation of the Group’s
UK propes.es resulted in an addition
of £203m to the existing revaluation
surplus, bringing the total surplus for
the Group to £457m. Subject to
approval 1t the annual general
meeting, a two-for-five scrip issue is
proposed which will capitalise about
£220m of that surplus, Under the new

international capital standards this

will have the effect of further improving

the composition of our capital base.

Duzing the year progress was made
towards achieving a number of the
Group's objectives, The vost/income
ratio improved from 73.0% to 70.5%
and by a greater amount if we
eliminate the distorting impact of The
Thomas Cook Group, The return on
shareholders’ funds, after tax, reached
15%, a considerable improvement on
the levels achiceved in recent years.

In spite of the large increases in the
share capital in 1987 following the
rights issue and the subscription by
The Hongkong and Shanghai Banking
Corporation, eamnings per share at
75.1p were only marginally lower
than in 1986.

As a result of these overall
improvements, the board of directors
has been pleased to declare a second
interim dividend of 13.5p, taking the
total dividend for the year to 23.0p
per share, an increase of 14.4% over
last year's payment when the latter is
adjusted for the rights issuc.

The greatly improved profitability
of the Group is reflected in the
retained earnings of £286m which, at
11% of opening sharcholders’ funds,
provide the platform for continued
internally-generated growth.

A detailed explanation of the
Group's results can be found in the
Finaneial Review on pages 26 to 34,
The cnvironment in which we
operate
Over the past year we have operated
in an increasingly chatlenging
environment. In our traditionad

domestic markets, the forces of
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Chairman'’s statentent - continned

competition grew even fiercer.
Perhaps tha mest dramatic example
has been the move, led by the
building societies but followed by
ourselves and the other clearing banks,
to the payment of interest on current
accounts, But it was manifest in most
product lines - such as house
mortgages — and most customer
groupings - from the multinational
company to the corner shop - asa
large range of {inancial institutions
battled for market share. Naturally
this has meant pressure on masgins.

In the wholesale markets, the
continuing cffects of de-regulation
and the excess.. ¢ number of players
i particular markets have proved
chatlenging, while the perception of
widespread opportunities for mergers
and acquisitions has been a positive
factor.

Internationally, markets have been
volatile and particularly difficult za
forecast, The potential for large banks
and security houses to use their size
aggressively has been increasingly
demonstrated. In Eurape, all
businesses have had the task of
assessing how best to take advantage
of the coming single market, In Latin
America, progeess in solving domestic
cconomic problems and stabilising or
reducing “he debt overhang bas been
mixed at best.

Mowever, in one very important
respect, conditions have been better
than expected. Following the stock
market collapses in October 1987, and

Jargely as a result of concerted official

action, economic activity in the major
vountries has, far from faltering,
expanded strongly,

Looking ahiead, | cannot see the
conditions at home or abroad
becoming any less difficult or
demanding. Mase of the competiuve
forces seem likely to cominue
unabated and the economic climate
may well prove less benign, In the
UK, the anti-inflationary policies
which the authorities are committed
to pursuc ace hardly likely to succeed
without at least initial adverse effects
on the business climate.

Abrouad, the US twin deficits, whether
or however the US authorities
tackle them, are likely to have wide-
ranging effects on interest rates,
exchange rates and business activity
generally.

Tn 1988 our efforts were directed
towards putting Midland Group ina
strong position to tackle these
vacious chalienges in the time ahead.
The effort will be a continuing one as
it will take some time to put ourselves
where we want to be. But T am pleased
with the progress we have already made,
The cost base
T'he cost base is the most fundamental
issue for a large clearing bank with
delivery mechanisms - most notably
an extensive branch network - built up
under complecely different economic
and competitive circumstances.

It {s cructal for us to provide, deliver
and process our products and services
at a low comparative cost. Traditional

methods of cost-containment and

cost-reduction, however vigilantly
and single saindediy they are pursued,
are unilikely to be adequate to handle
a problem of the magnitude faced by
pMidland and its peer banks, We need
to alter radically the ways in which
we carry out ous business; this we 2re
engaged in doing,

In fast year's report T devoted
considerable space to the major thrust
we were making in information
technalogy (T). This has continued
in 1988 when we spent £315m on
numerous ways to rationalise
procedures, improve the efficiency of
support services and enhance the
quality of the services we give our
customers Examples will be found
later in thie repott.

Bur we have now gone further.
Building on the success already
derived from the better management
and control of IT we have taken a
pumber of important steps towards
centralisation and rationalisation of
operations as a whole. Group
Opetations was formed under the
leadership of main board director
Gene Lockhart und last spring
successfully put together the back
offices of all cur wholesale and capital
market businesses {then still carried
out in two separate sectors),

Towards the end of the year we
launched a far-reaching programme
aimed at nltimately taking the
processing out of our branches and
putting it in a dozen centres across
the country. We are starting with

cheque clearing and hope to have



40" of cheque volume processed in
these centres by the end of 1989,

We have now decided thes
responsibility for all the aperations
activities of UK Banking is to be
progressively assumed by Group
Operations. I am confident that these
moves will mean a substantal
reduction in our unit costs over the
next two to three years.

Serviag customers better

If a low cost production and delivery
mechanism is one essential prong of a
strategy for tackling over-competition
in commodity businesses,
differentiation of the product and
precise focus on the cusromer is the
other.

In reeail banking we have taken
considerably further the developmeni
of branded accounts which combine a
number of conventional banking
products designed to appeal to
particular, defined groups of people.
And we have continued the major
programme to convert our branches
into modern, effective sales outlets.

We have achieved substantial
success in reversing a decline in our
matket share of the middle corporate
market through a dedicated approach,
involving relatively few but well-
trained people, operating from 63
corporate banking centres across the
country, with an average of one
computer terminat per persor and
vir.ually no paper ac all, Jn personal
financial services we are net yet as far
advanced, btr we have made a good

stare and are Jooking to achieve

much-improved results in 1989,

In card services, whose production
and sales we have centralised,
probably the most important
development has been the Switch
point-of-sale debit card, develeped
with National Westminster Bank and
Royal Bank of Scotland, Here we have
followed a different approach from
our principal competitors, based on
detailed collaboration with the
retailers, The reaction of major
retailers has been very positive and
the speed of mstallation of Switch
terminals very gratifying,

In serving our large corporate,
banking and institutional clients we
have adopted an approach unique in
the UK, In the summer of 1988, we
combined our traditional commercial
and international banking activities
with cur investiment banking sector
to form, under the name ¢ { Midland
Montagu, a fully-integrated
wholesale banking sector, able to
meet all the needs of our large clients,
from treasury products, through
money transmission scrvices,
merchant banking and all forms of
short and medium-term financing, o
long-term export finance. Through
the development of the relationship
manager concept we alm to provide
coherent, efficient, imaginative and
fast services to all our large UK and
overseas clients,

In the securities markets we have
been encouraged by the improvement
of Greenwell Montagu Gilt-Edgeds
already strong position. While the UK

govarnment bond market is currently
declining and over-populated, we
intend to d-velop an internationsl
fixed interest capability from this and
a number of our overseas aperations.
Europe

Like others, no doubt, we have bzen
analysing the prospects in the run-up
to 1992 and beyond and developing
our strategy for Europe. The broad
outlines of this are now clear.

With the purchasc of a controlling
interest in Euromoebiliare in Ttaly

and the acquisition or absorption of 2
numb.r of HongkongBank’s
European branches, we believe we
now have a stronger pan-European
wholesale banking presence

than any other British bank. Our
policy, followed without exception
in each continental countey, is

for our operations to be deeply
embedded in the local markets:
staffed almost entirely by local
nationals, often locaily quoted with
local minerity shareholders and often
with their own distinctive names and
traditions, as, for example, in the eases
of Trinkaus & Burkhardt and
Euromeobiliare. We aim to coordinate
further, but not centralise, these
operations and in this way to provide
unrivalled merchant banking and
wholesale banking services across
Europe for our customers.

Relations with HongkongBank

Qur agreement with Hoagkonglank
has progressed well. Substantially

all of its continental European

subsidiaries and branches have

bt



v Poeit ke, rated mte the Midland
{iroup network, or hoseds a
comparable rauonalisation has taken
plae m Ama where we have shmmed
our own xetivaties m favour of
HonghongBank. In North America,
Midland Bank Canada was sold to
HongkongBank and amalgamated
into HongkougBank of Canada.

This geographical rationalisation
has, as aleeady indicated and as
fntended, enabled us to concentrate
on developiag onr presence in Europe
while, at the same time, offering us
the possibility, through joint business
refesrals, to gain over time many of
the advantages of a major global bank
without having to spread our financial
and managerial resources over too
wids ai area.

In 1989 we intend to develop our
relationships further through a
programme of cross-secondments
and mutual business referrals. In this
context 1 see John Brooks® membership
of both boards as very important.

He is itending to spend considerable
time in both centres and devote his
efforts to developing closer
relationships between the two Groups.
Developing countrics

In 1988, the progress of debt-
reschecaling countries was mixed.
Mexico and Ghile, amnng others,
made real progress, On the other
hand, there was  ¢clear deterioration
n Argentina,

During the summer of 1988 we saw
thie need to manage our exposure to

the rescheduling countries with

mure focus and we set up Developing
Conntres Division, The division's

« hjeetns es ave to reduce vur exposur:?
to these conntries and to convert
pavis of the loan portfolis, where
value is potentially more volatile and
at greater political risk, into more
readily marketable and collectable
assets. The problems faced vary
widely and require an equally varied
and individual response.

Board changes

"Tlhe past vear saw a number of changes
in our bpard of direcrors. Hervé de
Carmoy, who was director and chicef
executive of Global Banking, resigned
to become director and chief
executive of Sociéré Générale

de Belgique. [n the ten years he was
with us Hervd’s energy and flair
greatly improved our international
operations, especially in France and
Germany. The Group as a whole is
also indebted to him for the quality of
management he has helped provide
for us through far-sighted recruitment
and training. We are grateful 1o lum
for all his contributions and wish

him every success in his important
new role,

We also said goodbye to a number
of our non-executive directors: Sir
Trevor Holdsworth, now president of
the Confederation of British Industry;
Lan Moy Davison, following his
appontment as chaicman of Credit
Lyonnais’ subsidiary CL-Alexanders
Laing and Cruickshank Heldings; and
Kenneth Barker, upon his retirement

from the board of HongkoengBank.

My thanks go 1o themall for the
valuable service that cach gave to the
Group.

George 1 vudon. chief execunve of
Midland Mantagy, joined the board
during the year, as did Perer
Wrangham, a director of
HongkongBank. Sir Colin Marshall,
chief executive of British Airways, is
to join the board on 14 April.

On 14 February 1989, John Brocks
was appointed & non-executive
director of HongkongBank. At the
same time we announced that on 30
April he would be relinquishing his
exceutive duties at Midland though
remaining a run-cxecutive dicector.
We thank him for the enormous
contribution he has made to the
Group over 40 years; but it is not yet
time for a full appreciation of his
services since we are looking to him,
as a director of buth Groups, to play a
furtt . imporzant role for us in the
development of the stiategic
relationship between our Groups.
Major Group appointments
Joho Brooks is to be succeeded as
deputy proup chicf exccutive by Brian
Goldthorpe. Michael Fuller succeeds
Brian Goldthorpe as chief exccutive
of UK Banking; Rodney Baker-Bates
suceeeds Michael Fuller as deputy
chiel executive of UK Banking; and
lan Multen sueceeds Rodney
Baker-Bates as UK Corporate Banking
director. Gene Lockhart, chief
executive, Group Operations, lias
expanded responsibilities including

UK Cperations, Group Peoperty and



Group Corporate Planning, Healso
becomes deputy chairman of The
Thomas Cousk Group, Toalt of these
20 aur warm congratulations wnd
pood wishes,

Midland’s social responsibilities

So far I have discussed business and
organtsational issues, but 1do not
want to close withuut saying
something about how we see our
wider responsibilities. ! should like to
mention, in particular, three areas
where we are especially proud of what
we are doing,

First, Tam pleased ac the significant
role played by the Group in helping
the highly successful Wishing Well
Appeal for the redevelopment of
Great Ormond Street Hospital to
reach its £42m target one year ahead
of schedule. We helped this appeal in
aany wayss through our role as
banker to it, through secondments
and Group donations and through
countless individual money-raising
activities by our staff,

Secondly, we continued during the
past year to concentrate our
charitablc efforts on support for the
rebuilding of the inner cities,
particulaely through the
encouragement of smail business
and through helping unemployed and
disadvancaged young people.

We are active sponsors of numerous
inttiatives to these ends such as the
WNational Disabled Student Games,
the Natinnal Association of Boys’
Clubs' Fitness Scheme, and the

M srapolitan Police Five-awside Youth

Foatball Competiuon,

Thiedly, we have demonstrared our
commitment to do everything within
eur power to help iron out the
disparity in attitude and epportunity
existing between men and women,
both within Midland Group and in
the wider community,

['hree of our major sponsorships in
the past year were of the Midland
Bank guide to ‘ Women and Money';
the exhibrtion *Out of the Dolls
House’, a chronology of women’s
emancipation in the UK; and the
booklet ‘Dayeare Trust: a Parent’s
Guide to Survival’. We have taken a
widely-welcomed lead in plans to
establish ¢reches throughout the
country to facilitate the return to
work of those parents who have left
1o care for young children,

We are still not making the most of
the potential of the women we employ;
but there has been progress and we are
determined to do much more, We have
appointed an equal opportunities
direetor to ensure that the potential
of women in the Group is fully
realised, and that our recruitment and
subsequent treatment of people from
all sections of the communiry,
including ethnic minorities and the
disabled, aie even-handed. The
introduction during 1988 of improved
benefits and pension arrangements
for part-time staff was another step
towards complete consisteney of
treatment it staff members,

Seaff

OQur heartening progress during this

past vear has been achieved against a
background of remorseless change,
hoth within and without the
organisation, which has placed heavy
demands on all our staff, We have
carried out a number of initiatives to
help them with the challenges they
have faced. We are stepping up training
of all kinds, the spend on which is
planned to increase by over 40%0 and
will reach £30m Juring 1989,

We have sct in place a programme of
payment linked to performance for
all staff at management level,

But I know it has been a difficult
year for many of our staff and L am
grateful for the qualiey and
enthusiasm of the response that
everyone nas shown, The continued
need to ‘mprove our sharcholder
value in an increasingly competitive
environment is bound to mean that
1982 will be equally demanding, But 1
am confident the response will be
cqually positive, All of us are
heartened by growing signs of
improvement, not only in our
financial performance, but in the way
in which we are perceived by our
customers, our competitors, and by
the community as a whole.

In this way success co.n breed
suceess; and we intend that it will

continue 1o do o,

KA I “Un b,

Sir Kit McMahon

Chairan and group chief exceutive
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GROUP ACHIEVEMENTS
& DLVELOPMENTS

]

UK Banking
UK Banking earned significantly more
in 1988 than ju 1987 without any
increase in staff numbers. There were
many noteworthy developments,
among which the following may be
singled out.

= A national retail sales conference at
the Birmingham National Exhibition
Centre was held for the first time in
April 1988, as a vehicle to
communicate 2 new strategy direct to
over 2,500 front line staff in UK
Banking.

- A retail sales director was appointed
1o develop and coordinate the sales
activities carried out across the whole
of the UK network,

- Investment in training was sharply
stepped up with new courses giving
greater emphasis to selling skills and
to personal development, The LEAP
programme, a voluntary scheme of
self-instruction, was intreduced.
Participants are able to choose from a
wide variety of topics, ranging from
management and selling skills 1o
banking and finance knowledge. To
date, over 21,000 out of 43,000
employees of UK Banking have joined
the scheme.

= Over 20,600 employees have now
attended the twa day attitudinal
Putting Customers First programme.
Additionally, a grear deal of effort is
being placed on management training,

= As part of the push to demonstrate
that it is an active cqual opportunities
employer, the Bank is committed to

provide a widespread creche service,

H

and a number will be opened

during 1289, Anne Watts has been
appointed Group equal opportunities
direcrorn

The Midland Collection = a wardrobe
of integrated clothing — was
introduced for all staff throughout the
retail network in 1988, In 1989 this
will be extended to regional and area
staff, The collection has been an
unqualified success, appreciated by
staff and customers alike,

The network has been restructured by
simplifying reporting lines and
increasing delegated authoritics,
providing a better service for business
customers.

The branch refurbishment programme
has been continued, progressing well
on the way towards the target of 430
branches in the new retail image over
a 3-5 year period,

At the same time, the number of
branches open for lenger hours has
been extended to 160, There will be
300 such branches by June 1989.

1988 was the year in which computet-
isation was extended beyond its
traditional role of t-ansaction-
processing to tackle the mere complex
clerical functions and to press forward
towards the fully-automated office.
This process will be continued at an
accelerated pace in 1989,

Product branding

Midiand has chosen to distinguish its
name and its products from the
competition by a system of branding,
Groups of products which best meet

the needs of each market segment are
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Group achievemants & developments = contimed

packaged together in the expectation
that customers will associare
themselves with the product ranges.

Theee brands, each encompassing a
ditferent combination of servicus,
have be, 2 created with particular
retail customer profiles in mind,

The Orchard brund is intended for a
houscholder, married with young or
school-age children, whose salary is
paid regularly into an account,

Such customers normally try to
marage their mortgages and other
commitments carcfully, so thac the
accounts tarely go overdrawn.

Meridian is aimed at more mature
dividuals possessing quite
substantial means, Such customers
may be retired, with a grown-up and
independent family, They are likely to
be houseowners, probably with very
low mortgage commitments, and
will certainiy have widespread savings
and investments,

Vector users are likely to be
vounger, may be single or married,
but in any case are very conflident
abour their relationship with the
bank. They sec it as entirely normal
to overdraw their accounts,

A fourth brand, Credo, has been
designed for small businesses,

At the beginning of 1989 additional
features, in the form of multiservice
aceoutits, were launched under each
of the personal product brand names.
Orchard and Menidian are attractive
for people who rarely overdraw,
in that the accounts earry no charges

and pay highly competitive credit

i

interest rates, The Vector account
pays interest on credit balances and,
in addition, gives flexibility to
overdraw for a fia ;d monthly fee,

The Bank has also recently
introduced a new Visa card, Midland
Indigo, subsequent to becoming a full
member of the Visa International
payments system, The card is being
offered to the public as a component
of the Meridian and Vector
multiservice accounts, and alsv as a
stand-alone product.

Personal financial services

The introduction of a branding policy
has been accompanied by the
establishment of Midland Personal
Financial Services (MPFS). Based upon
an amalgamation of Midland Bank
Insurance Brokers, Midland Bank
Trust Company and Midland

Unit Trusts, this is a dedicated team
specialising in a range of personal
investment and insurance products
falling par:icularly under the Meridian
trand.

Midland Life, a joint venture with
Commercial Union in the provision of
pensions and life assurance, and the
increased range of unit trust
portfolios, have shown excellent
results in comparison with the
activities of competitor organisations,
Already Midland ranks among the
major providers of pensivns — 20,000
have been sold in the six months thar
Midland Life has been uperational.

MPESY muanter of operation,
relying on very close collaboration

with the stafl in the branches and

dependent upon themn for operational
support, helps to spread the sales
ethas 1eross the whole of the network,

In consequence of the Financial
Services Act, Midland Bank Insurance
Brokers was formed as an
independent intermediacy 1o provide
advice and sales secvice for non-
Midland praducts.

The medium-sized corporate market
Over the past two years, Midland has
changed fundamentally the way it
manages its relationships with
medium-sized companics in the UK.
Sixty-three corporate banking centres
have been esrablished to cover the
country and are staffed with personnel
trained to understand the needs of
this sector of the market.

They ate equipped with the latest
technology, to make possible a much
quicker analysis of, and response to,
lending propositions,

Mecetings between relatienship
managers and their clients occur
regularly, and usually at the office of
the client, The companies benefit
from specialist skills being brought
very much more closely to bear upon
their particular requ irements.

The resultant increase in volumes of
business transacted has been very
encouraging.

The centres rely on support from
the 2,000 retail branches for all
transaction processing; the sae
kinds of benefit derive from the
close relationship berween centre
and branch as those pertaining

to MDPES.



Asset finance

Al areas of business of Forward Teust
Group {FI'G), Midla »d's asset finance
subsidiary, grew in 1988, FT'G is seli=
contained operationally, bur works
closely with reril and corporate
sectors to provide comptrehensive
financial packages for a wide variety
of customer requirements. During the
year, two acquisitions were made,
Concord Leasing (UK), previously
owned by FlongkongBank, continues
to trade under the same namie and has
helped to place FTG amongst the
market leaders in vendor and sales aid
leasing progeammes, The business of
Comfort Finance, purchased from
RTZ and absorbed into FTG, has
augmented the Group’s peint of sale
consumer credit activity.

Both acquisitions made a positive
contribution to the growth in carnings
of the Group.

Griffin Factors, which is part of
FTC, celelrated its silver jubilee in
July. It achieved record levels of new
business turnover during the year, and
of profit.

Cost saving and technology
Increases in volume and income bear
out the face that a new marketing
approach and the cfforts made across
UK Banking to heighren ats image are
meeting with marked success,
Activity on the sales side, though,
represents only half the profit
equation. Delivery systems and
product development involving
advanced technology must alse keep

a step ahead ot the market; cost,

rehability and produst range are the
eritival variables, Signiticant
developments are outlined in the
following section on Group

OQperations.

Group Operations

The newly-formed Group Operations
has the task of making the Group one
of the lowest-cost producers of
financial services. Really significant
savings derive only from radical
changes in the way that routine
transactions ace processed.

Such changes are being applied
throughout the branch nerwork,

in Midland Montagu, in head office
functions, and at the interfaces
bewween all three.

The procedures for transaction
handling nre being examined at every
stage. The Group is making a heavy
investment in new technology and
constant attention is being paid to
ensure that as new products are
developed to satisfy the changing
market place, so the systems for
production and delivery also evolve.

A number of measures have already
been introduced to remove back-
office processing trom branches and
relocate it in regional centres.

The effect will be to reduce the volume
of paper in the network and to free up
space within the branches so that it
can be dedicated to customer service.
Qther improvements during 1988
include a 15% cxpansion of, and
improvements to, the cash dispenser
nerwork, and the launch by Midland,

National Westminster amd Royal Bank

of Scotland of Swirch, a major new
card scheme, The Swireh debit card
cnables customers te pay retailers for
goods and services electronically,
withour the need to write cheques or
carry cash, Major retailers are
comnitted and it is anticipated that
by mid-1989 ten million consumers
could be carrying cards bearing the
Switch logo,

Automation processes have had a
major impact on branches, area and
corporate offices. During the year
1,100 new-generation IBM personal
computers were installed and many
more are planned in the coming
manths. They provide not only word
processing capability but also an
automated lending support system
and will be the vehicle for major
improvement in our information
systems. An immediate benefit has
been a swifter response to customer
proposals. Five hundred retail
branches now benefit from having
counter terminals for cashiers,
Additionally, the central despatch of
plastic cards and the creation of a
central mortgage processing unit have
both released branch staff from
traditional chores and allowed them
*o spend more tme on business-
generating activiey.

Preceding the creation of Midland
Montapu out of what were previously
Investment and Glabal Banking
Sectors, the complex task of
combining two entirely separate
operations functions was achicved

within a very short period and with

12



Group achievernents & developmeints ~ continued

considerable savings in cnsts,
Group-wide, improved computer
systems have achieved a real reduction
in cost while handling a 45% increase
in valume.

The continuing objective is to
provide a high level ol service at the

lowest possible cost.

Midland Montagu

A major development for the Group
in 1988 was the integration of

the Investment and Global Banking
Sectors mto an enlarged Midland
Maontagt. This new sector is
responsible for a wide range of
activities; managing treasury and
capital markets operations, merchant
banking activities, international
banking (including correspondent
banking, trade finance, and the
overseas network), relationships with
the largest corporate and institutional
clients, and sovercign country
exposire.

Midland Montagu provides a
comprehensive range of financial
services to its clients, and supplements
the Group's care activities provided to
the retail network, In creating a single
management structure, client needs
are identified more quickly, Products
and scrvices previously managed in
different sectors are delivered to
clients more efficiently, not just in the
UK but internationally. The strategy
of concentrating on businesses
offering lossg-term profitability is
beginning to pay off.

This last year saw the

implementation of the Group’s

agrecement with HongkongBank,
Details of progress made thus far
under the agreement appear later in
this report, on pages 16 to 18, These
developments have permitted a
further concentration of strategy on
expanding Midland Montagu’s
already strong presence in Europe,
and on its growing activities in the
principal financial centres of

New York, Tokye and Sydney.
Treasury

At the very core of Midland Montagu
are its treasury activities, This
business is an important contributor
to the Group’s overall asset and
liability management and had an
extremely successful year in the
mianagement of the Group’s interest
rate risk, Foreign exchange trading
profits increased considerably

over 1987 and Midland Montagu
remains one of the largest market
makers in London. During the year
the treasury sales activities were
substantially enhanced.

Securitics

‘The international debt securities
markets remained intensely
competitive and the Group turned to
its domestic strengths in the
international network for further
expansion.

In the UK, Greenwell Montagu
Gilt-Bdged (GMGEY, a leading
primary dealer in UK government
bonds, almost doubled its markes
share, GMGE was also madea
money markes dealing counteeparty

of the Bank of England, Midland

Montagu’s Interest Rate Protection
Instrument Trading team had an
excellent year as clients sought to
minimise the impact of rising interest
rates.

Trinkaus & Burkhardt in West
Germany performed strongly in the
DM market and was rated fifth in the
new issue league table, while in
Australia, Dominguez Barry Samucl
Montagu maintained its position
as leader in the domestic fixed interest
market.

Midland Montagu Secuities Inc, the
Group’s US primary dealership, after
an unprofitable year in 1988, is being
transferred to New York, where it will
be coordinated with other financial
market activities.

With leading positions in the capital
markets of the UK, West Germany
and Australia along with its US
primary dealership, Midland Montagu
developed a multicurrency approach,
serving the Group’s worldwide
investor and borrower clients.
Merchant banking
Midland Montagu’s merchant banking
activitics consist of the Corporate
Finance and Specialised Financing
Duvisions of Samuel Montagu, of
venture capital and asset
management. Profitability remained
extremely satisfactory in 1988,

Samuel Montagu's Corporate Finance
Division had another successful yean
The most notable of the 134
teansactions completed were the
£2.5bn offer for sale, on behalf of

HM Government, of British Stecl, the
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Group achievements & developments - continued

“ar gt primacy issue in the UK in
191 5 ™ £732m acquisition of
Pleasnrama by Mecea Leisure and the
Us$2.6bn acquisition of Mazmillan by
Maxwell Communication Corporation.
samuel Montagu’s Specialised
Financing Division contimes to top
the sterling syndrcated debrt league
tables, providing successful and
imaginative finaneial packages.
During 1988, four of these packages
involved the arranging of underwritten
debr in excess of USS1 bn each.

Midland Montagu Ventures, “The
Venture Catalysts’y had an excellent
year with growth in continental
Europe, the USA and the UK. 43% of
its new investments were based in the
North of England, Scotland and the
West Midlands.

Midland Montagu Asset
Management is bailding on its
established team of professional fund
managers and is attracting new
business in its target mackers, Access
to the Group's client base will play an
important role in the future,

In merchant banking, additional
beaefits are expe *ted to be derived
from closer cooperation with other '
parts of the Group and the various
international, especially European,
merchant banking units, Improved
aceess to the Group's balance sheet is
ensuring the quick execution of
compiex transactions.

Coroorate banking
A prime beneficiary of the enlarged
sector iv Midland Montagu Corporate

Banking, which lad a very

1t

satisfactory year. With responsiblity
for the relationship management of
the largest corporate and institutional
clients, Midland Montagu Corporate
Banking liaises closely with all areas
of the Group, providing its customers
with a broad range of commercial and
investment banking products and
services, and travel facilities, It also
acts as a conduit to the overseas
corpnrate banking network,
Qrganised in industry-based teams,
the corporare bankers use a deep
understanding of their customers”
operations to meet their often
complex nceds. A number of major
financings have been arranged during
1988, including a L500m Multiple
Option Facility for Cable and
Wireless which was managed jointly
with HongkongBank.

International

Drawing together the overseas
operations under a single
management structure reinforced the
Group's existing strengths in
continental Europe, the US, Japan and
Australia, Operating results from all
these activities were quite satisfactory.
Of particular significance was the
positive contribution of Midland
Montagu Securities’ Japanese business
against the background of only a
handful of profitable foreign-owned
securities houses.

At the end of 1988 Midland Montagu
cumpleted the agquisition of a 458
stake in, and effective management
control fand therefore consolidation

as a subsidiary) of, Buromobiliare, a

leading ftalian merchant bank,

‘Lhis complemented the Group's
already extensive European network
describeid in the feature, Midland in
Europe, on pages 22 to 25 of this
report and further expanded its range
of merchant banking skills on the
continent,

This network provided some very
satisfactory results, In particular,
the Greek and Spanish branches
developed commercial and merchan:
banking businesses, resulting in a
very profitable year, The major
subsidiaries it France, West Germany
and Switzerland continued to provide
solid profit performances during 1988,

Both Correspondent Banking and
Midland Montagu Trade Finance
(MMTF) had an excellent year.
Relationship with HongkongBank
Following the agreement made with
HongkongBank at the end of the
previous year, considerable progress
was achieved during 1988 in the
rationalisacion of areas of overlapping
business activity, principally on a
geographical basie, This has cnabled
Midland to reduce its operating costs
in Asia and North Americaand to
concentrate on the development of its
presence in Burope.

In Europe, Trinkaus & Burkharde,
Midland’s subsidiary in West Germany,
opened a branch in Hamburg to take
nver HongkongBank's operation amd
also absorbed the mainstream
business of HongkongBank's
Frankfurt branch. Similarly, in

Switzerland, Handelsfinanz Midland
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Group achievements & developments - continuied

Bank opened a branch in Zurich to
take over HongkongBank’s business
there. HongkongBank’s Amsterdam
branch was taken over by Midland
and the business of the Madrid branch
absorbed within Midland's existing
Madrid operations, In January 1989,
HongkongBank's Dublin branch was
taken over by Midlan, In the
Channel Islands, HongkongBank’s
branch in Jersey was closed and a
substantial number of its custoner
accounts have transferred to
Midland’s branch in Jersey or to
Midiand Bank Trust Corporation there.

In the UK, HongkongBank's
London-based export creditand
project finance departments,
including the confirming house
subsidiary Wardley Export Finance,
have been merged within Midland
Montagu Trade Finance, The
integration of the operation included
the transfer to Midland Montagu of a
team of executives previously with
James Capel Bankers. As mentioned
earlier, HongkongBank’s UK asset
finan o subsidiary, Concord Leasing
{UK}, was aequired by Forward Trusr
Group in July. Midland also now
handles HongkongPank’s sterling
clearing business and the majority
of its property management reads
in the UK,

In Asia, Midland sald 1o brosch v
Scoul to HongkongBank and « lused
its branch in Singapore, transferring
the domestic bus.res in those cynires
to HonpkongBank. In thedr place,

Midland Group representative offiees

have been opencd to take advantage
of the cross-border and export
financy apportanties that arise.

In Singapore and Fong Kony, the
corporate finance teans of Sapcl
Montagu have been intcyrated within
those of Wardley, HongkongBank’s
merchant banking subsidiary.

More recently, agreement has been
reached with HongkongBank for the
establishment it; Singapore of a joint
vensure with Midland Bank Aval, the
Group's forfaiting subsidiary,

In North America, Midlard Bank
Canada was sold to HongkongBank
in May and has been amalgamared
with HongkongBank of Canada.

During the course of 1988, many
other arcas of potential cooperation
have been discussed with
HongkongBank, with the objective of
utilising the two Groups® respective
resources, expertise and customer
bases to build profitable new business
opportunities, particulacly in those
areas where, jointly, a significant

global capability exists.

The Thomas Cook Group

1988 marked the beginning of an era
for The Thomas Cook Group (TCG]),
one of the gieat names in worldwide
el lew top management,
together with a number of the
existing executive team, began to sct
in place a far-reaching straregy This
aims at regaining; the pasition of
‘Thomas Cook as a world leader in the
travel-related service business, one of
the few certain medivm-term growth

industries,

Par fcular attention is being paid to
a number of business areas, Travel
management services for large
corporations, and travel services for
small businesses are seen as a priority,
Leisure sales are to be aimed at
middle and upper income individuals,
increasingly through direct marketing
channels. Thomas Cook’s worldwide
nctwork is being structured and
staffed to meet the demands of it
own customers and those of other
organisations in need of contract
service. Last but not least, expansion
of the travellers cheque business, in
which Thomas Cock is the leading
participant outside North America,
continues hpncc.

Performance in 1988 was cxcellent.
Profit growth took place in virtually
all regions of the world and 56% of
profits were gencrated outside the
UK. Travellers cheques achieved a
16% increase in sales and significantly
increased profitability. Other factors
contributing to the improvement
were the closure of unprofitable
business, including UK short-haul tour
operations and foreign money
nperations in the Middle Eastand
the west coast of the USA.

In carly 1989 a 10-year agreement
was negotiated with Pe: zamon AGB in
respect of Thomas Cook Trave] Ine
{T'CTI}. TCTI is a US travel agency
business using the Thomas Cook
name under a franchise agreement,

ICTI was sold by TCG in 1985 as
part of the arrangements dictated by

the US Federal Reserve Board in
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Group achiezements & developments - eontiloed

connection with Midland Group’s
development in the US, The
agreement will provide TCG with
guaranteed franchise income and

a much greater control over the use
of the Thomas Cook name,

and the worldwide service standards

associated with it

Compliance

A major piece of investor protection
legislation, the Funancial Services Act,
came into effect in April 1988.
It requires the authorisation of all
investment businesses in the UK;
aeatly ewenty such authorisations
have been obtained for the Group.
Even though Midland has always
prided itself on maintaining the highest
standards, a considerable investment
was needed in order o implement the
new regulatory requirements,
Maintenanee of effective compliance
procedures also involves considerable
ongoing costs,

Whilst Midland supports fully
the objectives of the new regulatory
regime and is committed to making
them work effecuvely, there would
secm to be scope for fine tuning
of its requirements so that costs are
reduced and legitimate business
is not inhibited. With this in mind,
consulerable effore has been made o
encourage the repulators to improve

and s'miplify their rules,

Staff

The factor common to all this progress
has been the need o help staff adapt
to the rapid pace of change, and to

engender an enthusizem in them for

Pt

the steps that are being taken,

Thix ts being achieved in two ways.
The fi=st is through a tremendous
investment in teaining, New courses
have been launched giving priority
to customer service, to selling skills,
andl to coping with the additional
burdens of compliance and, most
importantly, with the advanced
technology which is being introduced
as a tool in every facet of the business,
The emphasis placed on effective
communication between ail levels of
staff has been increased still further
and employecs are encouraged
strongly to contribute to product
development, quality of service and
cost containment initiatives.

Video and computer-based
communications and training matcrials
have played an important part in the
process. Underpinning all this is
a continued commitment towards

payment linked to performance,
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MIDLAND IN EUROPE

Midland is deriving an increasing
proportion of its non-UK revenies

¢ v its broad and established coverage
while providing a growing range of
services to UK and indigenous
customers throughout Enrope. Based an
a long tradition of specialisation and
service, the Group in Evrope is able to
provide its customers with local
understanding of the individual
national marketplaces in which it is
established, together with the increasing
benefits of membership of a inique

merchant banking network,

22

Introduction

Midizad Group's long tradition in the
finanvial markets of Europe provides
a powerfol base from which to extend
its neework and the range of services
it offers to its customers,

1988 has seen significant
develupments in the Group’s European
coverage, highlighted by the
acquisition of a concrolling interest in
a major Ltalian merchant bank,
Euromebiliare, and the absorpticn
into the Group of HongkongBank's
branches in Hamburg, Amsterdam
and Madrid.

The Group aims to provide,
through its branches and subsidiaries
in Europe, a merchant banking, private
banking and asset management service
for corporate, institutional and
wealthy personal clients,

The Group’s European coverage now
extends across both European
Community and EFTA member
states; the network consists of
specialised banks in West Germany,
France and Italy, quoted on their
respective stock exchanges, together
with Group subsidiaries ard branches
in a further ten countries.

All these operations are active
participants in their own domestic
corporate markets, There is
continuing effort, not only to build
upon existing local reputations, but
also to promote regular dialogue
between the European centres so that
corporate customers in each country
have access to high quality services in
every market in which the Group

operates,

West Germany

Trinkaus & Burkharde {TuB}, 2
majority-owned subsidiary of the
Group with a stock market
capitalisation of about DM 750m, is
one of the oldest and fargest private
banks in West Germany. It was
founded over 200 years ago and
obtained a listing on the German
stock exchanges in 1985, Its five
domestic branches, as well as
subsidiaries in Luxembourg and
Zucich, were augmented during 1988
by the addition of a branch in
Hamburg from HongkongBank. Its
niain business focus is on corporate
and institutional banking, private
banking, money markete and capital
markets. TuB enjoys a repuiczion for
its market-making experrise in
German securities and foreign
exchange and for its first-class service
to larger companies and individuals. It
can justifiably claim to be one of
Germany’s premier professional
private banks, while also serving the
German banking needs of the Group's
international customers,

France

Midland Bank SA (MBSA), a majority-
owned subsidiary, with a stock
market capitalisation of about

Fr Frs 870m, is the Group's French
‘banque daffaires”, It is a commercial
and merchant bank engaged in
institutional, investment and personal
banking, as well as foreign exchange,
money market and domestic capital
market operations and is also
involved in real estate and financial

et manageinent.
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Midland it Enraope - contimued

The bank muars current fsrm was
created 1483 from the integration
of the Groap’s Freneh interests, to
become the country’s laggest foreign-
conteolled bank with 1 full stock
exchange quotation. MBSA, through
its strategy of concentrating on
selected specialist arcas in a rapidly-
changing financial enviconment, has
been able to adapt quickly in its high-
priotity mackets. MBSA plays a key
role in meeting the banking
requirements in France of the Group’s
UK and international customers.
Switzerland
In Switzerland, Midland is represented
through separate, specialist institutions
in the federation’s principal cities.
Handelsfinanz Midland Bank, majority-
owned by the Group and based in
Geneva with branches in Zurich and
Lugario, specialises in commercial as
well as private banking services;
Guyerzeller Bank AG, also mujority-
owned, headquartered in Zurich with
a branch in Geneva, coucentrates on
private investment management; and
Sminuel Montagu (Suisse) SA in
Geneva, whelly-owncd by the Greup,
is an active underwriter and
distributor of Swiss Franc debt
securities,

Italy

The acquisition at the end of [988 of
a controliing interest in one of Italy’s
leading investment banks,
Furomobiliare, based in Milan and a
member of the Milan stock exchange,
with a stock market capitalisation of

Lit 190br, has greatly extended the

Cerows proseee 1n Jraly and ity
abilits o provide a full range ox
investent and mierchant banking
services. The Group is also
represented by its Milan branch,
opened in 1985, which provides
comirercial banking and treasury
wervices to Ialian and multi-rational
COrPoOrate customers.

Spain and Greece

Mad.id branch was founded in 1981:
it offcrs 2 wide variety of wholesale
banking services and was prominicit
in establishing the Spanish commercial
paper market,

Athens and Piracus branches, also
established in 19%1, comprise one of
the leading foreign banking presences
in the Greek market. Group activities
in Greece were extended in 1988 by
the aequisition of a minority interest
in Alpha Finance and Advisory
Services 8A, a corporate advisory and
venture capital specialist.

The branches in both Spain and

Greece are increasing their activity in che

provision of merchant banking services.
Netherlands and Ireland
In 1988, the Amsterdam branch of
HongkongBank was transferred to
Midland followed, in January 1989, by
HongkongBank’s Dublir branch.
The Nordic countries
The 1980s have seen the establishment
of the Group’s unique Nordic network,
more extensive than that of any other
foreign banking group.

In 1982, Montagt & Co AB was
established as a corporate finance and

domestic money market and securiticy

hitse 1 Sweden, v ith the Group
holdirg a 4070 stake, increased o
100" m February 1989, This evolved
into Midtand Montagu Bank AB, the
only UR-ewned Swedish bank,

1985 55, the spening of Samuel
Mont. gr 45 L edand Montagu
AS), the only UK - w ed buak
operating in Norway, which provides
a range of investent, merchant
banking, muney market and forejgn
exchange services 1o institutions and
corporate customers, In 1987, Sundal
Collier becamne a wholly-owned
subsidiary of Midland Montagu AS.
This company specialises in
stackbroking and is active
in both equity and debt securities,

Foreign exchange, treasury and
stockbroking services are provided in
Finland by Midland Montagu
Osakepankki, founded in Helsinki
in 1986,

Each of the Group’s operations in
Stockholm, Oslo and Helsinki js a
member of its respective local stock

exchange,
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Midland’s major European subsidiaries
and branc!es =« dare of establishment

1783

¢ € Jaegar founded a trading banking house
{later ¢ G Tonkaust in Diisseldorf

1836

Mudland Bank founded

1841
Burkharde 8 Co founded in Essen

1853
Samuel Montagu & Co founded

1894
(uyerzetler Bank founded in Switzerland

1952
Handelsinanz Bank established in Zurich

1957
Zurmont Bank establshed i Swiveerdand by
Sarmuel Montagu

1959

Cuyerzelier Bank and Zurmont Bank
nerged o hocome Guyerseller Zurmont
Bank « maezuty-owned by Samuel Monzagu

1963

Midland was a founder member of the
Furopean Advisory € ommittee, a strategic
uman ef hanles from major Liopean
LONIHIICS

1972
€. G “Trinkaus and Buckharde & Co merged
ro become ‘Trinkaus & Burkliardt

1978
Midland Bank France SA founded

1979

Midland acquired a concrolling interest in
Ban ue de Ia Construction et des Travaux
Publicy in France

1980
Midland acquired a controlhng interest in
"rinkaars 8¢ Burkharde

1981

Midland opened a branch in Madrid
Midland opened beanches in Athens and
Piracus

1982

Carnegie-Montapu & Co AB [now Midland
Montagu Bank AB) established in
Stackholm, Midland Group holding a 40%
interest

Midland acquired a majority interest in
HMandelsfinanz Bank, Switzertand, now
named Handelsfinanz Midland Bank

1983

Midland Bank S.\, 2 majority-owned
subsicliary, was established in France out of
a resteuturmg of all the Group’s French
opetations

1984
Samuel Montagu (Suisse) SA established In
Geneva

1985
Midland opened a branch in Milan

1986

Samuel Montagu AS (now named Midland
Montagu AS} opened in Oslo

Midkand Montagu Osakepankki established
in Helsinki

1987

Midland, through Midland Montagu AS,
acquired stockbrokers Sundal Collier of
(slo, now operating as Sundal Collier
Montagu AS

1988

Midland, through Trinkaus & Burkhardr,
took over the Hamburg branch of
HongkongBank

Midland took over the Amsterdam brapvh
of HongkongBank

Midland assumed cozatrol of Furomobiliare
in Mian

1989

Midland ook over the Dublia branch »f
HongkongBank

Midland acguired 1004 ot Midland
Montagu & Co AB in Stockholm

Midland Montagu Bank AB was authoric «d
o commence opesating n Stockholm
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PROFIT & LOSS ACCOUNT

26

£m

1050 ~—

S0t - 1o oo

T T T
A s

800

T T
R SRR % Tt S, ek s

R - F o R

700 ot

600. 122

500

SSEN—

Y p——

400

300

200

REEIRANRRANANN

100

B 87 @88

Group profit before taxation (and
exceptional item)

Higures in £m}) 1986 1987 1988
UK Fanking 294 432 509
Midland Montagu 7 44 173
Developing

Countrics Division 51 27) 3
Thomas Cook 13 11 14
T 365 460 693
Clydesdales

Northern Banks 47 51 -
Crocker 22 T
Group 434 Sl 693

{1987 figures excluce the exceptional provisions of
£1,006m;}

Profit before tax (and exceptional item)
for the Group rose by 35.6% in 1988 to
£653m. When adjustment is made for:

— the share capital raised in 1987

- the sale of Clydesdale/Northern Banks
~ major nen-recurring items

the undetlying improvement was about
20%.

There was a strong performance from
the UK-based businesses reflecting
rapid growth in volumes in UK
Banking and substantially improved
performance by Midland Momagu's
treasury and seeuritics businesses.

Developing Countries Division is
reported separatcly for the first time in
1988. It was previously in Global
Banking Sector, which was merged with
Investment Banking Sector during 1988
to form an enlarged Midland Montagu.
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Earnings per share

1984 1985 1986 198?__‘.[2{!1

Average shares
l'ssucds(m) 308 309 311 365 548

Earnings (fm) 62 122 23912 (4560 412

Lamnings/{loss)
pershare (p) 202 39.4  ?7.5 {125.3) 75.1

Group earnings have recovered
strongly in 1988 from the substantial
loss incutred in 1987, following the
exceptionsl provisions of £1,016m
against loans to developing countries.

More significantly, 1988 earnings are
70% above their 1986 level. At 75.1p
per share, however, earnings per share
are still slightly lower than was
achieved in 1986, This reflects the
higher level of share capital in the
Group after the rights issue in
September 1987 and the subscription
by HongkongRank for new shares in
December 1987, The impact of these
share issues is mirrored in the very
much stronger capital ratios reported at
end-1987 and ¢nd-1988,
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Net interest margins and spreads

o 193-!' 1985 1986 19687 1988
Notiterest acgin t9)____ —
Domestic 57 &7 52 53 A9
Intermateonal 2.2 23 2.0 L6 22
Group 32 34 23 33 35
Net interest spread (1) ) o
Damestic 33 34 33 36 3
Internamonal 1.5 1.3 13 08 10
Group 20 22 21 W1 N0
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Charge for bad and doubtful dehts

Group interest margins benefited

from increased average sharcholders’
funds (33% higher than in 1987) and
the concinuation of the strong relative
growth of higher margin domestic
assets (up 22% on average excluding
Clydesdale/Northern Banks)

while lower margin international assets
declined by 3%.

International margins improved

as a result of the higher level of inter-
national provisions, created in 1987,
which provide interest-free funding
for international assets.

Group margins improved despite
pressure on interest spreads,
particularly in the second half of the
year when competitive markets were
combined with rising interest rates,
Group internaional spreads were
improved by reducing fine margin
lending.

(figures in £m) 1936 1987 1958
Ul Banking " 85 62 51
Midland Mongagu 142 0 35
Developing
Countnes Division 60 1t 112
Fhomas Cook Group | 0 3
) 286" 193 201
Clydesdales
MNosthern Banky 34 37 -
Grocker o 2
Total 57 20 201

(1987 figures exclude the exceptional provisions of
£3,016m)

The improving trend in corporate
default, evident in recent years both in
the UK and internationally, continued
during 1988 as most major corporate
customers achieved higher profitability
and strong cash flow. Consumer and
small business defaunlt was not &
significant problem and despite the
ligh UK interest rates from mid-year
there were fow signs of distress
amongst personal house mortgage
customers. International provisions in
1988 were reduced by secoveries

of previous years’ provisions as the
economic health of a number of
industry sectors, particularly energy
and shipping, improved, Provisions
against LDC loans are reviewed later
as part of the review of Developing
Countries Division (DCD),
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Cost/income ratio

1984 1985 1984 198~ 1988

Operatng

expenses () 251 2073 2,007 1985 2,024
Operating

income (2877 2832 27702717 2858
Costfincome

ratio {1 748 2 724 730 708

Adjusting for the sale of Clydesdale/
Northern Banks, growth in operating
income was 16.0% and in operating
expenses 11,2%, resulting in an
improvement in the cost/income ratio.

The comparison of the cost/income
ratios between 1987 and 1988

is complicated by the inclusion of
Thomas Cook {for which 14 months’
results were consolidated in 1988),
Travel services have an inherently
higher cost structure than banking,

Excluding Thomas Cook, the
comparable ratios are:

1987 1988
71.3% 68.2%

After allowing for the benefit of the
increase In share capital the underlying
improvement is 5%,

27



BALANCE SHEET
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Group toral assets
penod -end halances)

Liiguren i b WE6 198 1988
Ul ks 0.5 199 246
Midland Montagu 272 250 272
Developinyg

Countnes Division 418 29 29
Thomas Cook 07 07 10
Total 53,2 48,8 55.7

*Includes ClydesdalesNorthern Banks £4,0bn

The Group balance sheet grew by 15%
during 1988 with the major part of this
growth coming from UK Banking (up
24% from 1987}, Midland Montagu
grew at a much slower 9%, Developing
Cowntries Division achieved a static
position in stetling terms and in

the underlying currency of the business
{US dollars) provisionable exposure

fell by 3%.
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"Total assets in UK banking
iperiodrend balances)

tfigures i £bm) 1986 1987 1988
Morngage

advances L7 3.6 4,5
Personalfvarporie

overdralts 6 9.2 1.3
Qther advantes 44 51 6.1
OIth: assets ].8 2.0 2.'1"
Taoral 165 199 246

In a fast growing UK economy, UK
Banking’s assets increased by £4.7bn
{or 24%) in 1988, Mortgage advances
grew most rapidly (25%) although
much of this growth occurred in the
first six months of the year. There was
strong prowth in corporate overdraits
and term loans, particularly in the
middle market, and also, but to a lesser
extent, in non-mortgage personal
fending,
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Total assets in kSdland Montagu
{pertoideernd bl nces:

figuesmfba, 1986 1987 1988

Total assees 23,2 250 272

Overall, Midland Montagu’s assets
grew in 988 by 9%, In the UK, the
development of Midland Montagu’s
acknowledged strengths in UK
wholesale markets meant that assets
grew strongly. In Europe, although
there was an increasing commitment of
the sector to European markets,
building on the Group’ existing
operations in Germany, France and
Switzerland, o stronger sterling
exchange rate and a reduction in the
Group’s involvement in the mortgage
market in France led to no significant
alteration in sterling asset levels,

‘The consolidation of Euromobiliare,
aceuired in December 1988, added
£0.4bn to the Midland Montagu assets,
Growth in total risk weighted

assets {including off-balance-sheer
commitments) was a faster 11%,
reflecting the increasing cmphasis sn
Midland Montugu on off-balance-shect
markets in general and treasury/foreign
exchange products in particular,

GROUP FUNDING MIX
Based ooy average balunes

186 1987 1988
o C

Demand deposits:

( ustenticr dsseetinly

< pmreeest beasing, 9 11 13
= pon utercst branng 12 12 12
Money market 9 9 9

sovermght and vall deposity’
Time deposits:

i having . dwounts 13 9 7
Money market
- and other 43 42 42!
} Capital and other 14 [ 17 i
i el Coo o
P Tot ) 100 100 100 |
1
!
. JR— N - -
Group funding mix

During the year, the average funding
mix remsined substantially unchanged.
Average balances on non-interest
bearing customer accounts remained

at 12% of total funding buc this
proportion was slightly lower in the
second half of the year, reflecting rapid
growth of the Group balance sheet and
increasing competition for personal
account business,

The established declining trend of time
savings deposits (predominantly
sterling 7-day deposit accounts) was
continued but there was sgain a
matching increase in high interest
demand accounts, Taken together, there
was little overall change in the
propattion of customer savings in
Group funding.
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Group capital spending

{hgures in £m}

1986 1967 1988

Propenty 52 » 83
Equpment 85 115 105
qr!u-_r ) o b 4 16
Toral ) 143 197 204

Capital expenditure on tie Group’s
infrastructure, which incriased
markedly in 1987, was sustained in
1988. Expenditure rose by 38% in 1987
and by 2% in 1988 but this understates
current spending as, at year-end, capital
expenditure commitinents were £109m
(1987: £49m), Expenditure on premises
increased as the prog zamme of branch
refurbishing and restyling gathered
momentum, By the end of 1988, 105
major branches had been converred to
the new retail image, along with many
smaller refurbishments. In excess of
200 further major refusbishinents are
planned for 1989,

Equipment expenditure in 1988 reflects
the impact of the drive 10 reduce

costs and improve customer service
through the provision of improved
technology and its etfective urilisation.
A major programme for installation of
networked personal computers began
in 1988 and will continue during 1989,
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CAPITAL ADEQUACY

CAPITAL ADEQUACY

poat 31 December 1988
Capitfratios ki

. Total capital 'nsk assets 118 ’

i Ticr } ca ital/nsk asscis 6.5 !

i Compasition of capitat I

Tier 1 o £m

b Shareholders' funds and minonties . 2,723

! texcl, property revaluation reservel

Y Tierz: -
Propenty revaluation reserve 457
Generat provisions 190
Peepetnat subordinated debe 861
Subordinaed term debt 943

2,453

Encunsntidntgc{ifnvcst:ncnxs — n(z_t-p_‘
Tatal capital 4,962
Risk weightedagsers —  £m
On-balwncc-shezt ~3§.164
_waul':gal.\nuc-'.hcct . 5903
Total 42,067

Group capital

During 1988, the Bank of England, in
line with international guidelines for
capital ndequacy apreed in Basle by the
bank supervisory authorities of the
Grouy of Ten countries, announced a
new neasure for the regulation of bank
capital. The precise basis of
iriplementation of these ghidelines has
sill to be determined, The measure
provides for two tiers of capital

and applies differing risk weightings 1o
asset categories. In contrasz to carlier
measures of risk assets, recognition is
given 1o a wide range of off-balance
sheet commitments.

At an cstimated 11.8%, Midland
Group’s ratio is well in excess of the
internationally agreed minimum of
8%, The new capital standards will be
introduced for UK banks in 1989 and
gradually for other countries in the
period to end-1992.

The effect of the proposed capitalisaticn
of part of property revaluation reserves
would be to increase the Tier 1 capital
ratio from 6.5% to 7.0% within an
unchansed total capital ratio,
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Equity/assets tatio

1984 1985 1986 1987 1988

Sharchalders

funds and

minorities

{fm) 2171 2,082 2,111 2,£%F 3,180

‘Toral year-
end assets
{£bnt 61.5 581 532 485 857

"Total equity 10

total assets
ratic (%) 35 e 40 55 57

The Group’s equity position remains
very strong. Equity benefited from
retentions of £286im, which, at 1126 of
opening shareholders’ funds, is the
highest level in the recent history of the
Group. In addition. the guinguennial
revalvation of the Group’s UK properties
added £203m to shareholders’ funds.

As a result, the Group's equity/assets
ratio improved to 5.7% notwithstanding
the 15% growth in total assets.



SHAREHOLDERS’ RETURN

%a

84 85 86 87 88

Return on sharcholders’ funds

_19g4 1985 1986 1987 1938

;\\v:cr.;gc share-

holders’

funds‘[.'m)_ 1,792 1,798 1938 2.0?4 2,748
Frofit/(loss)

attributable (£n?) iS 122 '.’42“ {393) 41%
Returnon

aerage

shareholders'

funds (%a) 25 68 125 8% 150

Improving the overall return on equity
is central o achievement of the Group’s
objectives. During 1988, progress was
made in this regard with Midland
Montagu in particular increasing its
return. At the same time, UK Banking
has expanded its business considerably
and now has 44% of total Group assets
{1987: 41%). This business has
historically yielded high returns and,
although the intensity of competition
in the main UK markets has lowered
the average return on equity in 1988,
the Group’s overall return on
sharcholders’ funds has benefited from
the increased relative importance of UK
Banking,
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Dividend per share

1984 1985 1986 1987 1988

First_
interim (p) 82 R 86 §6 95

Secand
interim - 108 108 s 1S ’13.5

Toral dividend )
pershare{p}  19.0 190 20,1 20.1 230

{Fip wres have been adjusted for the 1987 rights
issne)

Dividends increased by 14.4% in 1988
10 23.0p per share with dividend
covered 3.3 times by earnings. With the
increased numiber of shares in issue
following the capital raising in 1987,
the annual cost of dividend payments
increased by 40% in 1988 from £90m
to £126im.
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INDIVIDUAL OPERATIONS
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UK Banking (excluding Forward Trust
Group) - Profit before taxation

fipgresmbm) 1986 1987 1988

Profic before taxation 252 380 M9

1988 saw very substantial growth in the
main product lines of UK Banking and
this is reflected in 2 profits advance of
18% aver 1987. A major part of this
increase came int the firse part of the year
when the sector benefited from
widening margins, funding costs falling
more quickly than lending rates as Base
Rate touched a low of 7.5%,

In contrast, the second half of 1988 has
scen Base Rate rise sharply to 13% by
year-end and the lagged effect on intcrest
income has reduced margins, particutarly
on the mortgage book.

UK Banking has ot benefited directly
from the high base rate enviconment
since interest rate positions are managed
by the Group’s treasury, which forms
part of Midland Montagu.

Total cors increased by 11%, Within

this increase, high costs associated with
the restrucrurng of operations, staff
training amd the promotion of uew
products weve partially ofiset by a lower
pension contribution rate, The underlying
cos’ increase is approcamately 7%,
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Midland Montagu ~ Profit before
taxation

fgaresin o) _ 1986 1987 1988

Profit befure taxation 7 44 173

All principal areas of activity showed
profit improvemens over 1987, Treasury
and securities in pacticular had a very
strong year, espectally through profit
improvements in its money markets
activitics. Although difficult market
conditions existed in the sccurities
markets worldwide, Midlaid Montagu
overall achieved a positive contribution
in this aspect of its activities in 1988.

In merchant banking, Samuel Montagu'’s
corpotate finance and specialised
financing activitics and venture capital
had another good year.

The profit contribution {rown corporate
banking increased strenely as a result
of higher fec income and an improved
level of bad debr recoveries.

Inn the international banking arcas,
correspendent banking and trade
finange sho yed strong profit
improvement over 1987 but results
overall wore aifectod by restructuring,
costs associated with US and Australian
activities,
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Forward Trust Group (FT'G) - Profit
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Thomas Cock Group (TCG) - Profit

before taxation before taxation 12 miths to 31 October
sy | 1980 17 1988 Gguresin) ______19%,_ 1 _y05¢
Profit helore taxaton 42 52 60 Frofit before taxation 13 1n 2]

Protits before tax in 1988 of £60m are
15% higher than 1987, The strong
performance stemmed from the 23%
growth of new business volumes,

maintenance of margins and an improved

cost/income ratio,

The Group’s activities in leasig,
instaiment finance and factoning for
industry all performed strongly, whilst
bad delsr and default remained at an
aceeptable level.

During the year, FTG purchased
Concord Leasing (UK} from
HongkongBank for £14m (total assets
£225m), By mersing FTG’s similar
husiness inta Coneord, the Group has
created what is considered the largest
specialist salvs-aid leasing operation in
the UK.

Duting the year, FTG made substantial
Progress towards its objective of
inereasing its consumer finance activitics
as a proportion of totl business,

ividiand Group accounts include profits of £14m
for the 14 mouths to December 1988)

Profits before tax for the 12 monibs

to 31 October 1988 rose to £2lmn

(889 higher than for the 12 montlis to
31 October 1987). For 1988, the
accourting period consolidated into
Midiand Group covered the 14 months
to 31 December 1988, bringing TCG
into line with the Group's accounting
period end. The November/December
period is craditionally a low point in the
profitability of the highly seasonal travel
industry and this change has depressed
Midland Group profits by £7m.

Teavellers cheque sales reached record
levels in 1988 with strong performance
1 Furopean and African markets while
foreign money operations reinened to
praficability after a period ci losses,

Additionally, chere were withdrawals
from products and markets where there
weere inadequate returns, For example,
the shorthan! tour operations ceased
during the period.

LA ]
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Daveloping Countries Division ~
Profit/(loss) before taxation

ijgllrcs i £m) 1936 1987 1988
Net conrribution to

trading profir 11 84 109

Charge for badand
doubtfal debrs

e ain g

Profit/(lossy before taxation 51 (27} {3)

{1987 tigures exclude the exceptional provisions of
£1,916m;

This division was formed to allow the
Group 10 develop a more closely
focused approach to the management
of loans to developing countrics.

These loans are predominantly US
dollar dencminated and during 1988
rotal provisionable exposure to such
countries fell by 3% to US57,521m
despite new monzay, atnounting to
US5166m (£92m), provided to Beazil
under a rescheduling agreement. In
sterling terms, exchange rate changes
meant that provisionable exposure
increased by £42m.
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Developing country exposure as a
proportion of sharcholders’ funds

Brazd
i

Arponina

Maxico Rott ol the Wor
Rost of Laln Amercn

Analysis of developing country
exposure (gross outstandings)

Provisionable
exposure (fm)

Provisions (£m)

1986 1987 1988 o 1987 1908

Gross $7,745m/ $7,692m/

5,012 4,134 4,176 0utstnnding§ £4,140m £4,271m

300 1,206 1,363 veovis-onable $7,734m/ $7,521m/
[T T R o CYPOsLE £4,134m £4,376m

mr;:;ﬁ;iunﬂblu
exposure {£m)
- a5 a % of sharcholders®

funds 238% 113%  53%

*Gross ourstandings - provisic nable exposure not
available for 1986

4812 2928 2,813

“Total provisions increased by £157m in
1988, refleciing ntet new provisions of
£112m and £45m through th» impact
of exchange rate changes on the
stetling translation of dollar provisions.
At end-1988, total provisions represent
32.6% (1987: 29.2%) of provisiunable
exposurs, Of the new provisions raised
in 1988, £96m reflects the economic
ditficulties of Argentina, which have led
to a significane level of arrears of
interest (£46m reserved in 1988) and an
increase of £50m in provisioning
against principal,

Swnaller Increases in provisions have
also atisen in respect of other countries.
In part, these charges have been offset
by the recoipt of fnterest due from
Brazil and reservid in 1987

In determining the level of overall
provisionable exposure to countries
with paymene difficulties, contingencies
and undrawn commitinents are
recogniszd as provisionable whilc
secured or voluntary short-term
cutstandings arc not, Previously, Group
exposure was indicated by reference
only to gross outstandings.
Provisionable exposure provides a
more meaningtul basis for assessment
of the Group’s developing country debt
portfolio.
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Sir Kit MchMahon

Age 6l -appomted a direetor and group
chief executive 1n 1986 ond became
chaimnan in 1957, Formery deputy
governor of the Rank of England. He 15 2
director of The Hengkong and Shanghai
Banking Corporation and Eurotunnel.

Sir Alex Jaratt CB

Age 65 - a director and a deputy chairman
since 1980, he s chairman of Smiths
Industries, a deputy chaitman of fhe
Prudential Corporation and a director of
ICT.

Sir Pawrick Mcaney
Age 63 - a director sinee 1980 and a deputy

chairman 5 ..ce 1984, he is chaitman of the )

Rank Organisation and a director of IC and
MEIC,

The Rt Hon Sir Michael Palliser GCMG
Age 66 —a dirccior and a deputy chainman
since 1987, he is chairman of Samuel
Montgu & Co and a director of

BAT Industries, Booker and Shell.

J A Brooks

Age 60 - joined Midland Bank in 1949 and
was appointed a director in 1980 and
deputy group chief exceutive in 1981, He js
chairman of The Thomnas Ceok Group and
a director of The Hongkong and Shanghai
Banking Corporation and Mastercard
International,

E W Brutsche

Aye 51 - joinrJ Trinkaus $¢ Burkbard: in
1981, A diceetor of Midland siice 1986, he
is depurty chief executive, Midland
Montagt,

Sir Keancth Corficld
Age 65 - a ditector since 1979, he is an
experienced industrialist,

T J Cunningham

Age 46 - formerly the senior international
adviser to Midland, he became a director in
1988. He 15 vice-chaitman of Kissmger
Associates and a direcror of B ] Carroll,

Sir Archibald Forster

Age 61 - a director since 1986, he is
chairman and chief execurive of Faso UK
aad a director of the American Chamber of
Comnerc.,

B L Goldihorpe

Age S5 ~a diccctor sine 1983, he joitied
Midland in 1949 and 1 Fexecunve UK
Baakivg and chaimman of Forward Trat
Crroup,

HE Lockhart
Ag2 39 - a dwector since January 1988, he s
chiel executive, Group Operations,

G E Loudon

Age 46 - a director since June 1988, he
joined Midland from Amsterdam-Rotterdam
Bank, He became chief executive of
Midland Montagu in September 1988,

G Maitland Smith

Age 56 - a direcror since 1986, he is
chatrman of Sears and a director of Asprey
and Courtanlds,

Miss D O'Cathain OBE
Age 51 —a director since 1984, she s a
director of Sears and Tesco.

Sir Eric Pountain DL

Age §5 - a dircctor since 1986, he is
chainman of Tarmac and James Beattie and a
director of IMI.

W Purves CBE DSQ

Age 57 ~ a director since 1987, he is
chairman of The Hongkong and Shanghai
Banking Corporation and of the British
Bank of the Middle East and a director of
Marine Midland Banks fne.

IN Teguer

Age 55 = joined Midland in 1987 as director,
Group Finance. He was formerly finance
director of Bowater Industrics,

P J Wrangham

Age 54 ~ appoiuted a director in 1983, he is
a director of The Hongkong and Shanghai
Bankdng Corporation,
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Midland Bank ple

REPORT OF THE DIRECTORS

Results for the year
The profit of the Group attribucable to members of Midiand Bank ple for the year ended 31 December 1958 amounted to
£412 mullion and has been dealt with as showa in thy consolidated profit and ess account on page 45.

A fizst inteom dividend of 9.5p per share was paid on 10 Otober 1988, The directors have declared a second intenim
dividend amovnting to 13.5p per share payable on 12 May 1989 in respect of 1982 instead of recommending a final
dividend at the annual general meeting. The intetim dividerds total 23.0p per share (20.1p per share in 1987},

Group activities
The Bank and its subsidiarics, operating in the United Kingdom and in ether parts of the world, provide a comprehensive
range of banking, financial and related services.

Share capital
During the year the issued share eapital of the Bank was increased from 546,526,383 shares 10 549,587,734 shares
as follows:

1,120,006 shares issued under the Midland Bank Group Employee Profis Sharing Scheme at £3.948 per share,

1,441,364 shares issued under the Midland Bank Group Employee and Executive Share Option Schemes at prices
ranging from £1.9894 to £4.1971 per share,

399 98] shares issued in licu of cash by way of scr’p dividend in respect of the first interim dividend for 1988,

The Bank has been notified that The Honrgkong and Shanghai Banking Corporation and its subsidiaries have a 14.9%
interest in the share capital of the Bank. The Bank has also been advised that Hanson PLC and its subsidiaries and The
Kuwait Investment Office have interests in tire share capital of the Bank of 5.2% and 5.1% respectively,

The close company pravisions of the Income and Corporation Taxes Act 1988 do not apply to the Bank.

Premises
The properties of the Group were revalued at 31 December 1988 and a serplus of £203 million is refiected in the
wecounts. This is more fully described on page 58 in note 18,

Special business at the annual general mecting
Shareholders will see from the notice of the annual geueral meeting that they are asked to consider and, if thoughe fit,
pass & number of resolutions as special business, further details of which are as fellows:

Resolution No 10: Scrip dividend scheme
At last year’s annual general meeting, shareholders authorised the dirccturs 10 offe the serip dividend alternative in
respect of dividends declared before this years annual general meeting.

Over 16,000 sharcholders and 5,000 members of staff participating in the Group's employee profit sharing scheme touk
advantage of the opportunity to reccive shares instead of cash in connection with the first interim dividend paid in
October 1988, Regrettably, many others were prevented from taking shares as a dirgct result of the disruption in the
postal services. However, a similar arsangement will be available for the second intenm dividend payable in May 1989
and sh .- waders will have received a sepacate letter about this, Those shareholders who wish to take shares rather than
cash on a regular basis are being offered the wdditional facility of bring able to complete 2 Serip Dividend Mandate,

The scrip dividend alrernative is attractive to many individual sharcholders as it enables them to increase their
sharcholdings in a simple way without incurring dealing costs. Accordingly, the directors now scck sharcholders’
approval for the exiension of the scheme to caver dividends declared befoze the anvual general meeting to be
held in 1990.

By vating in favour of the resolution sharcholders are not committing themselves 10 a personal decivion 7n whether to
tanc shates or cash in respect of future dividends.

Resolution No 11: Capitalisation issue

As already announced, the directors have decided (o propose a capitalisation issue ont of the Bank’s property revaluation
reserves, Sharcholders on the register on 7 April 1989 will receive two fully paid shares of £3 cach for every five shares
held. Shares allotted pursuant to valid clections to receive the serp dividend alieenative in licu of the second interim
dividend for 1988 will also rank for participation in the capitalisanon ssue, The maximum number of new shares to be
issued in the capltalisation issue will be 227 million. Fra -ions of new shares will not be allotted to sharcholders but will
t aggrepated and sold in the market, Proceeds of sale {lass expenses of sale and distribution) will be distributed among
sharcholders in proportion to their respective entitlements, if any, cxcept that sums of less than £2,5¢ will be retained for
the berehit of the Bank, {In caleulating fractions, entitlzments arising in respect of shares held on 7 Apnl 1989 will be
agpeogated with chase arising in rer pect of elections to recoive serip dividend shares}. Subject to shareholders approval
and admission of t1¢ new shares tc the Official List of the International Stock Excliange, it is exnected that 1) definitive
share vertificates in respeet of thust new shares to which shareholders arz entitled by reason of wvic holdings on 7 April
1987 will be posted to sharcholders on 27 April 1989 and donlings in those new shares will begey i 28 April 1989,



and {2; defininve share cernficates n respect of those nuw shares 1o which sharcholders 2r¢ entithed by reasun of vald
scrip dividend elecuons will be pusted to sharehelders on 22 May 1299 and dealogs it those new shaves will begin on §3
May 1989, All the new snares will rank pard passu in all respects with the exisung shares except that they will not
participate m the second mterim dividend for the year ended 31 December 1988,

The xesolution proposes o increase the authansed share capital of the Bank from £750 million 1o £1,000 miltion by the
creation of 250 milion shares of £1 cach an ) avthorises the inplementation of the capitalisation issue. The erease
the authorived capial will permic the capiralisation tssue and the maintenance of a reasonable margin of unissued capital.
Dependenr upen the number of valid elecuons received in respeet of the serip dividend alternative o the second interim
dividend for 1988, the Banks autherised share capital remaining anissued after the capitalisation jssuc will be within the
range of £205 million (20%) and £228 million (235}, No issue will be made which would eifectively abter the conrrol of
the Bank without prior approvat of shareholders in general meeting.

Resolution No 12: Authotity of directors to allot shares

Atlast year's annual general meeting the directors were given general authonty for five years to allot up e one third of
the issued share capital. it is proposed that this general authority be rolted forward for a farther period of five years, The
masimum amount for which the authority is sought is up to £183,195,911 {representing one third of the Bank's 1ssued
share capital at 31 December 1988), or, if the capitalisation issue is approved by sharcholders, £205,173,656 (representing
the authorised bur unissued shaze capital of the Bank immediately following the capitalisation issuc).

Resolution No 13: Disapplication of pre-emption rights

Itis proposed to ask sharcholders to renew th, power granted to ditecrors at last yoar's annual general meeting to allor
shares foc cash within eertain limits. If approved, this proposal would empower the directors 10 atlot shares for cash
provided that, except in a nghts issus, the new shares did not exceed 5% of the issued share capital. The power would
tass uniil the next annual general meeting lor 26 July 1990, if eariier) except that, in relation to rights issues, it would last
for five years,

The directors believe that the propesals in resolutions 12 and 13 would condinue to provide tle boar? with a prudent
rneasure of fexibility for them to act in the Bank's interests,

Loan capital

During the year Midland International Financial Services BV, a wholly-owned Dutch subsidiary of the Bank, entered into
an agreement for & loan of Japancse Yen 9.4 billion, of which Yen 6.3 billion had been drawn down at the year end. The
loan is guacanteed by the Bank on a subordinated basis as to payment of prineipal and interest,

The proceeds of the loan wilt be employed in the conduct of the business of Midland Group.

Directors

The following divectors have retired from the board:

Sir john Cuckney and $ir Desrick Holden-Brovsn in April 1988, Sic ‘Trevor Holdsworth in June 1988; Mr I F H Davison in
August 1988; Mr H I"de Carmoy in September 1988 and Mr K W Barker i December 1988,

Appointments to the board have been made as follows;

Mr H E Lockhart in January 1988; Me T ) Cunningham in March 1988; Mr G E Loudon in June 1988; Mr P ] Wreangham
in December 1988 and Sir Colin Marshall in April 1989, In aceardance with the articies of association of the Bank,

Mr G E Loudon, Mr P Wrangham and Sic Colin Masshall will retize at the feazhcoming annual general meeting and,
being eligible, offer themselves for re-appointmient. Mr H E Lockhart and Mr T J Cunningham were re-appointed by
sharcholders at the 1988 annual general meeting.

Sir Patrick Meaney, $i Alex Jarratt, Miss D O*Cathain and Sir Kit McMahon retire by rotation in accordance with the
articles of association of the Bank and, being cligible. offer themselves for re-glection,

Sir Kit MeMahon and Mr G £ Loudon have service contracts which expire on 6 April 1993 and 31 May 1993
respectively.
Sic Pateick Meaney, Sir Alex Jarrar, Miss D O’Cathain, Me D', * vranrbam and Sie Colin Marshall have no service

waantracts with the Bank or any of its subsidiaries,

Under the tenns of a trust deed exceuted on 17 February 1989 one of the Bank’s overseas subsidiaries purchased from
Mr G E Lowdon for a eonsideration of £395,000 ene half of the beneficial interest in a 1esidential property in London
occupied by Mr Loudon. An independent finn of valuers has determined thar the considetation payable for such interest
was fair and reasonable,

No director had a matenal interest in any comtract of significatice, other than a service coturact, with the Baek crany of
it subsidiaries at any titne duning the year,

The nantes of she present dircetors of the Bank aud brief biographical notes e shown on page 36,



Mudland Bank plc

Report of the directors - continned

4

Group audit commirtze and Group cration committ
At 31 December 1988 membership of these commuttees was as follow::

Group andit commuttee
Mr G Maidand Srmith ichawmany, Sir Archibald Forster, Miss D O'C athaun and $ic Michae! Palliser.

Group remueneration committee
Sir Patrick Meaney ichairman), Sir Kenpeth Corfield, Sir Alex Jarratt and Sir Michge! Valliser

Subsidiary Companices
The Group received £22.9 million in May 1988 upon the sale of its 10024 interest in Midland Rank Canada fealuding
Thomas Cook Canada) 1o HongkongBank of Canada.

In July 1988, Forwatd Trust Group Limited acquired the entire issued share capital of Concord Leasing (UK} Limited
from Euroconcord Finance BY, part of The Hongkong and Shanghai Banking Corporation, for a cost of £14.4 million.
Concord is principally involved in the provision of asset finance for commercial customers,

In December 1988 the Bank purchased approximately 42% of the ordinary share capital of Euromobiliare §.p.A. (the
Companty) for a consideration of £42.3 million. This increased the Group's shareholding to st over 4580, The Bank has
also entered Into an option agreement with management of the Company and management companies giving the Bank
the option 1o purchase ordinary shares sepresenting approximately 68 furthes shares in the Company, In addtion, there
is 2 management agreerient berween the Bank, mauagement of the flompany and management companies regarding the
exercise of direetor and shateholder votes in the Company.

Greenwell Montagu Stockbrokers (GMS), a wholly-ewned subsidiary of the Bank, purchased ihe whole of the issued
capital of Smith Keen Cutler Limited {SKC), a stockbroking business, in April 1986, Part of the consideration gizen by
GMS for the shares in SKC was the issue of loan stock to certain sharcholders of SKC who were also SKC directors, Al
stackholders have the benefir of a Deed of Underiaking of the Bank under which they are entitled to sel! their stock 1o
the Rank from a specified date prior to maturity. Dring 1988 the terms of the Deed of Undertaking and the loan stock
were varied by acceleration of the specified dave and by fixing the variable clement of the redemption value at an araount
which could be up to £500,000 more than the original redemption value.

Employces

The full-time equivalent of staff employed in the Group at 31 December 1988, on a world-wide basis, was 59,092 ot
whon 53,375 were employed in the United Kingdom. The average number of staff employed (including part-tina 73)
cach week by the Group, in the United Kingdom, was 57,915 and their aggregate remuncration was £723 miltion.

Employee communication and involvement

United Kingdom

Midland Group has continued to show its comsitment to effective communication between management and
employees. Extensive use of video and computerbased communication and training materials has complemented our
overall effort in these areas, and has encourag.d employees 10 contribute direqtly to product development, quality of
service, and cast containment inivatives,

While responsibility for day-to-dty communication rests wih line management, the Group regularly nses such media ay
the in-house Group newspapers and bulletin to keep all employees involved in steategic and tactical business decisions,
A further review of the framework of management/employee communications will be conducted in 1989 to ensure that
it remains fully effective and responsive to our changing business needs.

The srployee share schemes were revicwed in 1988 and a revised Profit Sharing Scheae was approved by sharcholders
ar the annunl general meeting on 28 April 1988, The new scheme will inceease significantly the number of employves
who reecive their profit sharing in shares, In 1988, as a result of the special profit sharing payment approved by
sharcholders, aimost 8,600 employces clected to invest in the future of the Group by taking shares instead of cash.
Also, nearly 6,000 eligible staff accepted options under the Savings-Related Share Option Scheme.,

During the year. the Croup inrraduved a range of initiatives dusigned to promate equal opportunitivs for all employees
including impesyed remunetation, bencfit and pansion arrangenients for part-time staff In addition, the Group has

1 entlf announeed the intention to introducs 2 subsiantial number of workplace nurseries over the next four years; a
radical step amongst clearing banks.

Consultaiion and negotiations have continued on 1 range of issues between management and representatives uf
recognised untens within the Group. The principal unions nvolved during 1988 were the Ranking, Insurance and
Finance Union, and the Manufacturing, Scicnee and Finance Union {MSF) in which the Association of Scientific,
Technical and Managerial Stafts was merged in 198%. However, in February (989 the Bank gave notice of terminaton of
its agreements with MSE hecause the.r mambership ievel within the Bank was considered too small to justify continued
rezognition tor collecuve beegaining purposes,



Overseas

During e year Handelsfnanz Midiand Banl (HMBY, a Swass sueuduary in wiah Midlapd holds 852 o he shares,
entered inte 2 profit sharnng agrecment with centan of i senos eriployess, Thev are ta be pven the sppocumty of
purchasing shares i HMB through a prolit shacng raserve 10 which HMB will contribute $0e of s annual profiss, The
agrecment covers 4 penod of 15 years, The sumber of HAMB shares imelied will never exce.d a moxunem of 16 of
the share Lapital of HMB, The employees conceened do not participate w any othe Srunp protie shaary scherne.

Employment of dizabled parsons

“The Bank ecntstcs v develop its policy of full and fair connderation 16 applications froi peeple wath a disability,
hans regard to thewr individual aptitwies and abilites and theie sustabiicy for particislar vacanvies, Teainng and career

development oppartunities are availzble to all staff, meluding those with a disabilivy.

Wherever feasible, existg employees who became disabled are setained in suctz e jabs, and cquipment provided, Some
disabled people preter, for prrsonal reasons, not to be registered, so each case reeeives individual sacwinn,

Donaions

Dusing the year the Seoup made donations in the United Kingdom for charitable purposes amounting (o £693,441
Tnclude !ia this sum s an amount of £224,474 v-hich relates 1o the £1 for £1 Staff Charity Scheme Javs.bid n 1986 16

celebmre the Bank's 150th anniversary, No donations fur political purposes were made.

Dircctony’ interests in the sharcs of Midland Bank ple
Shares at 31 December

Shares at 1 January
1988 {or date of

Benelicial interests 1988 appointment if later)
Sir Kit MeMahon 3,626 2,360
J n Brooks 11,370 10,182
E W Brutsche 1,000 1-00G
Sir Kenneth Cortield 2,500 2,508
T } Cunningham 9,14u 5,140
Sir Archibald Forster 2,000 2,000
B L Goldthorpe 7,140 5,990
Sir Abex Jarratt 3,624 3,624
HE Leckhare 1,182 -
G E Loudan 102 100
G Maitland Smith . 1,000 1000
Sir Patrick Meaney ' 638 624
D O'Cathain 2,035 2,000
Sir Michael Palliser 613, 600
Sir Eric Pountain T30 3,000
W Purves C 746 746
I'N Tegner 2,150 1158
P ] Wrangham 5,000 500 -

Shares for which dircctors have optinus to subscribe usider share oprion schemes
Shares at 31 December

Shares at 1 January

‘_ 1988 1988
Sir Kit MeMabhon 126,894 26,894
] A Brooks 114,021 82,333
E W Brutsche 50,000 -
B1 Guidthepe 119,357 49,357
H £ Lockhar 86130 16,136
I N Tegner 109,258 46,258

At 31 December 1988 no director hud any non-benaficial interest i the vhares ot Midland Bank ple ur any intereats in the
shares of subsidiaries and po director had any interests in the loan stocks of Midlaid Bank ple oryts sudaidiaries.

No changes in any of the abov2 interests oocurred between 31 Decenibee 1983 und 23 tebruary 1989,

Auditars

Lrnst & Whinney have informed the Bank of their willingtess to continue in office as auditors, & resalution propesing
therr re-appointiiend as auditors and giveng authority 1o thi directors to tix their remuneration will be whmitted o the

nmdpgeneral meeting,

Penliey, London
23 Tebraary 1989

q1



Midlnd Bank ple

ANALYSIS OF SHAREHOLDERS

At 31 December 1988
Numberof  Percentage  Numberof  Percentage
Cumpory of sharcholder __ sharcholders of wtal shares held of total
Individuals e _._ 101,280 9522 98,685,884 17,96
“wstee of Midland Bank Groug: i
Profit Sharing Scheme 1 ~ 4,224,280 0.77
Assurance and insurance companies 593 0.56 41,816,553 7.61
Commercial and industrial companies 663 0.62 83,606,808 15.21
Charities, local authorities, hospitals,
colleges, et 394 0,37 7,992,621 1,45
Nominee companics 2,925 2,78 276,151,447 50.24
Peasion funds and pension trustees 119 011 17,075,772 3.11
Investment trusts 386 036 20,034,369 3.65
106,361 10000 549,587,734 100.00
*The trusree of the Midland Bank Group Employee Profit Sharing Scheme held shares on behalf of 17,795
participants.
Number of Percentage Number of Percentage
Shates held sharcholders of total shares held of total
1-100 11,690 10.99 542,292 0.10
101-250 15,463 14.54 2,737,214 0,49
251-500 21,727 20.43 8,225,549 1.50
501-1,000 27,486 25.84 20,503,883 3.73
1,001-5,600 27,410 2577 51,974,912 9.46
5,001-10,000 4,211 1.14 8,538,629 1.58
10,001-25,000 503 0.47 8,116,068 1.48
25,001-50,000 234 0.22 8,829,714 1.61
30,001-250,000 396 0.37 48,796,127 8.88
250,001 and over 241 0.23 391,328,346 71.20
106,361 100.00 549,587,734 100.00
REPORT OF THE AUDITORS

a2

To the memb:rs of Midland Bank ple

We have audited the accounts set out on pages 43 to 64 in aceordance with apptoved andiung standards,

The accounts have been prepared under the historical cost convention 25 explained in accounting policy (a),

In our opinion the accounts give a true andd fair view of the state of affairs of the company and of the Group
at 31 December 1988 and of the profit and source and application of funds of the Groun for the year then
ended and comply with the Companies Act 1985,

Ekw{——:
Ernst 8 Whinney
Chartered Accountants

.

London
23 Yebruary 1989



Midland Group

ACCOUNTING POLICIES

The prancipal accounung pehicies adopted by the Group are set out below and are consistent with those adopted
w1987,

{a} Acconnting canvention, The accounts ate prepared i accordance with the requrements of the UK Stateraents of
Standard Accounting Practice under the historical cost cons ention modified by tiw. ievshuation of frechold and long
leaschold properues,

(b} Basis of consolidation. The Group acvounts are prepared in aceordance with sections 258 and 259 of, and Schedule
9 to, the Companies Act 1985 and deal with the state of affairs and profirs and fosses of Midland Bank ple and all
its subsidearies and the atributable share of profits and reserves of its associated companies,

{¢) Bad and doubtful detts, Specific and general provisions for bad and doubtful debs are based on the year-end
appraisal of advances. The specific element relares to individual banking relaionships; the general elememt relates to
other positions not separately identified but known from experience to exist in any pertfolio of banking relationships.
Interest on bad and doubtful loans continues to be charged ro the customer’s account and credited 1o interest incotne
where insolvency law permits, although in most instances a corresponding specific provision is made. When it becomes
apparent that recovery is unlikely, interest ceases to be accrued and the outstanding debt is written off,

{d) Instalment finance, Income from fixed rate instalment finance business, after making a deduction for certain initial
expenses, is credited to profiv and loss account in propertion to the reducing balance outstanding, ‘These balances are
stated in the balance sheet after deduction of uncamed charges and interesi,

{e) Equipment leased to customers. Income from leasing coatracts, other than those with major recourse or similar
agreements, is credited to profit and loss account in proportion to the funds invesied. The grear majority of such leases
relates to finance leases since substantially all the ri-ks and rewards anaching to the assets leased are transferred to

the lessee, Where leasing contracts are covered by major recourse or ather similac agreements, income is released to
maintain the book amount of the asset as a value consistent with the contractual arrangements.

{8 Depreciation of premises and equipment. The directors consider that, except for certain specialised properties,
residual values of frechold and long leaschold buildings (50 years and over unexpiced) are such that a nil rate of
depreciation should be currently apphed. Specialised properties are depreciated on an individual basis having regard o
their anticipated useful lives, Other le:ssehold land and buildings are written off on the straight-line basis over ten years,
or the period of the lease whichnver is the shorier. Obsolescence of bulldings is charged to profit as it arises. Furniture,
fittings and equipment are deprecinted on the straight-line basis over theit estinted useful lives at mtes ranging from 5%
to 50%.

(g} Dealing assets, Where assets arc acquired with the intention of reselling them in the short teem at a profit, they are
stated in the batance sheet zt market value. Income from dealing assets arises in two ways, interest income and dealing
income, and is analysed berw een ‘interest receivable’ and “other operating income’.

{h) Fixed interest investments. Where fixed interest investments with fixed redemption dates have been purchased for the
long term ata premium or discount, these premiums and discounts are amortised through the profitand loss account
over the period from date of purchase to date of maturity, if the date of maturity is at the borrower's option within 4
specified range of years, the maturity dute which gives the more conservative result is adopted. These investments are
included in the halance sheet at amortised cost. Profirs and losses on the realisati~n of these investments are dealt with in
the profit and loss account as they arise,

{i) Retiremeat benefits, Annual contributions are made to UK pensinn schemes on the advice of actuaries for funding of
reticement hencfits in order to build up reserves for each full-time employee during the employec’s working life 1o pay to
the emplayee or dependant a pension after retirement. The costs of praviding these benefits are charged to the profit and
loss account on a regular basis. Certain overseas subsidianes make provisions for pensions in accordance with local law
and practice,

(j) Deferred taxation. Deferred taxation is calculated, using the liability method, on all riming differences to the extent
that they are likely to crystallise in the future,

{k} Currency tsanslation. Assets and liabilitics of UK resident companics maintained in foreign currencics, mcluding
avestments in associated companies and trade investments financed by loans in foreign currencies and commitments for
future purchases or sales, are translated into stecling at the exchange tates ruling at the balance sheet dates of those
companies and any difference is taken to profit and loss account. On consalidation, the accounts of overseas subsidiaries
and associated companies are translated into steding at the exchange rates ruling at their balance sheet dates and the
consequential adjusiments to the opening balances ate Jualt with throus)s reserves,

{) Premium on acquisition of shares in associated and subsidiacy companics. Premiums on acquisition of shares in
associated and subsidiary companics are written off to reserves in the year of acquisition,

fn) [nvestments in associated anl subsidiary companies. Midland Bank ples investatents in associated and subsidiary
campanies are stated at s share of their net tangible assets.,
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Midland Group

ANALYSIS OF INTEREST RECEIVABLE, INTEREST PAYABLE,
QTHER OPERATING INCOME AND QPERATING EXPEMNSES
Yoar ended 31 December 1988

1988 1987
£m £m
INTEREST RECEIVABLE
Short-term funds 690 594
Dealing assets 195 165
British Government securities (lsted) 61 70
e o i
Other investments = listed SS‘I | 33..]
unlisted L 573 I__ 57
90 100
Advances to customers 3,486 3,321
Placings with banks (over 30 days) 407 382
Finance leases and instalment finance 326 275
5,255 4,907
INTEREST PAYABLE
Deposits 3,340 3,123
Perpetual floating rate notes, subordinated loan
czpital and long-term borrowings -
wholly repayable within five years 25 22
other 169 169
3,534 3,314
OTHER OPERATING INCOME
Service charges, fees and other banking income - BS3 847
Foreign exchange carnings 120 132
Travel income 144 106
Income from trade investments (listed) 1 1
Profit on sale of investments - fixed interest (10) 18
other 22 21
12 39
Protit/(loss) on disposal of fixed assets 7 {1)
1,137 1,124
OVERATING EXPENSES
Staff
Salaries and other staff costs 1,067 1,029
Pension costs L 115 | 155
1,182 1,184
Premises and equipment ’
Depreciation and amortisation 101 90
Rire of computers and ather equipment 12 ' 7
Rents payable 74 | 65
Other 204 | L ..183 ]
39 345
Audit fees 3 3
Other 448 453
2,024 1,985
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Midland Group

CONSOLIDATED PROFIT AND LOSS ACCOUNT

Year ended 31 Decemnber 1988

1988 1987
Notes £m £fm
Interest receivable 5,255 4,907
Interest payable 3,534 3,314
Net interest income 1,721 1,393
Other operating income 1,137 1,124
Operating income 2,858 2,717
Operating expensas 2,024 1,985
Trading profit before charge for
bad and doubtful debts 834 732
Charge for bad and doubtful debts 201 230
Trading profit 633 502
Share of profits of associated companies 4 50 9
Profit before exceptional item 693 511
Exceptional item 5 - (1,016)
Profit/{loss) before taxation 693 (505)
Taxation 6 273 {58)
Profit/{loss) after taxation 420 {447)
Minority interests (8) %)
Profit/(loss) before extraordinary items 412 (456)
Extraordinary items 7 - 63
Profit/(loss) attributable to
members of Midland Bank plc 412 (393)
Dividends 8 126 90
Retained profit/ (deficit) 286 (483)
Earnings/{loss) per share 9 75.1p {125.3)p

Movements in reserves are set out in note 26.
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Midland Group
CONSOLIDATED BALANCE SHEET
31 Decemnber 1988

46

1988 1987
—_ Notes £m Lm
ASSETS
Liquid assets 10 7,619 6,316
Items in course of collection 781 690
Certificates of deposit 852 1,186
Dealing ussets 11 2,700 2,603
Investments 12 1,381 1,463
Debrors 13 806 864
Advances and other accounts 14 40,273 34,355
54,412 47,477
Trade investments 15 24 21
Investments in associated companies 16 171 106
Premises and equipment 18 1,122 846
55,729 48,450
LIABILITIES
Current, deposit and other customer
accounts 19 47,983 41,679
Qther liabilities 20 2,132 1,895
50,115 43,574
Deferred taxation 21 198 71
Long-tenn borrowings 22 378 317
Subvordinated loan capital 23 570 945
Perpetual floating rate notes 24 £88 858
Minority interests 141 99
Sharcholders’ funds
Share capital 25 [,... 550 T 547
Share premium 25 ' 1,042 1,036
Reserves 26 L___l 447 _ _.1,003
3,039 2,586
55,729 48,450

Kit McMahon, chairman and group chief execntive
Ian Tegner, dicector, group finance

23 Febmary 1989

X AT S Whonbuns
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Ce no. 14 28Y
Midland Bank ple

BALANCE SHEET
31 December 1988

1988 1987
—— Notes ~ fm £m
ASSETS
Liquid assets 10 4,608 4,062
Items in course of collection 766 686
Certificates of deposit 214 848
Dealing assets 11 424 506
lavestments 12 574 692
Debtors 13 169 76
Defested taxation 21 87 2006
Advances and other accounts 14 31,486 25,643
Balances due by subsidiaries 1,544 1,442
39,872 ' 34,161
Trade investments 15 17 10
Investments in associated companies 16 147 96
Investments in subsidiary companies 17 1,458 1,441
Premises and equipment 18 906 658
42,400 36,376
LIABILITIES
Current, deposit and other customer
aceounts 19 35,292 30,529
Other liabilities 20 565 343
Balances due to subsidiaries 2,257 1,703
38,114 32,575
Subordinated loan capital 23 386 386
Perpetual floating rate notes 24 861 829

Sharcholders’ funds

Share capital 25 547
Share premium 25 1,036
Reserves 26 1,003
2,586

36,376

Kit McMahen, chainnan and group chief executive Y K‘Mf \"M %ﬁ CUU"’\

Ian Tegner, director, group finance

23 Fchruary 1989
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Midland Grovp

STATEMENT OF SOURCE AND APPLICATION OF FUNDS
Year ended 31 December 1988

1988 1987
fm £m
SOURCE OF FUNDS
Profit/(loss) attibutable to members of
Midland Bank ple 412 (393)
ADJUSTMENTS FOR [TEMS NOT INVOLVING
THE MOVEMENT OF FUNDS
Profit on disposal of Clydesdale am:d Northern Banks - (60
Depreciation of premises and equipment 101 20
Deferred taxation 127 {202)
Minority interests 42 9
Amount retzined by associated companies (31) 2
plhcr items (5) {59)
Funtds generated from opetations 646 {613)
FUNDS FROM OTHER SOURCES
Net proceeds from disposal of Clydesdale and
Northern Banks - 415
Disposal of trade investments and associated
companies 4 34
Disposal of premises and equipment 25 36
Increase in share and loan capital 125 746
800 618
APPLICATION OF FUNDS
Dividends paid 115 63
Purchase of trade investments and associated
companics 41 15
Purchase of goodwill on acquisition of subsidiaries 35 6
Purchase of premises and equipment 204 197
395 281
Working capital 405 337
800 618
WORKING CAPITAL
Advances and other customer accounts 5,918 655
Liquid assets 1,303 (1,037)
Debtors and other assets (286) (413)
Current and deposit accounts and other liabilities
excluding dividends {6,530) 1,132
405 337

Funds movements for 1987 exclude the effeets of the dicoesa® iesdale and Northern Banks.



Midland Group

NOTES ON THE ACCOUNTS

Tumaover

The turnoves of the Group as a whale is not shown as it results mainly from the business of banking, Non-
banking turnover consists of commissions on travel areangements and sales in respect of tour operations
amounting to £385m (1957 £281m). Aggregate leasing rentals were £644m (1987 £498m) the majority of
which related to finance leavss, Aggregate hire purchase instalments were £392m (1987 £295m).

Retirement benefits

The Midland Bank Pension Séhcmc, the assets of which are held in a separate Trust Fund, is the principal
pension scheme within the Group coveting 84% of the Group’s UK employees. The Midland Bank Pension
Scheme is a funded ‘defined benefit scheme’.

Actuarial valuations of the assets and liabilities of the scheme are carried out triennially by external
professional actuaries 1o detecmine the financial position of the scheme and to enable the Bank to determine
the level of contributions w ¢ made to the scheme.

“The latest vaiuation was made as at 31 December 1987 at which date the market value of the scheme assets
was £1,784m. This valuation was prepared on the attained age method and showed that the level of funding
at that date was 95%, significantly higher than ot 31 December 1984, the date of the last actuarial valuation.
The actuaries recommended future contributions of 20% of pensionable salary {1984 27%) of which

1,4% (1984 7.7%%) represents the amount expected to be necessary to achieve a funding level of 100% by

31 December 2006, Participating companies have agrecd to make these contributions from 1 January 1988.

"The main financial assumptions used in the latest valuation, which, exvept for small increases of 2% per
annum in the effective allowances made for equity dividend and post retirement pension increases, are
consistent with those used in the previous valuation, were

Percentage per anhum

Long-term investment return 2
Genera! salary increases 7
Equity dividend increases 4.5
Post retirement pension increases 4

The actuaries also confirmed that, on the basis of the actuarial assumptions and methods used, the scheme's
assets at 31 December 1987 fully covered its liabilities based on then current salary levels and service to the
valuation date,

The pension schemes of the Thomas Cook Group and the Samuel Montagu Group, which cover 9% of the
Group’s UK employees, arc similatly constituted and are fully funded.

The reduction in pension costs of £40m from the charge in 1987 of £155m mainly reflects the results of the

actuarial valuation carried out at 31 December 1987 and the disposal of Clydesdale and Northern Banks
{£17min 1987),

4%



Midland Group

Notes on the acconts - continued

Emoluments

The aggregate emoluments of the directors of the Bank amounted ro £2,992,000 (1987 £3,035,000) and
consisted of fees £172,000 11987 £128,000) and other emoluments £2,820,000 (1987 £2,907,000). In
addition, pensions in respect of past ervices of £228,000 {1987 £204,000) were paid.

The chaioman’s emolnments totalled £238,554 (1987 £47,161 in respect of Sir Donald Barron up to 30 April
and £129,349 in respect of Sir Kit McMahon from 1 May onwards}.

The emoluments of the highest paid director amounted to £640,827 (1987 £748,458),

During the year, four directors waived emoluments totalling £30,254 {1987 nil).

Some of the directors served on the board for part of the yeat only.

The tables show the number of directors and employecs of Midland Bank plc, other than employees who
discharged their duties wholly or mainly ontside the United Kingdom and the highest paid director, whose

emoluments receivable from the Bank and, in the case of dircctors only, its subsidiaries, felf within the
bands stated.

Dircctors £ 1988 1987  Employecs £ 1988 1987
t- 5000 5 3 30,000 - 35,000 742 589
5,001 - 10,000 2 2 35,001 - 40,000 508 361
10,001 = 15,000 4 5 40,001 - 45,000 289 243
15,001 - 20,000 1 1 45,001 - 50,000 145 94
30,001 - 35,000 i - 50,001 - 55,000 72 20
35,001 - 40,000 - 2 55,001 - 60,000 59 21
40,001 - 45,000 - 1 60,001 - 65,000 20 12
45,001 - 50,000 2 3 65,091 - 70,000 10 4
50,001 - 55,000 - 1 70,001 - 75,000 9 2
60,001 - 65,000 - 1 75,001 - 80,000 2
95,001 - 100,000 1 - 80,001 - 85,000 5 5
115,001 - 120,000 - 1 $5,001 - 90,000 2 3
120,001 - 125,000 1 - 90,001 - 95,000 4 2
130,001 - 135,000 1 - 95,001 - 100,000 2 -
135,001 - 140,000 - 1 115,001 - 120,000 1 2
155,001 - 160,000 1 - 120,001 -~ 125,000 1 -
190,001 ~ 195,000 - 1 210,001 - 215,000 1 -
215,001 - 220,000 1 -
235,001 - 240,000 1 1
395,001 - 400,000 1 -
475,001 - 480,000 1 -
625,001 - 630,000 - 1

Assaciated companies

Dividends receivable during 1988 from asseciated companics, all of which are unlisted, amounted ta £5m
(1987 £7m).

1988 1957
Exceptional item £m £m

Exceptional provisions against loans to borrowers ir) countrics
identified as having actual or potential payment difficuitics - 1,016




1988 1987
Taxation £m im
The charge/icredit) for taxation is made up as follows
United Kingdom corporation tax
Current at 35% (1987 3586 211 40
Deferred (5} {183)
Transfer 1o tax credit equalisation 4 6
Notional 1ax charpe on tax credit equalisation release 4 5
214 (132)
Less relicf in respect of overseas taxation 19 -
195 {132)
Overseas taxation
Current 58 67
Deferred 3) 2
250G (63)
Associated companies 23 5
273 (58)
1988 1987
Extraordinary items £ fw
Profit on sale of Clydesdale and Northern Banks - 60
Profit on sale of Avis Car Leasing, an associated
company - 14
Provisien for closure costs of Greenwell Montagu
Securities - {11)
- 63
1988 1987 1988 1987
penceper  pence per £m Lm
Dividends share share
First interim 9.5 8.6¢ 52 27
Second interim 13.5 11.5 74 63
23.0 20.1 126 20

*adjusted for 1987 rights issue

51



Midland Group

Nates on the accounts ~ continued

9  Eamings per share

Earnings per share have been caleulated on the profit before extraordinary jtems of £412m
(1987 Joss £456m) related to the weighted average of 548m shares (1987 365m shares adjusted for the
rights issue in 1987} in issue during the year,

Group Midland Bank ple

1988 1987 1588 1987

10 Liquid assets £m £m fm £m
Coin, bank notes, balances with

central banks and gold 761 726 470 349

Money at call and short notice 6,745 5,188 4,043 3,342

Bills discounted 113 402 95 371

7,619 6,316 4,608 4,062

Coin, bank notes, balances with central banks and gold includes gold bullion, amounting to £187m
(1987 £231m) at current marker value,

Group Midland Bank ple
1988 1987 1938 1987
11 Dealing assets £m £m fm £m
Bullion other than gold 160 156 - -
Bills 280 283 135 117
Certificates of deposit 210 484 3 214
Investments
Listed -
Securities of, or gnaranteed
by, the British Governinent 449 47% 61 122
Others listed in Great Britain 157 59 69 -
Others listed elsewhere 921 887 31 21
1,527 1,425 161 143
Unlisted ~
United States authorities ,
and agencies 20, 35 - 23]
Other 440’ 1 172 L 97 3
460 207 97 32
1,987 1,632 258 175
Properties 63 48 - -
2,700 2,603 424 506

Listed invesuments are valued at middle market prices and unlisted investments ar directors’ valuation.
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1988 1938 198~ 1987
lovesmeas . _ - fip A A
Book Lavck
amorst  Valuation  amowt  Valuation
Group
Listed ~
Securities of, or gnaranterd by, the
British Governtaent 338 326 492 RS
Others Yisted in Great Britain 153 163 130 157
| Qs fisted elsewhere 213 2 ial o0
704 £96 921 952
Unlisted -
United States authoritics and agencies 231 228 155 253
Other 446 453 287 307
1,381 1,377 1,463 1,514
Midland Bank plc
Listed -
Securities of, or guaranteed by, the
British Government 306 293 451 452
Others listed in Great Britain 46 48 43 43
Others listed elsewhere 125 125 175 175
477 466 669 670
Unlisted -
United States authoritics and agencies 94 93 14 14
Other 3 3 9 9
574 562 692 693

Where fixed interest investments with a fixed redemption date are held for the long term, they are stated at
amortised cost amounting to £1,234m (1987 £1,393m} for the Group and £572m {1987 £688m) for

Midland Bank plc.

All other investments are stated at cost less provision.

Listed investments are valued at middle market prices and unlisied investments at directors' valuation,

Dcbiors

o camma mizane s

Sundry debtors include securities trading assets arising in the market-making subsidiarics; refated fiabilities

are included under ‘Other liabilitics’ ~ see note 20,

53
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Motes op the accounts - continsied

14

_ Group Midland Bank plc
1988 1987 988 1987
Advances and other accounts £m Lm £m £m
Lendings to customers
Adyances 32,597 28,956 28,188 23,999
Instalment finance 1,140 845 - -
33,737 29,801 28,188 23,999
Finance leases _ 2,158 1,745 - -
Total lendings 35,895 31,546 28,188 23,999
Less provisions 1,854 1,740 1,636 1,510
34,041 29,806 26,552 22,489
Placings with banks {over 30 days) 4,485 3,293 3,381 2,070
Accrued interest and other customer
accounts 1,747 1,256 1,553 1,084
40,273 34,355 31,1486 25,643
Of which
Sterling 27,433 21,338 22,517 17,172
Currency 12,840 12,967 8,969 8,471

40,273 34,355 31,486 25,643

Advances are stated after deduction of amounts refinanced with the Export Credits Guaraniee Department
and the Department of Trade and Industry.

Included in instalment finance above are amounts in respeet of hice purchase contracts amounting to £688m
(1987 £497m).

The cost of assets acquired in 1988 for the purpose of letting under finance leases and hire purchase
contracts amounted to £93%m (1987 £702m) and £685m (1987 £523m) respectively.
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1988 1987
Advances and other accounts - contl, ted L £m £m
Movements on provisions for bad and doubtful debts were as follows
Specific  (enerl Total Specific  General Total
Group
Provisions -t 1 January 1,607 133 1,740 756 227 983
Currency translation and
other adjustments 37 11 48 (219} (21) (240)
Charge for the year 155 46 201 285 {53) 230
Excenrional charges (see note 5} - - - 1,016 - 1,016
Amounts writeen off Les) - ues)  (164) - (6]
Less recoveries of wuiounts i |
written off in previcus years .30 - 30 18 - 18|
{135 - {135} (146) - {146)
Less provisions relating to
Clydesdale and Northern Banks - - - 85 18 103
Provisions at 31 December 1,664 14 1,854 1,607 133 1,740
Midland Bank plc
Provisions at 1 January 1,447 63 1,510 490 11y 609
Currency translation and other
adjustments 44 1 45 (176 (32} (188)
Charge for the year 144 27 171 200 (44} 156
Exceptional charges (sce note 5) - - - 1,016 - 1,016
Amounts written off I,..- (307) ~ (107) ey T (_93)
Less recoveries of atnounts |
written off in previous years 17 = 17 10 - .o
(90} - (90) {83) - (83)
Provisions at 31 December 1,545 91 1,636 1,447 63 1,510

The Group makes specific provisions against loans to and interest due from borrowers in countries

identificd as having actual or potensial payment difficulties. The level of such provisions is reviewed against

exposure on a country by country basis and adjusted when the econamie, political or regional circumstances
of a country change, assessed by a scoring system consistent with Bank of England guidelines. In addition,

interest is normally reserved when it is more than 90 days overdue,

S5
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Notes on the accounts — continued
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1988 1987
Trade investments £m fm
Book Book
At cost less provisions amount Valuation amount Valvation
Group
Listed elsewhers than in Great Britain - - 3 3
Unlisted 24 27 18 25
24 27 21 28
Midland Bank ple
Unlisted 17 17 106 11

Uisted investments are valued at middle market prices and unlisted investments at directors’ valuation.

The principal trade investments at 31 December 1988, all of which were held directly by Midland Bank ple,

were as follows
Country of
incorporation Interest
The Agricultural Mortgage Corporation PLC Great Britain
Issued share capital £13.5m 13%
BCH Property Limited Great Britain
Issued share capital £1.5m 18%
1988 1987
Investments in associated companies - £m £m
Book Book .
Share of net tangible assets amount Valuation amount Valuation
Group
Listed elsewhere than in Great Britain 7 7 3 3
Unlisted ~ Equity 141 180 88 133
Qther 23 23 15 15
171 210 106 131
Midland Bank plc
Unlisted — Equity 124 148 82 115
QOther 23 23 14 14
147 171 96 129

Listed investments 2ce valued at middle markee prices and unlisted investments at directors® valuation.
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Investments in associated companies - continued

The principal associated companies at 31 December 1988 were as follows

Direct
Country of interest of
incorporation  Accounts Midland
and operation made up to Bank plc
3i Group ple Great Britain ~ 30.9.1988
Issued shace capital £232m 18%
fhe Joint Credit Card Company Limited Great Britain 31.10.1988
Tesued share capital £400 30%
Loan capital £55.8m 30%
UBAF Bank Limited Great Britain  31.12.1988
US § share capital $93m 25%
£ sterling share capital £46m, of which £15m 67% paid up 25%
Subordinated unsecured loan stock US §28.7m 25%
Subordinated loan stock £10m 12,5%
*unaundited interim accounts
1988 1987
Investments in subsidiary companics £m fm
Midland Bank plc
Shares in subsidiaries at Bank’s share
of net tangible assets 843 713
Loans to subsidiaries 615 728
' 1,458 1,441

The principal subsidiaries at 31 December 1988, all of whose accounts were made up to 21 December 1988,

were as follows

Country of Equity interest of

incorperation and Midland Bank ple

operation Ditrect Indirect

Forward Trust Limited Great Britaia 100%

Griffin Fy~tovs Limited Great Britain 100%

Midland Bank SA® France 74%
Midland Bank Trust Company Limited Great Britain 100% ‘

Samue! Montagu & Co. Limited Great Britain 100%

The Thomas Coak Group Limited Great Britain 100%
Thnkaus & Burkhardt KGaA' o West Germany 71%

All the above subsidiaries are engaged in the business of hant g and financia! services with the exception of

The Thomas Cook Group Limited which is engaged in th oo s of world travel, tour operations, foreign
P B P s B

exchange dealings and the issue of travellers cheques.

° minority sharcholding listed
limited partnership



Midland Group

Notes on the acconnts - comtinued

18  Premises and equipment £m £m £m Lm £m
Freehold Leasehold land Furniture, Total
land and and buildings ﬁttir}gs and
buildings 50 years under  CGuipment

and over 50 years
unexpired unexpired
Group
Cost or yaluation
At 1 January 1988 455 38 141 541 1,175
Currency translation
adjustinents {5 - - - (5)
Additions 36 13 20 135 204
Surplus on revaluation 188 15 - - 203
Disposals (12) {3) (2) (57) (74}
At 31 December 1988 662 63 159 619 1,503
Accumulated depreciation {8) - (63) (310) {381)
Net book amount
At 31 December 1988 654 63 96 309 ‘1,122
At 31 December 1987 442, 36 91 277 846
Midland Bank plc
Cost or valuation
At 1 January 1988 370 38 11 396 915
Additions 25 13 14 95 147
Surplus on revaluation 161 15 - - 176
Disposals (1o (3) (1) 39 {53)
At 31 December 1988 S4¢ 63 124 452 1,185
Accumulated depreciation (5) - (53) (221) (279}
Net book amount
Ar 31 December 1988 541 63 71 231 906
At 31 December 1987 361 36 67 204 663
Midland
__ Group —_Bank ple

¢ vt or valuation of premises and equipment at
41 December 1988 comprises

Land and buildings at valuation 1988 662 604
at cost 222 129

884 733

Furniture, tittings and equipment, at cost 619 452
1,503 1,185

The depreciable amounts for leascholds uader 50 years unexpired lor the Group and for Midland Bauk ple
were £159m {1987 £141m) and £124m (1987 £111m} respectiv cly.

The Group’ frechold and long leaschold (50 years and over unexpired) propertics in the United Kingdom
have been vafued at 31 December 1988 by professionally quahfied staff or by the Group’s professional
valu-~s, Messtr. Healey 8¢ Bakes, in respect of Midland Bank ple and certain subsidiaries. Freehold and long
leaschold praperties in the United Kingdom owned by The Thomas Cook Group Limited have been valued
by Messrs. Jones Lang Wootton, Chartered Surveyors. The basis of valuation is open market vatue foe
existing use. The values of certain specialised properties have been reviewed and, as a result, their existing
book: amounts have been maintained.

The resultant surpluses of £203m for the Group and £176m for Midland Bank ple have been credited to
reserves, Other leasehold land and buildings have also been reviewed and as a result their exisiing book
amounts have been maintained,
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Group . Midland Bank ple
1988 1987 1948 1987
Current, deposit and other customer accounts £m £m £m {m
Sterling
Current and demand accounts 15,608 14,026 14,411 12,884
Deposit and savings accounts 2,259 2,126 2,231 2,097
Money market and other time deposits 11,584 6,919 7,863 4,075
Accrued interest 298 215 244 155
Ttems in transit and other customer
accounts 542 535 427 432
30,291 23,841 25,176 19,643
Currency
Current and demand accounts 4,916 4,136 1,794 1,647
Deposit and savings accounts 1,444 1,883 936 1,264
Moncy market and other time deposits 10,365 10,801 7,007 7,544
Acerued interest 296 286 201 198
Irems in transit and other customer
accounts 671 732 178 233
17,692 17,838 10,116 10,886
47,983 41,679 35,292 30,529

Included in the Group figures above are secured bank overdrafts of subsidiaries amounting to £12m (1987

£161m),
Group . Midland Bank plc
1988 1987 1988 1987
Other liabilities £m £ £m £m
Taxation 205 115 107 49
Creditors and securities trading liabilities 1,853 1,717 384 231
Dividend 74 63 74 63
2,132 1,895 565 343

Securities trading liabilities arise in the market-making subsidiaries and reflect the level of activity in the

securities markets. The related assets are included under ‘Debtors’ - see note 13,



Midland Group

Notes on the accounts - cantinued

1988 1987
21 Defered taxation £m o Am
Potential Balance  Potential Dalance
deferred at3l deferred at 31
tax December tax  December
Group
Shott-term tumeng differences ' (9) 9) 1 1
Accelerated capital allowaneds 23 23 29 29
Leasing transactions 342 253 341 252
Premises revaluation 42 2 64 2
Tax losses arising from exceptional
provisions - - {183) {183)
Other items 21 18 15 10
Advance corporation tax recoverable {89) {89) {40} {40)
330 198 227 71
Midland Bank ple
Short-rerm timing differences {19) {19} {4) {4}
Accelerated capiral allowances 17 17 18 18
Premises revaluation 33 - 60 -
Tax losses arising from exceptional
provisions - - (183) {183)
Other items 4 4 3 3
Advance corporation tax recoverable {89) 89 (40} {40)
(54) (87) (146) (206}
1988 1987
22 Long-term borrowings £m £m
Subsidiaries
5% Debenture 1987/92 DM 9m 3 3
Borrowings at fixed and variable rates between 6Y4% and 15.9%
repayable 1989/98" Fr Frs 1,998m 1987 Fr Frs 1,577m) 183 157
33% Bonds repayable 1991/92 Sw Frs 20m 7 8
6% Bonds repayable 1996 DM 100m 30 gL
13%9%% Note repayable 1997 25 25
Guarantced Floating Rate Notes 1997 Fr Frs 900m# 82 90
%3 Bonds repayable 1993 DM 75m 24 -
5% Bonds repayable 1993 DM 75m 24 -
378 3z
Repayable within 1 year 1 -
1-2 years ' 8 2
2- 5 years 95 76
Qver 5 years 274 239
378 37

* repayable by instalments

# theinterest rate on the notes is related to the i fine interest rate corresponding to the latest published
weighted average discount raie for 13 week French Treasury Bills; e 15 December 1988 the interest rate
was set at 8.38% for the period to 15 March 1989
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1988 1987
Subordinated loan capital £m £m
Midland Bank ple
21384 Subordinated Unsecured L oan Stock 1983/93 5 5
10%:%% Subordinated Unsecured Loan Stock 1993/28 31 31
Subordinated Floating Ratu Notes 2001 250 250
14% Subordinated Unsecured Loan Stock 2002/07 100 100
386 386
Subsidiaries ’ )
%% Guaranteed Bonds 19922 US $36m (1987 US $45m) T Y
11%% Guaranteed Bonds 1992 US $150m 83 80
Guarantced Floating Rate Notes 1992 US 5150m 83 80
&14% Guaranteed Bonds 1986/96 DM 200m 63 68
Guaranteed Floating Rate Notes 1986/98 DM 300m 94 102
7.55% Guaranteed Loan 1998 Yen 6.3bn 28 -
Guaranteed Floating Rate Notes 1999 US 5200m 111 107
Guaranteed Floating Rate Unsecured Loan Stock 2001 17 17
Guaranteed Floating Rate Series A to C
Unsecured Loan Stock 2001 1 l 1
1249 Guaranteed Notes 2003 US 5150m L 83 | 80
' . 584 559
970 945
Repayable within 1 ycar 4 4
1.2 years 4 4
2 - 5 years 184 176
Qver 5 years 778 761
970 945

Subordinated loan capital is repayable at par at maturity but some is repayable prior to maturity at the

option of the borrower, in certain cases at 2 premium over par.

The interest rates on the floating rate subordinated loan capital

interbank rates.

*repayable by instalments

are related to relevant London

&1
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Notes on the accomnts - contineed
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1988 1987
Perperual floating rate notes £m £m
Midland Bank ple
Undated Floating Rate Primary Capital Notes US $750m 417 401
Undated Floating Rate Primary Capital Notes US $500m 278 267
Undared Floating Rate Primary Capital Notes (Series 3) US $300m 166 161
861 829
Subsidiaries
Convertible Undated Floating Rate Subordinated Notes
Fr Frs 300m 27 29
888 858

The Undated Floating Rate Primary Capital Notes have characteristics winch render them similar in certain

circumstances to preferred shares,

The interest rates on the Undated Floating Rate Primary Capital Notes are related to London Interbank
Offered Rates, The annual interest rate on the Convertible Undated Floating Rate Subordinated Notes is
related o the average monthly bend rates for new issues in the Paris market.

The right to converr the Convertible Undatod Floating Rate Subordinated Notes may be exercised at any
ume from 1 January 1990 until 31 December 2005 on the basis of 3.6 ordinary shares of Midland Bank SA
each with a nominal value of Fr Frs 100 for each Fr Frs 1,000 note.

Share capital and share premium

The authorised share capital of Midland Bank ple is £750m.

The movements in issued share capital and share premium were as follows

Share capital

Share premium

1988 1987 1988 1987
£m Lm £m £m
At 1 January 547 232 1,036 276
Rights issue - 233 - 466
Subscription by The Hongkong and
Shanghai Banking Corporation - 81 - 302
Shares issued under share option schemes 2 1 2 1
Shares issued in licu of cash - 1988 interim dividend - - 1 -
Share and loan capital issuc expenses - - - (12)
Shares issued under employee profit sharing
scheme 1 - 3 3
At 31 December 350 547 1,042 1,036
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Reserves £m £m Em £in
Midlarnd Bank Midland
picand  Associated Bank
subsidiaries _companies Group ple
At 1 January 1988 961 42 1,003 1,603
Currency translation adjustments o (1 {10} -
Retained profit 253 31 286 195
Surplus on revatuation of freehold and long
leaschold properties 203 - 203 176
Premium written off an acquisition of
subsidiary companies {35) - (35) -
Net increase in net tangible assets of
subsidiary and associated companies - - - 73
At 31 December 1238 1,375 72 1,447 1,447

Group reserves at 31 December 1988 include £457m in respect of revaluation of frecheld and long lease!all!
properties, of which {413m relates to Midland Bank ple. In addition, the reserves of Midland Bank ple at 31
December 1988 include £526m in respeet of post acquisition retained reserves of subsidiary and aszoclated

companies,
1988 1987

Contingent lisbilities £m £m
There were the tollowing contingent liabilities in respect of
Acceptances

Group 1,092 1,382

Midland Bank plc 968 1,131
Engagements

Group 5,686 4,498

Midland Bank plc 5,079 3,705

In addition there were outstanding financial contracts, agreements and other financial instruments entered

into in the normal course of business, Midland Bank ple has guatanteed thy performance of a subsidiary in

respeet of certain of these items, and certain exposures to banks by a subsidiary.

1988 1987
£m £m
Midland Bank pte has guaranteed
Subordinated loan capital and long- and short-temm
borrowings of certain subsidiaries 85t 9358
Lendings to customers by certain subsidiaries 471 54

63
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Notes on the accounts = contineed

1988 1987
28  Capital and other conunitments £m £m
Conteacts for outstanding capital expenditure not provided for
in these accounts amounted to
Group 105 49
Midland Bank ple 78 40

In addition, the Board has autherised capital expenditure amounting approximately to £128m
{1987 £48m) for the Group and £111m (1987 £43m) for Midland Banls ple,

29  Sharc options

Options outstanding to UK employces of the Group under the Midland Bank ple savings-related and
executives' share option schemes were as follows

1988

Options Period . Price
13,981,271 1989/98 £1.9894/4.6634
1987

Options Period Price
12,194,167 1988/97 £1.9894/4.6634

30 Directors’ and officers’ loans

In accordance with the requirements of sections 233 and 234 of the Companies Act 1985, the agpregate
amounts outstanding at 31 December 1988 from petsons who were directors or offivars {or connected with
directors ot officers) during the year, and the number of persons concerned, were as tcllows

£m
Aggregate amount Number of
outstanding persons
Directors
Loans 1.5 i1
Quasi-loans * 27
Credit transactions - -
Officers .
Loans 0.1
Quasi-loans # 1
Credit transactions - -

* aggregate amount outstanding was £15,839
# aggregate amount outstanding was £375

[ ]



Midland Group
FIVE YEAR SUMMARY

1988 1987 1986 1985 1984
£m £m £m £ £m
Profit before exceptional ite and raxation 693 s 434 351 135
Profit/(loss} before taxation 693 (505) 434 351 135
‘Taxation charpe/feredit) 273 {58) 172 207 160
Profit/(loss) before extraordinary items 412 (456} 242 122 62
Profit/(loss) attributable 412 {353) 242 122 45
Sharcholders’ funds 3,039 2,586 2,07 1,847 1,685
Minority interests 141 99 90 235 486
Perpetual floating rate notes 888 858 1,082 892 -
Subordinated loan capital 970 945 1,094 998 1,294
Tota! capital resources 5,038 4,488 4,287 3,972 3,465
Current, deposit and other customer accounts 47,983 41,679 46,082 52,461 56,598
Advances and other accounts 40,273 34,355 36,641 41,473 44,858
Total assets 55,729 48450 53,169 58,074 61,483
Return on average sharchelders’ funds
- profit attributable 15.0% (18.9)% 12.5% 6.8% 2.5%
Return ¢n average equity
- profit before exceptional item and taxation 24.3%  23.6%  208%  16.4% 5.9%
- profit before taxation 24.3% (23.3)%  208%  16.4% 5.9%
Tortal equity/total assets 5.7% 5.5% 4.0% 3.6% 3.5%
Average shares in issue (millions) a 548 365 311 309 308
Eaenings {loss) per share
- adjusted for 1987 rights issue a 75.1p (125.3)p 77.5p 39.4p 20.2p
- before adjustment - -~ 1042p 33.0p 27.1p
Dividends pur share a 23.0p 20.1p Z20.1p 19.0p 19.0p
Dividend cover b 3 - 3.9 21 1.1
Sharcholders ¢ 106,361 106,387 104,494 110,331 98,750
Average base rate 10.1% 9.7%  109%  12.2% 2.7%

a 19841986 (and first interim for 1987) adjusted for 1987 rights issue
b Dividend cover is caleulated by dividing adjusted earnings per share by adiusted dividends

¢ Number of shareholders registered at year-end

bS



MIDLAND GROUP IN THE BRITISH ISLES

Principat addresses

11ead Office

Midiand Bank ple

Poulery, London EC2P 2BX
Telephone: 01-260 8000
Teiex: 8811877

Sir Kit McMahon: ehairsian and group
chief execntive

J A Brooks: deputy group chicf executive

1N Tegner: director, grovp finance

G P Whike: groip personnel divector

A D Bain; group economic adviser

P L. Brooke: special projects divector

D G MeLachlon: gronp andit director

H G O'Bricn: head of group financing

D B Powell: group legal director

TR Skae: group company secretary

R A Tennant: deputy group personmel
dirsctor

D A Thornham: group risk
management director

P Vialton: group property director
J C Wathen: group strategy director

UK Banking

Watling Court

47/33 Cannon Street

Londun EC4M 55Q

Telephonz: (1-260 8000

B L Goldthorpe: chief executive

M [ Fuller: deprity chief excexctive

P C Axten: personal financial services
dircetor

R I Baker-Bates: UK carporate banking
director

N G Blair: credit & risk dircctor

G B Conper: UK cperations director

K] Guvaghan: marketing director

J A Hurryman: personnel director

M] Hyland: head of andit & inspection
services

D ] Mills: information technology
director

8§ C Penncy: finance direstor

R L Wyatt: chief exeentive, Fornard
Trust Group Linnted

REGIONAL MANAGEMENT
CENTRES

City and West End

R E Challinor: regional director
North Thames

J D Maszey: regional director
London South.

P 5 Grainger: regional director
East Anglia

J D Holloway: regional divector
East Midlands

M T Siddons: regional director
Home Counties

A B Stephens: regional director
North East

KW Rigby: regional director
North West

S P Campbell: regional dire-tor
South East

A Jewell: regional director
South West

E N Atkinson: regional director
West Midlands

C O'Bricn: regional director

Wales
W E Roberts: reginnal director

CORPORATE BANKING CENTRES
City and West End

G Laims: corporate banking director
North Thames

B Seymour; corporate banking director

London Sout
L] Hazacl: corporate banking director

Fast Anglia

$ A Goss: corporate nanking dwector

East Midlands

P G Reid: corporate banking directer

Home Counties

J W Burton: corporate banhing director

North East

I A Flemung: corporate banking director

North West

J Roberts: corporate banking director

South Last

G H Marples: corporate banking
director

Somh West

A R Barber: corporate banking divector

West Midlands

B Wakelield: corporate banking divector

Whales

G S Grilfiths; eorporste banking
director :

PERSONAL FINANCIAL SERVICES

Norwich House, Nelson Gate
Commercial Road
Southampton $O10GX
Telephone: 0703 229929

FORWARD TRUST GROUP
LIMITED

Head Office:

143 City Road

London ECIV JY
Telephone: 1)1-251 9090

Forward Trust House

12 Calthorpe Road

Edgbaston, Birmingham Bi15 1QZ
Telephone: 021-454 6141

GRIFFIN FACTORS LIMITED

Grifiin House, 21 Farncombe Road
Worthing, Sussex BN11 2BW
Telephone: 0903 205181



Midland Montagn

10 Lower Thames Street

London EC3R 6AF

Telephone: 01-260 9000

Telex: 887213

G E Loudon: ebief execrtive

E W Brutsche: deputy ciief executive
ad Boad of treasury & securitios

R Bogni: managing directon,
international

1 C Catterill: fimmee director

5D Gager: managing i receoy
risk manigenent

J de Mandat-C-anics t chief execntive,
developing countries division

1 AN McIntosh: deputy chief execntive,
Samuel Montagu & Co, Limited

D R W Potter: managing directon,
Midland Mortagu Corporate Bankiug

C} Sheddan: pranaging dircetor,
nterchans bankive and chief executive,
Samuel Montagu ¢& Co. Limited

P i Thurston: personnel director

S Toker: managing director,
international barking

Principal UK operations:

Greenwell Montagu Gilt-Edged
Midland Montagu Ventures Limited
Midland Montagu Asset Management
Samuel Montagu & Co Limited

Group Treasury

Midland Bank Aval Limited
135/141 Cannon Strect
London EC4N SAY
“Telephone: 01-623 8866

MIDLAND MONTAGU
CORPORATE BANKING
Suffolk House

5 Laurence Pountney Hill
London EC4R OEU
‘Telephone; 01-260 9933

D RW Poteer: managing director

Al Mullen: deputy bead of Midland
AMontagn Corporate Banking, head of
diversified industries group A and
head of agrospace & shipping

D J de Brule: head of business resources

B M Clace: bead of credit & risk

J P Cooper: bead of financiul
institntions group

M G Firth: head of enginearing ¢
electronics group

J D Jacques: head of oil, energy &
natural resonrces group

D Jessop: head of retailers group

C Kirkby; heud of development,
construction & property finarice
group

[ K Newman: head of Asia &
Australasia group

M Stephenson: bead of motors &
pharmaceuticals group

P I White: head of diversified industrics
group B

PRIVATE BANKING

Vestwood House, 13 Stanhope Gate
Mayfait, London W1Y 5LB
"Teiephone: 01-355 6300

Midland Bank Trust Corporation
(Jersey) Limited

PO Box 26, 28/34 Hill Street

St Helier, Jersey

Telephone: 0534 37788

Midland Bank Trust Corporation
{Guernsey) Limited

PO Box 156, 22 Smiith Strect

St Peter Port, Guernsey
Telephone: 0481 23765/6

Middand Bank Trust Corporation
{Isle of Man) Limited

Heritage Court, PO Box 39

39 Athol Street, Douglas

Isle of Man

Telephone: 0624 23118/9

Midland Bank Trust Corporation
{Cayman) Limited

PO Box 1109

Midland Bank Trust Building
Mary Steeet, George Town
Grand Cayman

Cayman [slands BWI

‘Tetephone: 1 809 94 97753

Group Operations

Midland Bank plc

Poultry

Lendon EC2P 2BX

Telephone: 01-260 8000

H E Lockbart: chief excentive, group
operations

K B Alberti: Midland sccurities services
dircctor

B A Barnacle: group operations
personnel director

S A Chalmers: group systems director

J H Fitzpenald: director; weholesale
syst: hs

D W Griffiths: head of Midland card
operations

A Hanges: dircctor, wiholesale
operations

R L Price: group computer o gions
director

W S Thompson: hrad of e it
services

N J White: director, group netusorks &
technology products .

' D L Williams: head of group
operations finance

The Thomas Cook Group Limited

PO Box 36, Thorpe Wood
Peterborough PE3 65B
Telephone: 0733 63200



MIDLAND GROUP WORLDWIDE

Principal addresses

The Thomas Cock Group Limited

Thomas Cook Group travel and related
services e available from more than
1,500 offices in aver 135 countries,

Asia & Austrlasia

AUSTRALIA

Midland Montagy Australia Limited

Dominguez Barry Samuel Monragu
Limited

Grosvenor Place

225 George Strect

Sydney NSW 2000

Telephone: 2 258 2000

Midland Montagu Australia Limited

Telephone: 3 618 1999

Dominguez Barry Samuel Montagn
Limited

Telephone: 3 618 1555

349 Collins Strect

Melboume VIC 3000

CHINA

Midland Group Representative Office
11th Floor

CITIC Building

19 Jianguomenwai Dajie

Beijing

Telephone: 1 500 4410

Ext. 1130/1131

HONG KONG

Midland Bank plc

Samuel Montagu & Co. Limited
35th Floor

Two Exchange Square

8 Connaught Place

Hong Kong

Telephone: 5 844 2888

]

INDIA

Midland Bank Representative Office
152 Maker Chamber IV

14th Floor

222 Nariman Point

Bombay 400 021

Telephone: 222024 973

JAPAN

Midiand Bap« ple

Telephone: 3 284 1861

Midland Montagu Securities Limited
Telephone: 3 218 3700

Samuel Montagu 8¢ Co, Limited
Telephone: 3 218 3800

AlIU Building

1.3 Mazunouchi 1-chome
Chiyoda-ku, Tekyo 100

KOREA {REPUBLIC OF)

Midland Group Representative Office
6th Floor, Kyabo Building '

1 Chongro 1-Ka

Chongro-ku

Seoul

Telephone: 2 738 6696

NEW ZEALAND

Midland Montagu New Zealand
Limited

Level 14 Mid-City Tower

128 Albert Strect

Auckland

Telephone: 64 396001

SINGAPORE

Midland Group Representative Office
21 Collyer Guay 04-02
HongkongBank Building

Singapore 0104

Telephone: 225 2833

TAIWAN

Midland Group Repiesentative Office
19th Floor

30 Chung King S Road

see 1, Taipei

Telephone: 2 3618 333

Central & South America

ARGENTINA

Midland Group Representative Office
25 de Mayo 140, Piso 5

1002 Buenos Aires

Telephone: 1 30 2730

BRAZIL

Midland Montagu Administragio ¢
Participagdes Limitada

Avenida Brigadeiro Taria Lima 2020

4 Andar 01452

Sao Paulo

Telephone: 11 31+ 4422

CHILE

Midland Group Representative Office
Mac-lver 225, Piso 12

Santiago

Telephone: 2 392071

COLOMBIA

Represeatative Office for Midland
Rank and Midland Montagu in
Bogota

Al enquiries through Midland Montagu
110 Cannon Street ECAN 6AA

MEXICO

Midland Gronp Representative Office
Edificio Omega

Campos Eliseos 345-12 Piso

Col. Polanco Chapultepece

11360 Mexico City DF

Telephote: 5 536 8133

VENEZUELA

Midland Group Representative Office
Edificio Cavendes, Piso 7

Oficinas 701-706

Avenida Francisco de Miranda

L.os Palos Grandes

Caracas 1060

Telephone: 2 261 8504



Europe

FINLAND

Midland Montagu Osakepankki
Ereliesplanadi 22A

PO Boa 212

00 130 Flelsinki 13

Telephone: 0 60 1766

FRANCE

Midland Bank SA

Midland Bank plc

Midland Internasionad Trade Services
{France) SA

6 Rue Piccini, BP 4416

F-75761 Paris, Cedex 16

Telephone: 1 4502 80 80

WEST GERMANY

Trinkaus & Burkhardt KGaA
PO Box 1108

Konigsallee 21/23

4000 Diisseldorf 1
Telephone: 211 §31-1

GREECE

Midland Bank plc

1a Sekeri Street
GR-106 71 Athens
Telephone: 1 364 7410

Midland Bank plc

93 Akei Miaouli
GR-185 38 Piracus
Telephone: 1 413 6403

IRELAND

Midland Bank plc

17 Dawson Strect

Dublin 2

Eire

Telephone: (0001) 717511

ITALY

Midland Bank ple
Via Bigli 1-3
1-20121 Milan
Telephone: 2 77131

Euromobiliare SpA
Via Turati

9- Milan
Telephone: 2 62041

Midland Group Representative Office
Via Cola di Rienzo 162

1-00192 Rome

Telephone: 6 687 4105

LUXEMBOURG

Trinkaus & Burkharde
{Iuternational) SA

1-7 Rue Nina et Julien Lefevre

L-1952 Luxembourg

Telephone: 2 471847-1

NETHERLANDS

Midland Bank ple

4/F Atlas Kantorecentrum
Hooguroddreef 9

1101 BA Amsterdam ZQ
Telephone: 20 5632811

NORWAY

Midland Montagu A.S
Sundai Collier Montagu A.S
Vika Atrium
Munkedamsveien 45

0250 Oslo 2

Telephone: 2 83 1420

SPAIN

Midland Bank plc

Calle Jose Ortega y Gasset
29-1° Edificio Beatriz
28006 Madrid

Telephone: 1431 0613

SWEDEN

Midland Montagu Bank AB
Montagu Fondkommision
Rox 7615

Birger Jarlsgatan 10

5-103 94 Srockholm
Telephone: 8 6145900

SWITZERLAND

Handelsfinanz Midland Bank
7 bis, Place de la Fusterie
CH-1204 Geneva

Telephone: 22 28 54 44

Samuel Montagu {Suisse) SA
7 Place du Molard

CH-1204 Geneva
Telephone: 22 28 32 83

Guyerzeller Bank AG
12 Rue Charles-Galland
CH-1211 Geneva 12
Telephone: 22 47 37 Q0

Guyerzeller Bank AG
Genfersirasse 8
CH-8027 Zurich
Telephone: 1206 7111

Trinkaus & Burkharde (Schweiz) AG
Theaterstrasse 12

CH-8024 Zurich

Telephone: 169 21 00

USSR

Midland Group Representative Office
Room 1305, 13th Floor

Entrance 3N

Krasnopresnenskaya Nab 12

Moscow 123610

Telephone: 095 253 2144

North America

USA

Midland Bank ple

Midland International ‘Teade Services
(USA) Corporation

Sarmnite]l Montagu Inc

“Telephone: 212 969 7000

Midland Mortagu Securities Inc
Telephone: 212 969 7600

156 West 56th Street

New York NY 10019

&9
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Midland Bank ple
NOTICE OF MEETING

Neotice 1 hereby given that the 153rd
annual generat meeting of Midland
Bank ple will be held at Merchant
Taylors’ Hall, 30 Threadneedle Street,
London EC2, on Thursday, 27 April
1989 at 11,00 am for the following
puKpOSes:

Ordinary business

To receive the report of the directors
and audited accounts for the year
ended 31 December 1988,

To reappoint the following directors:
G E Loudon.

P j Wrangham.

Sir Colin Marshall

Sir Patrick Meaney.

Sir Alex Jarratt.

D O'Cathain.

Sir Kit McMahon.

‘I reappoint Ernst 8 Whinney as
auditors and to authorise the directors
to fix their remuneration.

Special business
To consider and, if thought fit, to pass
the undermentioned resolutions:

Ordinary Resolution (Scrip dividend)
That the directors of the Bank be and
hereby are authorised to exercise the
powers conferred on them by article
1144 of the Banlcs acticles of
association in respect of any dividend
to be declared by the directors before
the annual general meeting of the Bank
in 1990.

Ordinary Resolution (Capitalisation
issue)
That:

the authorised share capital of the Bank
be increased from £750,000,000 o
£1,000,000,000 by the creation of
250,000,000 shares of £1 each;

such part of the sum standing to the
credit of the Bank’s property
revaluation reserves as shall equal two
fifths of the aggregate nominaj value of:

the shares of the Bank in issue at the
close of busincss on 7 Aprit 1989 {‘the
record date’); and

the shares of the Banlc allotted pursuant
to valid elcctions to receive the serip
divigend nlternative in liew of the
second interim dividend for 1983 (‘the
serip dividend shares’)

be capitalised and applied in paying up
in full new shares of £1 cach in the
capital of the Bank to be allotted at par
as fully paid up and distributed to and
amongst the registered holders at the
record date of the shares then in issue

{c]

pLA

12

13

*(a)

in the proportion of two new shares fer
every five shates then held and to and
amongst the allottees of the scrip
dividend shares in the proportion of
1wo new shares for every five scrip
dividend shares allotred (save that
fractions of new shares will not be
allotted but will be apgregated and sold
in the macket and the proceeds of sale,
less expenses of sale and distribution,
will be distributed among shareho'ders
ins proportion to their respective
entitlements, if any, except that sums of
jess than £2.50 will be retained for the
benefit of the Bank) and so that the
new shares shall rank pari passu with
the shares in issue at the record date
save that they shall not rank for any
dividend declared or payable in respect
of the year ended 31 December 1988;

the directors be and hereby are
authorised in accordance with section
80 of the Companics Act 1985 ro allot
shates having a maximum aggregatc
nominal valuc of £227 miliion in
connection with the capitalisation issue
referred to in paragraph (b) of this
resolution and so that this authority
shall expire on 31 May 1989 and shall
be in addition to ihe authority
conferred on the directors by resolution
10 passed at the annual general meeting
of the Bank held on 28 April 1988 and
any renewal of such authority cffected
by the passing of resolution 12
comptised in this notice.

Ordinary Resolution (Directors’
authority to allot shares)

That the general authority conferred on
the directors by article B(B) (1) of the
articles of association of the Bank be
rencwed for a period of five years from
the date of the passing of this
resolution and that for such period the
prescribed amount {as referred to in
that article} be £183,195,911 or, if
resolution 11 comprised in this notice
shall be passed, £205,173,656.

Special Resclution (Disapplication of
pre-cmption rights)

"That for the purposes of article 8 of the
articles of association of the Bank:

the power conferred by paragraph

{B} (2) (a) of that article (disapplication
for small cash issues) be renewed and
the speeial presuribed period {as
referred 1o in that acticle) be the period
{rom the dare of the passing of this
resolution to the conclusion of the
anmual general meeting in 1990 {or 27
July 1990, if carlies) provided that
Inotwithstanding anything in the

{b

=2

articles of association of the Bank), it
resolution 12 comprised m this notice
shall Le passed, the maximum
aggregate nomine] value of shares
which the directors shall be empowered
10 allut for cash pursuant to this
resolution shall be £39,743,817; and

conditiomally upon the passing of
resolurion 12 comprised in this notice,
the power conferred by paragraph (B)
(2 (b of that article {five year
disapplication for rights issues) be
renewed.

A member entitled to attend and vote
at the mecting is entitled to appeint
one or more proxies to attend and, on
a poli, to vote instead of him, A proxy
need not be & member. The completion
and return of the form of proxy will not
preclude 2 member from attending the
meeting and voting in person.

*This paragraph empowers the directors to
altot for cash up to 27,479,386 shares
{equivalent to 5% of the Bank’s issued share
capital at 31 December 1988) or, if the
capitalisation issue i3 approved by
shareholders, up o 39,743,817 shares
(cquivalent to 5% of the Bank’s current
issued share capital s enfarged by the
capitalisation issue).

By order of the board Poultry, Leondon
Jj R Skac, sccretary 28 March 1989
Notes

Only holders of shares are entitled to
attend or be represented at the
meeting, A form of proxy is enclosed
with the annual report,

Copics of directors’ service contracts of
mote than one year's duration ot
memoranda of the terms thereof will be
available for inspection at the registered
office of Midland Bank ple during usual
business hours from the date of this
notice until the date of the meeting and
at the place of the meeting from

10,45 am on the day of the meeting
until the conclusion ot the meeting,

No changes in any of the directors’
interests in the shares of the Bank as
shown on page 41 of the annual report
vecurred between 23 February 1989
and 1 March 1989,



