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salomon Brothers Europe Limited and Subsldiary Undertakings

DIRECTORS' REPORT
for the year ended 31 December 1993

The directors present their annual report on the affairs of the Company and the Group together with
the financial statements and auditors' report for the year ended 31 December 1993,

Principal Activities and Business Review

The Company is a holding company. During the year, the Group conducted business in three
separate arcas; securities, mortgages and asset management. The Group does not anticipate any
significant future changes in business activities.

The Group's securities activitics are principally conducted through Salomon Brothess International
Limited (SBIL), Salomon Brothers UK. Limited (SBUK) and Salomon Brothers UK. Equity
Limited (SBUKE). These companies act as dealers and market makers in fixed income securities,
equity securities and related products in the domestic and international capital markets. SBIL acts
as an underwriter, provider of corporate finance services and also markels securities owned by its
affiliates on a commsission basis to European customers.

The Group's mortgage activities are primarily conducted through various companies owned by The
Mortgage Corporation Group Limited, The principal activities of these companies are (o Frovide
mortgage loans secured on residential properties within England, Wales and Scotland and issue
Mortgage Backed Fioating Rate Notes. The Group also provides mortgage related administrative
services. During the year the Company increased its shareholding in The Mortgage Corporation
Group Limited from 83.6% to 86.9% by the acquisition of 15,000,000 newly issued £ shares at par.

The Group's asset management activitics are conducted through Salomon Brothers Asset
Management Limited (SBAM) which was incorporated on 14 December 1992 and commenced asset
management activity on 1 May 1993, SBAM provides specialised investment and portfolio
management services to institutional investors, for which it reccives management and performance
fees.

During the year the Company acquired the remaining 50% of the shares in The Residential
Mortgage Corporation Plc for £1. Previously the investment was accounted for under the equity
method as an associated undertaking. Provisions have been made against expected future fosses; as
a result, the fair value of the assets acquired has been estimated at £1.

The Group's investment. business activities are regulated either under the Financial Services Act
1986 by the appropriate Scif Regulatory Organisation or by the Bank of England. In addition,
companies within the Group arc members of both the Interpational Stock Exchange of the United
Kingdom and the Republic of Ireland and the London International Financial Futures Exchange.
SBAM is also registered as an Investment Adviser under the US Investment Advisers Ast 1940,

Results and Dividends

For the year cnded 31 December 1993, the profit on ordinary activities afier (ax and minority
interests for the Group was £454.3 million (1992: Profit £365.9 miilion).

A dividend of £nil (1992: £41.2 mitlion) was paid on the preference shares of the Company.

The directors do not propose to pay a dividend on the ordinary shares of the Company (1992; £nil).
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Salomon Brothers Europe Limitad and Subsidiory Undertakings

DIRECTORS' REPORT - (continued)
for the year ended 31 December {993

Directors and their Interests

The directors of the Company who served during the year ended 31 December 1993 are listed
below,

C.8. McVeigh 111

3.M. Rosen (Appointed 3 December 1993)

D.S. Howard (Resigned 4 Deceinber 1993)

None of the directors or their immediate families had at any time during the year any interest in the
shares or contracts of the Company or Group which is required to be driglosed under Schedule 7 of
the Companies Act 1985,

Directors' Responsibilities

Company law requires the directors to prepare financial statemenits for each financial year which
give u true and fair view of the state of affairs of the Company and Group and of the profit or loss of
the Group for that period. Tn preparing those financial statements, the directors are required to:

e select suitable accounting policies and then apply them censistently;
make judgements and estimates that are reasonable and prudent;

e swte whether applicable accounting standards have been followed, subject to any material
departures disclosed and explained in the financial statements; and

« prepare the financial statements on the going concern basis unfess it is inappropriate to presume
that the Group will continue in business.

The directors are responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time the financial position of the Company and of the Group and to enable them to
ensure that the financial statements comply with the Companies Act 1985, They are also

responsible for safeguarding the assets of the Company and of the Group and hence for taking
reasonable steps for the prevention and detection of fraud and other irregularities.

Tangible Fixed Assefs

Infenmation relating to changes in tangible fixed asscts is given in Note 9 to the financial
staicments,

Charitable and Political Conlributions

Chiaritable cantributions amounted to £519,578 (1992: £98,451). No political contributions were
made during the year. '

Acquisition of the Company's Own Shares

On 5 April 1993, in accordance with Sectian 164 of the Companies Act 1985, the Company
acquired 3.9 million of its own shares with a nominal value of £3.9 willion, representing 15.6% of
the Company’s called-up ordinary share capital, for a total consideration of £76.5 rillion. This was
financed out of the proceeds of an allotment of 76,530,662 new redeemable preference shares of £1
gach,
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Salomon Brothers Europe Limited and Subsidiaty Undertakings

DIRECTORS' REPORT - (continued)
for the year ended 31 Dacember 1993

Employment of Disabled People

In line with its general policy of equal opportunity in employment practice, the Group supporis the
employment of disabled pcople wherever possible, by recruitment, by retention of those who
hecome disabled during their employment and generatly through training, career development and
promotion.

Employee Consultation

The Group places considerable value on the involvement of its employces and has continued its
previous practice of keeping them informied by formal and informal meetings on matters »ffecting
them as employees and on the various lactors affecting the Group.

Subsequent Events

On 28 January 1994, the Company was allotted and paid for 5,000,000 ordinary £1 shares in
SBUKE.

On 23 March 1994, SBIL entered into a 364 day $! billion commitied revolving credt facility with
a syndicate of banks, This enables SBIL to finance a variety of fixed income and equity securities
on a secured basis,

On 25 May 1994, the Company was allotted and paid for 5,000,000 ordinary £1 shares in SBUKE.

On 30 June 1994, the Company declared an interim dividend of £38.7 million oa its new
redecmable preference shar .« wd a dividend of $190.1 million on its ordinary shares payable on |
July 1994,

On 30 September 1994, the outstanding authorised but unissucd 333,824,788 £1 new redeemable
prefererice shares were reclassified as 2nd tranche new redeemable preference shares and
126,742,712 such shares were issucd at par. The Company also declared a second interim dividend
of $200.0 millicn »n its ordinary shares payable on 3 October 1994,

Auditors

The directors will place a resolution before the Annual General Meeting to reappoint Arthur
Andersen as auditors for the ensuing year.

tiability Insurance for Company Officers

As permitted by the Conipanies Act 1985, the Group maintains insurance caver for the directors
against liabilities in relation to the Croup.

Victoria Flaza BY ORDER OF T¥ RD
111 Buckingham Palace Road “
LONDON SWIW 0SB P

LAT Pellow
2§ Ociobes 1994 Company Secretary

£
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ARTHUR ANDERSEN

London

Auditors' Report to the Shareholders of SALOMON BROTHERS EUROPE LIMITED:

We have audited the financial statemens on page 5 to 38 which have been prepared under the
historical cost convention (as modified py the revaluation of current asset investments) and the
accounting policies set out on pages 10 tg (3.

Respective responsibilities of direciors and auditors

As described on page 2 the Company's djrectors are responsible for the preparation of the financial
statements. [t is our responsibility to fopm an independent opinion, based on our audit, on those
statements and to report our opinion to yq,

8asis of opinion

We conducted our audit in accordance ywjth Awditing Standards issued by the Auditing Practices
Board. An audit includes examination, gn a test basis, of evidence relevant to the amounts and
disclosures in the financial statements. | also Includes an assessment of the signift it estimates
and judgements made by the directors in ype preparation of the financial statements w1 af whether
the accounting policies are appropriate y, the Company’s circumstances, consistenily applied and
adequately disclosed.

We planned and performed our audit 5o 4 to obtain all the information and explanations which we
considered necessary in order to provide ys with sufficient evidence to give reasonable assurance
that the financial statements are free frop, material misstatement, whether caused by tee i or other
mcgulamy or error. In f‘ormmg our opnnon we also evaluated zhc overall adequacy of the
presentation of information in the financi,] statements,

Opinion ;

In our opinion the financial statements give 2 true and fair view of the state of affairs of the
Company and of the Group as at 31 Decqpber 1993 and of the Groug's profit and cash flows for the
year then ended and have been properly prepared in accordance with the Companies Act 1985,

A T Helroa

Arthur Andersen

Chartered Accountants and Registered Ayditors
| Surrey Street

Lordon WC2R 2PS

21 October 1994




Satomon Brothers Europe Limited and Subsidiary Underlakings

CONSOLIDATED PROFIT AND LOSS ACCOUNT
for the year ended 31 December 1993

Net revenue

Commission income and fees
Intecest income

Interest expense

GROSS PROFIT
Operating expenses

PROFIT ON ORDINARY ACTIVITIES

BEFORE TAXATION

Tax on profit on erdinary aclivities

PROFIT ON ORDINARY ACTIVITIES

AFTER TAXATION

Minority interests

PROFIT ATTRIBUTABLE TO MEMBERS OF THE

PARENT COMPANY

Dividends paid on preference shares

RETAINED PROFIT FOR THE YEAR

RETAINED AS FOLLOWS

Parent company
Subsidiary undertakings

Notes 1993 1992
(As restated

sec note 1()

£ Millions £ Millions
1{c) 840.3 643.0
1(c) 144.4 107.6
3 1,389.3 10703
3 (1,214.5) (1,031.2)
1,159.5 789.7

4 (439.3) (258.3)
759.7 5314

7 (264.8) (171.4)
454.9 360.0
13 (0.6) 59
454.3 365.9

- 41.2)
17 4543 324.7
124.1 169.9
330.2 154.8
454.3 3247

All items are derived from Gi cominuing operations of the Greup,
The accempanying notes are an integral pare of this consolidated profit and loss account. A
statement of movenents on reserves is given in Note 17.
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Salomon Brothers Europe Limited and Subsidiary Undertakings

CONSOLIDATED STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES

for the year ended 31 December 1993
1993 1992
£ Millions £ Miliions
Profit attributable to members of the parent company. 454.3 365.9
Exchange difference on retranslation of net assets
of subsidiary undertaking 0.9 7.9
Total recognised gains and losscs relaiing to the year 455.2 373.8
RECONCILIATION OF SHAREHOLDERS' FUNDS
1993 1992 +
£ Millions, .. £ Millions...
Total recognised gains and losses 455.2 373.8
Dividends - (41.2)
Other movements:
New redecmable preference shares issued 76.5 -
Redemption of ordinary sharcs (76.5) -
Goodwill written off (1.4) 3.7
Total movements during the year 453.8 3289
Shareholders' funds at 1 January i,000.4 680.5
Shareholders' funds at 31 December 1,463.2 {,009.4

The accompanying notes are an integral part of this consolidated statement of total renognised gains
and Tnsses,

i‘e-}i‘ 4 )f ?L&'ﬂt




Salomon Brothers Europe Limited and Subsidiary Undertakings

CONSOLIDATED BALANCE SHEET

for the yedr ended-37 December 1993

Notes - -
FIXED ASSETS
Intangible assets 8
Tangible fixed assets - & 9
Investments 10
MORTGAGE ADVANCES 11
CURRENT ASSETS
Debtors 12
Investments i3
Cash at bank and in hand
CREDITORS: Amounts falling
due within.one year. . i

NET CURRENT ASSETS

1993

£ Millions

18,391.7
29,873.2
290.4

48,555.3

45,430.2

TOTAL ASSETS LESS CURRENT LIABILITIES

CREDITORS: Amounts falling *.

due after more than one year i4
PROVISION FOR LIABILITIES

AND CHARGES 15
MET ASSETS

CAPITAL AND RESERVES

Called-up share capital 16
Capital reserve 17
Profit and loss account 17

SHAREHOLDERS' FUNDS
MINORITY INTERESTS 18

/STG ED ON|BEHALF OF THE BOARD

L Vo~

C.8; McVeigh I - Director
21 October 1994

1993
£ Millions

8.0
19.9
13.7
41.6

1,954.5

3,12501
5,121.2

3;'92.'

4534
1,475.7

582.2
875.4
1,463.2

12.5
1,475.7

1992 1992
£ Millions £ Millions

10.4
24.5
1.4
45.9
2,469.2
11,7259

20,06%.4
3183

32,113.6
30,358.9

175471
4,269.8

3,0697.1

152.8
1,019.9
509.6

5.6
494.2

1,009.4
10.5
1,019.9

The accompanying notes form an jntegral part cf thng balance slicet.




Salomon Brothers Europe Limited and Subsidiary Undertakings

PARENT COMPANY BALANCE SHEET
for the year ended 31 December 1993

f Notes 1993 1993 1992
£ Millions £ Millions £ Millions
FIXED ASSETS
Tangible fixed assets 9 7.3
Investments 10 663.3
670.6
CURRENT ASSETS
Debtors 12 906.2 772.5
Cash at bank and in hand 0.6 12.2
906.8 784.7
CREDITORS: Amounts falling
due within one year 14 508.6 233.4
NET CURRENT ASSETS ‘ 398.2
TOTAL ASSETE LESS CURRENT LIABILITIES 1,068.8
CREDITORS: Amounts falling
due after more than onc year 14 361.9
PROVISION FOR LIABILITIES
AND CHARGES 15 -
NET ASSETS 706.9
CAPITAL AND'RESERVES - T
Called-up share capital 6 5822
Cupital reserve 17 3.6
Profit and loss account 17 119.4
TOTAL SHAREHOLDERS' 700.¢
FUNDS m—
SIGNED OM BEHAILF OF THE BOARD

I \Q
R
3 i o ST

C.S. McVeigh 11T - Direcior
21 Cctober 1994

The accompanying notes form an integral part of this bulance sheet.

8

1992
£ Millions

8.

0

5717

585.7

5351.3

1,137.0

5533.5

6.7

582.8

o
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Salomon Brothers Europe Limited and Subsldiary Undertakings

CONSOLIDATED CASH FLOW STATEMENT
for the year ended 31 December 1993

Notes

NET CASH OUTFLOW FROM
OPERATING ACTIVITIES 19

SERVICING OF FINANCE
Dividend paid

TAXATION
Corporation tax paid
ACT paid

TAXATION PAID

INVESTING ACTIVITIES
Mortyrages advanced

Mortgages acquired

Mortgages redecmed

Purchase of tangible fixed assets
Sales of tangible fixed assets
Purchase of investment

WET CASH INFLOW FROM
INVESTING ACTIVITIES

NET CASH QUTFLOW BEFORE
FINANCING

FINANCING

Purchase of own ordinary shares

Issue of aew preference shares

Increase in group loans and subordinted debt 21
Expenses paid in connection with note issue

Repayment of floating rate notes 21
Issue of floating rate notes 21
Decrease/(increase) in short term loans 21

NET CASH OUTFLOW/(INFL.OW) FROM FINANCING
(DECREASE)/INCREASE IN CAS™I AND CASH
EQUIVALENTS 20

1993 1992
£ Millions £ Millions
{625.1) {565.9)
- {41.2)
(53.5) 6.1
(20.4) -
(82.9) (6.1)
(0.8) (22.7)
(42.6) -
556.8 513.0
(1.9 4.7
5.9 2.1
2.4 (11.4)
509.0 4763
(199.0) (136,
76.5 -
(76.5 -
(490.0) (473.2)
- 0.6
5492 493.7
- (1674)
384 (66.5)
91.6 {212.8)
(290.6) 5.9
(199.0) (136.9)

The accompanying notes form an integral part of this consolidated cash flow statement,



Salomon Brothers Europe Limited and Subsidiary tindertakings

NOTES TO THE FINANCIAL STATEMENTS
for ing yeor ended 3) Dacember 1993

1. Principal Accounting Policies

The principal accounting policies, which have been applied consistentty throughout the current year
and the preceding year, are set out below:

(o) Basls of accounting

The Financial statements have been prepared under the historical cost convention, except for
marketable investments, contractual commitments and foreign exchange transactions and positions
which are stated at market or fair value at the balance sheet date. The financial statements have
been prepared in accordance with applicable accounting standards.

Certain prior period amounts have been reciassified to conform with the current presentation,
(b) Basis of consolidation

The consolidated financial statements include the audited [inancial statements of the parent
company and all its subsidiary undertakings drawn up to 31 December each year,  Associated
undertakings are dealt with by the equity method of accounting. Goodwill arising on consolidation
is written off against reserves on acquisition,

No profit and loss account is presented for the Company, as provided by Section 230 of the
Companies Act 1985.

() et revenue and commission Income

Net revenve incluces trading profit earned from dealing, market making and arbitrage activitics in
marketable investments, contractual commitments and foreign exchange.

In the opinion of the directors, 10 present a true and fair view, movements in the market or f2ir value
of investments, contractual commitments and foreign exchange contracts are included within the
profit and loss account rather than a revaluation reserve. This represents a departure from statutory
accounting principles. The net moverment included in the profit and loss account is a profit of £75.1
mitlion (1992: £106.9 million).

Commission income is derived from underwriting activities, marketing securities for foreign
affiliates, corporate finance fees associated with mergers and acquisitions and other corporate

{inance advirory activities.

Gains and losses, including commission revenues and expenses, are credited on the rade date of the
refated transaction.

(¢  Intangible fived ussets
Intangible fixea assats comprise capitalised costs relating to the issue of Mortgage Backed Floating

Rate Notes. These ace amortised in line with redemptions of the underlying mortgage pool, 1o write
off the costs aver their expected usefut life.

10



Salomon Brothers Europe Limited and Subsidiary Undertakings

NOTES TO THE FINANCIAL STATEMENTS - (continued)
for the year ended 31 Deternber 1993

(e) Trading Inventory

‘Trading inventory is recorded in the balance sheet on a trade date basis. Long positions are
described as current assct investments as outlived in Note 13, Short positions are included within
Creditors due within one year and comprise both securities sold, but not yel purchased and options
and other contractual comunitments.  Contracival commitments include obligaticns with
counterparties which may extend for mose than one year.

Trading inventory is recorded at eithrr market or feir value. The determination of market or fair
value considers various factors, including: closing’ exchange or over-the-counter market price
quotations; time and volatility factors underlying options, warrants and contractunl commitments,
price activity for equivatent or synthetic instruments in markets located in different time zones,
counterparty credit quality, and the potential impact on market prices of liquidating the Group's
positions in an orderly manner over a reasonable period of time under prevailing market congitions.
Further, in determining the fair value of its long term coniractual commitments, the Group considers
future maintenance costs,

(" Tangible fixed assets

Tangible fixed assets are stated at cost, less accumulated depreciation, Depreciation is provided at
cates calculated to write-off the cost of cach assct, less estimated residual value, on a straght-iiie
basis over its expected useful economic life, as follows: ‘

Leasehold improvements - 5 to 15 years
Equipment and cars - 3 to 5 years

(g) Fixed assef investrents
Fixed asset investiments are stated at cost or directors' valoation,

Fixed assct invesiments include the market value of properties which have been sold to unrelated
companies organised under a business expansion scheme ("BES"). As more fully deseribed in Nete
14, the Group has granted an option which may require the Group to repurchase these properties ata
future date. Therefore, the Group has not acceanted for these transactions as sales and has inchuded

the corresponding liability in creditors.

The liability is adjusted at each year end based on management's estimate of the future liability that
may arise.

Investments in subsidiary underiakings and associates are stated in the Company's balance sheet 2
cost less any write down for reductions in value.
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Salemon Brothers Euiope Limited and Subsidiary Underakings

NOTES TO THE FINANCIAL STATEMENTS - (conlinuad)
for the year ended 31 December 1993

(h) Taxation
Corporation tax is recognised on taxable profits ot the curreat rate.

The tax benefits arising from group reliel are recognised in the financial ,siatcmcnls of the
surrendering and recipient comp’mies. Deferred taxation, caleulated on the liability method at the
rate at which the liability is likely to be paid, is provided to take account of timing differences
arising from the different treatment of certain items for taxation purpeses and for financial stalement
purposes. No deferred taxation is provided on those differences where, in the opinion of the
direciors, it is probable that they will not reverse.

Advance corporation tax payable on dividends paid or provided for in the year is writlen off except
when recoverability against corporation tax p'lyab]e is considered to be rcaswnbly assurcd. Credit
is taken for advance corpGration tax written off in previous ycars when it is recovered against
corpomuon tax llab\hues.

M - Pension cos’rs

Group companics account for pension costs in accordance with Statement of Standard Accounting
Practice 24. For defined” contribution schemes, the charge against profit is the amount of
contributions payable in respect of the year. For defined bcncl“- schemes, the pension cost is
caleulated using actuacal valuation methods which give rise to a regular pension cost that is
»ubsmnually a level percentage of the current and expected future pensionable payroll. Variations
from the regular cost are allocated over the average remaining service lives of current employees in
the scheme. . '

() Forelgn cuirency

Monetary assets and liabilities denomi=ated in currencies other than sterling have been transiated
into sterling at the rates of exchange prevuiling at the year-end, : Non-monetary assets and liabililies
denominated in currencies other than sterling have been translated at the relevant historical
exchange rate.

4

Transactions in foreign currencies in the individual companies are translated into sterling at rafes of
exchange approximating to those at the transaction date. Any gain or loss arising {rom a change in
-exchange rates subsequent to the date of the transaction is included under opsrating expenses in the
profit and loss acqount.

For the purposcs of consolidation the closing rate 1sethod is used, under vhich translation gains or
losses are shown as a movement in resurves, Prior year comparatives have been restated (o reflect
current year presentation, i

k) Lemses

The Group enters into operating leases w hich are charged to the profit and loss account on a straight
line basis over lhc u'rm of thc lease. See Note 22 {d).
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Salomon Brothers Europe Limited and Subsidiary Undertakings

NOTES TO THE FINANCIAL STATEMENTS - (continued)
for the year ended 31 December 1993

() Mortgcge advances

Mortgage advances comprise loans which are secured by way of a mortgage over {rechold and
leasehold residential properties located in England, Wales and Scotland.
.

Mortgage ad ‘ances include properties in possession and are stated after deducting a provision for
foan losses. The provision is maintained at a leve! that is considered adequate by management to
absorb losses inherent in the loan portfolio of the Group. A judgement as 1o the adequacy of the
provision is made at year end and includes anticipated recoverics under mortgage indemnity
guarantee an other insurance policies. Should the provision be judged inadequate either because of
reductions due 1o write-offs or because of changes to the size and characteristics of the portfolio, the
provision is increased and charged to other operating expenses in the curtent year.

®

2. Tutnover

Tumover required to be disciused by Sehedule 4 of the Companies Act 1985 and relating to the salz
of internaticnal securities and bonds, commission income en underwriting business and service fees
received, and commission income and interest income on mortgage advances, smounted to £1,335
bittion (1992: £576 hillion). In the. opinion of the disectors, turnover and partieulars of Tymover us
required by Schedule 4, Paragraph 55 of the Companies Act 1985, are not valid measures of activity
in view of the nature of the business

3. Interest income and Expense

1993 1892

£ Millions £ Millions
Intcrest income compriscs;
Interest income on current asset investments,
interest bearing debtors and cash assets 1,090,7 603.6
Interest income from morigage advances 2284 354.7
Interest income on loans to group undertakings 70.2 112.0
1,389.3 1,070.3

——nie [ e ————
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Salomon Brothers £urope Limited and Subsidiary Undertakings

NOIES TO THE FINANCIAL STATEMENTS ~ (continued)

for the year ended 31 December 1993

3. Interest Income and Expense ~ confinued

Interest expense comprises:
Interest on floating rate notes
Interest o third party borrowings

Interest on borrowings from group undertakings

4. Operating Expenses

Operating expenses comprise:

Employee remuneration
Social security costs
Other pension costs (Note 5)

Directors’ emoluments (Note 6)

Depreciation on tangible fixed assets (Note 9)
Hire of computers and other equipment
Amortisation of intangible fixed assets (Note 8)
Loss from interests in associated undertaking
Exchange gains

Audiiors’ remuneration

- Audit fees

- Other non-audit related fees

Other vperating expenses

1993
£ Millions

138.2
900.1

176.2

1992
£ Millions

2704

530.8 ‘

180.0

1,214.5

1,031.2

1993
£ Miilions

203.6
13.9
9.6

1992
£ Millions

1156
6.2
54

227.1

0.8
5.2
1.8
24

(32.3)
0.7

1.8
232.3

1172

0.6
15
29
24
0.6
(112.4)

0.7
1.3

221.3

439.8

r
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Salomon Brothers turope Limlted and Subsidiary Underakings

NOTES TO THE FINANCIAL STATEMENTS - (conlinued)
for the year ended 31 December 1993

4. Operating Expenses - continued
Th~ Company has no employees. Services are provided by employees of subsidiary undertakings.

The Group employed an average of 1,024 (1992: 1,082) employees during the year. In addition,
foreign affiliate saff arc seconded on a temporary basis 1o the Group.  All costs relating to such
p~ « nnel are borne by the Group.

5. Pension Arrangements

The substantial majority of employees in the Group's securities activitics are employed by Salonron
Brothers International Limited (SBIL). The SBIL Pension and Life Assurance Scheme {"the
Scheme") is a funded pension scheme providing benefits primarily based on final pensionable
salary. Thers is also a defined contribution section in the Scheme which applies (o carnings which
are not pensionable under the defined benefit provisions, The assets of the Scheme are held
separately from those of the Group, in a trustee administered fund. Employees are not required to
contribute to the Scheme, which is contracted-out of the State Earnings Related Pensica Scheme,

The pension cos: in respect of defined benefit obligations is assessed in accordaice with the advice
of a qualifizd actuary using the projeéied unit method. The most recent actuarial valuation of the
pension cost for the Sclicme was as at | January 1994, The assumptions which have the most
significant effect on the results of the valuation are those refating to the return on investments and
the rates of incresse in salaries and pensions. 1t was assumed that the investment return would be
8.5% per unnum, that salary increases would be 7% per annum, that statutorily required increases
would apply to present and future guaranteed minimum pensions in payment and that increases of
5% per annum would apply to the remainder of ;:2nsions in payment. '

At the date of the fast actuarial valuation the market value of the assets, exctuding those held in
respect of defined contribution benefits, was £30.2 million and the actuarial value of those asscts
represented 96.3% of the value of benefits thut bad accrued to members, including allowance for
future salary increases. The deficiency is besng removed through an increase in the employer's
pension cost. The current deficit is being allocated over the average remaining service lives of
current employees in the Scheme, which is 19 years, :

Costs of the Scheme in ruspect of defined benefit obligations are charged 1o the profit and loss
account 5o a5 to spread the cost of pensions over the remaining service lives of current employees in
the Scheme, The pension charge for the year comprises £4.8 millivn (1992: £3.8 million) in respect
of the defined benefit obligations. The pension cost in respeet of defined contribution benefits
represents contributions paid and payable in respect of the year, numely £4.5 million (1992: £1.1
million).

The Group's morigage activities have their own pension scheme. The Mortgage Corporation
Pension Plan ("the Plan") is a funded scheme providing defined contribution benefits and insured
death benefits. The assets of the Plan are held separately from those of the Gioup and ave
administcred by a trusiee. Total costs for the year relating 1o the Plan were £0.3 mitlion (1992: £0.5
million).




Salomon Brothers Eutope Limlted and Subsidiary Undertakings

NOTES TO THE FINANCIAL STATEMENTS - (continued)

for the year ended 31 December 1993

b Directors' Emoluments

Directors' cmoluments shown in Note 4 (excluding pensions and pension contributions) include the

following:

Chairman

Highest paid director

Dircctors received emeluments (excluding pensions and pension

contributions) in the following ranges:

Nil 10 £5,000
£5095,001 - £600,000
£750,001 - E755000

7.  Tax on Profit on Ordinary Activilies

The 1axation charge comprises:

Corporation tax at 33% (1992: 33%)

Adjustrent in respeet of corporation tax for carlier years
Deferred tax at 33% (1992: 33%)

Adjustment in respect of deforred tax for earlier ycars
Advance Corporation tax on franked investment income
Tax attributable to associated undertaking

1993 1992
£ Millions £ Miltions
0.8 0.6
1993 1992
2 {
- 1
1 -
1993 1992
£ Millions £ Milbons
(93.2) 93.3
17.8 2.8
352.8 78.6
(16.6) (10.5)
4.0 0.4
- 0.2}
264.8 171.4




Salomon Brothers Europe Limited and Subsidiary Undertakings

NOTES TO THE FINANCIAL STATEMENTS - {continued)
for the year ended 31 Decamber 1993

8. Intangible Assets

GROUP

The movement in the year was as follows:

COST -
Balance at | January 1993

-additions

-disposals

Balance at 31 December 1993

AMORTISATION -
Balance at | January 1993

-charges
~disposals

Balance at 31 December 1993

Net Book Value
at 1 January 1993

Net Book Value
at 31 December 1993

Capitalised
Issue Costs
£ Millions

234

23.1
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Saloinon Brothers Europe Limited and Subsidiary Undertakings

NOTES TO THE FINANCIAL STATEMENTS - (continued)
for the year ended 31 Dacember 1993

9. Tangible Fixed Assels
GROUP

The movement in the ycar was as folluws;

e, s PRI S vy
s R o S =
A S R e

St n e
e

Leaschold
Improvements, ¥
Plans, phdlsin
Investment  Equipment & ;i—f*’, il
Propertics Cars Total yﬂj:‘, %
£ Miliions EMillions  £Millions 1;‘3;’,;, i
COST - Ll
Balance at 1 January 1993 5.6 504 58.0 }gliﬁf:g
Aot
" i
-additions - 79 7.9 ; étf{‘,'}%
-disposals (5.6) (1.3) 6.9) i ;j}qﬂg
Bt
Balance at 31 December 1993 - 59.0 LRV i
DEPRECIATION -
Balance at 1 January 1993 - 339 33.9
-charges - 5.7 5.7
-disposals - {0.5) {0.5)
Balance at 31 December 1993 - 39.1 39.1
Net Book Value
at 1 January 1993 5.6 18.9 24.1
Net Book Value
at 31 December 1993 - 19.9 13.9

During the year the Group sold its investment properties at a Joss of £0.5 million which was charged
to the profit and logs account,

it
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Salomon Brolhets Europe Limited and Subsldlary Undertakings

NOTES TO THE FINANCIAL STATEMENTS - (continued)
for the year ended 31 December 1993

¢. Tangible Fixed Assefs - confinued

e,

e

COMPANY

sy

BT

34

The movement in the year was as follows:

=

Leasehold J\i
Improvements, s
Pluat,
Equipment &
Cars
£ Milirons
COST -
Balance at | January 1993 153
-additions 07
-disposals (0.3)
Balance at 31 December 1993 157
DEPRECIATION -
Batance at I January 1993 7.3
-charges 1.2
-~disposals 0.0
Balance at 31 December 1993 8.4
Net Book Value
at ] January 1993 8.0
Net Book Value
at 31 December 1993 7.3




salomon Brothars Europe Limited and subsidiaty Undertakings

e At % A,..-,.__—-—-w—'__...—-——'—""...——‘-——"“'-—ff

NOTES TO THE FINANCIAL STATEMENTS - (con\inued)
for the year ended 31 December 993

et

10. Fixed Asset Investments

Invesuments comprise:

Group
1993 1992
£ Millions £ Millions
Associated undertakings - 0.1
Subsidiary undertakings - -
Unlisted investments 13.7 11.3
e S
13.7 114

____..._.-.-.-——-—_____.-—-—--'

The movement in the Graup's lixed assel investments comprises:

Associated
Undertakings

£ Millions

cOST AND NET BOOK VALUE

At t January 1993 0.1
Additions -
Disposals (0.1)
R

At3l December 1993 -
===§=

14

1993
£ Millions

663.3

Unlisted
Ipvestments
£ Mmillions

113
24

i
(1R 4 1|
SRR f.’,l"-a_1<

i ﬁ:%o}fﬂﬁ{i' ;

piatiro R H

——

Company

002
£ Millions

0.4
577.3

ittt T

31

Total
£ Millions

114
24

0.1

PSR

13.7

,_._..-—"““"""--—E'.-.“z"b-—




/’ Sl d Subsidiary Undertakings
J M\‘\\\'MM
NOEs 1O THE FINANCIAL STATEMENTS - (connnued)

for the yeqr ended 3} December 1993

10. Fixed Assol lnvesfmenfs - continued

Unlisteqd nvestmants epresent the market vilue of properties which hyve been sold 1o unrelated
companjes organised undey 4 business Cxpansion scheme ("BES"), As more {ully deseribe in Note
i, the Group hag granted nn optioy which My require the Group 10 repurchase thege Properties ar a
future doge, Therefore, the Group has noy accounted for these transactions ag 4 sale, rather it pas
dccounted for (e, 48 repurchage agreements, The corresponding liability 10 1pe above asser ig
feported in creditors,

The liability s adjusted at eqcly Year end baseq gy management's estimate of the futyre liability that
may arise.

The movement in (he Company's fixed asset invcstmcnts conmprises:
P [

Subsidiary Associated

Undcrmkings Underakin gs Total.

£ Milliony £ Miilions £ Millions

COST AND NET BOOK vaLug

At January 1993 577.3 0.4 5777
Additions 86.0 - 86.0
Disposais - 0.4) (0.4)
————— — —

At31 Decemper 1993 663.3 - 663.3

The Company's principat Subsidiary undcrmkings, all of which are registered in England ang Wales,
are set out bejouy, A schedule of all interests in subsidiary Undertakings il be antacheqd 1 the
Company’s Annual Retyeq ta the Registrar of Companies,

Proporiion
of Shares
Class of Held by te
Company Shares Company Principa) Activity
Salomon Brotherg Intemariona) Limited Ordinary 100 o Finaneial sérvicas Company
Salomop Brothers UK Limited Ordinary  1pg % Gilt edgey market makor
Salomon Brothers 11K Equity Limiteqd Ordinary  qp % Equity markes maker

The Morgage Corporatioy Group Limited Ordinary 86.9 ¢ Intermedige holding company
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Salomon Brothers Europe Limited and Subsidiary Undertakings

NOTES TO THE FINANCIAL STATEMENTS - (continued)
for the yeor ended 31 December 1993

10. Fixed Asset Invesiments - continued

On 9 December 1993 the Group acquired 2,905,000 ordinary shares of £1 cach tin The Residential
Mortgage Ce.poration Ple (RMC), increasing the Group's sharcholding from 50% to 100%, for a
consideration of £1 paid in cash,

Analysis of the ucquisition of RMC

Net Asscts at date of acquisition:-

Fair Value (0

Book Value Provisions the Group
£ Millions £ Millions £ Millions
Mortgage advances 41.4 0.7) () 40.7
Debtors 0.7 - 0.7
Cash 0.8 - 0.8
Total assets 42.9 (0.7 42,2
Creditors duc within one year (40.5) (1.7 (b) (42.2)
Net assets 24 @4 -

Adjustments
(a) Additional provision for mortgage advances made,

{b) Provision for potential losses on interest rate swap agreciments entered into by The Residential
Mortgage Corporation Ple,

2
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Salomon Brothers Europe Limited and Subsidiary Undertakings

NOTES TO THE FINANCIAL STATEMENTS - (continued)
for the year ended 31 December 1993

11. Morgage Advances

Morigage advances comprise:

1993 1992
£ Millions £ Millions
Caompleted advances 1,977.9 24913
Provision ror loan losses (23.4) (22.1)
1,954.5 2,469.2
Mortgage advances are all due to be repaid after more than one year.
The movement in mortgage advances in the year was as follows:
1993 1992
£ Millions £ Millions
Batance at | January 2,469.2 2,963.4
Advances made 0.8 2.7
Advances acquired 42.6 .
Advances redecmed {556.8) {(513.0)
Net changes in provision for loan losses (1.3) 3.9
Balance at 31 December 1,954.5 2,469.2

Advances acquired relates to the mortgages over residential properties of The Residential Mortgage

Corporation Plc at the time of its acquisition by the Company.

The mortgages over the properties and the related endowment life assurance policies are subject to a

fixed charge.




Salomon Brothers Europe Limited and Subsidiary Undertakings

NOTES TO THE FINANCIAL STATEMENTS - (continued)

for the year ended 31 December 1993

12. Daeblors

The following are inctuded n deblors:

1993
£ Millions
Amounts falling due within
one year:
Due from uftimate parcat
company 24,1
Due from subsidiary
undertakings -
Trade deblors 15,053.5
Due from other group
underiakings 2,717.4
Other debtors 433.5
Prepayments and accrued income 1.2
Taxes recoverable 130.4
VAT recoverable 0.9
ACT recoverable 1.4
18,372.4
Amounts falling due after
more than one year:
Due from subsidiary
undertakings -
Due from other group
undertakings 9.3
Other debtors 10.0
19.3
18,391.7

Group Company

1992 1993 1992

£ Millions £ Miltions £ Millions
0.1 . -

- 267.6 133.7

8,642.1 - -
2,524.5 1.4 101.4
468.5 - -

1.2 - -

53.9 - -

0.5 - 0.1

5.2 - 13.7

11,7160 269.0 248.9

- 627.0 313.7

9.9 10.2 9.9

9.9 637.2 523.6
11,725.9 906.2 772.5

Trade debtors include collateralised shori-term financing agreements with counterparties of
£9,373.1 miflion (1992: £2,868.3 miltion}. These positions are entered into 1o cover short trading
positions and to facilitate customer financing activity. The substantial majority of the coHateral
securing these positions is comprised of government bonds.

Included within due from other group undertakings are secured financing arangements,
collateralised by curreat asset investments, of £723.9 million (1992: £1,327. 1 million).

24



salomon Brothers Euiope Limited and Subsidiary Underiakings

NOTES TO THE FINANCIAL STATEMENTS - (continued)
for the year ended 31 Dacember 1993

13. Current Assat Investments

The investinents compiise marketable securitics and related instruments taken into inventory as part
of the Group's principal wrading activities.

The Group's accounting policy for such ‘nvestments is explained in Note 1¢). Included within
current asset investmenis are:

1993 1992

£ Millions £ Millions

UK and foreign government sectirities 22.863.4 16,524.0
Eurobonds and other corporate bonds 2,647.1 1,352.4
Equities 2,082.1 446.2
Options and other contractual commitments (Note 22(a)) 2,280.6 16059
Money market securities - 50.9
29,873.2 20,069.4

———————r #—"—‘ﬂ

Salomon Brothers International Limited has granted certain charges over its assels in favour of
Clearing Houses employed in its business operations and in connection with secured borrowing
transactions in the owdtnary course of its business.

The bankers of Sa'amos Brothers UK Limited have peen granted a fixed and floating charge Ove:
cortain assets dur o e nature of the Central Gilts Office of the Bank of England's assured
paymes settlement sy s{ent

Satomon Brothers UK Equity Limited has granted a floating charge in favour of the International
Stock Exchange of the United K sedom and the Republic of Ireland Limited over its holdings of UK
equities held in its Talisman Settleinents System account,

SN

Rt

e

ig

S TrErirr st 2 € Lo st
o R L, e
AT ot ot

=
£22

A



4, M
i)

for the yeor endad 31 December 1993

NOTES 1O THE FINANCIAL STATEMENTS - (confinued)

14, Creditors

The following amounts are included in criditors:

Group
1993 1992
£ Millions £ Millions
Amountg failing due within
one year:
Bank loans and overdrafls 4312 2194
Due 10 ultimate parent company 5.6 44,1
Due to subsidiary undertakings - -
Due 16 other 8roup undenakings 5,985.2 4,837.7
Securities sold not yet
purchased (Note I(e) 4,313.9 4,446.2
Options and other contractual
commitmenis (Notes 1), 22(a)) 3,354.3 1,527.0
Trade credjtors 25,275.8 17,9049
Other creditors and acerunls 6,017.4 1,175.3
Taxation payable . 83.6
Sociaf security and PAYES 6.6 6.4
ACT payablie - 9.3
VAT payabie 0.2 -
45,4302 30,3589
— ——
Amoungs falling due after
more than one year:
Bank loans and overdrafts 132.6 171.0
Mortgage Backed Floating
Rate Noates 1.810.6 2,359.8
Bue to other group undertakings 1,193.8 522.8
Due to subsidiary undertakings - -
Other creditorg 35.1 43.5
—_— —_—
3,192.1 3,0907.1
———— ———
48,622.3 33,456.0

Bank loans 25 after more than one year are secured on the
¥

which bortowed the funds, and are repayable within four years,

26

Company
1993 1992
£ Millions £ Millions
208.2 1875
300,1 36.5
0.1 0.1
- 9.3
0.2 -
——
508.6 2334
316.0 507.8
45.9 45.7
361.9 353.5
870.5 786.9
e e

assets of the subsic;

ary undertakings
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salomon Brolhers gurope Limifed and Subsidiary Undoenakings

NOTES TO THE FIN
for the year ende

ANCIAL STATEMENTS - (continued)
d 3} Decernber 1993

14, Creditors - continued
¢ after more (han one year are

roup undertakings falling du
a ate which is reset

s due to other G
able annually at

ed loans on which interest is py
Bble within five years.

Included within amouut
stedding and dollar subordinat

quarterly. The loans are repaya
stock lending

able under repurchase and
and short-term

y represent amoums pay
financial institutions,

to counterpartics including other
institutions.

Trade creditors primaril
agreements, amounts due
borrowings {rom banks and other
arrangements, Seetyity for financing
and seeurities obmined from trade
at the bolance sheel date was
| December 1993 on an

d and secured financing

Trade creditors inciude both unsecure
{ current asset investments

trapsactions is provided in the form ©
debtor financing. The value of securcd financing arrangements

£24,622.3 mitlion (1992 £14,073.5 million). Borrowings from banks at 3
ynsecured basis amounted to £36.6 mittion (1992: £218.8 millton).

undertakings are secwed financing arrangements, collatcralised

Included within due to other group

by current asset investments, of £3,566.2 million {1992: £2,012.7 million).
runls is £15.2 mittion (1992: £1 1.6 million) which represents
amounts provided through a business expansion scheme ("BES"). Under the terms of the
tcansaction, the Group has sold repossessed propertics 10 three BES companies, who in turm will
market them as rental propesties, In connection with the gate, the Group has gramted an option to
cach of the BES companics., The o tion, if exercised, would require the Group 1o repurchase the
properties at such a price that will enable the BES companics to make distribution of £1.37 for
cach £1 invesied by their sharchotders. The option may be exercised ot any time petween 1 lune
1997 and 10 July 1997.

Included in other creditors and acc

performance of the BES

re operating
and, therefore, the Group

Due to the number of economic factors alfecting the futu
be exercised

rtain as to whethes or 10t the option will

companies, it is unce
ihe teansaction as o sale.

has not accounted for
its subsidiary undertakings has issucd floating

¢ of the proceeds from the rederptions of the
med no later than the dates

The Morigage Corporation Group Limited through
issued are repayable ou

rate notes. The nates 50
underlying mortgage pools on 2 periodic basis and are wholly redee

shown below,
Interest payable on these nOEs is based on the London Interbank Offer Rate ("1 IBOR™).
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Salomon Broihers Etrope Limited and Subsidiary Underfakings

NOTES TO THE FINANCIAL STATEMENTS - (continued)
for the year ended 31 December 1993

14. Creditors - continued
Mongage Backed Floating Rate Notes fall due as follows:

Amount of notes outstanding

Year of latest 1993 1992
redemption £ Millions £ Millions
2013 TMC Private Placernents No, | Limited 19.9 253
2014 TMC Mortgage Sccuritics No. | Ple 317 39.1 i
2014 TMC Mortgage Securitics No. 2 Plc 18.8 23,0 !
2015 TMC Mortgage Securities No. 3 Ple 19.3 23.8
2015 TMC Mortgage Securities No. 4 Plc 18.8 23.0
2015 TMC Morigage Sccurities No. 5 Ple 239 30.8
2015 TMC Mortgage Securities No. 6 Ple 18.4 220
2015 T™MC Morigage Securities No, 7 Plc 20.7 25.3
2018 TMC Mortgage Sccurities No. 8 Plc 335 42.1
2049 TMC Maortgage Securitics No 9 Ple 54.3 67.6
2019 TMC Mortgage Securities No. 10 Plc 05.6 83.2
2020 TMC Mortgage Securities No, 11 Ple 2964 374.9
2028 TMC P.LM.B.S. Fifth Financing Ple 1309 178.7
2028 Holmes Piacement No, | Limited 84.5 107.0
2029 TMC P.ILM.B.S Third Financing Plc 85.4 110.8
2029 TMC P.I.M.B.S. First Financing Ple 143.9 158.1
2029 TMC P.LM.B.S. Fourth Financing Ple 116.3 1509
2029 TMC P.1.M.B.S. Sixth Financing Plc 120.8 158.3
2030 °  TMCP.ILM.B.S. Second Financing Plc 23.8 28.0
2030 TMC P.LM.B.S. Ple 142.7 183.4
2030 Holmes Placement No. 2 Limited 90.1 145.8
2031 TMC P.LLM.B.S. Scventh Financing Ple 250.9 3182
1,810.6 2,359.8

The terms of the various funding arrangements, umdey which the companies listed above issue
floating rate notes, include:

=5

il

ATy, 7 Tt o¥
IRt
Wt )

G

The assets of the individual companies are subject to a floating charge in favour of the
trustees of the noteholders.

5
Dl
o=
H

T

1

b.  The mortgages over the properties and the related endowment life assurance policies are
subject to a fixed charge in favour of the trustees for the notcholders.

c. The individual companies have given their undestakings to the trustees for the notcholders
which limit the companies’ operations including their ability to raise {inance.

.
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salomoen Brofhers Europe Limited and subsidiary Undertakings

; NOTES TO THE FINANCIAL STATEMENTS - {continued)
1 for the year ended 31 pecember 1993

I

2 14. Credilors - continued

The movement in floating rate noles was s follows:

29

e ——

1993 1992
£ Millions £ Millions
Balance at 1 Januacy 2,359.8 2,686.1
1ssued in year - 167.4
Redeemed in year (549.2) (493.7)
Balance at 31 Pecember 1,810.0 23598
‘—___.-——:-"“,_.._.ﬁ #..—--—-———"-""—"_-'......._--
15. Provision ot Uabiities and Charges
The provision for fiabitities and charges cormprises:
Group Company
1993 1992 1993 992
£ Millious £ Millions £ Millions £ Mitiions
Lease costs 29 32 - -
Deferred taxation (sec below) 450.5 149.0 - 0.7
Balance at 31 December 4534 152.8 - 0.7
Group Company
1993 1992 1993 1992
£ Millions £ Millions £ Millions £ Milltons
Balance at | January 149.6 69.2 0.7 0.2
Credited/(charged) 0 profit and
loss in respect of accelerated
capital aliowances and other
timing differences 336.2 68.2 0.1 0.5
Transfer (I romio taxatinn
reco‘.ferablclpayabm 539 w - -
Advancc corporation 1ax paid (29.4) - - -
— [ R [
Balance at 3} December 450.5 149.6 0.0 .7
p———— o mE T Beperen TR ey TS




Salomon Brothers Eurepe Limited and Subsidiary Undertakings

NOTES TO THE FINANCIAL STATEMENTS - {continued)
for the year ended 31 December 1993

16. Called-Up Share Capital

The Company's share capital compriscs;
1993 1992

£ Millions £ Millions
Authorised;
930,000,000 ordinary shares of £1 eich 930.0 9300
900,000,000 redeemable preference shares
of £1 each - 900.0
900,000,000 new redeemable preference shares ;
of £1 each 900.0

e —

1,830.0
B ————— )

Allotted, called-up and fully paid:

21,065,000 (1992; 25,000,000) ordinary shares of £1 each 211
484,644,550 redecmable preference shares of £1 each .
561,175,212 new redeemable preference shares of £1 eachy 561.1

582.2 309.6
Eommorea— I ™

On 5 April 1993, ip accordance with Section 381A of the Companies Act 1985, the 415,355,450
unissued redeemable preference shares of £] each in the Company were rectassified and designated
new redéemable preference shares of £1 each, In addition, the Company purchased 3,935,000 of its
£1 ordinary shares in accordance with Section 164 of the Companies Act 1985 from Sulomon
{(International) Finance AG out of the proceeds of an allotment of 76,530,662 new redecmable
preference shares of £1 exch,

On 23 May 1993, in sceprdance with Section 381A of the Companies Act 1985, (he 484,644,550
issucd redeemable preference shares of £I each in the Company were alse rechassified and
designated new redeemabile preference shares of £1 each.

A0



Salomon Brothers Europe Limited and Subsidlary Undertakings

NOTES TO THE FINANCIAL STATEMENTS - (continued)

for the year ended 31 December 1993

17. Reservas

GROUP

Balance at | January 1993

Premium on redemption of shares

(nominal value £3.9 million}

Goodwilt written off

Exchange difference on retranslation of

net assets and results of subsidiary undertikings
Retained profit for the year

Balance at 31 December 1993

COMPANY

Balance at | January 1993
Premium on redemption of shares
(nominal value £3.9 million)
Retained profit for the year

Balance at 3 Déccmber 1993

Capital
Reserve
£ Millions

5.6

Capital
Reserve
£ Millions

5.0

5.6

Profit &
l.oss Account Total
£ Millions £ Millions
4042 499.8
(72.6) (72.6)
(1.4 (1.4)
0.9 0.9
4543 4543
8754 281.0
© Profit &
Loss Account Total
E Millions £ Millions
67.6 73.2
(72.6) (72.6)
124,1 124.1
119.1 124,7

During 1981, the sharcholders made a capitai contribution in cash to the Company of £5.6 million.
This contribution forms part of the shareholders' funds,

18.  Minorily Inferests

Baiance at | January
Share of profit/(loss) for the year
Movement resulting from capital injection

Balance at 31 December

31

1993 1992
£ Millions £ Millions
10,5 12.8
0.6 5.9
t4 3.6
12.5 10.5

[
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g Salomon Brothers Europe Limited and Subsidiary Undertakings
; i
! NOTES TO THE FINANCIAL STATEMENTS - (confinued) i
‘ for the year ended 31 December 1993 !

R

e ¥

19.  Reconcllialion of Profit Before Taxation to Net Cash Outflow from Operating
¥ Activilies

3 1993 1992

£ Millions £ Millions

Profit before taxation 719.7 5314

: Amortisation of intangible fixed assets 24 24

N Decrease/(increase) in interest receivable and prepaid expenses 62.9 (33.6)

‘ Increase in interest payable and accrued expenses 246 70.5

Depreciation 52 7.5

Loss on write off of intangible {ixed assets and investments - 0.1

Loss on the sale of tangibie fixed assets 0.5 0.2

’ Share of loss in associated undertaking - 0.6
Lease costs 0.3) 3.2
Net charge for provision for mortgage losses 1.3 3.9
Net charge for provision for swap losscs 1.7 -
Net cash inflow from trading 818.0 58C.2
Increase in securities held (excluding certificates of deposit) (v,854.7) (i1,635.3)
Increase in other debtors (6,697.6) (5,370.1)
Increase in other creditors 15,1002 15,853.3 }
Net cash outflow from operating activities (625.1) (565.9) f” ;

Y
5

S

20. Analysis of the Balances of Cash and Cash Equivalents

A e

o

)
R

x
ey

o i

P

o' R,

Change in
1993 1992 1993
£ Millions £ Millions £ Millions

Coins, bank notes and balances

! with central banks 2904 3183 (27.9)
! Certificates of deposit - 50.9 (50.9)
Bank overdrafts (431.2) (219.4) {(211.8)

(140.8) 149.8 (290.6)

The Group increased its cash and cash equivalents by £0.8 million in yespect of the purchase of
subsidiary undertakings.

32




Salomon Brother .uropa Limited and Subsldiary Undertakings

NOTES TO THE FINANCIAL STATEMENTS - (continued)
for the year ended 31 December 1993

21.  Analysis of Changes In F'nancing Duting the Year

Floating Group Bank
Rate Notes Loans Loans
£ Millions £ Millions £ Millions

Balance at 1 January 1992 2,686.1 626.0 104.5
Cash (outflow)/inflow from financing (326.3) 473.2 66.5
Balance at 1 January 1993 2,359.8 1,099.2 171.0
Cash inflow/{outfiow) from financing (549.2) 496.0 (38.4)
Balance at 31 December 1993 1,810.6 1,595.2 132.6

22, Contractual Commitments and Conlfingencies
(@) Notional Commitments and Market Values of Contractual Commitments

In the narmal course of its operations, cectain companies within the Group enter into various
contractual commitments involving forward settlement.  These include fulures contracts;
commitments to buy and scil securities and forcign currencics; interest rate swap, cap and floor
agreements; warrants and option contracts,

As discussed in Note 1(e), the Group records afl contractual commitments involving future
settlement at market or fair value. Consequently, changes in market prices are included in the profit
and loss account.

Commitments involving future settlement give rise to market risk, which represents the potential
loss that can be caused by a change in the market value of a particular instrument. The Group's
exposure to market risk is determined by a number of factors, including the size, composition and
diversification of positions held, the absolute and relative levels of interest rates and foreign
currency exchange rates and market volatility. For instruments such as options and warrants, the
time period during which the options or warrants may be exercised and the relationship between the
current market price of the underlying instrument and the options or warrants strike or excrcise price
also affects the level of market risk. The most significant factor influencing the overall level of
market risk to whizh the Group is exposed is its use of-hedging techniques 1o manage such risk.

Y
o
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NOTES TO THE FINANCIAL STATEMENTS - (continued)
for the year ended 31 December 1993

22. Conlractual Commilments and Contingencles - continued

The notional amounts of financinl instruments that give rise to off-balance-sheet risk are disclosed
below. The determination of notionat amounts docs not consider any of the factors discussed above.
Notional amounts are indicative only of the volume of activity; they are not a measure of markel
risk. Market risk is influenced by the mature of the items that comprise a particular category of
financial instrument. For example, forward contracts presented below include both purchase and
sale commitments. Futures contracts include contracts purchused us well as contracts sold.  Swap
agrecments include severgl combinations, such as those in which the Group pays a fixed vate of
interest and receives a variable rate, as well as those in which the Group pays a variable rate of
interest and receives a fixed rate. Options and similar contractuals sold or wrilien include both calls
and puts. Market risk is also influenced by the relationship among the various off-balance-sheet
categories as well as the relationship between off-balance sheet items and items recorded in the
Group's balance sheet. For all of the reasons noted above, the interpretation of the following
notional amounts as & measure of market risk could be materially misleading,

. 1993 1992
£, Billions £ Biilions

Financinl futures contracts 67.0 417
Swap agreements 63.7 26.5
Options and similar contractuals sold or written 17.9 6.0
Forward rate agreements 3.2 4.1
Forward currency contracts 0.7 1.8
Interest rate cap and floor agreements written i3 Al
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NOTES TO THE FINANCIAL STATEMENTS - (continued)

for the year ended 31 December 1993

22. Contractual Commitments and Contingencies - continued

As discussed in Note 1 (), the balance sheet includes the market or fair value of financial
instrument options and contractual commitments involving future settlement. At 31 December 1993
and 1992, the market or fair value of options and contractual commitments recorded as assets and

liabilities was as follows:

Assels
1993 1992
£ Millions £ Millions
Swap agreements, swap options and
interest rate cap and floor agreements 651.8 90.7
Index and equity options and similar
contractuals 1,282.2 1,233.3
Currency options 19.4 13.7
Other options and contractuals 3272 3582
2,280.6 1,695.9

(b) Caplial Commitments

Liabilities

1993 1992

£ Millions £ Millions
1,699.0 44.5
1,495.3 1,251.2
2.4 2.2

157.6 2204
3,354.3 1,527.0

There were capital commitments of £1.3 million as at 31 December 1993 (1992: £nil).

(c) Lefters of Credit

The Group had £664.6 million (1992: £547.1 miltion) of cutstanding letters of credit from banks to
satisfy collateral requirements under securities borrowing agreements and margin requircments,
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NOTES TO THE FINANCIAL STATEMENTS - (continued}
for the yeor ended 31 December 1993

22. Contractual commitments and Contingencies - Continued

(d) lease Commitments

At 31 December 1993, the Company and certain other companies within the Group had entered into
lease agreements for ofTice accammodation, the last of which expires in 2012, During (he year lease
rental payments of £8.2 million (1992: £8.2 million) were made.

1 addition, the Group leases certain land and pbuildings on short andl tong term leases. The annual
rental on thesc leases for 1993 was £1.5 million (1992: £1.3 million). The rents payable under these
leases are subject 10 re-negotiation at various intervals specified in the leases. The Group pays all
insurance, maintenance and repairs of these propcn':cs.

The minimum annual rentals under the foregoing Jeases are as follows:

1993 1992

Property Equipment Property Equipment
£ Miltions £ Mitlions £ Millions £ Miltions

Operating lzases which

expire:-
within 1 year - 0.2 - -
within 2-3 years - 0.1 - 0.4
after 5 years 1.5 - 1.5 -
_— —

1.5 03 1.5 04

The Group has als0 entered into non-cancellable operating 1¢ases in respect of equipent, the
payments for which extend overd periad of upr 10 3 years. The total annual rental for 1993 was £0.5
roillion (1992: £0.4 million).

(ey Other Cornmitments

Commitnents o buy and sell current assel investments arose in the crdinary course of business.
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23. Risk Management ‘

(@) Market Risk

Any activity in which the Group takes positions in financial instruments or contractual
commitments exposes the Group to market risk. Market risk represents the potentiat Joss the Group
may incur as a result of absolute and relative price movements in financial instruments, price
volatility, changes in yteld curves, currency fluctuations and changes in market liquidity, Trading
activities represent the principal source of such risk and can generally be grouped into two separate
activities: (1) those in which the Group plays a role of market intermediary on behalf of its
customers and (2) those in which the Group implements proprietary trading strategies.

In its role as a market intermediary, the Group ofien acts as a principal in a financial transaction,
This exposes the Group to market risk, which is generally hedged by entering inlo positions that
have market risk profiles inversely telated lo the positions the Group has acquired through
transactions with its customers, Hedging generally reduces market risk, however, not all market
risks associated with market intermediation can be effectively hadged.

By their nature, proprietary trading straiegies represent the assumption and management of risk in
order to generate returns expected to be justified by the level of risk assumed. Hedging strategies
are also used in the execution of proprietary trading strategies to reduce the market risk that the
Group chooses not to assume. The purpose of such hedging is not to eliminate risk, but to focus on
particular risks that the strategy is designed to assume.

The Risk Management Group of Salomon Brothers (which comprises the glabal operations of
Salomon Brothers Holding Company Inc and its subsidiaries, including the Group) is composed of
heads of major trading desks and a number of members of senior management. Their primary
funcrions are 10 identify and report major risks underiaken by Salomon Brothers' worldwide trading
businesses, including those of the Group; to enhance, through peer review, the analysis and
management of major risks by the heads of the trading desks; and, when appropriate, to adjust the
fevels of risk assumed. The Group establishes risk guidelines for each business unit, which are
reviewed monthly and revised as business conditions change. The Group has also developed and
implemented, for internal uses, a model under which its business units are assessed [or risk capital
usage. The imposition of this assessment encourages business units to consider the risk capital
implications of trading and business strategies, which further strengthens risk management at the
operational level, '

(b) Credit Risk

Credit risk is the potential loss the Group conld incur if an issuer or counterparty is unable to
perform on its commitments, including the timely payment of principal and interest or settlement of
swap and foreign exchange transactions, repurchase agreements, securities purchases and sales, and
other contractual obligations. The credit risk management process considers the many factors that
influence the probability of poteatial Joss, including, but not limited 1o, the issuer’s o
counterparty’s financial profile, prospgcts and business reputation; the specific terms and durittion
of the transactions; and the exposure of the transactions to market risk, macroeconomic
developments and sovereign risk.
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NOTES TO THE FINANCIAL STATEMENTS - {continued)
for the year ended 31 December 1993

23. Risk Management - coniinued
(b} Credit Risk - centinued

Salomon Brothers' Credit Review Department is independent of any revenue-generating funcuion
and is responsible for the assessment, approval, monitoring and coordinstion of the extension of
credit on a global basis. In considering such credit risk, the Department evaluates the risk/return
trade-offs of transactions that involve, or may potentially involve, the extension of credit, as well as
current and potential credit exposures (0 a counterparty or to groups of counferparties that are
related because of similar industry, geographie, or economic churacteristics, The Credit Review
Department has established various control procedures, used singularly or i combination,
including: initial credit approval, credit limits. collateral requirements, cross-default agreements,
rights of sctoff, guarantces, two-way miark to market and periodic nssessment of sovereign risk
through analysis of economic and potitical developments.

24. Subsequent Events

On 28 January 1994, the Company was allotted and paid for 5,000,000 ordinary £1 shares in
SBUKE.

On 23 March 1994, SBIL entered into a 364 day $1 billion committed revolving credit facility with
a syndicate of banks. This enables SBIL to finance a variety of fixed income and equity securities
on a secured basis.

On 25 May 1994, the Company was allotted and paid for 5,000,000 ordinary £1 shares in SBUKE.

On 30 June 1994, the Company declared an interim dividend of £38.7 million on its new
redeemable preference shares and a dividend of $190.1 million on its ordinary shares payable on |
July 1994, )

On 30 September 1994, the outstanding authorised but unissued 338,824,788 £1 new redeemable
preference shares were reclassified as 2nd tranche new redeemable preference shares and
126,742,712 such shares were issucd at par. The Company also declared a second interim dividend
of $200.0 million on its ordinary shares payable on 3 Oclober 1994,

25, Group Shructure

At the year end the Company's immediate and ultimate parent companies are Salomon International
limited and Salomon Inc, both of which are incorporated in the State of Delaware, United States of
America. The consolidated accounts of the ultimate paremt are available from Corporate
Communications, Salomon Inc, a¢ 7 World Trade Centre, New York, WNew York 10048,




