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Measuring our success

Focus on growth and efficiency

Income Ad]usted costiincome ratio Group operating profit*

(Em) (%) (€m)

o7 TSR o 31,115 o7 B 0.282
o6 ") 28,002 Y R I X 06 F_ T T A8414

05F 125,569 s [ T T 424 05 [ bl 18,251

04 T 122,515 prokrims 04 [ 1420 oro forma 4 F - - T TUiT.108 poleme

The Group's iotal ircome grew by 11%
to £31,115 milion in 2007,

Adjusted eamings per share™
{pencs}

The Group's costiincome ratio was 43.9%. Exciuding ABN AMRO,
tha Group's costincoma ratlo improved by 1.4 porcentage points
10 40.7%. The costincoma ratio 13 calculated excluding purchased
intangibles amortisalion, integrabion coats and nel gein on sale of
strategic Investments and subsidiarias In 2005, and afier netting
operating lpase cepreciation against rental Incoma.

Dividend per ordinary share**
{pence)

Greup opefating profit Increasac by 9% (o
£10,282 milkon in 2067

* prafit batore tax, purchased ntanglbles amortisalion, Integration
costs, and net gain on sale of strategic investments and
subsidiaries in 2005,

Cumulative growth in ordinary dividends per share
1999 - 2007

7 BT v L v i 78,7
[+ -3 S £ -+
05 T 1588

041 . T 154.2 prolorma

Earnings per share incraased by 16% o 78.7p for 2007, scjusted
for purchased intangibles amartisation, inlegration costs, and net
gain on sale of sirelegic irvestimants and subaidiares in 2005.

The directors havo wed & final dividand of 23.1p
per ordinary shara which, when added 10 tha Interm dividend
of 10.1p, makes a total for 2007 of 33.2p, an Increase of 10%.

** prior year data have been restated (o raflect the two for one banus issus of ordinary sharea In May 2007.

Group operating profit*

Corporate Markets

Global Banking & Markels

UK Corporata Banking
Total Corporate Markets
Retail Markets

Retail 47023 2,250

Wealth Managemsnt o {) : 318
Total Retail Markets & 2,568
Ulster Bank 421
Citizens 1,582
RBS Insurance 08 749
Manufacturing : —
Ceniral ltems [1,447)
Group operating profit {excluding ABN AMRQ) 0,208 9,414
ABN AMRO ; —
Central items e
Group operating profit 10 ; 9,414
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* operating profil for each division is profit before tax,
purchased intangibles amortization and integration
costs and alter aliocation of Manufacturing costs
where appropriate.

The accounts are preparad in gecordance with International
Financial Repovting Standasds. Cerlain standards relaling to
financial Instryments were not adopled until January 2005,
The Group has provided comparative information on & pro
{orma Gasis that inclues the estimated offect of these
slandards for the year ended 31 December 2004,




Our peopte — annual employee opinion survey

Response rate year on ygar progross
{%)

Job satisfaction and engagemeant
(%)

N MB‘{:} TRASR Clobat High 04 | ] 67} 1PasR Gobel igh
031 . » . 3373 P Norm oA [T e Parormance Norm 2007

Tha RES Empioyee Opinien Survoy is conducied Independently
mery year by ISR and crouiated (o all employees. Last yoar we
achigved our highest response rote evor, shead of iha Global
High Periormance Norm.

Work-Out data
{number of evenis)

One of he indicators we walch mos! carefully 13 Job Satisfacton
and Engagament, o 2007 we once agein out peramed the
Global High Performance Norm.

Work-QOut data
{number of employees participating)

Work-Oul is designed to remove unnecassary process from tha
organisalion, improve team performance and cusiomar service.
The enlirs Work-Out programme is driven by dur employeas who
identfy the potential areas for improvement. Tha programme has
had a s:gnificant impact and in 2007 we had a record numbar of
evers taking place.

Employees - Geographic analysis

RBS including ABN AMRO %
UK 46
Europe 19
Rest of World 14
us 11
Asia-Pacific 10

I 38,472

N i25372
05 §17938

23025
03 — 1

Tha profile and success of tha Work-Out initiglive has grown avory
year and in 2007 we had a record numbar of smpigyees participating
acress the globe. Emplayess who participate in Work-Out seasions
consistently recorcd higher {evels of job salisfaction and angapument
in the annual Employes Opinion Survay.

invesied in our
communities.

new savings accounts
opened in the UK

raduction in the Group's
carbon foatprint.

reduction in globa!
fraud losses

cuslomears served
in six continents

in tha UK for reduction
In internet fraud
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Group profile

RBS was named Global Bank of the Year 2007 by The Banker magazine

Great Britain

and see attractive options for continued organic growth.

* Wa uperate ihe largest tres-to-uss ATM network i the LIK
wan avel 5,800 Mmasrines.

¢ Qo Glyoa: Bandngg & Markels aresion (GEM') Rag a spatirshin
wth it lran 95% of the FTSE 100 companies.

* RES Insoranne s the LIK'S rarnber ore Carnsurnr e
S lw or Senarat and hausaiog Ssuranes.
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The Royal Bank of Scotland has operated in Great Britain since 1727,
The Group enjoys leading positions in a number of markets, including
corperate and SME banking, current accounts, merchant acquiring and
car insurance. In corporate banking, RBS is the number one brand in
England & wales and Scoftand while RBS and NatWest rank first and
second among majer high street banks for customers who say they are
‘extremaly satisfied’ with their main current account provider.

As well as RBS and NatWest, our brands include Direct Ling, Churchill,
Coutts and Lombard. Last year saw the tenth anniversary of our Tesco
Personat Finance joint venture. In 2007 we expanded our UK businesses

Americas

Citizens Financial Group {'CFG') was a small Rhode Istand company
when RBS acquired it in 1988. It has since grown o become the ninth
largest US commaercial banking group based on deposits. With the
NatWest acquisition in 2000, Greenwich Capital joined the Group. RBS
Greenwich Capital is among the principal suppliers of corporate finance
and debt capital markeis services across the US.

Cur US brands include Citizens, Charter One, RBS Gresnwich Capital,
RBS Lynk and the Kroger Personal Finance joint venture. The ABN AMRO
acquisition extends cur presence in the Americas, a market of 750 mitlion
people and GDP of $19,000 billion in 2007. We will continue to develop
our strong US franchises while capitalising on these new opportunilies.

= Ciuzens is b roninddaroest bank n tha LS raneetd by deposin.

* Glopal Bankdng & Mac-cls i Norh Aoserden hag a relslionsnp
with 5% of 1~e Fartung 100 companicos

* RBS Grasnwith Capital's 1~ lorest Rate Dol
ranked 1 e ton Been the US,

EE
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Europe and Middie East

Ulsler Bank became part of RBS on the acquisition of NatWest in 2000,
giving the Group a presence in retail and corporate banking across the
island of lreland. In recent years we have achieved strong organic growth
in corporate markets in continental Europe and the Nordic region through
GBM. With the acquisition of ABN AMRO, GBM ranks number one in
Europe in terms of relalionships with [arge carporates and financial
institutions. Direct Line operates In Germany, Italy and Spain. We have
recently developed qur presence in the Middle East, most notably
through our private banking and wealth management businesses,

In 2007, the countries in which we have a presence in Europe and the
Middle East had a combined population of more than 750 million people.
Their GOP of gver $15,800 billion makes the region mose than seven
times the size of the UK.

Asig-Pacific

RBS has grown organically in Asia-Pacific, building on our strengths in
businesses such as wealth management and project finance. In 2005
we entered into & strategic partnership with the Bank of China. The
acquisition of ABN AMRO enhances our presence in the [astest-growing
region of the world ecanomy.

In 2007, the countries in which we have a presence In the Asia-Pacific
region had a combined population approaching 3.4 billion peaple.

with GDP of more than $27.500 bitlion, its economy is already maore than
twice the size of the US. Between 2000 and 2007, these countries are
estimated to have grown by B6%. Despite their rapid growth, and including
Japan, GDP per person in the Asia-Pacific countries in which we operate
stood 2t only 17% of the US level in 2007, implying that there remains
scope for continued growth over the long term,

¢ RES tias a0 elationgh powiin e thae 95%, 57 the

B s Eurnstoys S
s Currse o GEBM Diaslor's incormg o By 300,

* Urstar Bank has mote thas * 100 AT,
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* RBS Caults grew micome oy 5°% Irr LS dal ar terms.
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Divisional profile

Carporate Corporate Markets is focused on the pravision of debt and risk GBM — 2007 kay globat rankings
Markets management services io medium and large businesses and v g a2ing nametd us Skartng Bord House
financial institutions in the UK and around the world, Its activities of the Year In 2007
have been organised into two businesses, Global Banking & v in e Risk Magasieg Awans, wi wore el
Markets and UK Corporate Banking, in order to enhance our I~Nizzon Dervativet Houss of 2007,
focus on the distinct needs of these two cuslomer segments.
Contribulion (£m}
Gilobal Banking & Markets is a leading banking partner to
major corporations and financial institutions araund the world, IR .
providing an extensive range of debt financing, risk s L 13,823
management and investment services to its customers.
UKCB - 2007 key highlights
UK Carporate Banking is the largest pravider of banking, = bripairraent losses Gl B ngnetirg the strong
finance and risk management services to UK corporate L1
customers. Threugh its network of relationship managers g schviecss were s 17N and
across the country it distributes the full range of Corparate jf dlepnsits were w14,
Markets' products and services to companies.
Conlritztition (£m)
07 K 2392
o6 [T 72193
Retail Retail Markets comprises Retail and Wealth Managemenl. Retail - 2007 key fughlights
Markets » We opened Moe tha~ S75.000 new se-sn3l curet
Ratail comprises both RBS and NatWest retail brands. It offers winls, v nme ihe G r™s T pamne: onn
a full range of banking products and related financial services sositon 1 real narkat,
to the personal, premium and small business (SMEs) markets » Bancansuranc e grev seles Dy 200 1o D542 milicn
through the largest network of branches and ATMs in the UK, Contribution (£rm)
by telephone and internet. Retail is the UK market leader in
SME banking. Retall issues credit and charge cards and : ] i, 4,073
other financial products through RBS, NatWest and other 08 Eih o i) 3830
brands, incluging MINT, First Active UK and Tesco Personal o L
Finance. It is the leading merchant acquirer in Europe and Woalth Manzgement - 2007 key highlights
ranks third globally 4 u)’l‘;!'e & s e :.'-1{-3»\-' Y e
* A ComPeer survey aund Adam & (arspany marke:
N catlieg in orviding vestingnl ape-ar ons, moring
?”“‘“‘ Manage.mem p.mwdes pml»ata banking and m?x‘&;slij]:nzd shrvices lo ‘rb")r'(ll:l‘\ m:r;:-m,v:J B
investment services to its global clients through Coutts ’ '
Group, Adam & Company, RBS International and Natwest
Qffshare, in the UK and internaticnally in selected markets Cantritution (£}
In Europe and Asia-Pacific. _
o7 P 558
06 [ ] 462
Ulster Ulster Bank, including First Active, provides a comprehensive 2007 key highlights
Bank range of financial services across the island of fraland. Retail » Buciness lend NG Qrowy Y 2%, 20repn BLAGSE & videy

Banking has a network of branches and operates in the
personal, commercial and wealth management sectars.
Corporate Markets provides services in the corporate and
institutional markets.

v fnghse wy 2007 i~¢ odedd e3avings,
‘et Aciive Requin Saver ond Beward Reserve,

Contrtbution {£m)

o7 M 72
06 [T 635
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Citizens

Citizens is engaped in retall and corporate banking activities
through its branch network in 13 states in the US and through
non-branch offices In ather states. Citizens was ranked the
ninth largest commercial banking organisation in the US based
on deposits as at 30 September 2007. Citizens Financial Group
includes the two Citizens Banks, RBS Lynk, our US merchant
acquiring business, and Kroger Personal Finance, our

credlt card joint venture with the second largest US
Supermarket group.

2007 key nighlignts
» RB3 Lyna. nur US mer
ASRLEON ML TG

ZCGU PN Dusiness.,

Contribution {$mj

R Il 2547
06§ . -~ . - 1297
RBS RBS Insurance sells and underwrites retail and SME insurance 2007 key highlights
insurance over the telephone and internet, as well as through brokers > HENG ntura CEW BCI0SE B | oT our gwh rgnes o
and partnerships. Direct Line, Churchilt and Privilege sall Ing seonnd
general insurance products direct 1o the customer Through its bank branches
International division, RBS Insurance sells general Insurance, :
mainly motes, in Spain, Germany and italy. The ntermediary 3 ] 007 ORI VTIORGOS
and Broker division salis general insurance products through al y-fakied v oehavious
Independent brokers,
05 [T 964
Mamacturing  Manufacturing supports the customer-facing businesses 2007 key highhghts
and provides operational technology, customer support in v A2 hold cast growih 1 1'%, despre imesing b
telephony, account managemant, lending and mongy sSuplart erass smeiinn vl Tey and the
fransmission, global purchasing, property and other services. deveiopinent o our U
Manufacturing grives efficiencies and supparts income growth » Wiz netoed o > @ barKing
across muttiple brands and channels by using a single, 0 Seplertin APOWINY CLLGTS 1 Htles
sca'able platform and comman processes wherever passible. mun-slzteniesls and accou -t a-ances t-ragh
It also leverages the Group’s purchasing power and has el alerts.
become the centra of excellence for managing large-scale
and complex change. Taiaf costs (Em}
o7 IR @5+
06 [ ] 2.872
ABN AMRO ABN AMRQ is a major international banking group with 2007 ey highiights

3 leading position in international payments and a strong
imvestment banking franchise with particular strengths in
emerging markets, as well as offering a range of retail financial
services in Asia and the Middle East, ABN AMRO has regional
business units in Europe, the Netherlands, North America,
Latin America and Asia. The businesses of ABN AMRO 1o be
retained by RBS comprise principally Its global wholesale
businesses and its international retall businesses in Asia,
Eastern Europe and the Middle East.

» Tranisnchon Barkng Incoee wess 7%, mifeatng
3lrong Growts 17 Cash nunzgemia hala~res ynd
sgrificant nvoassior 17 rads Baance.

» GEM znd AR AMRC'S 2anahiil 95wl realey g
& gHotaal 1o Teo Be7- 0 ooduals ncluGing sl
Seatsation, Preratony B5ods Lo e allons
Cash Manageyent.

Contribulion (£m) - rom dala of acqusdion 17 Ociober 2007

o7 f 128
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Chairman’s statement

REBS angwved another succassiul yearin 2007
despite some of the most challenging markst
conditions in the Tinancial and credtit markets
for some lime. The hard work of our employees
allowed us Lo deliver a strong financial and
operalional performance as wall as succassiully
completing the acquisiuon of ABMN AMRO. the

largest banking acquisition ever undertaken.

In 2007 the Group's total income grew by 11%
10 £31, 115 million (2006 — £28.062 milion) znd
nperating profit increased by 9% 1o 310,282 million

{2066 - £9,414 million}, with adjusted sarnings per

ardinary share nsing 18% o 78.70. The Board is
secommending a tolal dividend of 23.2p, 10%
higher than in 2006

Acquisition of ABN AMRO

The Greup entered 2007 focused on continued organic growth,
for which we had created a range of attractive options. When it
emerged that ABN AMRO was seeking alternative optlons for
that company's growth, it was incumbent on us to consider

the implications and opportunities raised by that decision.
Following very thorough analysls and debate by the Board, and
consultation with shareholders, the Group decided to bid for
ABN AMROQ as part of a consortium involving our partners
Banco Santander and Fortis.

It was, and remains the Board's view that the acquisition of
ABN AMRO will deliver good, long-term value enhancement 1o
shareholders. The businesses which the Group has secured
will enable us 10 accelerate he implamentation of our growth
strategy and also provide the Group with a significant
presence and options for expansion in the world's most rapidly
grawing economies.

Financial market and economic developments

Rising morigage delinquencies and declining house prices

in the US combined to trigger a significant disruption 1o credit
markets In the second half of the year. One consequence has
been a decline in the value of a range of assets and resultant,

RBS Group + Annual Report and Accounts 2007

often substantial write-downs for banks around the world.
Another was to hasten a slowdown in the pace of aclivity in
some economies, especially in the US.

We have witnessed the benefits of the Group's long-standing
focus on credit quality and the diversification of our income
streams which have allowed us 1o deliver record profits despite
the challenging envirgnment,

Board of directors

There wers no changes to the compaosition of the Board
during the year, This stabllity and continuity served the Group
well and is particularty important in the current environment,

| would like to thank my colleagues for thelr support and
commitment in 2007,

The environment

1 was pleased that others have recognised the seriousness of
the Group's approach to the environment. RBS was included in
{he Carbon Disclosure Project’s Climate Disclosure Leatership
Index, while Inngvest, a ratings agency, upgraded us to AAA
for our management of social and environmental risks and
opportunities, culminating in RBS being named as one of the
100 most sustainable companies globally at the Davos World
Economic Forum in 2008. Our commitment to the environment
is also goed for our business and in 2007 we remained one of
the world's leading financiers of renewable energy projects.

20038

We have a great deal to do in 2008, Markets wili continue to
be demanding and we have a major integration to deliver,
But we also have an unparalleled set of opporiunities and their
realisation will allow us to continue on the impressive growth
trajectory that has characterised RBS over the past decade.

Sir Tom McKillop
Chairman




e chs;gﬁ |n~ ",ﬂ.
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For The Royal Bank of Scalland Group, 2007 was
viefingd hy another strong eperating perfornance
and by the acquisition of ABN AMRC.

The dversity and quality of our business platform
anabled us to delivar good financial results, with
aperating profit for the entarged RBS Group rising
oy 9% 0 £10.292 millisn. Our earnings momenium
remained powerful, nolwithstanding the inyact of
chatlenging credit market conditions in the second
half of (he yoar

Cur results demonstrate the resilience of the Group in the face
of tesling circumstances. The summer floods came during the
wettest May 10 July in England and Wales since records Degan
in 1766. While RBS Insurance responded magnificently to meet
the needs of customers in distress, the impact on profits is
evident. The pace of activity in the US slowed as the housing
market weakened, leading to challenging conditions for Global
Banking & Markets {'GBM") and Citizens. Later In the summer
began the dislocation in credit markets, which made the second
half a turbutent period for the financlal services sector.

Delivering such a robust financial perfarmance in this
emvironment is the consequence of action in two areas: over
2 number of years we have diversified the Group's Incoms
sireams and last year also saw us benefit from our focus on
credit quality and risk management with our impairments,
excluding ABN AMRO, down 1%.

Qur customaers and businesses

The Group now serves over 40 million customers in 53 countries
worldwide. In each of those markets we will continue our
relentless focus on customers’ needs.

GBM enjoyed another strong first half performance and took
full advantage of the voiatility in the second half {o dsliver
excellent performances in interest rate and currency trading.
inevitably, the second half witnessed significantly lower ofigination
volumes in credit markets and write-downs on US mortgage-
related exposures. Our UK Corporate Banking business enjoyed
anocther very successful year maintaining its consistent record
of high single-figure income growth and further advancing its
markat share from a position of leadership. By continuing to Invest
in service quality we have achieved market-leading customer
satisfaction scores and customer numbers increased by 4%.

RBS Group - Annual Report and Accounts 2007

Retail delivered strang growih In savings and investment
products while maintaining a cautious approach to unsecuraed
credit. Our success is built on customer satisfaction, and on
this metric RBS and NatWest maintained thelr lead over the
other major high street banks. Wealth Management's trajectory
remalns very strong. Wa continued to expand Coutts UK's
regional franchise and achieved significant growth in Asla-Pacific,

Utster Bank maintained its strong growth record and we have
continued 1o invest in the good opportunities for future growth
presented by the Irish market. Citizens further developed its
franchise, increasing its consumer banking customer base by
2% and achieving good results in its growing corporate and
commercial banking operations.

in RBS Insurance, we have built on our strong position as

the UK’s leading personal lines insurer by further sharpening
our focus on selective underwriting of the more profitable
segments, reducing volumes in others, Of course, results were
held back by the floods, but excluding this, operating profit
grew strongly.

Manufacturing is central to the way we operate, underpinning
our determination to deliver service to our customers while
deriving scale benefits achievable frem sharing infrastructure,
processes and services across our businesses. We held cost
growth 1o just 1%, despite continued investment in technology
and property lo support Increased transaction volumes and
the development of our business,

Capitat

The Group's Tier 1 capital ratio at 31 December was 7.3%
angd our total capital ratio 11.2%, within our target ranges.

At the time of the bid for ABN AMRO we indicated our intention
to rebuild our capital ratios, We remain committed to this goa),
and the improved financial returns now expected on the
acquisition will help to accelerate delivery of the Group's
capilal regeneration commitments.

Pasitioned for growth

This decade has seen considerably stronger economic
growth in the developing world, especially Asia, than in the
West. Trade and capital flows have been the main drivers of
rising prosperity. This growth has spurred demand for many
commadities, notably energy. Within the dynamic Asian
economies, the number of wealthy people is growing and
around the workd affluence is increasingly common,

X$RBS
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In recent years we have created options that will atlow the
Group to pursue the opportunities for profitable growth
stemming from these economic changes. Rapid economic
growth raises demand for the routine risk management and
payments services in which we have excellent capabilities.
Economic development requires infrastructure investment,
playing 1o our strengths in project finance. Growing demand
for commeodities was among the factors prompting our
forthcoming joint venture with Sempra Commodities. We
increased the number of private bankers in Coutts Asia to
capitalise on the region's growing wealth management market.

We had also positioned the Group for continued growth in
mature markets. In UK retail banking we anticipated that
households would save mare and successfully boosted our
sales of savings and investment products. We focused on
investing in customer service in UK Corporate Banking and
have strengthened our market leading position. In the US aur
distribution and produc! capabilities now provide an excellent
platform in the corperate and commerclal markets.

ABN AMRO

The acquisition of ABN AMRQ gives us the ability to accelerate
our existing strategies for growth outside the UK, particularty

in rapidly expanding markets, while adding complementary
capabliitles and customer franchises 1o our partfolio of
businesses. The integration has made a strong start, and
synergles are now expected to total €2.3 billion, compared
with our original estimate of €1.7 billion.

Qur employees

The quality and hard work of our employees are the source
of the Group's success. Each year we seex their views,
benchmark their responses against our peers and then act on
what they tell us. While the weakening external environment
and the demands of the ABN AMRO transacton made 2007
a challenging year for many employees, a record 90% of our
employees participated in Your Feedback 2007. We made
progress on all of the 15 measures, exceeding the Global
Financial Services Nori on every indicator.

Group structure

RBS's organisational architecture has remained largely
unchanged since 2000, It now needs to evolve to recognise the
fact that we are present in over 50 countries and to facilitate
the integration and operation of the ABN AMRO businesses.
This new organisational structure will give us the right

RBS Group * Annual Report and Accounts 2007

framework for managing the enlarged Group in a way that
fully capitalises on the enhanced range of attractlva growth
opportunities now available to us.

Some of our businesses can best serve customers’ needs

by organising themselves on a global basis. Others are best
managed with a more regional focus. We have therefore
established Global Markets which comprises two divisions,
Global Banking & Markets ("GBM’} and Global Transaction
Services {'GTS'). The first corresponds largely to the existing
GBM, enhanced by the product capabilities and customer
franchises of ABN AMRO, GTS will combine ABN AMRQ's
world ctass capability in international payments with our exlsting
corporate transaction banking and merchant acquiring activities.
It ranks among the top five payments businasses in the world
with operating profit of approximately £1.6 blllion in 2007.

The remainder of our banking franchises have more distinctively
national or regional characteristics. It makes sense to continue
to manage them on this basis. We are now represented in an
expanded range of countries, and in order to ensure effective
coordination and control we have regrouped our retail and
commerciat banking activities into four regional divisions: UK
Retail and Commercial Banking, US Retail and Commercial
Banking, Europe and Middle East Retail and Commercial
Banking, Asia Retail and Commercial Banking.

RBS Insurance will retain its existing structure and strategy.
We will further extend our manufacturing modet across the
enlarged Group glopally.

Quticok

It Is tempting to think of the task before us in 2008 only in
terms of the integration of ABN AMRO, and delivery of the
substantlal cost and revenue synergies. To do so, however,
would overlook the real opportunities {or the enlarged Group.

Whilst the future seems as difficult as ever 1o predict, it is
clear that we enter 2008 with real momentum behind cur
organlc growth, and with our product range, distribution
capabhilities and customer franchises materially enhanced.
Coupled with our greater presence in the world's largest and
fastest growing economies, there is much to be done, but a
confidence that it will be, to the benefit of our shareholders,
our cusiomers and our employees.

Sic Fred Govowan
Group Chiof Executive




Divisional review

Corporate Markets — Global Banking & Markets

Highlights

* In terms of relationships with large corporates and
financial institutions, we are now number ene in the
UK and Europs anc number five in the US and Asia-
Pacific, excluding Japan,

* GBM was named Inflation Derivatives House of the
Year in the Risk Awards by Risk magazine.

* ifr magazine named us Sterling Bond House of the
Year and European and North Arnerican Securitisation
Houses of the Year,

Contnbution (£m)

06 | ) 3 003

Cur GBM division enjoyed another strong first halt performance
and throughout 2007 made good progress, ir: our Continental
European and Asian businesses in particular, We took fult
advantage of market volatility in the second half to deliver
excellent performances in interest rate and currency trading,
with income growth of 78% and 48%, respectively. These same
market conditions resulted in significantly lower origination
volumes in the credit markets as well as write-downs on US
mortgage-related exposures. Overall, we continued to benefit
from the diversity of our income streams.

A GBMs Tokye office \&'as joint
arranger of SoftBank Moivle's
. ¥65.1 billion securitisalion of

r " i 13 mobile handsel mstaiment szles
growth and develop new product capabilities. Our Beijing L < y L recoivables, TERER

office attained branch status, enabling us to deliver a wider
range of products to clients in China. We moved to new

We continued to build GBM around the globe, making significant
irvestments in people, infrastructure and technology 1o support

A GBM was the sole bookrunner -

premises In Paris to accommodatae growth. i} .. - " for & €266 mililon infrasinuciure
L N :
: ESE : e facilily far EDF Energies Nouvelles
Building on our already extensive ralationships, ABN AMRO A el BESer 3 to func construction of six wind

will extend our presence to morg than 50 countries, improving ; : . : farms 1 France.
our ability to meet clients' needs around the globe. Integration " g : L s HEOE EN

of ABN AMRO's wholesale businesses within GBM brings 2 ’
considerable strengths in equities, corporate finance and
advisory services, emerging markets and transaction services,
including cash management and trade finance.

RBS Group * Annual Report and Accounts 2007 ﬁ RBS i3




Divisional review continued

Corporate Markets — UK Corporate Banking

RBS Group - Annual Repart and Accounts 2007

Highlights

* An indeperdent survey showed our market share in
Scotland rising 1o 46%. Even where we have a significant
presence, we can grow if we deliver a high cuality
of service.

* RBS is the No.1 brand for service in England & Wales
and Scolland according to an independent survey.

Contribution (Em}

o7 SN 2.3cs
06 2,183

Qur UK Corporate Banking business enjoyed another very
successful year maintaining its consistent record of high
single-figure income growth and further advancing its market
share from a position of leadership.

An impartant reason for this sustained performancs is our
refationship banking model, which involves a long-term
commitment {0 customers. In 2007, we invested in several
hundred more Relationship Managers, and co-located
relationship and specialist product teams across the UK to
provide ‘joined-up' local delivery for customers, We also
Invested in simplified and easier-to-use documentation, and
in new mobile technology which altows our people to spend
more time with the companies we serve.

Product innovation has been central to meeling customers’
needs. We greally improved delivery channels with the launch
of new Bankline, our advanced web-based electronic banking
platform. 50,000 corperate and business customers enjoyed
access 10 new Bankline and gave us strongly positive fesdback
about it. Lombard introduced a vehicle carton offset scheme,
while our services to businesses that trade internaticnally were
enhanced by Supplier Finance — a new global supply chain
finance product ~ and Tradeflow ~ an automated online trace
finance service.

We maintalned our rigorous focus on credit quality and risk
managemeant. As a result, while the amount we lent increased
the quality of the partiallo remained stable and impairment
losses fell.




Retail Markets — Retail

Highlights

= Amonyg major high sireet barks, RBS and NatWes! are
number one and number two, respactively, for customers
who say they are "extremely satisfied” with their maln
current account provider.

* With 2,278 RES and NatwWest branches, aur network 1§
the UK's fargest. We opened, upgraded or refurbished
224 branches in 2007.

* 50% of first year full-time undergraduates in England
and Wales with a student account have one with RBS
or NatWast.

Caonirtbution {Em}
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Qur focus on customer service, strong products and a
measured approach to risk were the foundations for success
in 2007. We originated more personal loans through branches
and fgwer through direct channels. Recognising consumers'
shift fram borrowling to saving we focused on selling savings
and investment products and Natwest opening mors than one
million new savings accounts.

In Business Banking we maintained our ieading share of the
SME market and invested in people, technatogy and service
quality 1o secura future growth, including returning 500 managers
to branches where they can work more clesely with customers.

Tesco Personal Finance celebrated its tenth birthday, attracting
1.6 million new accounts, 1aking the total above 5.2 million.

2007 was another successful year for our credit card partnership
with Bank of China. A total of 2.3 million new cards were issued
across all channels, and our strength as a co-brand partner
was reflected in seven new co-brand deals with major companies
in China, including one with Air China.

Retailer Selutions - the number one merghant acquirer in the
UK and number three woridwide - denefited from consumers’
growing preference for cards over cash, and for e-shopping.
These helped boost transactions by 11%. with online
purchases up 39%.

RBS Group + Annual Report and Accounts 2007
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Divisional review continued
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Retail Markets — Wealth Management
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Highlights

* Cautls’ UK customer numbers rose by 7%

* 11,000 clients worldwide invest more 1han £8 billion in
securilies markets using Coulls & Co's Discretionary
Investment Management Schems.

Euromeney ranked Coulis & Co Best in the UK for Super
Affiuent and High Net Worth clients,

Contribution (£m)

o7 R 550
06 [ ] 462

Wealth Management delivered strong organic growth,
reflecting our brandt strengih, product portfolio and geographic
reach. There are significant, Jong-term apportunities in this
marke?, with the wealth of the world's Migh Net Worth Individuals
forecast to reach U1S$51.6 trillion by 2011, growing at an
annual rate of 7%.

Coutts’ UK regional expansion programme continued and
outside the UK, momentum was maintained particularly in
the Asta-Pacific region. From the beginning of 2008 we have
re-branded Coeutts International as RBS Coulls to draw on
the glabal brand strength of the Group.

As part of our partnership with the Bank of China, our new
joint private banking initiative cpened for business in Beljing
and Shanghai in March.

Coutts & Co launched its first financial education programme
for children of cllents in July 2007. The 2'/2 day Assets &
Responsibilittes Course was designed o engage young people
in wealth management and empower them to become
financially successful.




Ulster Bank

Highlights

* Ulster Bank Corporate Markets won the KPMG Business
Banking Excellenco Award for the thirg consecuiive yeat.

* With more than 1,100 machines our ATM netwark Is now
the second largesl on the island of reland.

* We {funded Lhe firsl large scale biodiesel production plant
in Iretand, helping Ireland ta meet its EU Biofuels
Directive obligations.

Cantnbulion {Ern)

or PN 732
06 {3 636

Ulster Bank Group achieved impressive resulls while expanding
its footprint and Introducing innovative new products. Across
Ireland we opened seven joint Ulster Bank branch and business
centres, three First Active stores and refurbished 46 locations.
Two new mobile branches enabled us to Improve further the
service provided to customers In rural locations.

We built on our integration with the R8S IT platform to launch
new products including a number unigue to the lrish market.
These included a new business banking proposition for start-
ups; OngCard, the first allin-one card in the Irish market allowing
smaller companies to rationalise their payments process; and
the first personalised credit card, allowing customers ta brand
their cards with the image of their choice.

First Active delivered a record year in investments, capitalising
on the opportunity presented by the maturity of the Special
Savings Account Ireland, a government-backed savings scheme.

Our Corporate Markets business leveraged the strengths of
the wider Group to finance construction of the N& motorway and
widening of the M50 ring road around Dublin. The consortium
for these Public Private Partnerships involved cantractors from
Spain and Ireland, and Uister Bank worked closely with GBM
in Madrid, the relationship bankers to the Spanish firms.

RBS Group * Annua! Report and Accounts 2007

" Ulster Bank Group continued io

expand its footprint across the
island of ireland. In 2007, we
opened seven new Jolnt branch and
business centres for Uister Bank
and three new First Aclive slares,
This is the new branch and
business centre a1 Blackpoo!

in County Cork.
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Divisional review continued

Citizens

W Ellen Wall, CFO, Amorican Water,

" with Thomas Connar, RES Greeniwich
. Capitat ar_uj_§1ova Stambeugh of:. -

- Citizans digcliss the privale placement
of Senior Unsecurcd Notgs,

18 RBS Group » Annual Report and Accounts 2007

Highlights

+ We remained No.1 US Smalt Business Administration
lender in New England, Pennsylvania and Delaware.

* Since the late 1980s, Citizens has approved more 1han
41,000 Small Business Administraticn loans tolalllng
more than $2 billion,

* We introduced e-Stalements in 2007 and expect to
save at least 10 million sheets of paper in 2008,

* The Customer Relatinnship Review, an automated
profillng and customer data management {ool, was
introduced to enhance and improve customer service,

Contrlbution (8m)

07 INEFVEETR 2547
06 [ e 2917

Very challenging economic conditions affected our personal
lending, mortgage and auto loans businesses. However,
Citlzens continued to make progress in developing its corporate
and commercial franchise. In daing sg it drew on the strengths
of the wider Group, enabling us to make private placements,
public bong offerings and loan syndications and to provige
cross-border solutions to clienis. Citizens' Foreign Exchange
and Derivatives revenue grew by more than 20%.

Kroger Personal Finance, our joint venture with the second
largest US supermarket group, sold over two million products,
including 1-2-3 Rewards® MasterCards*®, and prepaid and
gift cards.

Our colleagues who serve customers evary day often know
best what we can do to improve our service. So last year we
undertook a range of acllvities to make sure those ideas cama
1o the fore. This resulted in more than 270 imprevements to
service provision, Qur Investment was rewarded with an increase
in the customer satisfaction score 1o 85%.




RBS Insurance

Highlights

* Typically we receive 350 flood claims in a summer morih.
Between 14 June and 22 July we received nearly 11,500
ficod claims, including 3,300 in one day,

* We managed £4 billion of claims and answered
8.5 million claims calls.

+ Our Claims area received ths Investors in Excellence
award while our garage network achieved the BS!
Kiemark Tor Venicle Body Repair

* Churchill, Direct Line and Green Flag all received
‘Best Of' awards from Your Money in 2007,

Ceoniripution {£m)

o7 EEN o0z
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We are justifiably proud of how RBS insurance responded to
the floods of June and July. By any measure it was a major
challenge. By Invoking our Severe Weather Event Pian, we were
able o handle the jarge increase in the numbers of calls and
claims, ensuring our customers got the help thay needed as
quickly as possible.

Working closely with Retail Markets, we have made excellent
progress in selling home Insurance through the RBS and
Natwest brands, We continued to develop our low cost operating
maodel, streamlining our processes by bringing together the
Sales, Service and Claims functions, enabling us to provide
efficient and consistent service standards to our customers.

We continued to diversify our income streams from the
traditionat core of UK household and motor insurance. Direct
Line “Open for Business' was introduced in September offering
simple, accessible insurance products for small businesses,
while qur International division returned strong growth, with
mator pelicies up by 7%.

RBS Group » Annual Report and Accounts 2007
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Divisional review continued

Manufacturing
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Highlights

* Manufacturing piayed a central role in developing Tesco
Compare. a website aliowing cusiomers to compare and
buy mator insurance from more ihan 30 different brands
in the UK.

* If & cuslomer's debit card is lost or stolzn, we can belp
them access emergency cash from over 7,000 ATMs,

* Qur Property team managed the development of new
offices in India, Singapors and Paris, as weil as refurbishing
and expanding the Ulster Bank branch network.

Total cosls (£m)

o7 NNEETEENEEN 2214
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Our Manufacturing division had a very strong year, supporsing
the development of our businesses while continuing our
rigorous focus on cost control,

We invested significantly to protect our customers from fraud

in 2007, Introducing Chip & PIN to our branches in the UK and
Ireland and launching 2 Factor Authentication for online banking
transactions. Our Identity Theft Support Team now helps
victims of crime in the UK; and the introduction of improved
processes means we Now aim to refund those customers who
have suffered fraud within 24 hours of contact.

Manufacturing was at the forefront of a range of innovations.
In August, RBS became the first UK bank to use Contactless
Paymant tachnalogy. Manufacturing also supparted the launch
of moblle phone banking in September.

Qur eSourcing programme continues to deliver savings,
helping us limit total cost growth to 1%. This online tool is
used across all divisions and geographies to source goods
and services. Savings are realised more quickly through
reducing tender lime, helping to make this programme one
of the top ten in the world.




ABN AMRO

Highlights

* Relail banking customer numbers in Asia increased
by 12% to 3.7 million. with growth driven principally by
van Gogh Preferred Banking, our relalionship banking
service for mass affluent clienis.

* The number of credit carcholders in Asla grew by
18% to 3.3 million,

* Asia corporate banking income saw good growth
across the region in 2007,

* We opened 16 new branches across China, India,
indonesla, Hong Kong and Malaysia.

Contribution (£m) - irem date of acauisalan 17 Sulobir 2007,

o7 ) 128

Since we completed the acquisition of ABN AMRO in October
our confidence in the opportunities it offers the Group has
deepened. [t brings many excellent people. strong franchises
and products, and extends our presence in the world's fastest
growing markets, as well as further diversifying our income
streams, We expect fo secure greater cost savings and revenus
benefits than originally anticlpated.

We have made good progress on integration. Appoiniments
have been made to the Supervisory and Managing Boards
and 1o senior management positions. We have confirmed
which businesses RBS will retain. Migration to RBS brand
and model has begun,

While credit markst activities reflected the prevaifing market
conditions, equities, rates and financlal instilutions performed
well. Transaction banking maintained good momenium,
reflecting strong growth in cash management balances and
significant expansion in trade finance. International retail
banking businesses pericrmed well over the whole of 2007,

RBS Group » Annual Report and Accounts 2007

& Combined with ADN AMRO,

RBS Is now the izading corporate
bank in Eurepe in terms of
relationships with large corparates
and financial inslitutions. This is
the Parig office of ABN AMRQ.

o indla Is already an imposlant
markei for ABN AMRO. It has
a network of 28 bronches.
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Corporate Responsibiiity
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A Ben Bﬂérris ook advoaniage of
our YourWorid bike-to-work scheme
that allows employees lo make
considerable savings on the cost

of a cycle. He also uses YourWorld
carbon offsets and tax free bus
season tickets,

P in June wo launchoed the YourWorld

. employee website. There is a carbon

celculator; energy efficiency Ups and
diseounted offers on products which
reduce thels carbon footprinl,

RBS Group + Annual Report and Accounts 2007

RBS is a regponsible company. We carry out
rigorous research so that we can be confident we
know tho issues that are most important (o our
staksholders ang we take practical stegs to
respond {0 what they tell us. In 2007 we extended
that research. engaging mora fully the stake-
halders of Ulster Bank and RBS Insurance, and
stakeholders in the US. In this seciion we culiing
some of our stakeholders' pricrivies and describe
the actions we have taken in response.

Combating crime

Stakeholders have told us that financial crime is their leading
concern., This reflects the fact that identity fraud is the UK's
fastest-growing crime and the media coverage that high profila
cases receive, We understand the reasons for stakeholders’
concerns and work hard to achieve our vision of RBS being
the safest place to do business.

We have taken a range of actions to protect our customers.
Working with others, our contribution to incustry initiatives in
2007 was equivalent 10 14,000 days of police officers' time.
RBS was among the first banks to load data onto the new
Fraud Intelligence Sharing System. Our interna! team dedicated
to improving security and combating fraud employs more than
900 people in the UK alone. During 2007 the Group implemented
30 Inltlatives to tackle fraud. In the US, Citizens’ Fraud Stopper
Program rewards employees who go above and beyond their
normal job responsibilities to prevent fraud against the Group.

Qur focus on crime makes good business sense. In an
independent survey of customers who had experienced fraud
on their cards, the satisfaction score far RBS and NatWest
was over B0%.

Building financial capability

When people have been educated about mensy and how to
wark with financial services firms they are more likgly to make
the right decisions and to avoid difficulties. Our commitment to
building financlal capability began over 14 years ago with the




> 100% of electricity purchased in the UK and for the
island of Ireland came from rengwable energy sources

P Empioyee double matching programmes extended
to the US, Europe and Asia-Pacific

Face2Face with Finance for Schools programme. During
that time we have invested more than £40 million in related
activities, fram providing lessons to almost 1.5 million school
children to supporting 20,000 free training courses for debt
advisers, In 2007 our employees delivere¢ more than 16,000
lessons to over 635,000 pupils.

To ensure we have a sound evidence base for our activities
in this field we have established the MoneySense Research
Panel, a cohort of 10,000 secondary school puplls aged
between 11 and 18 years. We will keep in touch with this
group of young people over the next five years to understand
how different levels of financial education and understanding
affect the capabilities, aspirations and decisions they make
as they enter early adulthcod.

The work we de to build financial capability extends beyond
young people in schools. in October, Face2Face with Finance
was brought even mare firmly into the heart of our business
and rebranded as MoneySense.

We reached beyond our customer base in building capability
through media partnerships with two UK national newspapers.
The Metro Debt Alert campaign, run in partnership with Citizens
Advice sought to help pecple better understand their inances
and encouraged those with concerns to seek help early. Qur
partnership with the Daily Mail offered its readers a free guide
on How to Take Control of Your Money.

Prometing financial inclusion

Some people can find it difficult to access financial services,
with challenges in three areas: bank accounts, credit and
debt advice. We are the UK's largest pravider of Basic Bank
Accounts, which are designed for customers who have had
difficulty in entering the banking system.

We recognise that some people’s financial needs may be
better futfilled by organisations outside the banking sector and
wa work with Third Sector bodies to improve the provision of
affordable credit 1o peopte on low incomes. In January, RBS
was chosen as the main banking partner of Scotcash, a new
Community Development Finance Institution set up to provide
access to affordable credit to people in Glasgow who have not
had full access 1o malnstream financial services.

RBS Group » Annual Report and Accounts 2007

< 20 emplayees from Wealth
Management spent a week working
with charity, Habilat for Humanity,
constructing five houses for a rural
community near Bangalore, India.

In supplying money advice, our work aims to improve the
quality and avatlabllity of information for people facing
difficulties managing their finances. Of course, much of what
we do in this area is part of the service we routinely cffer to
cusiomers. In addition to genera! advice, available through
MoneySense, our research shows that customers value
lailored money management advice that helps thern when they
are making specific decisions. In 2007, our response included
recruiting an additional 1,000 Customer Service Advisers in
our RBS and NatWest branches and undertaking 1.2 million
personal financiat reviews with our customers.

We also support the money advice sectar. Qur efforts here are
channelled through the Money Acvice Trust ('MAT"), a charity
formed in 1991 to improve the supply of free and Independent
money advice. We continue to be the largest corporate spansor
of MAT. Our support allows the MAT (o train Debt Advisers.
More than 90% of the free money advice sector is trained
using RBS funded materials and our funding supports 5,000
free places on training courses each year. We have chosen to
focus our suppart spegifically on face-to-face advice because
it is the preferred channel! for those on lowest incomes,

In the US, Citizens' Individual Development Account offers low
income families incentives to save for home ownership, post-
socondary education or business ownership, This anti-poverty
strategy combines learning about financial management with
incentives to save for long-term assets that improve the economic
security and lifetime earning power of participants.

XERBS
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Cerporale Responsibinty continuee

Customer service

Qur consistent leadership among the maln high street banks in
customer satisfaction is a consequence of our desire to make
it as easy as possible to use our services. We operate the
largest branch network in Britain and the second largest in the
island of Ireland and continue to extend them in both locations,
We operate one in five of all free-to-use ATMSs in the UK, the
largest free-to-Lise network In the country. However, our
stakeholders told us that some communities in the UK do not
have reasonable access to a free-to-use ATM. To address this,
we committed to installing additional free-to-use ATMs in
neighbourhoods without existing provision and with 434 in
place we will soon reach our target of 500 machines.

People living in remota communities across Scolland, England
and Wales, often clistant from a branch and other services,
can use ane af our 20 mabile branches. They make more than
25,000 stops each year and cover in excess of 190,000 miles.
Last year we introduced four new mabile branches in North
Wales and Yorkshire, operated by RBS, and in Cumbria and
Devan under the NatWest trand,

In January we launched a new product designed to meet the
needs of the UK's growing Polish community. The NatWest
Welcome Account provides easy access to banking services
for Palish speakers in the UK. Since we know that sending
money home is important to them, we have made
arrangements with PKO Bank Polski, Poland's largest retail

lo 91 children's cherities, chosen by bark, so that customers can make free money transfers

stalf and readors of the Daily Mail, . ! between their NatWest Welcome Account and any account
Children's Minister, Rl Hon Beverley i - at PKO Bank Polski. The Welcome Account won the Best
Hughes MP handed over 100,000 T . r'— s N Innovation in Banking award from Scottish Financial Enterprise.

A In December. we gave £1 million

to the winning charity, Tommy's.
Ulster Bank has added foreign fanguage specialists to a

P Ulster Bank's musical outreach " number of its branches, as well as publishing a ‘Welcome

programme is designed {o nurturg Brochure’ with sections in Polish, Portuguese, Lithuantan and

young primary school talent across ) Chiness Mandarin.

he istand of treland. Childen from ) .

St Paul's Junior National School in . - Citizens in the community

Dublin onjoy their workshep. . e ) In the US, Citizers has a praud tradition of community Involvement
: . K and investment. During 2007, we Invested $25 mlilion with more

than 4,000 non-profit organisations and over the last six years

24 RBS Group » Annuat Report and Accounts 2007




v £57.7 million invested in our communities during 2007

> RBS achieved the highest AAA rating from Innovest for
managing social and environmental risks

our charitable investments have grown by 500%. We extended , Liin
our UK Give As You Earn programme to the US; under the f;é%,m@m
Calleague Matching Gift Program launched in August, Citizens 3 L.ﬁﬂ&z}iﬁ:g ﬁuc %: GEBAT,
matches the charitable donations qualifying employees make B -
1o eligible organisatians up to $1.000 per year. 'L'%\%u G, -
) G, CHBORUAEOE
The Community Relnvestment Act (CRA) in the US encourages mmmﬂﬁhﬂw@m@ :
financial institutions to help meet the needs of fow and moderate foncagelarentvalachiastan ARt
income communities. There are four CRA ratings: Qutstanding, @Gwm@mmm

Satisfactory, Needs to Improve and Substantial Non-Compliance.
Citizens has Qutsianding ratings in every stale where it
operates and we have retained the Outstanding CRA rating
throughout all of our acquisitions.

Our employees

Involvemnent in valuntary work is one example of how our
employees support the cemmunities in which they work.

We give employees more hours off work to participate in
charitable activities than any cempany in the UK. We launched
Colleagues in Action In Citizens 1o give greater prominence

1o the voluntary work of cur employees. More than half of our
employees report that the Group does "a very good job' in
supporting charitable giving and almost nine out of ten say we
are socially responsible in the communities in which we aperate.

Our supportive approach to community invelvement is one of
the reasons for the consistently strong resuits achieved in the
annual Employee Opinlon Survey where we consistently exceed
the performance of our peers. More than 89% of employees
feel they are treated with respect at work. Two out of three
employees believe RBS does a good job in developing our
people to their full potential. We seem to get right the balance
between work and home life, with eight in ten employees
saying the hours they put in to get the job dons are reasonable.
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in them. It also helps us to develop the products and services
to meet our customers’ needs, and to sustain and enhance the
valug we return to our shareholders. Last year we convened
the new Strategic Advisory Board of our Business Schoal, with
membership drawn from some of the world's leaders in executive
education. Our Senlor Manager Development Programme,
designed and delivered for us by Harvard Business Schoal,
was supplemented by the Executive Leadership Programme
which was developed by Duke Corporate Education.

RBS and the environment

We recognise the threals posed by climate change and
endeavour 10 make a difference where we can. That Involves
reducing the Group's carbon footprint and wider environmental
impacts, helping our employees as they change their behaviour
and lending responsibly to the highest internationally-agreed
standards. In 2007 we elevatad thae priority given io the
environment and brought greater coherence to our activities
with the establishment of the Group Environment Programme.

Almost nine out of ten employees feet they are sufficlently -
informed about the Group’s performance and more than 80% Our foolprint w_,;’-“ N
say we are good at keeping them informed more generally. In Financial services Is an Industry with & low carbon footprint Snplh

all of these instances, and more, our resuits exceed the Global
High Performance Norm, the results achieved by the world's
best performing companies.

Since we believe that our people are the source of our enduring

success we invest to develop them. The RBS Business School
is central to cur commitment to our people to bring out the best

RBS Group * Annual Report and Accounts 2007

and RBS has one of the lowest among UK banks. We are
committed to reducing further the carbon intenslty of our
operations and the Initiatives we have taken should reduce owr
carbon dioxide emissions by as much as one-fifth by 2011,
Wa will achieve that in a number of ways. Since October 2007,
all of our electricity in the UK and Ireland has come from
renewable sources, Phase one of our £55 million property
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investment programme is nearing completion and will cut our
annual carbon dioxide emissions by 97,000 tonnes. We are
piloting energy efficient technologles at our 'Building for the
Future' sites In Blackpoot and Rotherham in England. Last year
the Group recycled 21.000 tonnes of paper and the introduction
of e-staternents in November will reduce significantly the

15 million statements we send through the post each manth.

Qur employees

Qur employees have told us that they take seriously their
personal impact on the environment and strive to minimise it
where they can. We ook a major step to helping them with
tha launch of "Your World'. Through this web-based service,
employaes in the UK, I+eland and the US can calculate their
carbon footprint, obtain advice about how 1o reduce it and
buy competitively-priced energy and transport services that
will alse help them to reduce their emisslons.

Our lending

RBS iz ane of the ten initial adapters of the Equator Pringiples,
a benchmark for managing the social and environmental impact
of financing projects. We lend only to projects which safisfy
these exacting standards. Our regard for the environmerit also
makes good business sense and the Group is among the
largest funders of renewable energy projects in the world.

Recognition

Qur efforts in managing the Group's environmental impact
have been recognised by others. The ratings agency Innovest
upgraded us to AAA for managing social and snvironmental
risks and opportunities, and we were again included in the
Dow Jones and FTSE4GOOD sustainability indices. RBS was
included In the Carban Disclosure Project’s Climate Disclosure
Leadership Index and we were one of only four banks globally
to receive a score of 95% or higher, At the World Economic
Forum in Oavos, we were included among the world's 100 most
sustainable companies for the first ime.
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In the Report and Accounts, and unless specified otherwise,
the term ‘'comgany’ means The Royal Bank of Scotland Group
plc, 'RBS’ or the "Group' means the company and its subsidiary
undertakings, 'the Royal Bank’ means The Royal Bank of
Scotland plc and ‘NatWest' means National Westminster Bank Pic.

The company publishes its financial statements in pounds
sterling {"£" or “sterling”). The abbreviations '€m' and '£bn’
represent millions and thousands of millions of peunds
sterling, respectively, and references to ‘pence’ represent
pence in the United Kingdom ("UK"}. Reference 1o ‘dollars’ or
*$' are to United States of America (“US") dollars. The
abbreviations ‘$m’ and '$bn’ represent miliions and thousands
of millions of dollars, respectively, and references to ‘cents’
represent cents in the US. The abbreviation '€’ represents the

‘eur¢’, the European single currency and the abbreviaticns “€m’

and "€bn’ regresent millions and thousands of millions of euros,
respectively.

Certain information in this report is presented separately for
domestic and foreign activities. Domestic activities primarily
consist of the UK domestic transactions of the Group. Foreign
activities comprise the Group's transactions conducted
through those offices in the UK specifically organised to
service international banking transactions and transactions
conducted through offices outside the UK.

The geographic analysis in the average balance sheet and
interest rates, changes in net interest income and average
interest rates, yields, spreads and margins in this report have
been compiled on the basis of location of office - UK and
overseas. Management believes that this presentation provides
more useful information on the Group's yields, spreads and
margins of the Group's activities than would be provided by
presentation on the basis of the domestic and foreign activities
analysis used elsewhere in this report as it more closely
reflects the basis an which the Group is managed. 'UK' in this
context includes domestic transactions and transactions
conducted thraugh the offices in the UK which service
internaticnal banking transactions.

The resuits, assets and liabilities of individual business units
are classified as trading or non-trading based on thair
predominant activity. Although this method may result in some
non-trading activity being classlfied as trading, and vice versa,
the Group betieves that any resulting misclassification is not
material.

international Financial Reporting Standards

As required by the Companies Act 1985 and Article 4 of the
Eurgpean Union |AS Regulation, the consolidated financial
statements of the Group are prepared in accordance with
International Financial Reporting Standards issued by the
nternational Acceunting Standards Board ("|ASB"} and
interpretations issued by the International Financial Reporting
Interpretations Commitiee of the IASB {together “IFRS') as
adopted by the European Union. It alse complies with IFRS as
issued by the IASB. On implementation of IFRS on 1 January
2005, the Group tock advantage of the option in IFRS 1 *First-
time Adoption of international Financial Reporting Standards’
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to implement IAS 39 'Financial Instruments: Recognition and
Measurement', JAS 32 ‘Financial Instruments: Disclosure and
Presentation' and IFRS 4 ‘Insurance Contracts’ from 1 January
2005 without restating its 2004 income statement and balance
sheet. The date of transiticn to iFRS for the Group and the
company and the date of their opening IFRS batance sheets
was 1 January 2004,

The Group’s published 2004 financial statements were prepared
in accordance with then current UK generally accepted
accounting principles {("UK GAAP" or “previous GAAP"™)
comprising standards issued by the UK Accounting Standards
Board, pronouncements of the Urgent Issues Task Farce,
relevant Statements of Recommended Accounting Practice
and provisions of the Companies Act 1985.

Acqguisition of ABN AMRO

On 17 October 2007, RFS Holdings B.V, {*"RFS Holdings™}, a
company jointly owned by RBS, Fortis N.V.,, Fortis SA/NV and
Banco Santander S.A. (the “Consortium Banks™ and controlled
by RBS, completed the acquisition of ABN AMRO Holding N.V.
{"ABN AMRO").

In due course, RFS Holdings will implement an arderty

separation of the business units of ABN AMRO with RBS

retaining the foltowing ABN AMRO business units:

+ Continying businesses of Business Uit North America;

» Business Unit Global Clients and wholesale clients in the
Netherlands (including former Dutch wholesale cllents) and
Latin America (excluding Brazil);

» Business Unit Asia (excluding Saudi Hollandi); and

* Business Unit Europe {excluding Antonveneta},

Certain other assets will continue o be shared by the

Consortium Banks.

Statutory results

RFS Holdings is jointly owned by the Consortium Banks. It is
controlled by the company and is therefore {ully consolidated
in its financia! statements. Consequently, the statutory results of
the Group for tha year ended 31 December 2007 include the
results of ABN AMRO for the period from 17 October 2007 to
31 December 2007. The interests of Fortis and Santander are
included in minority interests.




Forward-looking statements

Certain sections in this document contain ‘forward-looking
statements’ as that term is defined in the United States Private
Securities Litigation Reform Act of 1995, such as statements
that include the wonds ‘expect’, ‘estimate’, ‘project’, "anticipate’,
‘believes’, 'should', ‘intend’, 'plan’, 'probability’, ‘risk’, ‘Value-at-
Risk ("vaR™)', target’, ‘goal’, ‘objective’, ‘will', 'endeavour’, ‘outiock’,
‘aptimistic’, ‘prospects’ and similar expressions or variations on
such expressions including, but not limited to, sections such as
‘Chairman’s statement’ and 'Group Chief Executive's review'.

In particular, this document includes forward-looking
staternents relating, but not limited, to the Group's potential
exposures to various types of market risks, such as interest
rate risk, foreign exchange rate risk and commaodity and equity
price risk. Such statements are subject to risks and
unceriainties. For example, certain of the market risk disclosures
ara dependent on choices about key model characteristics and
assumptions and are subject to various limitations. By their
nature, certain of the market risk disclosures are only estimates
and, as a result, actual future gains and losses could differ
materially from those that have been estimated.

Other factors that could cause actual results to differ materially
from those estimated by the forward-looking statements
contained in this decument include, but are not timited to;
general economic conditions in the UK and in other countries
in which the Group has significant business activities or
imvestments, including the United States; the monetary and

RBS Group + Annual Report and Accounts 2007

interest rate policies of the Bank of England, the Board of
Governors of the Federal Reserve System and other G-7
central banks; inflation; deflation; unanticipated iurbulence in
interest rates, foreign currency exchange rates, commodity
prices and equity prices; changes in UK and foreign laws,
regutations and taxes; changes in competition and pricing
environments; natural and other disasters; the inability to
hedge certain risks economically; the adequacy of 0ss reserves,
acquisitions or restructurings; technolegical changes, changes
in consumer spending and saving habits; and the success of
the Group in managing the risks involved In the foregoing.

The forward-looking statements contained in this document
speak only as of the date of this repori, and the Group does
not undertake o update any forward-looking statement to
reflect events or circumstances after the date hereof or 1o
reflect the occurrence of unanticipated events.

For a further discussion of certain risks faced by the Group,
see Risk factors on pages 32 and 33.
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Description of business

Infreduchon

The Royal Bank of Scotlang Group ple is the holding company of
ane of the world's largest banking and financial services groups,
with a market capitalisation of £44.4 billion at the end of 2007,
Headquartered in Edinburgh, the Group operates in the UK, US
and internationally through s two principal subsidiaries, the Royal
Bank and Natwest. Both the Royal Bank and NatWest are major
UK clearing banks whose origins go back over 275 years. In the
US, the Group's subsidiary Citizens is ranked the ninth largest
commercial banking organisation by deposits. The Group has a
large and diversified customer base and provides a wide range of
products and services to personal, commercial and large
corporate and institutional customers.

The Group had total assets of £1,900.5 billion and gwners” equity
of £53.0 billion at 31 December 2007, It is strangly capitalised
with a total capital ratio of 11.2% and tier 1 capita! ratio of 7.3%
as at 31 December 2007.

Orgamisational structues and DUSINESS overvsw

The Group's activities are organised in the following business
divisions: Corporate Markets {comprising Global Banking &
Markets and UK Corporate Banking), Retail Markets {comprising
Retail and Weaith Management), Ulster Bank, Citizens, RBS
Insurance and Manutacturing. A description of each of the
divisions is given below.

Corporate Marke's is focused on the provision of debt and risk
management services to medium and large businesses and
finangial institutions in the UK and around the world.

Global Banking 3 Markets {GBM') is a teading banking partner to
major corporations and finangial institutions around the world,
providing an extensive range of debt financing, risk management
and investment services to its customers. GBM has a wide range
of clients across its chosen markets. It has relationships with an
overwhelming majonty of the largest UK, Eurapean and US
corporations and institutions. GBM's principal activity in the US is
canducted through RBS Greenwich Capitat.

UK Corporaie Banking is the largest provider of banking, finance
and risk management services to LUK corperate customers.
Through its network of relationship managers across the country it
distributes the full range of Corporate Markets’ products and
Services to companies.

Resail Markets leads the co-ordination and delivery of our mutti-
brand retail strategy across our product range and comprises
Retail {including our direct channels businesses) and Wealth
Management.

Retail comprises both the Royal Bank ang NatWest retail brands,
and a number of direct providers offering a fult range of banking
products and related financial services 1o the personal, premium
and small business markets across several distribution channels.

In core retail banking, Retait offers @ comprehensive product
range across the personal and small business markst: money
transmission, savings, loans, morigages and insurance.
Customer choice and prodiuct flexibility are central to the retail
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banking prepoesition and customers are able to access services
through a full range of channels, including the largest network of
branches and ATMs in the UK, the internet and the telephons,

Retait a'so includes the Group's non-branch based retalf
businesses that issue a comprehensive range of credit and
charge cards 1o personal and corporate customers and provides
card processing services for retail businesses. Retal is the
leading merchant acquirer in Europe and ranks third globally:

It also includes Tesco Perscnal Finance, The One account, MINT,
First Active UK, Direct Line Financial Services and Lombard Direct,
all of which offer products to customers through direct channels
principally in the UK. In continental Europe, Retail offers a similar
range of products through the RBS and Cornfort Card brands.

Wealth Managernent provides private banking and investment
services 1o its clients through a number of leading UK and
overseas private banking subsidiaries and offshore banking
businesses. Coutts is one of the world's leading internationat
wealth managers with offices in Switzertand, Dubai, Monaco,
Hong Keng and Singapore, as well as its premier position in the
UK. Adam & Company is the major private bank in Scotland. The
offshore banking businesses - The Royal Bank of Scotland
international and NatWest Offshore — deliver retail banking
services 1o local and expatriate customers, principally in the
Channel Islands, the Isle of Man and Gibraltar.

Llister Bank Groups including First Active, provides a
comprehensive range of retall and wholesale financial services in
the Republic of ireland and Northern lreland, supported by an
extensive network of branch and business centres. Retail Markets
operates in the personal and affluent banking sectors, Corporate
Markets provides a wide range of services in the commercial,
corporate and wealth markets, RBS's European Consumer
Finance (‘ECF’) activities, previously part of RBS Retail Markets,
are now managed within Ulster Bank. ECF provides consumer
finance products, particularly card-based revolving credits and
fixed-term loans, in Germany and the Benelux countries,

Ciizens is the second largest commercial banking organisation in
New England and the ninth largest commercial banking
organisation in the US measured by depasits. Citizens pravides
retall and corporate banking services under the Citizens brand in
Connecticut, Delaware, Massachusetls, New Hampshire, New
Jersey, New York state, Pennsylvania, Rhode Island ang Vermont
and the Charter One brand in llinois, Indiana, Michigan and Ohio.
Through its branch network Citizens provides a full range of retall
and corporate banking services, including persenal banking,
residential mortgages and cash management.

In addition, Citizens engages in a wide variety of commercial
lending, consumer lending, commercial and consumer deposit
progducts, merchant credit card services, trust services and retait
invesiment services. Citizens includes RBS Lynk, our merchant
acquiring business, and Kroger Personal Finance, our credit card
joint venture with the second largest US supermarket group.

RBS Insurance is the second largest general insurer in the UK, by
gross written pramiums, It sells and undenwrites retail and SME
insurance over the telephone and internet, as well as through




brokers and partnerships. Direct Line, Churchill and Privilege selt
general insurance products direct to the customer. Through its
International Division, RBS Insurance sells general insurance,
mainly motar, in Spain, Germarny and Italy. The Intermediary and
Broker Division sells general insurance products through
independent brokers.

Manufacturing supports the customerfacing businesses and
provides operationa!, technology and customer support in
telephony, account management, lending and money
transmissicn, global purchasing, property and other services.

Manufacturing drives optimum efficiencies and supports
income growth across mulliple brands and channels by using
a single, scalable platiorm and common processes wherever
possible, It also leverages the Group's purchasing power and
has become the centre of excellence for managing large-scale
and complex change.

The expenditure incurred by Manufacturing relates to costs
principally in respect of the Group's banking and insurance
operations in the UK and lreland. These costs reflect activities
that are shared between the various customer-facing divisions
and consequently cannot be directly attributed 1o individual
divisions. [nstead, the Group monitors and controls each of its
customer-facing divisions on revenue generation and direct
costs whilst in Manufacturing such control is exercised through
apprepriate etficiency measures and targets. For finangial
reporting purposes the Manufacturing cosls have been
allocated to the relevant customer-facing divisions on a basis
management considers 10 be reasonable,

ABN AMRO is @ major international banking group with a
leading position in international payments and a strong
investment banking franchise with particular strengths in
emerging markets, as well as offering a range of retail and
commerciat financial services around the worid via regional
business units in Europe, the Netherlands, North America,
Latin America and Asia.

As discussed on page 28, ABN AMRO was acquired by the
Consortium Banks in Octaber 2007 through the Group's
subsidiary, RFS Holdings. The ABN AMRO business units that
will De retained by RBS are principally the global wholesale
businesses and international retail businesses in Asia and the
Middle East. In due course, these will be integrated with the
Group's existing business and will further diversify the Group's
global reach,

The Conlre comprises group and corporate functions, such as
capital raising, finance, risk management, legal, communications
and human resources. The Centre manages the Group's capital
requirements and Group-wide regulatory projects and provides
services to the operating divisions,

Competition

The Group faces intense competition in all the markets it
serves. In the UK, the Group's principal competitors are the
other UK retail and commercial banks, building societies and
the other major international banks represented in London.
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Competition for corporata and institutional customers in the UK
is from UK banks and from large foreign financial institutions
who are also active and offer combined invesiment and
commercial banking capabilities. In asset finance, the Group
competes with banks and specialised asset finance providers,
both captive and non-captive. In European and Asian
corporate and institutiona! banking markets the Group
competes with the farge domestic banks active in these
markets and with the major international banks,

In the small business banking market, the Group competes
with other UK clearing banks, specialist finance providers and
building societies.

In the personal banking segment the Group competes with UK
banks and building societies, major retailers, life assurance
companies and internet-only players. In the mortgage market
the Group competes with UK banks and building societies. The
Group's life assurance businesses compete with Indepencent
Financial Advisers and life assurance companies.

In the UK credit card market large retaiters and specialist card
issuers, including major US operators, are active in addition to
the UK banks. Campetitive activity is across a number of
dimensions including introductory and longer term pricing,
loyalty and reward schemes, and packaged benefits, In
addition ta physical distribution channels, providers comgete
through direct marketing activity and the internet. The market
remains competitive, both between issuers and with other
payment methods,

In Europe, Asia and the Middle East, the enlarged Group now
competes in retail banking with local and international banks.
In a number of these markets therg are regulatory barriers to
eniry or expansion, and the state ownership of banks.
Competition is generally intensifying as more players enter
markets that are perceived to be de-regulating and offer
significant growth potential.

in Wealth Management, The Royal Bank of Scotland Internatienal
campetes with other UK and international banks 1o offer offshore
banking services. Coutts and Agdam & Company compete as
private banks with UK clearing and private banks, and with
international private banks. Competition in wealth management
activities has intensified as banks have increased thelr focus on
competing for affluent and high net worth customers.

RBS Insurance competes in personal lines insurance and, to a
limited extent, in commercial insurance. There is strong
competition from a range of insurance companies which now
operate ielephone and internet direct sales businesses.
Competition in the UK motar market remains particulary
intense, and price comparison internet sites now play a major
role in the markeiplace. RBS Insurance also competes with
local insurance companies in the direct motor insurance
markets in Spain, taly and Germany.
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In Ireland, Ulster Bank and First Active compete in retail and
commercial banking with the major lrish banks and building
socigties, and with other UK and international banks and
building societies active in the market. Competition is
intensifying as UK, Insh and other European institutions seek to
expand their businesses.

In the United States, where competition is intense, Citizens
competes in the New England, Mid-Atlantic and Mid West retail
and mid-corporate banking markets with local and regional
banks and other financial institutions. The Group also
competes in the US in large corporate lending and specialised
firance markets, and in fixed-income trading and sales.
Competition is principally with the large US commercial and
investment banks and internationzl banks active in the US,

Risk factors

Set out below are certain risk factors which coulg affect the
Group's future results and cause them 1o be matenially different
from expected results. The Group's results are also affected by
competition and other factors. The factors discussed in this report
should not be regarded as a complete and comprehensive
statement of &ll potentia! risks and uncertainties.

The Group's Buwness and samirgs am affected by genaral
business and geopoltical condiions

The performance of the Group is influenced by economic
conditions particularty in the UK, US and Europe. Downturns in
these economies could result in a general reduction in business
activity and a consequent loss of incomne for the Group. It could
also cause a higher incidence of credit losses and losses in the
Group's trading portfolios. Geopalitical conditions can also affect
the Groups earnings. Terrorist acts and threats and the response
of governments in the UK, US and elsewhera to them could affect
the level of economic activity. The Group's business is also
exposed {0 the risk of business interruption and economic
slowdown following the outbreak of a pandemic.

The tnancial performance of the Group 15 affected by Dorrewer
cradht qualty

Risks arising from changes in credit quality and the recoverability
of Ioans and amounts due from counterparties are inherent in a
wide range of the Group's businesses. Adverse changes in the
credit quality of the Group's borrowers and counterparties or a
general deteroration in UK, US, European or global economic
conditions, or arising from systemic risks in the financial systems,
could affect the recoverabllity and value of the Group's assets
and require an increase in the provision for impairment losses and
other provisions.

Changes in imterest rales, foraign aschanyy rates. equily proes
and other market factors affect the Group's busingss

The mest significant market risks the Group faces are interest rate,
foreign exchange and bond and equity price risks. Changes in
interest rate levels, yield curves and spreads may affect the
interest rate margin realised between lending and borrowing
costs, Changes in currency rates, particularly in the sterling-collar
and sterling-euro exchange rates, affect the value of assets and
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liabilities denominated in foreign currencies and affect earnings
reported by the Group's non-UK substidiaries, mainty Citizens,
RBS Greenwich Capital and Wister Bank, and may affect income
from foreign exchange dealing. The performance of financial
markets may cause changes in the value of the Group's
investment and trading portiolios. Tha Group has implemented
risk management methods to mitigate and control these and other
market risks to which the Group is exposed. However, it is dlfficult
to predict with accuracy changes in econemic or market
conditions and to anticipate the effects that such changes could
have on the Group’s financial performance and business
operations.

The Group's business performance could be affected If ils capital
resources are not managed effectively

The Group’s capital is cnitical to its ability to operate its
businesses, to grow organically and to take advantage of
strategic opportunities. The Group is required by regulators in the
UK and in other jurisdictions in which it underiakes regulated
activities to maintain adequate capital resources, The Group
mitigates the risk by careful management of its balance sheet and
capital resources, through capital raising activities, disciplined
capital allocation and the hedging of capital currency exposures.

Laequnclity nisiis inherant in tha Groud's operations

Liquidity risk is the risk that the Group will be unable to meet its
obligations as they fall due. This risk is inherent in banking
operations and can be heightened by a number of enterprise
specific factors such as an over reliance on a particular source of
funding, changes in credit ratings or by market-wide phenomena
such as market dislocation and major disasters. The Group's
liquidity marnagement facuses on maintaining a diverse and
appropriate funding strategy for its assets, in controlling the
mis-match of maturities and from carefully monitoring its undrawn
commitments and contingent liabilities.

The Group's future earnings could be affected by market quid.ty
Financial markets are sometimes subject to significant stress
conditions where steep falls in perceived or actual asset values
are accampanied by severe reduction in market liquidity, such as
recent events in the U5, sub-prime residential mertgage market.
In dislocated markets, hedging and other risk managemant
strategies may not be as effective as they are in normal market
conditions. Severe market events are difficult to foresee and, if
they occur, could result in the Group incurring significant losses. In
2007, the Group recorded significant write-downs on its credit
market pasitions, principalty on its LIS sub-prime exposures. The
Group continues to have exposure 1o this market and as market
conditions change the fair value of the Group's instniments coulg
fall further. Furthermare, recent market volatility and iliguidity has
made it difficult 1o value certain of the Group's financia!
instruments. Valuations in future periods, reflecting prevailing
market conditions, may resutt in significant changes in the fair
values of these instruments. In addition, the value ultimately
realised by the Group will depend on the market price at that time
and may be materially lower than current fair value. Any of these
factors could require the Group 10 recogrise further write-ciowns
which may adversely affect the Group’s future results.




The Group's nsLrance pusiresses are silyect to nherent rsks
irvolvng clams

Future claims in the Group's general and life assurance business
may be higher than expected as a result of changing trends

in claims experience resulling from catastrophic weather
conditions, demographic developments, changes in mortality
and other causes outside the Groug's control. Such changes
would affect the profitability of current and future insurance
products and services. The Group re-insures some of the risks

it has assumed.

Operational msks are nherenit n the Group's busness

The Group's businesses are dependent on the ability to process a
very large number of transactions efficientty and accurately
Operational losses can result from fraud, errors by employees,
failure to document transactions property or io obtain proper
authorisation, failure to comply with regulatory requirements and
Conduct of Business rules, equipment failures, natural disasters
or the failure of external systems, for example, the Group’s
suppliers or counterparties. Although the Group has implemented
risk controls and toss mitigation actions, and substantial resources
are devoted 1o developing efficient procedures and to staff
training, it is only possible to be reasonably, but not absolutely,
certain that such procedures witt be effective in contralling each of
the operational risks faced by the Group.

Each of the Group's pusiresses s subsect to substantal
regulanon and regulziony arersight, Any significant requiatory
deveopments couid have an effect on how the Group conducts
15 husiness and on the results of operahons

The Group is subject to financial services laws, regulations,
administrative actions and policies in each lecation in which

the Group operates. This supervision and regulation,

in particular in the UK and US, if changed could materially
affect the Group's business, the products and services offered
or the value of assets.
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Futsre growth in the Group's earnings and shareholder value
deperds on strategic decisions regarding organic growah and
poiential acquisitons

The Group devotes substantial management and planning
resources to the development of strategic plans for organic
growth and identification of possible acquisitions, supported by
substantial expenditure to generate growth in customer business.
If these strategic plans do not meet with success, the Groug's
earnings could grow more slowly or decline.

The nisk of litgation s inherent in the Group's operations

in the ordinary course of the Group’s business, legal actions,
claims against and by the Group and arbitrations arise; the
outcome of such legal proceedings could affect the financial
performance of the Group.

The Group s exposed o the sk of changes in tax legsiatian and
itz interpretation and to Increases in the rate of corporate and
otner @xes In the prisdichons in which it operates

The Group's activities are subject to tax at various rates amound
the world computed in accordance with focal legislation and
practice. Action by governments to increase tax rates or to impose
additional taxes would reduce the profiability of the Group.
Revisions to tax 'egislation or to its interpretation might also affect
the Group's results in the future.

Tre Consorfum Banks' proposais for the restruciuring of

ABN AMRO are complex and may not reahse the anticipaied
benefils for tha Group

The restructuring plan is complex, involving substantial
reorganisation of ABN AMRO's operations and legal structure.
In addition, it contemplates activities taking place simultaneously
in a number of businesses and jurisdictions, Implementation of
the reorganisation and the realisation of the forecast benefits
within the planned timescales will be challenging. Execution of
the restructuring requires management resource previgusly
devoted to Group businesses and the retention of appropriately
skilled ABN AMRO staff. The Group may not realise the benefits
of the restructuring when expected or at all,
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Financiat highlights

2007 200 2004
for the year ended 31 December o fm in |2
Total income ¢ - 31115 28002 25569
Profit before tax, purchased intangibles amortisation, integration costs and

net gain cn sale of strategic investmants and subsidiaries 10,282 9,414 8,251
Profit before tax 9,900 3,186 7,436
Profit attributabte to ordinary shareholders 7,303 5,202 5,392
Costiincome ratio @ 43.9% 42.1% A2.4%
Basic earnings per share (pence) @ 76.4 64,0 56.5
Adjusted earnings per share (pence) .4 78.7 £6.7 5a.6
Adjusted after-tax return on equity (s . 19.9% 192.0% iB8.2%

2007 2006 RO
at 31 December £Em Er i
Total assets . 1,900,519 871,432 776827
Loans and advances to customers 829,250 165,893 417.226
Deposits 994,998 516,385 453,274
Owners' equity 53,038 40227 35435
Risk asset ratic - tier 1 7.3% T.H5% 76%

- total ) B MN2%  11.7% 11.7%

Notes:

(1} Total income in 2005 excludas gains on sale of sirategic investments and subsidiarias. In the stziutory consolidated Income slatement on page 120, these items are included in

tetal income,

(2) Costincome ralio ropresents operatng expanses axcluding purchased intangibles amortisation, inlegration costs znd lass an sale of subsidiaries, expressed as a percentage of

total Incoma exchuding gain on sa'e of sirategic investments and aftor netlng operating leasa depreciat:on against rental Incoma.
{3) Prior year per share dala have been restated to refloct the banus issue of ordinary sharas in May 2007.

(4) Adusied earnings per sharg is based on earpings adjusied ki purchased inlangibles amortisation, integralicn cests anc nel gain on sale of strategic imestmants and

subsidaries.

(5) Adjusted afier-1ax return on equily is based on proid atlrbutable to ordnary shareholders adjustad for purchased intangibies amortisation, integraton costs and ret gain on sale

of strategic mvasiments and subsidiaries, and averaga ordinary equity shamholders’ tunds.

Overviow of results

As discussed on page 28, the results of ABN AMRO are fully consotidated in the Group's financial statements. Consequently,
the statutory results of the RBS for the year ended 31 December 2007 include the results of ABN AMRO for the period from

17 October 2007 to 31 December 2007. The interests of Fortis and Santander are included in minority interests.
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Summary consolidated incomoe statemont for the year ended 31 Docember 2007

The income statement set out below shows purchased intangibles amortisation, integration costs and net gain on sale of strategic
investments and subsiciaries separately. In the statutory consclidated income statement on page 120, these items are included in

non-interest income and operating expenses as appropriate.

2007 fred 2005

£m £ rm

Net interest ingtome 12,668 0506 0018
Fees and commissions receivable 8,465 7118 750
Fees and commissions payable {2,311)  (1,822y  (1.841)
Other non-interest income 6,184 6,233 4863
Insurance premium income 6,398 £,245 6.0v6
Reinsurers’ share (289) {270) (297}
Non-interest iIncome - 7T 18,447 7 17406 13,654
Total income 31,145 28.0082 25,569
Operating expenses 14,053 12.252 11,298
Profit before other operating charges 17.062 16780 34.271
Insurance claims 4,770 3,350 4,413
Reinsurers' share (18 92 {100)
Operating profit before impairmant losses 12410 11,282 9958
Impairment losses 2,128 1,878 1,707

Profit befors 1ax, purchased intangibles amortisation, in

net gain on sale of strategic investments and subsidiaries 10,282 9414 £,251
Amortisation of purchased intangible assets 274 ad o7
Integration costs 108 134 458
Net gain on sale of strategic investments and subsidiaries — — 230
Profit bafore tax ' 9900 9,86  7.938
Tax 2,052 2,689 2,378
Profit after tax from continuing operations _?.3;4»8 6,497 5.558
Loss from discontinued operations, net of tax 136 — —
Profit for the year "' ) 7,712 6497 5,568
Minority interests 163 104 57
Other owners 246 184 109
Profit attributable to ordinary sharehofders 7303 Gz 5597
Basic earnings per ordinary share® 76.4p 84.9p 56.8p
Intangibles amortisation 1.5p 0.7p a8p
Integration costs 0.8p i.ip 3.3p
Net gain on sale of strategic investments and subsidiaries —_ — {1.8p)
Adjusted earnings per ordinary share’ 78.7p 66.7p 53.6p

* Prior year per share data have been restated to reflect the bonus issus of ordinary shares in May 2007.
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Business review continued

2007 compared with 2006

Profit

Profit before tax was up 8%, from £9,186 million to £9,900
mitlicn. Profit before tax, purchased intangibles amortisation
and integration costs increased by 9% or £868 million, from
£9,414 million 1o £90,282 million. The results of ABN AMRO
are included from the date of acquisition, 17 October 2007.

Towl income

The Group achieved sirong growth in income during 2007.
Total income was up 11% or £3.113 million to £31,115 million,
notwithstanding the significant impact of the developments in
global credit markets in the second half of 2007.

Net imterest ncome increased by 20% to £12,668 million and
represents 41% of total income (2006 - 38%). Average loans
and advances to customers and average custemer deposits
both grew by 26%.

Non-inlerest ircome increased by £1,041 million to £18,447
million and represents 59% of tatal income (2006 - 62%).

Net interest margln
The Group's net Interest margin at 2.34% was down from
2.47% in 2006,

Operating evpenses

Operating expenses, excluding purchased intangibles
amortisation and integration costs, increased by 15% to
£14,053 million.

Coshincome ratio
The Group’s costiincome ratio was 43.9% compared with
42.1% in 2006,

Mgt Insurance claims

Bancassurance and general insurance claims, after
reinsurance, increased by 4% 1o £4,652 million refiecting
acdverse weather conditions in the summer of 2007. Excluding
the impact of the floods in the summer, net general insurance
claims decreasec by 7%.

Immpairment losses
Impairment losses rose 13% to £2,128 million, compared with
£1,878 million in 2006.

Risk elemenis in iending and potential problem loans
represented 1.64% of gross loans and advances to customers

excluding reverse repos at 31 December 2007 (2006 — 1.57%).

Pravision coverage of risk elements in lending and potential
problem loans was 56% {2006 - 62%).
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Integration
Integration costs were £108 million compared with £134 million
in 2006.

Taxalion

The effective tax rate for 2007 was 20.7% (2006 - 29.3%). The
headling rate is lower than the standard rate of UK corporation
tax of 30% principally due to certain non-taxable capital gains
and changes to deferred tax balances following the change in
rate of corporation tax.

Earnings and dividends

Basic earnings per ordinary share increased by 18%, from
64.9p to 76.4p. Earnings per ordinary share adjusted for
purchased intangibles amortisation and integration costs also
increased by 18%, from 66.7p to 78.7p.

A final dividend of 23.1p per ordinary share is recommended,
giving a total dividend for the year of 33.2p, an increase of
10%. If approved, the final dividend will be paid on 6 June
2008 to shareholders registered on 7 March 2008, The total
dividend is covered 2.4 times by earnings before purchased
intangibles amortisation and integration costs.

Bafance shaet

Total assets were £1,900.5 billion at 31 December 2007. The
acquisition of ABN AMRO in October 2007 increased assels
by £774.2 billion, with the balance accounted for targaly by
growth in our lending to customers and in trading assets.

Lending to customers, excluding repurchase agreements and
stock borrowing {“reverse repos”), increased in 2007 by 70%
or £283.0 hillion to £686.9 billion. Customer deposits,
excluding repurchase agreements and stock lending {"repos™},
grew by 71% or £227.2 billion to £547.5 billion.

Capital ratios at 31 December 2007 were 7.3% (Tier 1) and
11.2% (Total).

Bonus ssue

In May 2007, the Group capitalised £1,576 million of its share
premium account by way of a bonus issue of two new ordinary
shares of 25p each for every one held.

Profiabiity

The adjusted after-tax return on ordinary shareholders' equity,
which is based on profit attributable to ordinary shareho!ders
before discontinued operations, purchased intangibles
amortisation and integration costs, and average crdinary
shareholders' equity, was 19.9% compared with 19.0% in 2008.



2006 compared with 2005

Praofit

Profit before tax, purchased intangibles amortisation,
integration cosis and net gain on sale of strategic investments
andc subsidiaries increased by 14% or £1,163 million, from
£8,251 million to £3,414 million.

Profit before tax was up 16%, from £7,936 million to £9,186
million, reflecting strong organic income growth in all divisions.

Tolal mcorme
The Group achieved strong growth in income during 2006.
Total income was up 10% or £2,433 million to £28,002 million.

Net intarest incorne increased by 7% to £10,596 million and
represents 38% of total income {2005 — 39%). Average loans
and advances to customers and average customer deposits
grew by 14% and 11% respectively.

Man-nterest ncome increased by 11% to £17,406 million and
represents 62% of total incoine {2005 - 61%).

Net iteresl maigm

The Group's net interest margin at 2.47% was down from
2.55% in 2005, due mainly to the business mix effect of growth
in corporate and mortgage lending and the impact of the
flatter US dollar yield curve.

Operating erpenses
Operating expenses, excluding purchased intangibles
amortisation and integration costs, rose by B% to £12,252 million.

Costincome ratio
The Group's costiincome ratio was 42.1% compared with
42.4% in 2005.

Nel insurance claims

Bancassurance and general insurance claims, after
reinsurance, increased by 3% to £4,458 million reflecting
volume growth,

Imparmeanl psses
Impairment losses were £1,878 million compared with £1,707
millian in 2005, an increase of 10%.

Risk elements in lending and potential problem Joans

represented 1.57% of gross loans and advances 1o customers
excluding reverse repos at 31 December 2006 (2005 - 1.60%).
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Provision coverage of risk elements in lending and potential
probtem loans was 62% compared with §5% at 31 December
2005. This reflects amounts written-off and the changing mix
fram unsecured to secured exposures.

Inzegration

Integration costs wers £134 million compared with £458 million
in 2005. Included are costs relating io the integration of First
Active and Charter One, as well as the amortisation of software
costs relating to the integration of Churchill, Integration costs in
2005 included software costs refating to the acquisition of
NatWest which were previously written-of! as incurred under
UK GAAP but under IFRS were capitalised and amortised. All
such software was fully amortised by the end of 2005,

Earmngs and dividends’

Basic earnings per ordinary share increased by 15%, frem
56.5p to 64.9p. Earnings per ordinary share adjusted for
purchased intangibles amortisation, integration costs and net
gain on sale of sirategic investments and subsidiaries
increased by 14%, from 58.6p to 66.7p.

A final dividend of 22.1p per ordinary share was paid, giving a
total dividend for the year of 30.2p, an increase of 25%. The
total dividend was covered 2.2 times by earnings before
purchased intangibles amortisation and integration costs.

*restated for the effect of the bonus issue of ordinary shares in
May 2007.

Balance sheet
Total assets ware £871.4 billion at 31 December 20086, 12%
higher than total assets of £776.8 billicn at 31 December 2005,

Lending 1o customers, excluding repurchase agreements and
stock borrowing (“reverse repos”), increased in 2006 by 10%

or £35.7 biltion ta £404.0 billion. Customer deposits, excluding
repurchase agreements and stock lending {"repos”), grew by
9% or £26.1 billion to £320.2 biltion.

Capital ratios at 31 December 2006 were 7.5% (Tier 1) and
11.7% (Total).

Profuatxiity

The adjusted after-tax return on ordinary equity, which is based
on profit attributable to ordinary shareholders before purchased
intangibles amortisation, integration costs and net gain on

sale of strategic investments and subsidiaries, and average
ordinary equity, was 19.0% compared with 18.2% in 2005.

XXRBS
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Analysis of results
Nat intaresl income

2007 S L)
. - ___Er_n___ el €r
Interest receivable ¢, » T ) ' B 33818 24866 21403
Interest payable 0.2 (21,288) (34.557) {11.720)
Net interest income (1, 2) 12,530 0409 9,785
% 2 %
Gross yield on interest-earning assets of the banking business 6.32 583 560
Cost of interest-bearing liabilities of the banking business {4.40) (3.85) (3.36)
Interest spread of the banking business 1.92 2,08 228
Benefit from interest-free funds =~~~ a2 o 030
Net interest margin of the banking business ' 234 247 255
Yialds, spreads and margins of the banking business % % w
Gross yield o
Group 6.32 593 580
UK 6,72 GG 6.07
Qverseas 579 552 4.78
Interest spread «;
Group 1.92 2408 225
UK 2.31 2.37 248
Overseas 1.41 1.52 1.59
Net interest margin (s
Group 234 247 2.55
UK 2.48 257 2.88
Overseas 2.18 2.29 2.35
The Royal Bank of Scotland plc base rate (average) 5.51 464 460
London inter-bank three month offered rates (average):
Sterling 6.00 4,65 176
Eurodollar 5.29 52¢ 3.56
Eurg 4,28 3.04 218
Notes:

(1) Interast-garmng assets and interesi-beaning lisbiiikes axclude the Relall bancassurance assets and liabiiites attnibutable to policyholders, In view of their distinct nature.
As a rasult, nel interest incoma has beon adjustad by £85 milion (2006 — £83 milt:on; 2005 - £59 million).

{2) Inigres! income has been adjusied by £313 million (2006 - £215 mélion; 2005 - £115 million) and interpst expansa by £536 milion {2006 - £485 milion; 2005 ~ £307 milkon) to
racord interest on francial assets and liabdities cesignated as at fair value through profid or loss. Related interest-aarning assets and interesl-beanng liabé:tes have a.50 been
adjustad.

(%) Grogs yield is the inlerest rate earned on avarage inlerast-earning assots of the tanking business.
(4) Interest spraad i$ the dilferenca between (he gross yield and the interes! rate paid on average intarest-baaring liabilit-es of the banking business.
{5) Nat interas| margn I net interest incomo of 1he banking businass as a percentape of average interest-earning assets of the banking business.
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Average balance sheet and related interest

2007 2N
Average At
balanca Iniprast Rate Ladree IMEr Rale
Em _ Bm % fm B 0%
Assots
Treasury bills and other eligible bills - UK 357 16 4.48 2052 90 437
- Overseas 131 5 3.82 Iy 3 4.20
Loans and advances 1o banks - UK 20,989 1,028 4.90 15850 697 440
— Overseas 13,795 626 4.54 7,440 282 3.78
Loans and advances {o customers - UK 269,460 18,541 6.88 239,459 15,204 8.35
- Qverseas 183,799 11,090 6.03 121,093 3,977 5.76
Debt secudties - UK 14,197 898 6.33 3,143 GB2 5.04
- Qverseas 32,420 1,614 498 2202 1.081 4.77
Total interest-earning assets - banking business 2.3 535,158 _ 33,818 B.32 421,138 24,955 5.93
- trading business w 313,204 M
Total interest-earning assets 848.362 623,544
Non-interest-earning assets 2.2 311,914 210,358
Total assets 1,160,276 §33.002
Percentage of assets applicable to overseas operations 38.0% 35 7%
Liabilitles and owners’ equity
Deposits by banks - UK 52,951 2,234 4,22 35,688 1.393 3.87
- Overseas 34,559 1,417 410 28843 1.228 428
Customer accounts: demand deposits — UK 93,764 3,296 352 88207 2.428 282
| - Overseas 30,739 1,035 3.37 13,127 441 3.38
Customer accounts: savings deposits — UK 36,334 1,658 456 30,933 1,058 3.4
- Overseas 29,908 1,005 336 19,768 529 288
Customer accounts: other time deposits — UK 88,702 4,202 474 67806 2,807 4.4
' - Overseas 47,056 2,283 485 36839 1,636 4.4
Debt securities in issue - UK 67,310 3,582 532 55,412 2.670 4.78
| - Overseas 50,064 2,650 529  25,24¢ 1.076 4.26
' Subordinated liabilities - UK 23,752 1,312 5.52 24,008 1231 8943
- Overseas 4,763 242 5.08 2,63 160 506
Internal funding of trading business - UK (68,395) {3,307) 484 {44,475) (1,893) 4.26
- Overseas {7454 (321 4.1 {4,930) (207 420
Total interest-bearing fHakilities — banking business @.3) 484,063 21,288 440 377862 14,557 385
o - trading business 318540 204,810
| Total interest-bearing liabilities 800,593 582,702
| Non-interest-bearing liabilities
‘ Demand deposits - UK 18,415 17,908
- Querseas 14,455 11,582
Other liabilities a4 283,453 184,747
Owners’ equity 43,359 38,676
Total liabilities and owners’ equity 1,160,276 £33.902
Percentage of liabilities applicatsle to overseas operations 35,9% 32.3%
w——— —ien
Notes:

(1) The anatysis inlo UK and Overseas has bean compiled on the bas's of locaton of office,

(2) Inlorest-garning assets and intarest-boaring kabilities exciuae the Retail bancessuranca assats and liabllles aitributable to pelcyholders, in view of thelr d:stinct natyre,
As a result. net interest ncoma has been adjusted by £85 milion (2008 - £63 mitlion).

{3) Intarest income has been adjusted by £313 milion (2006 - £215 milfion) and intorest expansa by £536 million (2008 - £465 millien) to record interest on financial assels and
tiablitios designated as at fa.r value thraugh prolit or loss. Related interest-aarning assets and interest-bearing liabilties hava also been adjusled.

{4) Interost recaivable and inierost payable on trading assels and liabilites aro Included in income from trading activities.
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Business review continued

Average balance sheet and related interest

2004
Swef Al
baylawiy Inferest Ratt
L " 2
Assets
Treasury bills and other eligible bills — UK 3180 133 237
- Overseas B3 2 347
Loans and advances 1o banks — UK 15,338 Rd49 423
- Qverseas 9465 308 3.25
Loans and advances to customers - UK 212991 13,510 6.3
— Qverseas 104,504 5,207 2,48
Debt securities - UK 15,553 697 4,48
- Overseas 22,578 994 441
Total interest.earning assels - banking businessz,3 383880 21505 5.50
- tragding business w 172,990
Tetal interest-earning assets 056,660
Non-interest-sarning assets . 160,368
Total assots 737,048
Percentage of assets applicable to overseas operations 35.5%
Liabilities and owners’ equity
Deposits by banks - UK 34,742 1,192 343
- Overseas 27.383 891 3.25
Customer accounts: demand deposits - UK 73.653 2058 2.79
- Overseas 13,858 289 2.18
Customer accounts: savings deposits - UK 26227 778 2.91
- Overseas 21,700 381 1.78
Customer accounts: other time deposits — UK 80,454 £.328 385
- Qverseas 024 919 306
Debt securities in issue — UK 52,672 2,071 .83
- Overseas 16,621 733 3.23
Subordinated liabilities — UK 23,248 1,122 EX
- Qverseas 2842 154 5183
Internat funding of trading business - UK (376268 (1.125) 2.04
- Overseas {2,158} (39) 1.78
Total interast-bearing liabllitles - banking business .o 349,810 11,720 335
- trading business @ 172,744
Total interest-bearing liabilities 522,354
Non-interest-bearing liabilities
Demand ceposits - UK 17,484
- Overseas 11,181
Other liabilities 3,4 153.081
Cwners' equity 32,948
Tetal flabilittes and owners' equity 737.0:48
Percentage of liabilities applicable to overseas operations 33.5%
Notas:

{1) The analysis Into UK and Qverseas has been comptted an the basts of iocation of office.

{2) Interast-sarning asssts and interest-baanng liabilitles exclude the Retall bancassurance assels and llabillles attnbutebla to policyholders, in view of thewr distinct nature.
As @ result, rol interest income has beer adjusted by £59 million.

{3} Interast income has been adjusied by £115 million and intarest expansa by £307 million to recond interest on financial assats and liabiktes designated as at fair value through
profit or kass. Related interest-sarning assets an interest-bearng liablliLes have also been adjusted.

{4) Interes| raceivable and inlerest payable on trading assets and llabiities ang included in income from trading aclivities.
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Anaiysis of change in net interest income — volume and rate analysis

Volume and rate variances have been calculated based on mavements in average balances over the period and changes in interest
rates on average interest-earning assets and average interesi-bearing liabilities. Changes due 1o a combination of volume and rate
are allocated pre rata to volume and rate movements.

2007 over 2006 2060 over 7005
Increasefdecroase) due to changes in; Sradnid ut b changes .
Average Avarage Not Avirage Hat
voluma rate change ralg vhaze
£m £m £m Err m
Interest-earning assots
Treasury bills and other eligible bills
UK (76) 2 (74) (48; — {48)
Overseas 2 — 2 — 1 i
Loans and advances to banks
UK 245 86 3N s 28 “
Overseas 279 65 344 fegtd) a6 {28}
Loans and advances to customers
UK 2,000 1,337 3,337 1,669 13 1,624
Qverseas 3,769 344 4,113 868 a8 1770
Debt securities
UK 56 180 236 {115 80 {3%)
_Overseas 516 47 563 (23) 80 57
Total interest recelvable of the banking business Co T
UK 2,225 1,605 3.830 1,340 119 1,652
Overseas 4,566 456 5,022 781 1.011 1,802
6.791 2,081 8.852 2,331 1,130 3,451
Interest-bearing liabilities
Deposits by banks
UK {706) {135) (841) 43) (157 1204
Overseas {237) 48 {189) {49} (268) {337)
Customer accounts: demand deposits
UK {227) {641} {868) {353 {1y {3ty
QOverseas {593) (1} (594) T {159) (1423
Customer accounts: savings deposits
UK (206) {394) (600) {133 {140 {250)
Overseas (318) {158) (476) 37 {135) {128}
Customer accounis: ather time ceposits
UK {950) {445)  (1,395) (208] {183) =79
Overseas {485) {162) (647) {16d) (493} {B57)
Debt securities in issue
UK {584) {328) {912) (132 {466} (899
Qverseas (1.263) {311y (1,574) (209) (234} {443)
Subordinated liabilities
UK 13 (94) {81) 3 (108) {109}
Owerseas (111) 29 (82) — {8 {6)
Internal funding of trading business
UK 1,129 285 1,414 231 537 768
Overseas 109 5 114 81 uy 168
Total interest payable of the banking business
UK {1,531}  (1.,752y {3,283} {731 (5113 (1.272)
Overseas i ] {2,898) (550y (3,448} (287)  (1,278)  {1.565)

(4,420} (2302) (6,731 (n018)  (1.819) (2837

Moverment in ned inlerest moome

UK 694 (147) 547 809 {422y a7
Overseas } o o _._1.e88 (84 1574 S04 {287y 257
2,362 (241} 2121 1,313 (689) 624
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Business review continued

Non-interest income

2007 200 20Us
£m n fon

Fees and commissions receivable
Fees and commissions payable
Income from trading activities
Other operating income

8,465 7,116 6750
(2311 (5.922)  (1,841)
1327 2875 2,343
4857 3564 2620

Insurance premium income
Reinsurers’ share

TTAREEE A3 TUeER

6,398 6,245 6.07¢
(289) (27 (297)

2007 compared with 2006

Non-interest income increased by 6%, £1,041 million to
£18,447 million, including £960 million from the acquisition of
ABN AMRO. Good organic growth was offset by write-downs in
Glebal Banking & Markets in respect of US mortgage-related
and leveraged finance exposures. Nan-interest income
represents 59% of total income {2006 - 62%). Excluding
general insurance premium income, non-interest income rose
by 8%, £905 miltion to £12,338 million.

Within non-interest income, fees and commissions receivable
increased by 18% or £1,349 million, to £8,465 million, while
fees and commissions payable increased by 20%, £389 million
to £2,311 million.

Income from trading activities was down from £2,675 million to
£1,327 millien. Interest rate and currency trading activities
benefitted from increased volatility and there was good growth
from a broadening product range. These improvements were,
however, more than offset by credit markets write downs (see
credit market exposures on page 43).

Other operating income increased by 36%, £1,293 million to
£4,857 million. This was principzlly due to growth in income
from rental and asset-backed activities and principal
invesiments in Corporate Markets.

General insurance premium income, after reinsurance,

increased by 2% to £6,109 million with good growth in policies
in the core businesses, particularly in Continental Europe.
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8109 5873 5779
16,447 17408 15651

2006 compared wilth 2005

Non-interest income increased by £1,755 million, 11% to
£17.406 million reflecting strong organic growth in ali divisions
especially Global Banking & Markets, up 26% and Wealth
Management, up 14%. Non-interest income represents 62%
of total income (2005 — 61%). Excluding general insurance
premium income, non-interest income rose by 16% or £1,561
million to £11,433 million,

Within non-interest income, fees and commissions receivable
increased by 5% or £366 million, to £7,116 million, while fees
and commissions payable increased by 4%, £81 million to
£1,922 million.

Income from trading activities, which primarity arises from
providing cusiomers with debt and risk management products
in interest rate, currency and credit, was up £332 million, 14%,
reflecting increased customer volumes.

Qther operating income increased by 36%, £944 million to
£3,564 million. This was principally due to growth in income
from rental and asset-backed activities and principal
investments in Corporate Marke!s.

General insurance premium income, after reinsurance, rose by
3%, or £134 million to £5,973 million with good growth in motor
policies in the UK and Continental Europe.




Credit market exposures

Net exposure st Average

31 Decamber 2007 price
UL {lne uoing ABN AMRD m %
Super senior tranches of ABS CDOs
High grade CDOs 2,581 84
Mezzanine CDOs 1,253 70
CDO squared —_ —_
Sub-prime trading inventory
Investment grade 937 79
Non-investment grade 256 54
Residuals 100 50
Leveraged finance 8,698 95

The Group has a leading paosition in structuring, distributing
and trading assel-backed securilies (ABS). These activities
Include buying mortgage-backed securities, including
securities backed by US sub-prime mortgages, and
repackaging them into collateralised debt obligations (CDOs)
for subsequent sale to investors. The Group retains exposure io
some of the super senior tranches of these CDOs which are all
carried at fair value.

At 31 December 2007 the Group's exposure {o these super
sanior tranches, net of hedges and write-downs, totalled £2.6
billior to high grade COOs, which include commercial loan
collateral as well as prime and sub-prime morigage collateral,
and £1.3 billion 1o mezzanine CDOs, which are based primarity
on residential morigage collateral. Both categories of COO
have high attachment points. There was also £1.2 biltion of
exposure to sub-prime mortgages through a trading inventory
of mortgage-backed securities and CDOs and £100 million
through securitisation residuals,

GR4B: O ue y ABH AVRD

Alt-A ’
Investment grade
Non-investment grade

ClOs

Cormmercial mortgages

Financial guarantors

In the second half of 2007, rsing mortgage delinquencies and
expectations of declining house prices in the US led to a
detarioration of the estimated value ¢f these exposures. Qur
valuations of the ABS CDO super senior exposures take into
consideration outputs from our proprietary model, observable
market benchmarks and prudent valuation adjustments.
Trading book exposuras and residuals are marked to market
on the basis of direct prices, where available, or observable
market benchmarks.

Drawn leveraged finance positions totalled £8.7 tillion at 31
Cecember 2007. Positions are valued by considering recent
syndication prices in the same or similar assets, prices in the
secondary loan market, and with reference to relevant indices
for credit products such as the LevX, LCOX and ITraxx and
CDX credit default swap indices.

Exposure nat

of heoges at

31 December 2007
fm

1872

261
1,386
8,808
2,547

The Group has £2.2 billion of US Alt-A residential mortgage
trading inventory, of which more than 85% is investment grade.
Collateralised loan obligation exposures totalled £1.4 billion.
Commercial mortgage exposure, consisting of loans originated
for the purposes of securitisalion, iotalled £8.8 billion at 31
OCscembper 2007. The portfolio consisted predominantly of
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commercial mortgages originated in Europe. The Group
hedges some of its positions with counterparties including
financial guarantors. At 31 December 2007 the Group hag
£2.5 billion of derivative exposure to financial guarantors.
All of the above exposures are carried at fair value.
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Business review continued

QOperating expenses {excluding purchased intanglbtes amortisation and integration costs)

2007 kit U
£m [ LA

.-Admfnisuéziuabenéesz T o
Staff costs

Premises and equipment

Other administrative expenses

Tatal administrative expenses

Depreciation and amortisation

7.534 6,647 5854
1,762 1411 1,274
3,081 2626 2,592

12377 10684 9,71
1,676 1568 1.586

2007 compared witd 2006

Operating expenses, excluding purchased intangibles
amortisaticn and integration costs, increased by 15%,. £1,801
million to £14,053 million including £1,880 million relating to
ABN AMRO. Adjusting for this, operating expenses were down
£79 million, 1% refiacting tight cost management and the
benefits of the Group's manufacturing platform. Further
improvements in productivity have supported growth in
busiress volumes, and allowed the Group to maintzin high
levels of customer satisfaction.

The Group’s ratio of operating expenses (excluding purchased
intangibles amortisation and integration costs and after netting
operating lease depreciation against rental income) 1o total
income was 43.9% compared with 42.1% in 2006.
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14,053 12252 11,298

2006 compared with 2005

Cperating expenses, excluding purchased intangibles
amortisation and integration costs, rose by 8% to £12,252
million 10 suppors the strang growth in business volumes,

Staff costs were up £803 million, 14% to £6,647 million
reflecting growth and expansion of activities in Corporate
Markets, where the number of staff increased by 1,600,

Premises and equipment expenses increased by £137 million,
11% to £1,411 million reflecting the continuation of our branch
network improvement programme and ongoing investment in
our major cperational centres.

Qther administrative expenses, up 1%, £34 million to £2,626
million reflected efficiency improvements whilst supporting
higher business volumes.

The Group's ratio of operating expenses (excluding purchased
intangibles amortisation and integration costs and after natting
operating lease depreciation against rental income} to tota!
income was 42.1% compared with 42.4% in 2005.



Integration costs

2007 208

e m - e e £m Fm
Staff costs B o 18 76 48
Premises and equipment 4 10 3¢
Other administrative expenses 26 3z 131
Depreciation and amortisation B0 16 140G
‘ 708 154 4R

Integration costs in 2007 were £108 million compared with
£134 million in 2006 and £458 million in 2005 comprising
amertisation of internally developed software and other
expenditure. Software costs were previously written-off as
incurred under UK GAAP but under FRS are now amortised

Accruals in relation to integration costs are set out below.

over 3-5 years, All software relating to the NatWest integration
was fully amartised by the end of 2005. The balance of
integration costs principally refates to the integration of
Churchill, First Active and Citizens’ acquisitions, including
Charter One which was acquired in August 2004,

At Charga Ulilisag Al

31 December 1o Income during 31 Dacember

2006 statemant the ysar 2007

£m £m £m £m

Staff costs 23 18 (37} 4
Premises and equipment — 4 V3] 2
Other 8 86 (83 1
3 108 {132) 7
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Impairment losses

2007 X3 D0
fm i [

New impairment losses

less: recoveries of amounts previously written-off

2518 083 1ATe
(390) (218 (173

Charge to income statement

Comprising:
Loan impairment losses
Other impairment losses

2,128 1,878 1,707
2,106 1.877¢ 1,703
22 1 4

Charge to income statement

2007 compared with 2006

Impairment losses were £2,128 million compared with £1,878
million. Impairment losses in ABN AMRO in the period since
acqguisition were £263 million. Adjusting for this. impairment
losses fell by £13 million, 1%. This reflected improvemaent in
Corporate Markets and Retail Markels partially offset by higher
impairment in Citizens. New impairment losses were up 20%,
£425 million 1o £2,518 million. Recoveries of amounts
previously written-off were up £175 million, 81% to £390
million. Consequently the net charge to the income statement
was up £250 million, 13% to £2,128 million.

Total balance sheet provisions for impairment, including ABN
AMRQ, amounted to £6,441 millior compared with £3,935
million in 2006.

Total provision coverage (the ratio of tolal balance sheet
provisions for impairment to total risk elements in lending)
decreased from 62% to 60%. The ratio of total balance sheet
provisions for impairment 1o total risk elements in lending and
potential problem loans also decreased to 56% compared with
62% in 2006, This reflects amounts written-off and the slightly
lower risk profile of the portfolio.
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2,128 1,878 1.707

2006 compared with 2005

Impairment losses were £1,878 million compared with £1,707
million in 2005. New impairment losses were up 11%, £214
million 1o £2,093 million. Recoveries of amounts previousty
written-off were up £43 million, 25% to £215 million.
Conseqguently the net charge to the income statement was up
£171 million, 10% to £1,878 million. Improvements in Corporate
Markets reflecting a benign credit environment partly offset
higher impairment losses in Retail Markets and Citizens.

Total balance sheet provisions for impairment amounted to
£3,935 million compared with £3,887 million in 2005,

Total provision coverage (the ratio of tetal balance sheet
pravisions for impairment to total risk elements in lending)
decreased from 65% to 62%. The ratio of total balance sheet
provisions for impairment 1o total risk elements in lending and
potential problem loans also decreased 1o 62% compared with
65% in 2005. This reflects amounts writien-off and the
changing mix from unsecured to secured exposure.




Taxation

2007 2X8 ZiE

£€m £n: i

T - T2052 2689 2,378
R %___ . *_ . __E"’

UK corporation tax rate ) 300 30.0 300
Effective tax rate 207 26.3 30.0

The actual tax charge differs from the expected tax charge computed by applying the standard rate of UK corporation tax

as follows:
2007
£m
Expected tax charge T ' ) Too2810
Non-deductible items 263
Non-taxable items {595)
Taxable foreign exchange movements 16
Reduction in deferred tax liability following change in the rate of UK Corpoeration Tax (189)
Foreign profits taxed at other rates (37)
Unutilised losses - brought forward and carried forward (9
Adjustments in respect of prior periods (367)
Actual tax chargs Toap082

7
2,688 2378

2N 2G5
Ein Emi
2158 238
288 309
{251} (166
5 (i

63 T

i {5

(188} (308

The effective ax rate for the year was 20.7% {2006 - 29.3%; 2005 - 30.0%). The headline rate is iower than the standard rate of UK
corporation tax of 30% principally due to certain non-taxable capital gains, changes io deferred tax balances following the change in

rate of corporation tax and release of tax provisiens following the finalisation of prior year issues.

RBS Group + Annual Report and Accounts 2007

X% RBS

47

Buslness review




Business review continued

Divislonal performance

The profit before amortisation of purchased intangible assets, integration c¢osts and net gain on sale of strategic investments and
subsidiaries and after allocation of Manufacturing costs where appropriate, of each division is detailed below, and is described as
‘operating profit’ in the divisional analyses that follow. The allocations of Manufacturing costs are shown separately in the resulls for

each division.
2007 2006 2005
) N A F:rp i £
Corpaorate Markets
Global Banking & Markets 3,607 3,779 3,053
UK Corposate Banking 1,861 1,762 1LATY
Total Corporate Markets - 5648 554 624
Retail Markets
Retail 2470 2,250 2,207
Wealth Management 413 318 245
Total Retail Markets 2,883 2,568 2456
Ulster Bank 513 421 361
Citizens 1,323 1.582 1.57%
RBS Insurance 683 74 727
Manufacturing — — —
Central items {(752) {1447y 1482
Operating profit (excluding ABN AMRO) T 77 1p2e8 0 9414 8,251
ABN AMRC 128 — —
Central items {144) — —_
Profit before amortisation of purchased int_aﬁgitil;) assets, in_legration costs and nat gain T o
on sale of strategic investments and subsidiaries 10,282 9414 8,254

Tha perfarmance of each of the divisions is reviewed on pages 49 to 64,
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Corporate Markots

Net interest income from banking activites
Non-interesi income

Total income

2007 A Zixh

Em fin a1

- EREE 3805 3442
6.211 6,338 §.348

10,3227 10,293 870

Direct expenses
- staff costs
- other
— operating lease depreciation

2,457 2,539 2,607
732 g2 536
684 736 733

Contribution before impairment fosses
Impairment losses

3873 3903 3276
6449 6380 5512

Contribution
Allocation of Manufacturing costs

219 274 335
6.230 6,116 5179
582 575 555

Operating profit

Total assets®

Loans and advances lo customers - gross*
- banking book
- trading book

Rental assets

Customer deposits®

Risk-weighted assets

* exciuding repos and reverse repos

2007 compared with 2006

Corporate Markets grew operating profit in 2007 by 2% to
£5,648 million, notwithstanding difficult conditions in gtobal
credit markets. Total income was flat at £10,322 million, as the
credit market deterioration in the second half of the year
resulted in substantial write-downs in Global Banking &
Markets income, but geod progress in UK Corporate Banking
combined with tight expense control and declining
impairments lifted profits.

Average loans and advances to customers, excluding reverse
repos, grew by 17% and average customer deposits
{excluding repos) by 19%. The pertfolic remains well
diversified by counterparty, sector and geography, and the
average credit grade continues to improve. Assets grew
strongly outside the UK, particularly in Western Europe and
Asia, Overall corporate credit conditions remained benign, and
impairment losses represented 0.1% of toans and advances to
customers, Risk-weighted assets rose by 11%.
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5648 .54 4624

£on . ibn &
£82.1 4724 409.2

2217 181
20.0 15.4
12.0 13.0

1595 1326

2572 2312

2005 compared with 2005

Corporate Markets achieved a strong performance in 2006,
with excellent results across many of our businesses. Total
income, after deducting operating lease depreciation, rose by
19% to £9,557 million with contribution growing by 18% to
£6,116 million. Cperating profit rose by 20% to £5,541 million.

Average loans and advances grew by 19% and average
customer deposits by 17%. Our portfolio remains well
diversified by counterpariy, sector and geography and
balanced in credit distribution. Assets grew strongly outside
the UK, particularly in Western Europe. Overal! credit
conditions remained benign, and impairment losses
represented 0.14% of loans and advances to customers,

Average risk-weighted assets rose by 12%, with disciplined
capital allocation and increasing returns. The ratio of eperating
profit to average risk-weighted assets improved from 2.3% 1o
2.5%.
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49

Buslness review



Business review continued

Corporate Markets - Global Banking & Markots

Net fees and commissions receivable
Trading activities
Income from rental assets (net of related funding costs)

2007 e Zx,

£m fr 1

“act T1785 1832 1487
) T T 1368 1,030 816

849 2211 1,949

679 67T G22

1899 1,279 744

Other operating income (net of relatec funding costs)
iNor-interest income

4795 5789 2131

Total income

6.580 6,831 5618

Direct expenses
- staff costs
- other
- operating lease depreciation

1,826 1.975 1,516
518 EEN 3
365 406 393

2,708 2,823 2.287

Contribution before impairment losses

3.871 4,008 334

Impairment losses 39 B85 130
Coniribution 3,832 3,923 3,192
Allgcation of Manufacturing costs e L4 48 139
Cpetating profit T T T 3687 3770 3,083

Total assets*®
Loans and advances to customers - gross®
- banking book
- trading book
Rental assets
Customer deposits*
Risk-weighted assets

* exchuding repos and reverse repos

2007 compared with 2006

Global Banking & Markets (GBM} achieved strong
performances in many of its businesses in 2007, with
particularty strong growth in interest rate and currency trading
activities, but financial results were held back by challenging
credit marke1 conditions in the second half of the year.
Operating profit was £3,6587 million, 2% lower than 2006's
record result,

While many parts of GBM grew strongly, total income of
£6,580 million was 4% lower than in 20086, reflecting both
cumulative 2007 write-downs of our sub-prime-related and
leveraged finance positions and an additional £456 million in
response to the weakening credit profile of certain financiat
guaraniors.

These losses werg partially offset by a recuction of £123
million in the carrying value of our own gebt and by a gain of
£950 million realised on the sale of Southern Water. The
fesulting reduction in profit, net of write-downs, gains and
variabie costs, was £484 miilion. Excluding these effects,
underlying income rose by 8% and underlying operating profit
by 10%, reflecting the business’s continued operating
momentum.

The strength of GBM and the successhul diversification of its
product capabilities resulted in a continuation of the strong
growth we have achieved in Asia and continental Europe in
recent years. In Asia we have now established a sclid platform,
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£bn Ebr Lbr
579.4 383.7 EXAL

1211 243 82.0
20.0 154 1.8
10.2 12.2 1.8
729 54.1 447

1526 1381 1200

with good product capabllities and client relationships. In 2007
this resulted in Asian income growing by 96%, with outstanding
growth in our activities in China and Japan. In Europe, income
grew by 39%, with particularly good results in the Nordic
region and in the |berian Peninsula, where GBM further
expanded its strong pasition in the provision of financing and
risk management services to corporates and financial
institutions. Income in the UK grew by 21%, while results in
North America declined as a result of credit market conditions
affecting GBM's asset-backed and structured credit
businesses.

Net interest income increased by 9% to £1,785 million.
Average loans and advances to customers, excluding reverse
repos, increased by 22% as we expanded our customer base
qutside the UK and average customer deposits increased by
25%.

Net fee income rose by 33% to £1,368 million, reflecting our
lop tier position in arranging, structuring and distributing large
scale financings. We achieved particularly strong growth in
non-US loan markets.

Income from trading activities declined by £1,362 million,
Interest rate and currency trading activities took advantage of
increased volatility leading to income growth of 78% and 48%
respectively. These strong performances were supplemented
by good grewth in our broadening product range, including
equity derivatives and retail investor products. However, in




credit markets, write-downs reflecting the weakening of the
US housing market led to a sharp fall in income.

Rental and other asset-based activities achieved continuing
success in originating, structuring, financing and managing
physical assets such as aircraft, trains, ships and real estate
for our customers. Income from rental assets, net of related
funding costs and operating lease depreciation, increased by
16% to £314 million.

Other operating income increased 1o £1,839 million, net of
related funding costs, including the successful sale of
Southern Water concluded curing the second half. The majority
of our remaining private equity portfolio has been sold into a
fund, managed by RBS, thereby improving capital efficiency
while offering more predictable and stable returns,

20058 comparad with 2005

Gleobal Banking & Markets performed strongly in 20086,
delivering excellent growth in income white continuing to build
our strong internaticnal franchise. Total income rose by 22% to
£6,831 million, contribution by 23% to £3,923 million and
operating profit by 24% to £3,779 million,

GBM is a leading provider of debi financing and risk
management sclutions covering the origination, structuring and
distribution of a wide range of assets. In 2006 we arranged
aver $450 billion of financing for our corporate and institutional
customers, up 17% from 2005. We ranked first amang
managers of global asset-backed and mortgage-backed
securitisations and fourth among managers of global
syndicated loans, white among managers of international
bonds we moved from thirteenth place to eighth. These league
1able positions demonstrate our success in broadening and
deepening our franchise.

in 2006 we have further invested in extending our product
capabilities and our worldwide reach. Income in North America
rose by 18% in local currency, despite flat revenues in our US
residential mortgage-backed securities business, as the
investments we have made in our debt capital markets, Ican
markets, rates and credit trading businesses have barne fruit.

In Europe, income increased by 26% in local currency as a
result of good performances in Germany, France, Spain, Italy
and the Nordic region. We participated in many of the largest
cross-border financings in 2006. Asia-Pacific, 100, showed
marked progress. with income increasing by 35% in US dotlar
terms. We have established a promising presence in the
region, building our product capability and client relationships.

Net interest income from banking activities rose by 10% 1o
£1,832 millicn, representing 24% of total GBM income.
Average loans and advances to customers increased by 20%
as we further expanded our customer base outside the UK.

Net fee income rose by 26% to £9,032 mitlion, reflecting our
{op tier position in arranging, structuring and distributing large
scale private and public financings. We have increased our
customer penetration, and in 2006 were the third maost active
underwriter of bongs for European, including UK, corporates.
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Costs were reduced by 4% to £2,854 million, in ling with
income. We continued to invest in expanding our geographical
footprint, our infrastructure and our product range.

Portfolic credit risk remained stable and impairment losses
declined to £39 million in 2007, with no deterioration in overall
corporate credit quality. The liquidity and profitability of our
corporate customers remains generally strong.

Total assets increased to £579.4 billien, primarily reflecting an
increase of £128.8 billion in derivative assets {mostty rates and
currencies) accompanied by a corresponding increase in
derivative liabilities. The increase was a result of the strong
growth in client-driven interest rate and currency trading
activities in a more volatile market enviranment. Careful risk
and capital management held our risk-weighted assets to
£152.6 billion, an increase of 10% over the prior year

Income from trading activities continued ta grow steadily, rising
by 13% to £2,211 million as a result of good volumes of debt
and risk management preducts provided to our cusiomers. A
strong performance in credit products was supplemented by
growth in our broadening product range, including equity
derivatives and structured credit, partialty offset by the impact
of a slower US morigage-backed securities market. Average
trading book value at risk remained modest at £14.2 million.

Our rental and other asset-based activities have achieved
continuing success in originating, structuring, finanging and
managing physical assets such as aircraft, trains, ships and
real estate for our customers. This success has Criven good
growth in net income from rental assets, which increased {ret
of related funding costs and operating {ease depreciation) to
£271 million from £224 mitlion,

These businesses also generate value through the ownership
of a portfolio of assets which we manage actively. Good
results from these aclivilies, as well as fram principal
investments where we work with our corporate customers and
with financial spensors, leveraging our financial capability to
structure and participate in a wide variety of investment
opportunities, were reflected in other operating income, which
increased to £1,279 million (net of related funding costs) from
E744 million in 2005.

We hava maintained good cost discipline while continuing 1o
invest in extending our geographical footprint, our infrastructure
and our preduct range. Net of operating lease depreciation our
costincome ratio was 39.9%. Total expenses grew by 22% to
£2,967 million, Variable performance-related compensation
increased and now accounts for 41% of total costs.

Pertiolio risk remained stable and the corporate credit environment
remained benign. Impairment losses fell 10 £85 million, with the
distribution of impairments gver the course of the year reflecting
recoveries in the first half.

Average risk-weighted assets grew by 11% and the ratio of

operating profit (o average risk-weighted assets improved from
2.6% t0 2.9%.
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Business review continued

Corporate Markets —~ UK Corporate Banking

2007 208 2
£m (A b

Net interest income from banking activities
Non-interest income

2,326 2173 1,955
1416 1280 1217

Total income 37427 3362 3472
Direct expenses

- staif costs 631 354 489

- other 214 166 165

- operating lease depreciation 319 330 335

1,164 1.080 Q8G

Contribution before impairment losses h 2578 2387 183

Impairment losses 180 169 1968

Contribution 2398 2,103 1,367

437 431 216

Allocation of Manufacturing costs

Operating profit

Total assets*

Loans and advances to cusiomers - gross®
Customer deposits*

Risk-weighted assets

* excluding repos and revarse repos

2007 compared with 2006

UK Corpaorate Banking ('UKCB") had another successful year of
profitable growth, building further on our market-leading
position and achieving significant improvements in customer
satisfaction. Total income rose by 8% to £3,742 million and
contribution by 9% to £2,398 million. Operating profit rose by
11% to £1,961 million.

There has been good growth In customer volumes, with
average loans and advances up 11% and average deposits up
14%. Net interest income from banking activities increased by
7% to £2,326 million as net interest margin narrowed slightly
from the prior year. In recent months we have seen firmer
margins in scme areas.

Non-interest income rose by 10% to £1,416 million, as a result
of growth in fees and continued progress in the distribution of
trade and invoice finance products as well as of interest rate
and foreign exchange products.

Tetal expenses rose by 6% to £1,601 milllon, with investment
targeted towards improving customer service, Around 600 new
front line roles were created and major new functionality was
added to the Bankline electronic banking platform. These
initiatives have contributed to strongly favourable customer
satisfaction scores in 2007.

Impairment losses totalled £180 million, 5% lower than in 2008,

reflecting the strong quality of the portfolio. Corporate credit
metrics remained stable.
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£bn L Bl

T 027 8By 783
1006 86,8 76.7

86.6 785 56,4

104.6 931 826

2006 compared wilh 2005

UK Corporate Banking had a successful year across all its
businesses, strengthening its market leading positions in
corporate and commercial banking and building good
mamentum in the provision of a broadening range of financing
and risk management services to its customer base. As a
result UKCB increased its total income by 9% to £3,462 mitlion
and contribution by 10% to £2,193 million. Operating profit
rose by 12% to £1,762 million.

Net interest income from banking activities grew by 11% to
£2,173 million. We achisved an 18% increase in average loans
and advances to customers, with good growth across all
customer segments. We increased average customer deposits
by 21%, demonstrating the attractiveness of our range of
gdeposit products for commerciai ang corporate customers.
Changes in the deposit mix and some narrowing of lending
margins, principally in the first half of the year, led to a modest
decline in UKCB's net interest margin.

Non-interest income rose by 6% to £1,289 million, reflecting
goed growth in origination fees and improved distribution of
trade and invoice finance and interest rate and foreign
exchange products.

Total expenses rose by 8% to £1,511 million. The increase in
direct expenses, excluding operating lease depreciation,
reflected the recruitment of additional relationshig managers
and other staff to strengthen the quality of service provided to
our expanding customer base, as well as further imesiment in
our electronic banking proposition.

Impairment losses were 4% lower than in 2005 at £189 million.
Portfolio risk remained stabie and the credit environment
benign.




Retail Markets

Met interest income
Non-interest income

Total income

Direct expenses
- staff costs 1,699 1,616 1,538
— other T42 TA8 788
2,441 2.364 Hcers
Insurance net claims _ 518 288 469

Contribution before impa—irménl— losses
Impairment losses

5,831 5603 5269
1200 :31F 0 1148

Contribution
Allocation of Manufacturing costs

4,631 4,282 4.121
1,748 1,724 1,685

bf)érating profit

Total banking assets
Loans and advances o customers - gross
- mortgages
— personal
- cards
- business
Cuslomer depaosits*
Invesiment management assets — excluding deposils
Risk-welghted assets

2883 SEBR 2458

f.bn b Vsrm
125.1 118.4 1130

72.0 80.7 646
215 205 21.0

8.4 a2 8.7
20.2 t8.1 67
130.4 119.5 5.2
421 348 314

80.8 77.0 79.2

* cusiomer deposits exciude bancassurance

2007 compared with 2006

Retail Markets delivered a strong performance in 2007 with
operating profit rising by 12% to £2,883 million as a result of
good income growth, tight expense contrel and reduced
impairment costs. Total income rose 4% to £8,79C million, and
income net of claims also grew by 4% to £8,272 million.

These strong resulis reflect the emphasis on savings and
investment products, our focus on profitability rather than
volume in consumer lending, and significant investment in qur
Wea'th Management business in the UK and Asia. Customer
deposits increased by 13% to £130.4 billion, while loans and
advances grew by 5% to £122.1 billion.

The full year results show momentum developing in the
business, with operating profit in the second half of the year
14% higher than in the same period of 2006.

Expenses have been kept under tight contral, with efficiency
gains allowing us to invest and grow the business. Impairment
losses maintained the improvement witnessed in the first half
of the year, falling by 8% for the year as a whole. Arrears
trends on credit cards and unsecured personal loans
continued to improve, as did the quality of our asset base.

Risk-weighted assets rose by 5% to £80.8 billion at the end
of 2007,
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2008 compared with 2005

Retail Markets achieved a good performance in 2006, with
total income rising by 5% to £8,455 million. Contribution
before impairment losses increased by 6% to £5,603 million,
contribution by 4% to £4,292 million and operating profit by
5% lo £2,568 million.

Responding to evolving demand from its customers, Retail
Markets has added to its capabilities in deposits and investment
products and has been rewarded by strong growth in these
areas. Lending growth has been centred on high quality
residential mortgages and small business leans, while personal
unsecured lending was flat, as we limited our activity in the direct
ioans market anc customer demand remained subdued. We
have used our full range of brands to adcress markets fiexibly,
focusing on the most appropriate products and channels in the
light of prevailing market conditions. Expenses have been kept
under tight control, with additional investment in our business
offset by efficlency gains andg the benefits of combining Retail
Banking and Direct Channels into a unified business.

Customer recruitment has been centred on our branch
channels, where we have achieved good growth in savings
accounts and are joint market leader for personal current
accounts, Qur commitment to customer service, through the
largest network of branches and ATMs in the UK, is reflected
in our industry-leading customer satisfaction ratings.

Average risk-weighted assets fell by 3%, reflecting a change In

business mix toward mortgage lending as well as careful balance
sheet management, including increased use of securitisations.
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Business review continued

2007 2008 )
£m tn e

ncome 4,19 4,108 3,965
Non-interest income 357 3,258 3,333
Total income 7,762 7 566 7.298
Direct expenses

- staff costs 1,361 1,347 1,231

- other 614 621 663
1,975 1,838 1,854

Insurance net claims 518 483 J86

Contribution before impairment losses
impairment losses

§269 5467 T E6h
1,186 1310 1135

Contribution
Allocation of Manufacturing costs .

656;‘3{!.59 profit

Total banking assets
Loans and advances to customers - gross
- mortgages
- personal
- cards
- business
Customer deposits*
Risk-weighted assels

* customer deposils exclude bancassuvrance

2007 compared with 2006

Retail achieved strong results in 2007, increasing operating
profit by 10% ta £2,470 million as a result of good income
growth in beih consumer and business banking combined with
tight cost control and a reduction in impairment Iosses. Total
income grew by 3% to £7,762 million, while income net of
claims grew by 2% to £7,244 million and contribution by 6% to
£4,073 million.

We have accelerated the expansion of our consumer banking
franchise, cpening more than 975,000 new personal current
accounts in 2007 and maintaining the Group's jeint number
one position in the current account market, RBS and NatWest
continue 10 lead the other major high street banks in Great
Britain for customer satisfaction. We continue 1o focus on sales
through the branch channel, and by adding more customer
advisers in our branches have achieved a significant uplift in
volumes.

Bancassurance continued its excellent progress with sales
growth of 28% to £342 million annual premium equivalent,
representing a doubling of 2005 sales. We invested further in
aur sales force, ending the year with more than 1,000 financial
planning maragers.

In business banking we strengthened our management team
and improved operational processes, producing good resuits.
During 2007 we placed an additional 500 business managers
back in branches, launched additional products to support the
stari-up market, and added new roles supporting ethnic
minorities, women in business and community banking.
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In our cards and direct finance business, we have mainiained
our focus on credit card sales through the branch channel,
where new business sales wera up 47% on 2006, while
continuing to take a cautious view on direct sales. Qur cards
acquiring business continued to grew market share,
strengthening its market leading position with an 11% increase
in transactions in 2007.

Average customer deposit balances were 9% higher, driven by
accelerating growth in both personal savings, up 12%, and
business deposits, up 11%, alongside modest growth in
current account balances. Savings balance growth was helped
by good sales of new accounts 1o branch customers, with
NatWest opening more than 1 million new savings accounts.

Average loans and advances to customers increased by 3%,
with average morigage lending up 5% and average business
lending up 9%. Mortgage activity focused on branch channels,
where net lending was 14% higher than in the previous year.
We also tock advantage of improved margins in the
intermediary segment in the latter part of the year to improve
volumes. Direct loan balances declined over the year as we
matntained our strategy of focussing unsecured personal
lending on profitability rather than volume, although we
continued to grow lending through the branch channel. After a
decline in credit card balances in the first half of the year we
improved recrultment and retention in the second half.

Net interest income increased by 2% to £4,191 million, with
strong growth in deposits helping to mitigate the impact of
lower unsecured lending volumes and lower average card




balances. Net interest margin declined modestly, in line with
previous guidance, with savings margins consistent with 2008,
despite increased competition for deposits.

Mon-interest income was £3,571 million, 3% ahead of 2006,
with strong growth in investment income offset by lower levels
of direct lending and reduced instances of current account
fees.

Total expenses rose by 2% to £3,578 million, driven by
increased investment in customer-facing staff in branches and

2006 compared with 2008

Retail has delivered a good performance in 2006, achieving
4% growth in total income 1o £7,5686 millien. Contribution before
impairment losses was up by 6% to £5,140 million, contribution
by 3% to £3,830 million, and operating profit by 2% to £2,250
million,

We have acvanced in persenal banking, with good growth in
savings and investment products combined with effective cost
cantrol and improvements in the quality of our lending book.
Credit card recruitment and unsecured personal tending
continues to be focused on lower risk segments, with reduced
emphasis on acquisition through direct marketing.

We have continued to expand our customer franchise, growing
our personal current account base by 232,000 in 2006 as a
resutt of our sustained focus on quality and customer service.
We continue to have the highest share of customers switching
current accounts from other banks, and are now joint leader in
the personal current account markel, RBS is first and NatWest
is joint second among major high street banks in Great Britain
for the percentage of main current account customers that are
“extremely satisfied” gverall,

Net interest income increased by 4% 1o £4,108 million, with
faster growth in deposits helping to mitigate lower unsecured
lending valumes. Net interest margin improved slightly in the
second half.

Average customer deposit balances were 9% higher, driven by
personal savings batances up 12% and accelerating growth in
busingss deposits, up 7%. Average maortgage lending was up
8%, with stronger volumes in the second half leading to a 7%
market share of net lending in that peried. Our offset mortgage
product continues to perform welk. For the year as a whole,
average personal unsecured lending and credit card lending
was flat, reflecting the stower UK consumer demand and our
concentration on quality business with existing customers. In
the second half we further reduced our activity in the direct
loans market, but unsecured balances from our RBS and Natwest
customers are broadly in line with the first half. Average business
lending rose 5%, reflecting our cautious credit stance.

Non-interest income rose by 4% to £3,458 million. There was
strang growth in our investments and private banking businesses
as well as business banking fees, mitigating the slowdown in
personal loan related insurance income.
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in our bancassurance and investment businesses. Other costs
reduced by 1% to £614 million.

Impairment losses decreased by 9% to £1,196 million,
reflecting the improvement in arrears trends on both credit
cards and unsecured perscnal loans. Morigage arrears
remained very low, and wa have maintained conservative
lending criteria - the average loan-to-value ratio of Retail's
mortgages was 46% overall and 63% on new mortgages
written in 2007, and this improved as the year progressed.
Small business credit quality remained good.

Despite investments for future growth, total expenses rose

by just 1%, to £3,518 million, whilst direct expenses were held
flat at £1,938 million. Staff costs increased by 3% to £1,317
million, reflecting sustained investment in customer service and
the expansion of our bancassurance and investment
businesses, We continue to make efficiency gains as a result of
the consalidation of our retail businesses. Other costs, such as
marketing expenses, fell by 6% to £621 million, also benefiting
irom consolidation.

impairment losses increased by 15% o £1,310 million, but
were lower in the second half of the year than in the first, The
year-gn-year change in impairment losses slowed from 19% in
the first half ta 12% in the second half. Credit card arrears
have stabilised, while the rate of increase in arrears on
unsecured personal loans continued to slow. Mortgage arrears
remain very low - the average loan-to-value ratic of Retail's
mortgages was 46% overall and 64% on new mortgages
written in 2006. Small business credit quality remains steady.

Bancassuranca

Bancassurance has had an excellent year with sales
increasing by 56% to £267 million annual premium equivalent.
The growth reflects the centinued increase in focus on the
recruitment of Financial Planning Managers, up 25% and
productivity levels, up 43%. Increased sales of collective
investments on the back of a successful ISA season and
strong individual pensions growth, boosted by A-Day, helped
underpin the outturn. Sales of guaranteed bonds were also
particularly strong, and helped support a new business margin
which improved significantly over the period. The product
proposition was strengthened across all lines. Latest market
share data shows an increase from 6.6% t0 9.0%. On a UK
GAAP embedded value basis for life assurance, investment
contracts and open ended investment companies, adjusted for
investment market volatitity, pre tax profit was £78 million
compared with £42 miillion in 2005.

Net claims, which include maturities, surrenders and liabilities

to policyholders, were stable at £488 million compared with
£486 million in 2005.
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Business review continued

Waalth Management

2007 G ANl

_ i_:m_ [ 2] L

Net interest income 569 496 439

Non-interest income 459 393 345

Yotal income 1,028 £#89 784
Direct expenses

- staff costs 338 200 258

- other 128 127 125

466 aze 343

Contribution before impairment losses 562 463 4

Impairment losses 4 1 13

Contribution 558 462 358

Allocation of Manufacturing costs 145 1dd 139

Operating profit 413 316 249

__ fon  fr b

Loans and advances to customers — gross . 105 £8 7.8

Invesiment management assets - excluding deposits 3541 28.2 254

Customer deposits 33.9 284 254

Risk-welghted assets . 73 i 6.0

2007 comparad with 2006

Wealth Management's offering of private banking and investment
services continued to deliver very strong growth in income, up
16% in 2007 to £1,028 million. Contribution grew by 21% to
£558 millicn and operating profit by 30% to £413 million.

We have continued Coutts & Co's UK regional expansion
programme, and this has helped us 1o grow customer numbers
by 7% and income by 22%. Outside the UK, Coutts
International has been re-branded as RBS Coutts o leverage
the global brand strength of the Group in the centinentai
European and Asia-Pacific markets and RBS Coutts has
maintained its momentum in the Asia-Pacific region,
succeeding in growing customer numpers by 27% and income
by 51% in US dollar terms.

Growth in banking volumes contributed to a 15% rise in net
interest income to £569 million. Average loans and advances to
customers rose by 13% and average deposits by 17%.

Non-interest income grew by 17% to £459 million, reflecting
higher investment management fees and new product sales,
including new investment vehicles specialising in private equity
and natural resources, as well as continued growth in
underlying new business volumes, particularly in the UK and
Asla. Assets under management rose to £35.1 billion at 31
December 2007, up 24% from a year earlier.

Total expenses rose by 7% 10 £611 million, with direct expense
up 9% at £466 million, reflecting continued investment in the
UK and continental Europe along with a further significant
expansion of our team of private bankers in Asia. Total
headeount increased by 12%.
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2006 compared wath 2005

Wealth Management delivered strong growth, with total income
rising by 13% to £889 miilion, Contribution grew by 19% to
£462 million and operating profit by 28% to £318 million.

Wealih Management's offering of private banking and
investment services delivered robust organic income growth in
2006. Qur continuing investment in Coults UK, Adam &
Company and our offshore businesses helped us to achieve an
overall increase in client numbers of 5%. Coutts UK customers
rose by 9%. Outside the UK, Coutts International was
successiul in the Asia-Pacific region in recruiting additional
experienced private bankers. We grew customer numbers in
the region by 13% and income by 24%.

Growth in banking volumes contributed to & 13% rise in net
interest income to £496 million. Average loans and advances to
customers rase by 14% and average deposits by 10%, with net
interest margin maintained at close to 2005 levels,

Non-interest income grew by 14% to £393 million, reflecting
higher investment management fees and performance fees, as
well as strong growth in new business volumes, particularty in
tha UK. Assets under management rose by 11%, to £28.2
billien at the year-end.

Total expenses rose by 9% to £570 million. In a highly
competitive recruitment market, headcount was successfully
increased by 7%, reflecting our continued investment in the UK
and further expansion in Asia.

Impairment losses returned to historic levels, following a
number of specific items in prior years,




Uister Bank

Net interest income
Non-interest income

2007 208 20

£m fan £m
979 73 759
318 252 244

Total incoma

T 1297 1125 1.008

Direct expenses

- staff costs 302 254 217

- other 159 13 122
461 I8 339

Contribution before impairment losses 836 730 64
Impairment losses 104 Rl 95
Contribution ) 732° 636 560
Allocation of Manufacturing costs 219 2i5 208
Operating profit 513 421 361
£bn Lhn £hn

Total assets

Loans and advances 1o customers — gross
- morigages
- corporate
- other

Customer deposits

Risk-weighted assets

Average exchange rate — €/£
Spot exchange rate — €/£

548 a5 372

18.3 15.0 13.2
24.8 9.8 13.7
4.0 kAW 28
21.8 18.1 i5.%
36.0 207 38
1.461 1.467 1.483

1.361 1,490 1.457

2007 compared vath 2006

Ulster Bank maintained its success in building its personal and
corporate banking business in the island of Ireland, with total
income rising by 15% to £1,287 million, contribution by 15% to
£732 million and operating profit by 22% to £513 miillion. These
results reflect solid sales growth across all activities, driven by
an enhanced range of innovative products and an expanded
distribution network,

Net interest income increased by 12% to £979 million,
reflecting good growth in both loans and deposits. Average
Ipans and advances to customers increased by 24%, with
particular strength in business iencing, with a 29% increase
spread across a variety of industrial sectors. Our mortgage
book also saw very good growth in 2007, in spite of the
slowdown in the housing market, with average balances up
17%. We achieved particular success in attracting
remorigagers with our Switcher package. We were also
successful in the current account switching market, winning
100,000 new current account customers during the year, This,
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together with new product launches such as the eSavings
Account and Reward Reserve savings accounts, contributed to
a 17% increase in average customer deposits. Net interest
margin tightened, reflecting more competitive market
conditions and increased funding costs.

Non-interest income rose by 26% 1o £318 million, driven by
strong performances in Corperate Markets and credit cards,
We successfully launched our new wealth business in the
course of the year.

Total expenses increased by 13% to £680 million, as we
continued our investment pregramme to support the future
growth of the business. We continued to expand our branch
and business centre fooiprint and recruited additional
customer-facing staff, particulary in Corporate Markets.

Despite tighter housing market conditions, arrears trends saw

no deterioration in 2007 and impairment losses remained
stable at £104 million.
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Business review continued

2006 compared with 2005

Ulster Bank made strong progress in both personal and
corporate banking in the Republic of Ireland and in Northern
Ireland, with total income rising by 12% to £1,125 million.
Contributicn increased by 12% to £636 milllon and operating
profit by 17% to £421 million.

Net interest income increased by 15% to £873 million,
reflecting goed growth in both loans and customer deposits.
Average loans and advances to customers increased by 28%,
and average customer depaosits by 15%. A principal focus
during 2006 was the expansion of our corporate banking
franchise, and we succeeded in increasing corporate
custemer numbers Dy 7% in the Republic of Ireland and by 4%
in Northern Ireland. This contributed to strong growth in both
corparate lending, where average loans and advances
increased by 32%, and deposits, with Ulster Bank winning a
share of new business current accounts well in excess of its
historic market share, particularly in the Republic of Ireland.
Average mortgage balances grew by 26%, although the rate
of growth was slower in the second half when there was some
evidence of a more subdued pace of expansion in the
mortgage markel. The change in business mix resulting from
strong growth in corporate lending and mortgages, together
with some competitive pressures, led to a modest reduction
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in net interest margin in the first half, with margin stabilising
in the second half.

Non-interest income rose by 3% 1o £252 million, Ulster Bank
achieved good growth in fees from credit cards and ATMs
as well as in sales of investment products, which was only
partially offset by the introduction of Ulster Bank's new range
of current accounts, which are free of transaction fees.

Total expenses increased by 10% to £600 million, as we
continued our investment programme 1o support the future
growth of the business. We recruited additional customer-
facing staff, particularly in corporate banking, opened
three new business centres and continued with our branch
improvernent programme. By the end of 2006, 70% of
Ulster Bank branches had been upgraded.

During 2006 we successfully completed the migration of
our core systems to the RBS Group manufacturing model
and, as a result, we now have access o the complete RES
praduct range.

The credit environmeni remains benign. Impairment losses
rose by £9 million to £104 million, consistent with growth in
lending.




Citizens

Net interest income
Non-interest income _

2007 200 Z¥Y
£m £ eni

1975 2085 2,122
1,147 1032 1442

Total income

| 3122 3,307 32683

Direct expenses

- staff costs 741 603 819

- other 77 a1 738
1,458 1.554 1,588

Contribution before impairment losses 1,664 1.763 1,705
Impairment losses - _341 o 181 3
Operating profit 1,323 1,532 1,575
Us$bn 1B USghn

Total assets
Leoans and advances to customers — gross
- mortgages
— home equity
- other consumer
- corporate and commercial
Customer deposits
Customer deposits {excluding wholesale funding)
Risk-weighted assets

Average exchange rate — US$/E
Spot exchange rate - US$/E

161.1 162.2 156.8

19.4 145 5.8
35.8 4.5 3L
21.7 23.2 2:8
376 32,7 20.2

115.0 106.8 106.3
105.0 101.8 105.2
114.4 1139 o4

2.00% 1.844 1.820
2.004 1,985 1721

2007 comparad wvatl 2006

Against the background of weaker housing and credit market
conditiens, Citizens' franchise demonstrated resilience in 2007,
with a particularly good perfermance in corporate and
commarcial banking. Modest growth in net interest margins
and strong fee growth in several products lifted income by 2%
to $6,249 million which, coupled with tight cost centrol,
resulted in contribution before impairment losses growing by
2% 1o $3,329 million. However, impairment losses increased
from 0.31% of loans and advances to 0.80%, resulting in a
decrease in operating profit of 9% to $2.647 million. In sterling
terms, total income decreased by 6% to £3,122 million and
operating profit fell by 16% to £1,323 million.

Net interest income rose by 3% to $3,954 million. Average
loans and advances to customers increased by 4%, with
strong growth in corporate and cormmercial lending, up 13%.
with close attention being paid to our risk appetite in light of
prevailing market conditions. Average customer deposits
increased by 1% but deposit margins narrowed as a result of
deposit pricing competition and continued migration from low-
cost checking accounts and liquid savings 1o higher-cost
products. Notwithstanding this migraticn, Citizens' net interest
margin increased slightly to 2.80% in 2007, compared with
2.72% in 2008, thanks in part to improved lending spreads in
the latter part of the year.

Non-interest income rose by 1% 1o $2,285 million. Bysiness
and corporate fees rose strongly, with good results especially
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in foreign exchange, interest rate derivatives and cash
managemant, driven by increasing cooperation with RBS
Corporate Markets. Good progress was atso made in credit
card issuing, where we increased our customer base by 20%,
and in merchant acguiring, where RBS Lynk achieved
significant growth, processing 30% more transactions than in
2006 and expanding its merchant base by 5%.

In response to more difficult market conditions Citizens
Intensified cost discipline, with a reduction in headcount
helging to limit total expense growth o 2%, despite
enhancements to infrastructure and processes as well as
continued investment in growth opportunities including mid-
corporate banking, contactless debit cards and merchant
acquiring.

Rising tosses and increased provisions lifted impairment costs
from $333 million in 2006 to $682 million in 2007. Against a
background of weaker economic activity the Citizens portfolio
is performing well, although we have experienced a reversion
from the very low levels of impairment seen in recent years,
refiecting both the planned expansicn of our commercial toan
book and the impact ¢f a softer housing market. There has
also been an increase in reserving. The average FICQ scores
on our consumer portfolios, including home equity lines of
credit, remain in excess of 700, with 97% of lending secured.
Average loan-to-value ratios at the end of 2007 were 58% on
our residential morigage book and 74% on our home equity
book.
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2006 compared wilh 2005

Citizens grew its totat income by 3% 1o $6,115 million and
its operating profit by 2% to $2,917 million. In sterling terms,
Citizens total income increased by 2% to £3,317 million,
while its operating profit rose slightly to £1,582 miilion.

We have achigved good growth in lending volumes, with
average loans and advances to customers increasing by 10%.
In business lending, average loans exctuding finance leases
increased by 15%, reflecting Citizens' success in adding new
mid-corparate customers and increasing Its total number of
business customers by 4% to 467,000. In personal lending,
Citizens increased average morigage and home equity lending
by 14%, though the mortgage market slowed in the second
half, Average credit card receivables, while still relatively small,
increased by 19%,

We increased average customer deposits by 4%, although
spot balances at the end of 2006 were little changed from the
end of 2005. As interest rates rose further and the US yield
curve inverted, we saw migration from low-cost checking and
tiquid savings to higher-cost term and time deposits. This
migration is a principal reasen for the decline in Citizens' net
interest margin o 2.72% in 20086, compared with 3.00% in
2005. The decline stowed over the course of the year, with
net interest margin in the second half 6 basis points lower
than in the first. Lower net interest margins more than offset
the benefit of higher average loans and deposits, leaving net
interest income marginally lower at $3,844 million.

Non-interest income rose by 9% to $2,271 million. Business
and corporate fees rose strongly, with good results espeacially
in foreign exchange, interest rate derivatives and cash
management benefiting from increased activity with Corporate
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Markets. There was good progress in debit cards, where
issuance has been boosted by the launch in September of
our “Everyday Rewards” programma, Citizens has also
become the US's leading issuer of Paypass™ contactless
debit cards, with 3.65 million cards issued. Qur credit card
customers ingreased by 20%, whilst RBS Lynk, our merchant
acquiring business, also achieved significant growth,
processing 40% more transactions than it did in 2005 and
expanding its merchant base by 11%.

Tight cost control and a 5% reduction in headcount limited
the increase in total expenses to only 1%, despite continued
investment in growth appariunities such as mid-corporate
banking, contactless debit cards, merchant acquiring and
supermarket banking.

Citizens continued to expand its branch network. Our
partnership with Stop & Shop Supermarkets has helped us

io expand our supermarket banking franchise inte New York,
while in October we announced the purchase of GreatBanc,
Inc., strengthening our position in the Chicago market and
making us the 4th largest bank in the Chicago area, based on
deposils. The acquisition was completed in February 2007.

Impairment losses totalled $333 million, representing just
0.31% of loans and advances to customers and illustrating the
prime quality of our portfolio. Underlying strong credit quality
remained unchanged as our portiolio grew, with risk elements
in lending and problem leans representing 0.32% of loans and
advances, the same level as in 2005. Our consumer fending Is
to prime customers with average FICQ scores on our portfolios,
including home equity lines of credit, in excess of 700, and
95% of lending is secured.




RBS Insurance

2007 2000
£m L

Earned premiums

TTBE07 53
(220) (212)

Reinsurers’ share
Insurance premizm income
Net fees and commissions

Other income

Total income

5387 5507  5.395
(465)  (4B3) (349

734 B 543

" TBg58 5679 5488

Diract expenses

- staff costs 297 319 318
- other 447 42 411
744 vas 727

Gross claims 4091 4030  3.508
Reinsurers' shar (81) (60 (78}
Nei Gigime™ T T T e s e o0 ERR IR
Contribution 902 964 935
Allocation of Manufacturing costs 219 215 208
Qperating profit 683 7L 727
In-force policies (000's) "

- Own-brand motor 6,713 6.790 6,580

— Own-brand non-motor (home, rescue, pet, HR24) 3,752 3.738 3,762

— Partnerships and broker {motor, home, rescue, SMEs, pet, HR24) 9,302 11,242 11317

Genera! insurance reserves - total (Em)

8,192 £,068 7778

2007 comparad wilh 2008

RBS Insurance has made good progress in 2007 in
competitive markets. Total income was maintained at £5,656
million, in line with 2006 levels, with growth in our own-brand
businesses offset by a decline in partnerships.

Operating profit declined by 9% to £683 million, reflecting the
impact of the severe flooding experienced in June and July,
Excluding the £274 million impact of the floods, contribution
grew by 22% and operating profit by 28%, supporied by
strong cfaims management andg the benefits of improved risk
selection in this and prior years. We have continued to focus on
selective underwriting of more profitable business.

Our own-brand businesses have performed weil, with income
rising by 1% and cantribution growing by 4%. Exctuding the
impact of the floods, own-brand contribution grew by 24%, in
the UK motar market we have pursued a strateqy of targeting
lower risk drivers and have increased premium rates to offset
claims inflation, improving profitadility by implementing heavier
price increases in higher risk categories. Cur international
businesses performed weil, with Spain delivering strong profit
growth while, in line with plan, our German and Italian
businesses also achieved profitability in 2007. Home insurance
grew across ail of our own brands in the second half, and we
achieved particular success in the distribution of home policies
through our bank branches, with sales up 40%.

In our partnerships and broker business, providing
underwriting and processing services to third parties, we have
concentrated on more profitable opportunities and have
consequently not renewed a number of large rescue contracts.
We also pulled back from some less profitable segments of the
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broker market. This resulted in a 17% reduction in in-force
policies, but income fell by only 2%. Contribution from
partnerships and brokers fell by 22% as a result of flood-
related claims. Excluding the impact of the floods, contribution
from parinerships and brokers increased by 18%.

For RBS Insurance as a whole, insurance premium income, net
of fees and commissions, was 2% lower at £4,922 million,
reflecting modest growth in our own brands offset by a 5%
decline in the partnerships and broker segment. Other income
rose by 11% to £734 million, reflecting increased invesiment
income.

Total expenses were held flat at £963 million. Within this, staff
costs reduced by 7%, reflecting our continued focus on
impraving efficiency whilst maintaining service stangdards. A
5% rise in non-staff costs reflects increased marketing
invastment in our own brands.

Net claims rose by 1% 1o £4,010 million. Gross claims relating
to the flopds in June and July cost more than £330 million, with
a net impact, after allowing for profit sharing and reinsurance,
of £274 million. Excluding the impact of the floods. net claims
costs were reduced by 7%. In the motor book, while average
claims costs have continued 1o rise, this has been mitigated by
impravermnents in risk seection and management and by
continuing efficiencies in claims handling.

The UK combined operating ratio for 2007, including
manufacturing costs, increased to 98.0%, reflecting a higher loss
ratfo and the reduction in parinership incoma. Excluding the
impact of the floods, the combined operating ratio was 91.9%.

X%RBS

2
&
"
]
@
&
B
=
m




Business review continued

2006 compared with 2005

RBS Insurance increased total income by 3% to £5,679 million,
with contricution also rising by 3% to £964 million and
operating profit by the same percentage to £748 miltion.

We achieved overall policy growth of 1% in our businesses
incluging excellent progress in our European businesses.
Our joint venture in Spain grew policy numbers by 14% to
1.34 million.

In the UK we have grown our own-brand motor book by 3%
whilst focusing on more profitable customers acquired through
our direct brands, with good results achieved through the
internet channel, which accounted for half of all new own-
brand motor policies last year.

We implemented price rises in motor insurance in the second
half of the year, and average motor premium rates across the
market increased in the fourth quarter. Higher premium rates
will, however, take time to feed through into income, and
competition on prices remains strong.

Qur gwn-brand non-motor perseonal lines policies were flat,
despite particutarly good progress in Tesco Personal Finance.
SME has also performed well with policies sald through our
intermediary business growing by 10%.

However, some of our partnership books continue to age and

we did not renew a number of other partnerships. As a result,
the number of partnership policies in force fell by 1%.
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Insurance premium income was up 2% to £5,501 million,
reflecting a modest overall increase in the total number of
in-force policies.

Net fees and commissions payable increased by 8% to
£486 miltion, whilst other income rose by 22% te £664 million,
reflecting increased investment income.

Total expenses rose by 3% to £960 million. Goed cost
discipline held direct expenses to £745 million, up 2%. Staff
costs rose by 1%, reflecting improved efficiency despite
continued investment in service standards. A 4% rise in non-
staff costs included increased marketing expenditure to
support growth in continental Eurcpe.

Net claims rose by 4% o £3,970 million. The enviranment for
home claims remained benign, whilst underlying increases in
average motor claims costs were partially offset by purchasing
efliciencies and improvements in risk management,

The UK combined operating ratio for 2006, inciuging
Manufacturing costs, was 94.6%, compared with 93.4% in
2005, reflecting a higher loss ratio and the discontinuation
of some partnerships.




Manufacturing

Staff costs
Other costs

2007 208 2050
£m Lin e
763 762 7245

2,151 2110 2052

Total Manufacturing costs
Allocated to divisions

‘2914 2872 277
. (2914)  {2872) (277

Analysis of Manufacturing costs:
Group Technology

Group Property

Customer Suppart and other operations
Total Manufacturing costs

2007 compared with 2006

Manufacturing costs increased by 1% to £2,914 million, as
further improvements in productivity enabled us to support
growth in business volumes and to maintain high tevels of
customer satisfaction while continuing to invest in the further
development of our business. Staff costs were flat, as salary
inflation was offset by reduced headcount in Operations,
resulting from process efficiencies. Other costs increased by
2%, reflecting property investment and continued growth in the
volumes of transactions handled.

Group Technalogy costs remained under tight control,
increasing by only 1% to £984 millicn, as significant
improvements in productivity were balanced by investment in
software development,

Group Property cosis rose by 3% to £962 million, reflecting
refurbishment and expansion of the Ulster Bank network and
continuing investment 10 support the strong growth of our
business in Europe and Asia, including the opening of a new
Corporate Markets office in Paris and further development of
our otfice portfolio in India and Singapore.

Customer Support and other operations costs remained
broadly flat at £968 million, with further significant
improvements in productivity enabling us to continug to absorb
significant increases in service volumes. At the same time we
maintained our focus on service quality, and our UK-based
telephony centres continued to record market-leading
customer satisfaction scores. Our investment in process
re-engineering acress our operational centres under the “Work-
QOut’ banner is expectad to deliver further improvemnents in
efficiency.
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968 966 el

2014 2872 276

2006 compared with 2005

Manufacturing costs increased by 3% to £2,872 million,
benefiting from investment in efficiency programmes while
supporting business growth and maintaining high levels of
customer satisfaction. Staff costs rose by 5%, with increases in
Group Technelogy partially offset oy reduced headcount in
Operations.

Group Technology costs were 2% higher at £974 million, as we
achieved significant improvements in productivity balanced by
investment in software development. In the biggest integration
project undertaken since NatWest, we brought Ulster Bank
onto the RBS technofogy platform.

Group Property costs increased by 9% to £932 million,
reflecting the continuation of our branch improvement
programme and ongoing investment in major aperational
centres, including Manchester, Birmingham and Glasgow.

Customer Support and other operations held costs virtually flat
at £966 million and, like Group Technology. achieved significant
improvementis in productivity, At the same time we maintained
our focus on service quality, and our UK-based telephony
centres continued to recor¢ market-leading customer
satisfaction scores. Our investment in ‘lean manufacturing’
approaches across our operational centres is expected to
deliver further improvements in efficiency.

¥%RBS
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Business review continued

Central ifems

Fundfnﬁﬁa 'c—o_rbdrale costs o
Departmental and other costs

Allocation of Manufacturing costs

2007 2000 HX

£m £ Ly

T T 145 a6z G50
461z 402

T BosT T 362

146 a0

Total central ltems

2007 compared with 2065

Central costs were substantially lower, reflecting in part the
gains realised on a number of planned dispesals that formed
part of the Group's funding arrangements for the acquisition of
ABN AMRO. These gains contributed to a reduction of £717
mitlion in funding and corporate costs, which also benefited
from a reduction of £152 million in the carrying value of our
own debt accounted for at fair value and the receipt of a
dividend on our investment in Bank of China. These benefits
werg partially offset by goodwill payments amounting to £119
million in respect of current account administration fees.
Excluding realised gains totalling £475 millior:, funding and
corporate costs were £620 million, 28% lower than in 2006.

Departmental and other costs increased by 4% to £461 million.

This largely reflects the centralisation of certain functions and
increased regulatory requirements.
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2006 comparer wilh 2005
Total central items decreased by 3% to £1,447 million.

Funding and corporate costs were 9% lower at £862 million,
largely reflacting a year on year reduction of £41 million in
IFRS-related volatility. The Group hedges its economic risks,
and vo'atility attributable to derivatives in economic hedges
that do not meet the criteria in IFRS for hedge accounting is
transferred 10 the Group's central treasury function.

Deparimental and other costs were 10% higher at £442 million
targely attributable to additional pension costs and higher
securitisation costs.



Employee numbers at 31 December (fult 1me aguralents rounded 10 the nearest hundred)

Global Ban'King & Markets
UK Corporate Banking

2007 0w G
10,300 8.800 7,400
9,500 8.800 8,400

Retail 37,500 38900 39,500
Wealth Management 5,000 4,500 4,200
Ulster Bank 6,400 5,600 5,100
Citizens 22,500 23,100 24400
RBS Insurance 17,300 17,500 18.300
Manufacturing 25,200 35400 26,100
Centre 2800 2600 2500

136,600 135.000 137,000
RFS Holdings 89,800 — —
Group totat 226,400 135000 137,000

2007 compared with 2006

Excluding ABN AMRO. the number of employees at 31 December
2007 was 138,600, an increase of 1,600 compared with the
previous year.

The acquisition of ABN AMRO by RFS Holdings added 89,800
employees io the Group total at 31 December 2007, In due
course, this number will reduce as business units are
transferred to the other Consartiurn Banks.
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2006 compared with 2005
The number of employees at 31 December 2006 was 135,000,
a decrease of 2,000 compared with the prior year

X% RBS
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Business review continued

Consolidated balance sheet
at 31 December 2007

2007 2006
£Em £n
Assels ) T oo B T T
Cash and halances at central Sanks 17.866 85,121
Treasury and other eligible bills 18,229 5.491
Loans and advances to banks 219,460  B2.608
Loans and advances to customers 829,250 453893
Debt securities 276,427 127,055
Equity shares 53,026 13,504
Settlement balances 16,589 7,425
Derivatives 337410  118.681
Intangible assets 48,492 18504
Property, plant and equipment 18,750 18420
Prepayments, accrued incame and other assets 19,066 2136
Assets of disposal groups 45,954 —
Total assets 1,900,519 8714372
Linbilities
Depaosits by banks 312,633 132,143
Customer accounts 682,365 384,222
Debt securities in issue 273,615 55963
Settlement balances and short positions 91,021 40276
Derivatives 332.060 118112
Accruals, deferred income and other liabilities 34,024 15,680
Retirement benefit liabilities 496 1,892
Deferred taxation 5,510 3,284
Insurance liabilities 10,162 7458
Subordinated fiabilities 37979 2rgM
Liabilities of disposal groups o 29,228 -
Total Habilites - 1,809,093 525942
Minerity interests 38,388 5,263
Equity owners 53.038 20,237
Total equity 91,426 45,400
Total Habllitles and equity 1.900,518 871 432
Analysis of repurchase agreemonts included above
Reverse repurcnase aoreements and stock borrowlng
Loans and advances 1o banks 175,941 /4,162
Loans and advances 1o customers ; . 142357 62508
i 318,208 117,050
Repurchase agreements and stock lendng
Deposits by banks 163,038 76376
Custorner accounts A ] 134916 o3.ogd
’ o 287,854 140,360
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Overview of consolidated balance sheet

Total assets of £1,900.5 bilion at 31 December 2007 were up
£1,029.1 billion compared with 31 December 2008, of which
£774.2 billton relates 1o the acquisition of ABN AMRO, Excluding
ABN AMRO, total assets were up £254.9 billion, 28% to £1,126.3
biltion largely reflecting an increase in gerivative assets, which
was accompanied by a corresponding increase in derivative
liabilties, and secured financing through reverse repos and
lending growth acrass all divisions.

Treasury and cther eligible bills increased by £12.7 billion to £18.2
billion. Excluding ABN AMRO, treasury and other eligible bills
grew £11.0 billion o £16.5 bilion due to increased trading activity.

Loans and advances 10 banks increased by £136.9 billion to
£219.5 billion with reverse repurchase agreements and stock
borrowing ("reverse repos”) up by £121.8 billion to £175.9 billion,
Excluding ABN AMRO, loans and advances 1o banks increased
by £14.8 billion, 18%, to £97.4 billion of which reverse repos
increased by £13.5 billion, 25% to £67.6 billion and bank
placings increased by £1.3 pilion, 5%, 1o £29.8 billion.

Loans and advances 1o customers rose by £362.4 billion to
£829.3 billion. Within this, reverse repas increased by £79.4
billion to £342.4 billion, Excluding ABN AMRO, loans and
advances lo customers were up £76.9 billion, 16%, to £543.8
billion with reverse repos increasing by £16.1 billion, 26% to
£79.1 billion. Excluding reverse repos, lending rose by £60.8
billion, 15% 10 £484.7 tillion, reflecting grawth across all divisions.

Debt securities increased by £149.2 billion to £276.4 billion of
which £124.8 billion related to the acquisition of ABN AMRO.
Excluding ABN AMRO, debt securities increased by £27.4
billion, 22%, o £154.6 bittion principally due to increased trading
boek hotdings in Corporate Markets.

Equity shares rose by £39.5 billion to £53.0 billion primarily
reflecting the acquisition of ABN AMRO, partially offset oy a £0.8
biflion reduction in the value of the Bank of China shareholding.

Intangible assets increased by £29.5 billion to £48.5 billion due
10 the acquisition of ABN AMRO and represented goodwill of
£24.5 billion and other intangible assets of £5.1 biffion.

Property, plant and equipment were up £0.3 billion, 2% to £18.8
billion. Excluding ABN AMRO, property, ptant and equipment
were down £1.9 billion, 10% to £16.6 billion mainty as a result of
the sale of the Canary Wharf investment progerties and sale
and leaseback transactions in the UK and US,

Settlement balances rose £9.2 billion 1o £16.6 billion, Excluding
ABN AMRO, settlement balances were down £2.1 billion, 28% to
£5.3 billion as a result of reduced customer activity,

Derivatives, assets and liabilities increased reflecting the
acquisition of ABN AMRO, growth in trading volumes and the
sffects of interest and exchange rate movements amidst current
markat conditions.

Prepayments, accrued income and other assets were up

£10.9 billion to £19.1 billion primarity reflecting the acquisition
of ABN AMRO.
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Assets and liabllities of disposal groups comprise those
busingss units of ABN AMRO that were acquired exclusively with
a view to disposal, including Banca Antonveneta, Asset
Management and Private Equity.

Deposits by banks rose by £180.5 billion to £312.6 billion of
which repurchase agreements and stock lending (“repos”) were
up £86.7 billion to £163.0 billion. Excluding ABN AMRO, deposits
by banks rose by £10.7 billion, 8% to £142.8 billion. Inter-bank
deposits were up E11.9 billion, 21% at £67.7 billion, partially
offset oy a reduction in repos down £1.2 billion, 2% to £75.1 billion,

Customer accounts were up £298.1 billion to £682.4 billion with
repos up £70.9 billion to £134.9 billion, Excluding ABN AMRO,
cusiomer agcounts were up £57.8 billion, 15% at £442.1 billion
with repos up £91.0 billicn, 17% to £75.0 billion, Excluding
repos, deposits rose by £46.8 billion, 15%, to £367.1 billion with
good growth in all divisions.

Debt securities in issue have increased by £187.7 billion 1o
£273.6 billion. Excluding ABN AMROQ, the increase was £58.7
billion, 68% to £144.7 billion.

Settlement balances and short positions were up £41.5 billion to
£91.0 billion. Excluding ABN AMRD, the increase in settlement
balances and short positions was £4.4 billion, 8% to £53.8 billion
reflecting growth in customer activity.

Accruals, deferred income and other liabilities increased
£18.4 billion ta £34.0 billion largely reflecting the acquisition of
ABN AMRO.

Deferred taxation liabilities rose by £2.2 billion, 69% to E5.5
billion largely due to the acquisition of ABN AMRO.

Subordinated labilities were up £10.3 billion, 37% to £38.0 billion.
Excluding ABN AMRO, subordinated liabilities were unchanged
at £27.7 billion. The issue of £1.0 billion dated loan capital and
£0.7 billon movemant in exchange rates was offset by the
redemption of £0.7 billion dated loan capital, £0.4 hillion undated
loan capital and £0.6 billion noncumutative preference shares.

Equity minority interests increased by £33.1 billion to £38.4
billien reflecting £33.8 billion in respect of the acquisition of
ABN AMRQ, partially offset by a reduction of £0.4 billion in the
value of the investment in Bank of China.

Owners' equity increased by £12.8 billion, 32%, to £53.0 billion.
The profit for the year of £7.6 billion, issue of £2.7 billion of
ordinary share capital, £3.2 billlon of non-cumulative fixed rate
equity preference shares and £1.1 billion of other paid-in equity
to fund the Group's investment in ABN AMRO, together with
other issues of £0.4 billion non-cumulative fixed rate equity
preference shares and £0.1 billion of ordinary shares in respect
of the exercise of share oplions, a £1.5 billion net decrease afler
tax in the Group's pension lability and £0.4 billion resulting from
the effect of exchange rates, were partly offset by the payment
of the 2006 final ordinary dividend and the 2007 interim
dividend, £3.0 billion and preference dividends of £0.3 billion,
£0.5 biltion reduction in available-for-sale reserves, and a £0.4
billion decrease in cash flow hedging reserve.

¥%RBS
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Business review continued

Cash flow
2007 e &3
Em (20 Lo
Net cash flows from operating activities 25,604 17441 40
Net cash flows from investing activities 15,988 EE45 {2812
Net cash flows from financing activities 29,691 {1,515} {703)
Effects of exchange rate changes on cash and cash equivalents 6,010 {3468) 1703
Net increase in cash and cash equivalents o 77304 19,102 2528

2007

The major factors contributing to the net cash inflow from
operating activities of £25,604 million were the increase of
£28,261 million in operating liabilities less operating assets and
the profit before tax of £9,900 million, partly offset by the
elimination of foreign exchange differences of £10,282 million
and income taxes paid of £2,442 million.

The acquisition of ABN AMRQG, included within net investment
in business interests and intangible assets of £13,640 million,
was the largest element giving rise to net cash flows from
investing activities of £15,999 miflion, with cash and cash
equivalents acquired of £60,093 million more than offsetting
the cash consideration paid of £45,856 million. Net sales and
maturities of secunties of £1,987 million and net disposals of
property, plant and equipment, £706 millicn less the net cash
outflow of £597 million in respect of other acquisitions and
disposals represented the other principle factors.

Net cash flows from financing activities of £29,691 million
primarily relate o the cash injection of £31,019 million from the
consortium partners in relation to the acquisition of ABN AMRO,
together with the issue of £4,829 million of equity securities
and £1,018 million of subordinated liabilities, offset in part by
dividend payments of £3,411 million, the repayment of £1,708
million subordinated liabilities, interest on subordinated liabilities
of £1,522 million and the redemption of £545 million of
minority interests.
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2006

The major {actors contributing to tha net cash inflow from
operating activities of £17,441 million were the profit before
tax of £9,186 million adjusted for the elimination of foreign
exchange differences of £4,516 million and depreciation and
amortisation of £1,678 million, together with an increase of
£3,980 million in operating liabilities less operating assets.

Net sales and maturities of securities of £8,000 million was
partially offset by net purchases of property, plant and
equipment of £1,292 miltion, resulting in the net cash inflow
from investing activities of £6,645 million.

The issue of E671 million of equity preference shares, £3.027
million of subordinated liabilities and proceeds of £1,354
million from minarity interests issued were more than offset by
dividend payments of £2,727 million, purchase of ordinary
shares amounting to £981 million, repayment of £1,318 milion
of suberdinated liabilities and interest on subordinated
liabilities of £1,409 million, resulting in a net cash outfiow from
fingncing activities of £1,516 million,

2005

The major factors contributing 10 the net cash inflow of £4,140
millior from operating activities in 2005 were the profit before
tax of £7.936 million less elimination of foreign exchange
differences of £3,060 million, increases in deposits and debt
securities in issue of £56,571 millicn, and increases in short
positions and settlemeant balances of £10,326 million, partialty
offset by increases in securities of £28,842 million and
increases in loans and advances of £36,778 million.

Net purchases of property, plant and equipment of £2,592
million, including operating lease assets and computer and
other equipment, were the main centributors to the net cash
outflow from investing activities of £2,612 million.

The issue of £1,649 million preference shares and £1,234
million subordinated ¢ebt were maore than cffset by dividend
payments of £2,007 million angd the repayment of £1,553
millicn of subordinated liabilities, resulting in a net cash outflow
from financing activities of £703 million.



Capital resources
The following table analyses the Group's regulatory capital resources at 31 December:

2007 2005 T 2004 vt
£m m €ni ‘_‘_l:: _ _Etm

Capital hase - ) 7
Tier 1 capital 44,364 30,041 28218 22,694 19,390
Tier 2 capital 33,693 27.4: 22437 20,229 16,436
Tier 3 capital ) 200 — — — e

78257 57532 50,665 42.923 35,638
Less: invesiments in insurance subsidiaries, associated

undertakings and other supervisory deductions (10.283) (10.583) (7.282) (5.185) (4618
Total capial T TUTUTTTTTT Tpr87a a6048 23373 37,758 31,220
Risk-welghted agsets
Banking book:

On-balance sheet 480,200 318,800 303300 261,800 214,400

Off-balance sheet 84,600 59,400 55500 44900 36,400
Trading book 44,200 22,300 16,200 17,100 =800

609,000 400300 371000 323860 263,700
Risk asset ratics % Y % 9 %
Tier 1 7.3 75 76 7.0 7.4
Total o N M2 twr 1y 1.7 118
Note: The comparative data for 2003 and 2004 in the table above are under UK GAAP as previousty published and regulated.,
As from 1 January 2005, the Group is regulated on an IFRS basis.
It is the Group's policy to maintain a strong capital base, to UK banking sector, comparing a bank's capital resources with
expand it as appropriate and to utilise it efficiently throughout its risk-weighted assets {the assets and off-balance sheet
its activilies to optimise the return to shareholders while exposures are 'weighted’ to refiect the inherent credit and
maintaining a prudent relationship between the capital base other risks), by international agreement, the RAR should be
and the undertying risks of the business. In carrying out this not tess than 8% with a tier 1 component of not less than 4%.
policy, the Greup has regard to the supervisory requirements At 31 December 2007, the Group's total RAR was 11.2%
of the Financial Services Authority ("FSA"). The FSA uses Risk (2006 — 11,7%) and the tier 1 RAR was 7.3% (2006 — 7.5%).

Asset Ratio ("RAR") as a measure of capital adequacy in the
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Business review continued

Risk and capital management

Governance
Key [GroupJAssetiand]
O Board Commitioes [GrouplRsMEComnittee] (MatsiitviMahagement] [GrouplcicdijCommitted
O . [Ganitnittee]
Executive Committees

The Group Board of directors sets the overall risk appetite and philosophy; the risk and capital framework underpins defivery of the

Board's strategy. The Board is supported by three committees:

* Group Audit Commilice ("GAC"), comprising Independent
non-execulive directors, focuses on financial reporting and
application of accounting policies as part of the internal
control and risk assessment framework. GAC maonitors the
identification, evaluation and management of all significant
risks thraughout the Group. This wark is supparted by Group
Internal Audit, which provides an independent assessment
of the design. adequacy and effectiveness of internal
controls.

L]

Advances Committee ("AC™), reporting to the Board, deals
with transactions that exceed the Group Credit Committee's
delegated authority.

Group Executive Managerent Comm.tes ("GEMC"),

an execulive committee, ensures that implementation

of strategy and operations are in line with the agreed risk
appetite. GEMC is supported by the following:

— Group Rigsk Comursitee {“GRC™ recommends and
approves limits, processes and policies that ensure the
effective management of all material non-balance sheet
risks across the Group.

— Group Credit Committee {*GCC"} approves credit
proposals under authority delegated to it by the Board
and/or Advances Commitiee.

— Groups Asset and Liability Management Commitia2
{"GALLZO") is responsible for identifying, managing and
controlling the Group balance sheet risks, These risks are
managed by setting limits and controls for capital adequacy,
funding and liquidity, intra-group exposures, and non-
uading interest rate, equity and foreign currency risk.
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Risk and capitai

It is the Group's policy to optimise return to shareholders while
maintaining a strong capital base and credit rating to suppori
business growth and meet regulatory capital requirements at
all times.

The Group currently uses a targel range for the tier 1 capital
ratio of 7.0% to 8.0% for its long-term capital planning with the
aim of operating around the mid-point of this range. This is in
excess of minimum regulatory requirements.

Capital adequacy and risk management are closely aligned.
The Group undertakes a regular assessment of its internal
capital requirement based on a quantification of the material
risks 1o which it is exposed. This assessment inciudes the use
of stress tests 1o assess whether the Group's capital resources
are adequate to remain above minimum requirements during a
macroeconomic recession. The results of this internal capital
assessmant are reviewed by the Group Board and are used to
ensure the adequacy of the Group's available capital
resources, to measure risk-adjusted returns, to inform the
annual business and financiat planning process and to inform
the Board's approval of risk appetite limiis.

The altocation of capital resources to divisions is determined
as part of the annual business and financial planning process.

Risk appetite is measured as the maximum tevel of retained
risk the Group will accept to deliver its business abjectives.
Risk appetite is generally defined through both quantitative and
qualitative techniques including stress testing, risk
concentration, value-at-risk and risk underwriting criteria,
ensuring thal appropriate pnnciples, policies and procedures
are in place and applied.



The main risks facing the Group are shown below. These
should be considered in conjunction with the Risk factors set
out on pages 32 and 33 which cou'd affect the Group's
performance.

¢ Cradit nsk: is the risk arising from the possibility that the
Group will incur losses from the failure of cusiomers 1o mest
their abligations.

Funaing and liquidsy rish: is the risk the Group is unable to
meet its obligations as they fall due.

Market rsh, the Group is exposed to market risk because of
positions held in its trading portfolios and its non-trading
businesses.

Pansen obligation risk: is the risk that the liabilities of the
Group's various defined benefit pension schemes will
exceed thelr assets as a result of which the Group is
required or chooses 10 make additional contributions to
schemes.

Egunly rsk: reflects the variability in the value of equity
investments resulting in gains or losses.

.

Insurance nsh: the Group is exposed to insurance risk, either
directty through its businesses or through using insurance as
a tool to mitigate other risk expasures.

Qreralional nsk. is the nsk arising from the Group's peaple,
processes, sysiems, physical assets and external events,

Reguiatary nsk: is the risk arsing from falling to meet the
requirements and expectations of the Group's many
regulators, or from a failure to address or implement any
change in these requirements or expectations.
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These risk and capital management processes performed well
throughout 2007, and continued working through the market
disruption seen since August 2007.

Management responsibiliies

All staff have a role to play in the day to day management of
risk in thair division, in line with Group policy, which is set and
managed by specialist staff in;

+ Risk Management: credit, market, regutatory, enterprise ang
insurance risk, together with risk analytics.

» Group Treasury: balance sheet, capital management, intra-
group credit exposure, funding and liquidity and hedging
policies.

Independence underpins the approach ta risk management,
which is reinforced throughout the Group by appropriate
reporting lines.

Developments in 2007

Following its acquisition by RFS Holdings, ABN AMRO is subject
to the Group's high fevel controls and cversight by RBS' control
functions. Although its risk systems are not yet integrated with
those of the Group, the data relating to ABN AMRO are
presented on a consistent basis. In order o facilitate
comparisong with prior years the data relating io the Group
excluding ABN AMRO are separately identified. ABN AMRO
data are analysed between businesses acquired by RBS and
those acquired by Fortis and Santander.
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Business review continued

Credit risk

Credit risk is managed o achieve sustainable and superiar
risk-reward performance whilst maintaining exposures within
acceptable risk appetite parameters. This is achieved through
the combination of governance, pelicies, systems and
caontrols, underpinned by sound commercial judgement as
described below.

v Folicies and risk appelite: policies provide clarity around the
required Group framework for the assessment, approval,
monitaring and management of credit risk where risk
appetite sets the tolerance of loss. Limits are used to
manage concentration risk by single name, sector and
country.

+ Decision makers: credit authority is granted {o independent
persons or committees with the appropriate experience,
senionty and commerciat judgement. Credit authority is not
extended to relationship managers. Specialist internal credit
risk departments independently oversee the credit process
and make credit decisions or recommendations to the
appropriate credit committee.

Madels: credit models are used to measure and assess risk
decisions and to aid on-going monitoring. Measures, such
as Probability of Defaul, Exposure at Default, Loss Given
Default (see below) and Expected Loss are calculated using
duly authorised models. All credit models are subject to
independent review prior to implementation and existing
models are reviewed on at least an annual basis.

.

Mitization techniques io reduce the potential for loss: credis
risk may be mitigated by the taking of financial or physical
security, the assignment of receivables or the use of credit
derivatives, guarantees, risk participations, credit insurance,
set off or netting,

Risk syslers and data qual ly: systems are well organised to
produce timely, accurate and complete inputs for risk
reporling and to administer key credit processes.

Analysis and repornng: portfolio analysis and reporting are
used to ensure the identification of emerging concentration
risks and adverse movements in credit risk quality.

Stress tesuag: stress testing forms an integral part of
porticlic analysis, providing a measure of potential
vulnerability 10 exceptional but plausible econamic and
geopolitical events which assists management in the
identification of risk not otherwise apparent in more benign
circumstances. Stress testing informs risk appetite decisions.

Partfalio management: active management of partfolio
concentrations as measured by risk reporting and stress
testing, where credit risk may be mitigated through
promoting asset szles, buying credit protection or curtailling
risk appetite for new transactions.
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Credit slowarastp: customer transaction monitoring and
management is a continuous process, ensuring performance
is satisfactory and that documentation, security and
valuations are complete and up to date.

Probiem debt identificaton: policies and systems encourage
the early identification of problems and the employment of
speciatised staff focused on collections and problem debt
management,

-

Provisioning: independent assessment using best practice
models for coliective and latent loss. Professional evaluation
is applied to individual cases, to ensure that such losses are
comprehensively identified and adequately provided for.

-

Recovery: maximising the return 1o the Group through the
recovery process.

Basel 11

RBS has received agreement (called ‘a waiver') from the UK
Financial Services Authority to adopt the Advanced Internal
Ratings Based {(AIRB) approach for calcutating capital
requirements for the majority of the business with effect from
1 January 2008. The Group, therefore, will be one of a small
number of Banks whose risk systems and approaches have
achieved the advanced standard for credit, the most
sophisticated available under the new Basel Hl framework.

The AIRB approach to Basel It is based on the
following metrics.

* Probabllity of default ("PD"): the likelinood that a customer
will fail to make full and timety repayment of credit
obligations over a one year time horizon. Customers are
assigned an internal credit grade which corresponds to
probability of default. Every customer credit grade across all
grading scales in the Group can be mapped to a Group
level credit grade (see page 74).

Expesure al default (“EAD™}: such models estimate the
expected level of utilisation of a credit facility at the time of
a borrower's default. The EAD is typically higher than the
current wtilisation {e.g. in the case where further drawings
are mace on a revolving credit facility prior to default) but
will not typically exceed the total facility limit.

.

Loss ghen defauit (“LGD"): models estimate the economic
less that ray occur in the event of default, being the dabt
that cannot be recovered. The Group's LGD models take into
account the type of borrower, facility and any risk mitigation
such as security or collateral held.



Credit nsh azsets

Credit risk assets are an internal risk measure of the Group's exposure to customers. These censist of loans and advances
{(including overdraft facilities), instalment crecit, firance lease receivables, debt securities and other traded instruments across all

customer types.
2007 2006 i
Credit nsic assets £bn ion 23]
Corporate Markets
- Globat Banking & Markets 330.2 233.4 206.5
- UK Corporate Banking 86.8 760 66.5
Retail Markets
- Retail 112.8 180 3.2
— Wealth Management 1.7 10.G 8.9
Ulster Bank 46.5 v 319
Citizens 71.8 a7.5 745
RBS Insurance 9.0 T2 67
668.8 538.2 498.2
ABN AMRO excluding minority interest 131.8 — —
’ T T 8006 5392 4982
ABN AMRO minarity interest 206.0 — —
1,006.6 539.2 4088.2

Excluding reverse repurchase agreements, credit risk assets as at 3* December 2007 were £1,006.6 billicn (2006 — £539.2 billien),

an increase of £467.4 billion during the year of which £337.8 billion argse from the acquisition of ABN AMRO.

An analysis of reverse repurchase agreements is shown below.

2007 200n 2055

Reversa repurchase agreements £bn ihn 28]
Banks ‘ ' 67.6 54.2 418
Customers 79.1 62,9 4839
RBS excluding ABN AMRO 146.7 1974 0.7
ABN AMRO excluding minority interest 169.9 — —
- T 73660 197 0.7

ABN AMRO minority interest 1.7 — —
318.3 1171 0.7

Reverse repurchase agreements as at 31 December 2007 were £318.3 billion (2006 - £117.1 billian), an increase of £201.2 bilion of

which £171.6 billion arose from the acquisition of ABN AMRO.

RBS Group * Annual Report and Accounts 2007

X¢RBS

73

S
£
3
4
@
@
&
-]
@
5
M




Business review continued

Cradit nsk assel quality

Internal reporting and oversight of risk assets is principaliy differentiated by credit ratings. Internal ratings are used to assess the
credit quality of borrowers. Customers are assigned an internal credit grade based on various grading models that reflect the
probability of default. All credit ratings acress the Group map 10 a Group level asset quality scale.

Expressed as an annual probability of default, the upper and lower boundaries and the raidpoint for each of these Group level asset
quality grades are as follows:

Annual probability of default

Mirimum Midpoint Maximum S&P
Assat quality grace % * % equivalent
A 0.0¢ 0.10 0.20 AAA 1o BBB-
AQ2 0.21 0.40 0.60 BB+ to 8B
AQ3 0.61 1.05 1.50 BB- to B+
AQ4 1.61 3.25 5.00 B+t B
AQS 5.01 52.50 100.00 B and below

Deslnbuton of cradit ns< assets by asset quality

As at 31 December 2007, including ABN AMRC net of minority interest, exposure to investment grade counterparties {(AQ1)
accounted for 48% (2006 - 46%) of credit risk assets and 97% (2006 — 97%) of exposures were to counterparties rated AQ4
ar higher, The exposure to the lowest asset quality (AQ5) remained at 3%.

2007 inclucing ABN AMRO

[ 2007 inciuding ABN AMRO
net of minenty interest

[ g [ }2007 axciuding ABN AMAQ
AQS5 |- - 2006

0% 10% 2% 30% A% 50%

Note: Graph data are shown net of provisions and reverse repurchase agreements.
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Distributicn of cradil risk assets by industry sector
Industry analysis plays an important part in assessing petential concentration risk from within the loan portfolio. Particular attention is
given to industry sectors where the Group believes there is a high degree of risk or potential far volatility in the future.

The Group also uses scenario analysis and stress testing in order to monitor the risk 1o clusters of correlated indusiry sectors.

individuals

Public sectors and
quasi government

Financial services

Property

R T P P P 5 S |

Banks f

Transport and storage
Manufacturing
Wholesale and retail trade

Building and canstruction

Technology, mediaand [~
lalecommunications

Tourism and elsure

Business services H

Power and water — £ 2007 inciuding ABN AMRO
[ 2007 inchuding ABN AMRO
‘*"“"E not of minority Interast
Natural resources - | .. 2007 excluding ABN AMRO
2006

Agricullure and lisheres F_lﬂ

0% 5% 10% 15% 20% 25% 30%

Note: Graph data are shown net of pravisions and reverse repurchase agreements,

As at 31 December 2007, including ABN AMRO net of minority interest, 21% of credit risk assets (2006 — 28%) related 10 individuals
and incluces mortgage lending and other smaller loans that are intrinsicalty well-diversified. Corporate industry exposure comprised
40% of credit risk assets (2006 — 36%), which are welt diversified across a range of sectors. Banks and financial services account
for 24% of credit risk assets (2006 — 20%) and public sector and quasi government credit risk assets make up the remaining 15%
(2006 ~ 16%).
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Business review continued
Diskribution of credit nsk assets by ggography Inciuging
The acquisition of ABN AMRO in October 2007 has also Inchuding n:ﬁ:: ;Mm';?,y Exchuding
changed the risk profile of the Group, with benefits arising ABN AMRO inzl;‘le;s'.t mwno 2005
from increased diversification available from the Group's 100% 2007 — —
wider global reach,
The Group operates in over 50 couniries, but with the majority 80% =
of assets in the UK, North America and Europe.
60% [
} E Ratat of wrid 4% -
| [ eurcpe
20% [~
] Morth Amecica
3.7 9.7 452 48.8
Linttad Kingcom

|
I
0%

Distneution of credi risk assels oy preduct and customer type

Lending to banks, corporates,
sovergigns and quasi government
Debt securlties issued by banks,
corporates, sovereigns and quasi government o J
Lending o individuals
{morlgages} )
Lending to individuals |~
{other) \
] »
Off-balance sheet and other ,,' [ 2007 Inciucing ABN AMRO
[ 2007 including ABN AMRG
nat of minority intenast
Lending to small business | ... J . 1. 2007 excluding ABN AMRO
. 2006
I I | [
, 0% 10% 20% 0% 40% 50%

The Group also meniters its credit portfolic by customer fype and product type. Including ABN AMRO net of minority interest, the
largest category is lending to banks, corporates, sovereigns and quasi governments which represented 48% of credit risk assets
as at 31 December 2007 (2006 - 41%). Lending to individuals accounted for 20% (2006 — 26%).
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Loan imzoairment

The Group classifies impaired assets as either Risk Elements
in Lending {REIL) or Potential Problem Loans (PPL). REIL
represents non-accrual loans, loans that are accruing but
are past due 90 cays and restructured loans. PPL represents
imgaired assets which are not included in REIL but where

Both REIL and PPL are reported gross of the value of any
security held, which could reduce the eventual loss should it
occur, and gross of any provision marked. Therefore impaired
assets which are highly collateralised, such as mortgages, will
have a low coverage ratio of provisions held against reported
impaired balance.

information about possible credit problems cause management
to have serious doubts about the future ability of the borrower
tn comply with loan repayment terms.

The table below sets out the Group's loans that are classified as REIL and PPL:

Including
ABN AMRO
nat of
Including minanty Excluding
ABN AMRC iterest  ABN AMRQ
2007 2007 2007 206
REILA@‘P PP!_ o o L . ] £m_ im
Non-accrual loans 10,362 7,949 6,668 6,232
Accrual loans past due 80 days @ 369 302 256 s
Troubled debt restructurings — —_ — e 2
Total REIL 10,731 8.251 6,924 (R.337 54937
PPL ) o 671 131 64 52 19

Total REIL and PPL T 11402 8382 6988 6388 5956

REIL and PPL as % of customer loans and advances — gross ¢ 1.64% 1.49% 1.49% 1.57% 1.60%

The sub-categories of REIL and PPL are calculated as described in notes 1 1o 4 below.

Notes:
(1) All loans against which an impairment provision is held ara reported In the non-accrual category.
{2) Loans whera an impatrmant evenl has takon place but no impairment recegnised. This categary is used for fully collateralised non-revolving credil facilities.
(3) Troubled debt rastructurings reprasent loans that have been restruclured foliowing the grantung of a concesslon by 1he Group to the borrower.

{4) Loans for which an Impairment event has occurred but na impairment provision s nacessary This category is useg lor fully coliaternllsec acvances and revolving credit facililies
wherg idenliicaton as 90 days overdue 1s not faas:ble.

(5) Gross of provisions and excluging reverse repurchase agreemants.

REIL as at 31 December 2007 was £10,731 million {2006 — £6,337 million}. Excluding ABN AMRO minority interest, REIL was £8,251
million, an increase of £1,914 million {30%) during the year. As a percentage of customer lending, REIL and PPL in aggregate, excluding
ABN AMRO minority interest, show an improving trend, amounting to 1.49% of customer foans and advances at 31 December 2007
{2006 ~ 1.57%).

REIL by division
The table below shows REIL by division.

ReIL ' ) o mr e
Corporate Markets i )
- Global Banking & Markets 373 492 406
- UK Corporate Banking 1.236 1,034 o590
Retail Markets
- Retail 4,286 4,078
- Weaith Management 45 43
Ulster Bank 667 493
Citizens 37 175
Other . —

6924
ABN AMRO excluding minority inierest 1,327 — —
8,251 6,337 5837
ABN AMRO mincrity interest_ - L o280 e e
Total REIL 10,731 5,337 5937

During 2007, REIL in Retail Markets increased by £210 million, Uister Bank by £169 millicn and Citizens by £142 mitlion.

X% RBS

RBS Group + Annual Report and Accounts 2007

>
3
@
4
&
£
3
3
o




Business review continued
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Impairment loss provision methodology
Provisions for impairment losses are assessed under three
categories as described below:

Indiviclually assessed provisions are the provisions required
for individually significant impaired assets which are assessed
on a case by case basis, taking into account the financial
condition of the counterparty and any guarantor. This
incorperates an estimate of the discounted value of any
recoverles and realisation of security or collateral. The asset
continues o ba assessed on an individua! basis unti it

is repaid in full, transferred to the performing partfolio or
written-off,

Collectively assessed nrovisions are pravisions on impaired
credits below an agreed threshold which are assessed on

a portfolio basis, to reflect the hormogeneous nature of the
assets, such as credit cards or personat loans. The provision is
determined from a quantitative review of the relevant portfolio,
taking account of the level of arrears, security and average
loss experience over the recovery period.

Lalent joss provsiens are provisions held against the
estimated impairment in the performing portfolio which have
yel to be identified as at the balance sheet date. To assess the
latent loss within the portfolics, the Group has developed
methodologies o estimate the time that an asset can remain
impaired within a performing portfolio before it is identified and
reported as such.

Provision analysis

The Group's consumer portfolios, which constst of small value,
high volume credits, have highly efficient largely automated
processes for identifying problem credits and very short
timescalss, typically three months, before resolution or
adoption of various recovery methods.

Corporate portfolios consist of higher value, low volume
credits, which tend to be structured to meet individual
customer reguirements. Provisions are assessed on a case by
case basis by experfenced specialists, with input from
professional valuers and accountants as appropriata. The
Group operates a provisions governance framawork which
sets thresholds whereby suitable oversight and challenge

is undertaken. These opinions and levels of pravision are
overseen by each division’s Provision Committee. Significant
cases are presented tg, and challenged by, the Group Problem
Exposure Review Forum.

Early and active management of problem exposures ensures
that credit losses are minimised. Specialised units are used for
different customer types to ensure that the appropriate risk
mitigation is taken in a timely manner.

Portfolic provisions are reassessed regularty as part of the
Group’s ongoing moniloring process.

The following table shows an analysis of the foan
impairment charge.

Including
ABN AMRD
net of
Including minorty Excluding
ABN AMRC interest  ABN AMRC
2007 2007 2067 200
Loan mpairment charge £m £m Em ; £9
Latent loss provisions charge 88 25 2 H 14
Collectively assessed provisions charge 1,744 1,669 1,644 1,573 1,349
Individually assessed provisions charge 274 244 198 217 280
Tetat charge o income stalement 2,106 1,938 1,844 1877 1,703

Charge as a % of cuslomear loans and agvances — gross

Note:

(1) Grass of provisions and exclud.ng feverse repurchase agreemants.

030% 0.34%  039%  046%  0.48%

Provisions for toan impairment charged to the income statement in 2007 were £2,108 million. Exctuding ABN AMRO minority interest,
the charga was £1,938 million, up £61 million {3%) from 2006 and as a percentage of customer lending, the impairment charge was

0.34% (2006 - 0.46%).
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Summary of loan impatirmest provisiens

Inchuding
ABN AMRO
net of
Including minonty Exchuding
ABN AMRO interesl  ABN AMRO
2007 2007 2007 200 200
Laan inpairment provisions ) _ em  &m  Em_ im . im
Latent loss provisions 1,050 734 600 543 543
Callectively assessed provisions 3.834 3.167 2,996 2540 2.587
Individually assessed provisions B 1,554 1,080 637 595 754
Toral provisions 6,438 4,961 4,233 3,833 1,884
Tarat provision as a % of customer inans and advances — gross 0.9% 0.9% 0.9% 1.0% 1.0%

Notes:

{%) Excludes pravisions aga:nst kans and agdvances to banks of £3 milllon (2006 - £2 mulicr; 2005 - £3 millien).

{2) Gross of provisions and excluding reverse repurchase agreemants.

As at 31 December 2007 total customer provisions were £6,438 million. Excluding ABN AMRO minority

were £4,861 million, up £1,028 million (26%) from 31 December 20086.

Provisions coverage
The Group's provision coverage ratios are shown in the table below.

Tolel provision expressed as a:
% of REIL
% of REIL and PPL

Including

ABN AMRO

2007

80%
56%

Incuding
ABN AMRO
net of
minority
intarest
2007

0%
59%

interest, ictal customer provisions

Excluding
ABN AMRO
007 2000 P
51% 5% 65%

61%  62%  65%

The coverage ratio of closing provisions to REIL and PPL decreased from 62% to 56% during 2007. Excluding ASN AMRO minority
interest, the coverage ratio was 59%. The lower coverage ratio reflects amounts written-off and the changing mix from unsecured to

secured exposures.

Mowement in loan imparment provisions balance
The movement in provisions balance is shown in the table below.

2007 2006

Em £m

Balance as at 1 January 3,935 3,867

Currency translation and other adjustments 137 {61)
Acquisition of subsidiaries

— ABN AMRO excluding minority interest 657 —

- ABN AMRO minority interest 1,547 —

— Other 6 —

Amounts written-off 2171 (1,841

Recoveries of amounts previously written-off 380 216

Charge to income statement 2,106 1,877

Discount unwind () (166} {142

Balance as at 31 December .. T oB441 39835

Noiss:

{1) The impact of discounting inherent within ihe provisions ba'ance ig unwound as the ime 10 recaiving the expacted recovery cash flows draws nearer.

{2) Includes prowisions against lnans and advarces to banks of £2 million {2006 - £2 millien).

An impairment provision calculated using the effective interest rate method leaves a discounted asset: the discount unwinds at a

constant effective rate until the outstanding asset is completely realised.
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Business review continued

Liquidity risk
The Group's liquidity policy is designed to ensure that it can at
all imes meet its obligations as they fall due.

Liquidity management within the Group focuses on overall
balance sheet structure and the control, within prudent limits,
of risk arising from the mismatch of maturities across the
balance sheet and from exposure 10 undrawn commitments
and other contingent obligations. The management of liquidity
risk within the Group is undertakan within limits and other
policy parameters set by GALCO. Compliance is monitored
and coordinated by Group Treasury both in respect of interna!
policy and the regulatery reguirements of the Financial
Services Authority. In addition, ali subsidiaries and branches

outside the UK ensure compliance with any foca! regulatory
liquidity requirements and are subject to Group Treasury
aversight.

Biversificalion of funding sources

The structure of the Group's batance sheet is managed {0
maintain sibstantial diversification, to minimise concentration
across its various deposit sources, and to limit the reliance on
total short-term wholesale sources of funds (gress and net of
repos) within prudent levels.

During 2007, the Group's funding sources remained welt
diversified by counterparty, instrument and maturity, both
before and after the acquisition of ABN AMRO in October 2067,

including ABN AMRO Exgiuding ABN AMRO
2007 2007 008 2005

Sources of funding £m % Em % o fn % g %
Customer accounts {excluding repos)

Repayable on demand 346,074 24 225908 26 197771 28 172,853 T
_ Time deposits 201,375 14 140,630 17 122,467 17 123,280 9
Total customer accounts (excluding repas) 547,849 38 366,538 43 470,536 45 294113 36
Debt securities in issue over one year

remaining matutity 117,873 8 55,448 7 44,008 6 22293 z
Subordinated liabilities 37,979 3 27665 3 27654 4 26274 4
Owners' equity 53,038 4 53,177 6 40227 6 35435 B
Total customer accounts and long term funds 756,339 53 502,828 59 432125 B1 380,115 59
Repo agreements with customers 134,916 10 75,029 9 83984 9 43754 7
Repo agreements with banks 163,038 n 75,155 2] 78,376 11 47 805 7
Total customer accounts, long term funds T B

and collaleralised borrowing 1,054,283 74 653,012 77 572,485 81 478774 73
Debt securities in issue up to one year

remaining maturity 185,742 1 89,188 10 41,957 5  8Bazv i
Deposits by banks {excluding repos) 149,585 0 67,30 8 Bha7 8 82502 0
Short positions 73,501 5 47,058 5 43 A0 B 37,427 6
Toal 1433131 100 856,560 100 714018 1007 644, a5 100

30

Customer accounts (excluding repos) and long term funds (term
debt securities in issue of over one year remaining maturity and
capital) continue 1o represent the core of the Group's funding.
Exciuding ABN AMRO, these core funds in total increased by
£70.7 billion {76%) over the course of 2007 to represent 59% of
total funding at 31 December 2007. The inclusion of ABN AMRC
has added £253.5 billion to that total at 31 December 2007 to
represent 53% of total funding in the enlarged balance sheet.

Customer accounts comprise a well diversified and stable
source of funds from a wide range of retail, corporate and non-
bank institutional customers. Excluding ABN AMRO, customer
accounts grew by £46.3 billion {14%) tc represent 43% of total
funding at 31 December 2007, The inclusion of ABN AMRO has
added £180.2 billion to that total at 31 December 2007, to
represent 38% of tofa! funding in the enlarged balance sheet.

Term debt securties in issue with an outstanding term of over
one year increased £11.4 billion (26%) 10 represent 7% of the
Group’s funding at 31 December 2007 excluding ABN AMRO,
reflecting the activity of the Group in raising term funds through
its securitisation and Euro and US Medium Term Note
programmes.
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Incluging ABN AMRO, term dett issuance through its similar
programmes has added £62.4 billion to that figure, to
represent 8% of total funding in the enlarged balance sheet.

Capital {owners’ equity and subordinated debt) increased
by £13.0 billion {19%) to provide 9% of total funding at
31 December 2007,

Repo borrowing collateralised by a range of debt securities
and other assets is undertaken with a range of corporate and
institutional customers and banks. Excluding ABN AMRO,
collateralised borrowing by repa increased by £9.8 billion (7%)
to represent 18% of the Group's funding at 31 December
2007. Including ABN AMRQ collateralised borrowing by repo
has added £147.8 billion to that figure, to represent 21% of
total funding in the enlarged balance sheet.

Short term wholesale funds (with up to one year residual
maturity) arg taken on an uncollateralised basis from a wide
range of counterparties and deht investors, with the largest
single depositor continuing to represent less than 1% of the
Group's 1otal funding.




Shert positions in various securities are held primarily by RBS
Greenwich Capital in the US, RBS Global Banking & Markets
and by ABN AMRC Globat Markets. Excluding ABN AMRO,
the level of funding from short term unsecured debt issuance,
bank deposits {excluding repos) and short positions has
increased by £62.0 billion (44%) to represent 23% of total
funding at 31 December 2007. Including ABN AMRQ, such
shart-term wholesale borrowing has added £175.3 billion to
that figure, to represent 26% of total funding in the enlarged
balance sheet.

Mot customer activity

Net customer achvity

Excluding ABN AMRQ, net customer lending, excluding repos,
rose by £14.7 billlon (17%) over the course of 2007 as the
growth in loans and advances to customers continued to
exceed growth in customer accounts, thus increasing
commensurately the reliance on wholesale market funding to
support loan growth,

Including ABN AMRO, net customer lending, excluding repos,
has added £43.5 billion, reducing the ratio of loans and
advances io customer accounts 1o 126.6%.

Including Excluding
ABN AMRO  ABN AMRO
2007 2007 et 20034
£m Em £in £m

Loans and advances 1o cuslomers {gross, excluding reverse repos)

Customer accounts (excluding repos)

693,331 468,942 407,918 372,223
547,449 366,538 320,238 294111

Customer lending less customer accounts

145882 102,404  B7,.080 78010

Loans and advances 1o customers as a % of customer accounts (excluding repos} 1266% 127.9% 1274%  12640%

Managemaent of term structum

The Group evaluates on a regular basis its structural liquidity
risk and applies a variety of balance sheet management and
term funding strategies to maintain this risk within its normat
policy parameters.

The degree of maturity mismatch within the overall long-term
structure of the Group's assets and liabilities is managed
within internal policy guidelines, to ensure that term asset
commitments may be funded on an economic basis over their
life. In managing its overall term struciure, the Group analyses
and takes into account the effect of retail and corporate
customer behaviour on actual asset and liability maturities
wherg they differ materially from the underlying contractual
maturities.

Stress testing

In August 2007, a systemic liquidity stress event was triggered
oy difficulties in the US sub-prime mortgage market which then
spread more widely 1o the global asset-backed market and
impacted adversely the overall supply and cost of funding and
liquidity for other than very short-term maturities, RBS has
managed its liquidity position through those market conditions,
increased its liquidity cushion and remains able fully o meet its
funding needs.

The Group performs stress tests 10 simutate how events may
impact its funding and liquidity capabilities. Such tests inform
the overall balance sheet structure and help define prudent
limits for control of the risk arising from the mismatch of
maturities across the balance sheet and from undrawn
commitments and other contingent obligations. The nature of
stress tests is kept under review in line with evolving market
conditions.
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Contingency funding plans are maintained to anticipate and
respend to any approaching or actual material deterioration in
market conditions. The Group remains confident that it can
manage its liquidity reguirements effectively under such
circumstances.

Daily marzgement

The primary focus of the daily management activity is to
ensure access to sufficient liguidity to meet cash flow
obligations within key time horizons, in particular out to one
month ahead.

The short-term maturity structure of the Group's liabilities and
assets is managed daily to ensure that all material or potential
cash flow obligations, arising from undrawn commitments and
other contingent obligations can be met. Potential sources
include cash inflows from maturing assets, new borrowing or
the sale of various debt securities held (after allowing for
appropriate haircuts).

Short-term liquidity risk is generally managed on a
consolidated basis with internal liguidity mismatch limits set far
all subsidiaries and non-UK branches which have material
local treasury activities, thereby assuring that the daily
maintenance of the Group's overa!l liquidity risk position is not
compromised. ABN AMRO, Citizens Financizal Group and RBS
Insurance manage liquidity locally, given different regulatory
regimes, subject to review by Group Treasury. As integration of
ABN AMRO's businesses within the Greup proceeds, the
liguidity risk policies. parameters and metrics used will be
progressively aligned within a single framework,

X4RBS
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Business review continued
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Inciding Excluding
ABN AMRQ  ABN AMRO
2007 2007 2000 2005
Net short-ferm wholesale market acuvity £m £m £n €
Debt securities, listed held-for-trading equity shares, treasury and other eligible bills 328,352 174,724 133775 129440
Reverse repo agreements with banks and customers 318,298 148,675 117,080 90601
Less: repos with banks and customers (297,954) (150,184) (:40,360) (96,6G59)
Short positions (73,501) (47,058) {43.808) (37,407)
Insurance companies’ debt securities held (8,062) (6.876) (G.129) (5,724}
Debt securities charged as security for liabilities : B _ {29.709)  (8,911) (BSGO) (9,576
Net marketable assels 237424 108370 53957 70,743
By remaining maturity up to one menth:
Deposits by banks {excluding repos) 112,184 38470 35088 35163
Less: loans and advances 1o banks (gross, excluding reverse repos) (25,609) (21,763) (21,136) (16,381
Debt securities in issue 66,289 28,814 19,924 20,677
Nel wholesale liabilities due within ong@ month ~ R 152,861 45,521 34,877 390,349
Net surplus of marketable assets over wholesale jiabilities due within one month 84,563 62,849 19,080 31,394

Excluding ABN AMRO, the Group's net surplus of marketable
assets over net short-term wholesale liabilities due within one
month increased by £43.8 billion, reflecting actions taken by
the Group 1o Increase its liquidity cover in response to market
conditions. Including ABN AMRO, the net surplus of
marketable assels over net short-term wholesale liabilities due
within one month was £84.6 billion.

Sierling liquichty

Excluding ABN AMRQ, over 36% of the Group's total assets
are denominated in sterling, where the FSA requires the Group,
an a consolidated basis, to maintain daily a minimum ratio of
100% between:

+ a stock of qualifying high quality liquid assets {primarily UK
and EU government securities, treasury bills and cash held
in branches); and

= the sum of: stering wholesala net outflows contractually due
within five working days (offset up to a limit of 50%, by 85%
of sterling certificates of deposit held which mature beyond
five working days); and 5% of retail deposits with a residual
contractual maiurity of five working days or less.

The FSA also sets an absolute minimum level for the stock of
qualifying liquid assets that the Group is reguired to maintain
each day, Internal processes ensure that the Group achieves
or exceeds these minimum requirements at all times.
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Liguichity in non-sterling currencies

The Group also recognises the importance of non-stering
liquidity, which is managed daily within various limits. This takes
into account the marketability, within a short period, of the wide
range of debt securities held, if required to meet unexpected
outflows.

The level of contingent risk from the potential drawing of
undrawn or partially drawn commitments, back-up lines,
standby lines and other simitar facilities is also actively
monitored and reflected in the measures of the Group's non-
sterling liquidity risk. Particular atiention is given to the US
dollar commercial paper market and the propensity of the
Group's bank and corporate counterparties who are active in
raising funds from that market to switch to utilising faciiities
offered by the Group in the event of either counterparty
specific difficulties or a significant widening of interest spreads
generally in the commercial paper market.




The Group also pravides liquidity back-up facilities 1o its own
conduits ang has sma'l exposures to ather selected conduits
which take funding from the asset-backed commercial paper
("ABCP™ market. The short-term contingent liquidity risk in
providing such backup facilities is mitigated by the spread of
maturity dates of the commercial paper taken by the conduits.
Limits sanctioned for such facilities totalled approximately

£64 billion at 31 December 2007, of which £16 billion related
1o the RBS conduits and £48 billion o ABN AMRO conduits,
The RBS conduits are multi-seller ABCP conduits rated at A1
or A1+/P1 levels. During the difficult market conditions since
August 2007 the canduits were generally able to continue to
issue rated CP albeit at generally shorter maturities and higher
price levels than previously, There was an increased shoriage
of market liquidity, particularly in November and December, for
longer dated issuance (i.e. over 1 month) as the year end
approached. RBS and RBS Greenwich Capital Markets act as
dealers to the conduits' CP issuance programmes and have
purchased CP in that capacity but such holdings have not
generally been material. The majority of the ABN AMRO
conduits are also rated A1 or A1+/P1 and they experienced
simitar trading conditions to the RBS conduits although they
saw iwo small conduits draw liquidity. ABN AMRO Bank and
ABN AMRO Corg act as dealers to the programmes and have
held generally non material CP on inventory. The conduits are
consolidated by the Group.

Developments i iquidity nskh management regulation
During 2007, increased regulatory focus and the need for
international coordination of liquidity risk management has
been highlighted by external market conditions.

New liguidity regulation was also introauced by a number of
local regulators, notably in the Republic of freland, The Group
hag no difficulties in mesting the new requirements,

Further regulatory developments are expected through 2008,
Including progress in harmonising liquidity requirements.
Central Banks are also expected to continue to work to
coordinate their liquidity supply arrangements in order to
mitigate market conditions, The Group has been, and
continues to be, actively involved in working with the various
regulatory policy makers and central banks to assist the
development of an appropriate future liquidity regime which
takes into account both national considerations and the
integrated cross-border approach to the management of
liquidity risk within integrated barking groups such as the
Group.

Market risk

Market risk is defined as the risk of loss resuiting from adverse
changes in risk {actors such as interest rates, foreign currency
and equity prices, together with related faciors such as market
volatifities.

The Group is exposed to market risk because of positions held

in its trading portfolios as well as its non-trading business
inciuding the Group's treasury operations.
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There are two sources of market risk for the Group:

+ Trading: the principat risk factors for the Group are interest
rates, credit spreads, equity prices and foreign exchange.

The primary focus of the Group's trading activities is client
facilitation — providing products to the Group's client base at
competitive prices. The Group also undertakes: market
making — quoting firm tid (buy) and offer (sell} prices with
the intention of profiting from the spread between the
quotes; arbitrage - entering into offsetting positions in
different but closely related markets in order to profit from
market imperfections; and proprietary actvity — taking
positions in financial instruments as principal in order {o take
advantage of anticipated market conditions.

Financial instruments held in the Group's trading portfalios
include, but are not limited to: debt securities, loans,
deposits, equlties, securities sale and repurchase
agreements and derivative financial instruments {futures,
forwards, swaps and options).

For a discussion of the Group's accounting policies for, and
information with respect to, its exposures to derivative
financial instruments, see Accounting policies and Note 13
on the accounts.

Mon-trading: the principat market risks arising from the
Group's non-trading activities are interest rate risk, currency
risk and equity risk,

Treasury activity and mismatches between the repricing of
assets and liabilities in its retail and commercial banking
operations account for most of the non-trading interest rate
risk. Non-trading currency risk cerives from the Group's
investments in overseas subsidiaries, associates and
branches.

The Group’s strategic investment in Bank of China, venture
capital pertfolio and investments held by its general
insurance business are the principal sources of non-irading
equily price risk.

The Group's portfolios of ngn-trading financial instruments
mainly comprise loans {including finance leases), debt
securities, equity shares, deposits, certificates of depasit
and other debt securities issued, loan capital and
derivatives. To reflect their distinct nature, the Greup's long-
term assurance assets and liabilities attributable to
pulicyholders have been excluded from these market risk
disclosures.

Strategy and process

GEMC approves the Group'’s trading book market risk appetite,
exprassed in valug-at-risk (VaR) and stress testing limits. These
limits are delegated to individua! trading businesses within the
Group. The Board, GEMC and GRC review monthly reports,
which provide summary information on VaR, trading positions
and siress tests.
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Business review continued

The market risk function is independent of the Group’s trading
businesses and is responsible for:

= effective application and compliance with the Group's
Market Risk Policy Statement (MRPS), aligning the market
risk taken by the Group with the risk limits set by GEMC;

= identification, measurement, monitoring, analysis and
reporting of the market risk generated by the various
businesses; and

+ determination of appropriate policies and methedelogies to
measure and control market risk.

Marhat nsk measurement methodology

The Group uses a number of approaches to measure market
fisk in its trading and treasury portfolios. These approaches
include:

{1} VaR

VaR is a technigue that produces estimates of the potential
negative change in the market value of a portfolio over a
specified time horizon at given confidence 'evels. For internal
risk management purposes, the Group'’s VaR assumes a time
horizon of one trading day and a confidence level of 95%. The
Group also calculates VaR at a confidence interval of 99% and
a time harizen of ten trading days for the purposes of
calculating trading book market risk capital.

The Group uses historical simulation models in computing VaR.
This approach, in comman with many other VaR models,
assumes that risk factor changes observed in the past are a
good estimate of those likely to occur in the future and is,
therefore, limited by the relevance of the historical data used.
The Group's method, however, does not make any assumption
about the nature or type of underlying loss distribution. The Group
typically uses the previous 500 trading days of market data.

The Group calculates both general market risk (i.e. the risk due
to movement in generat market benchmarks) and idiosyncratic
market risk {i.e. the risk due 10 movements in the value of

securities by reference to specific issuers) using its VaR models.

The Group's VaR should be interpreted in light of the
limitations of the methodology used. These limitations incluce:

» Histcrical data may not provide the best estimate of the joint
distribution of risk factor changes in the future and may fall
to capture the risk of possible extreme adverse market
movements which have not occurred in the historical window
used in the calculations.

* VaR using a one-day time horizon does not fully capture the
market risk of positions that cannot be liquidated or hedged
within one day.

* VaR using a 95% confidence level does not reflect the extent
of potential losses beyond that percentite.

The Group largely computes the VaR of trading portiolios at
the close of business and positions may change substantially
during the course of the trading day. Further controls are in
place to timit the Group's intra-day exposure, such as the
calculation of the VaR for selected portiolios. These limitations
and the nature of the VaR measure mean that the Group
cannct guarantee that losses will not exceed the VaR amounts
indicated. The Group undertakes stress testing io identify the
potential for losses in excess of the VaR.

The VaR for the Group's trading portfolios segregated by type of market risk exposure, including idiosyncratic risk, is presented in

the table befow.

2007 oog
. R . Avorege  Period end Ma)-cirn_um ’ M-;n\mum A'_r_u;;‘ _Pf‘ii\‘s- .F»‘iawitxu_'wt Minlw .
Exclucing ABN AMRO £m £m £m Em £ £ o
Interest rate 1.7 9.6 17.6 7.6 B.7 10.2 15.0 5.7
Credit spread 17.7 37.9 44.0 12.6 13.2 14.1 5.7 104
Currency 26 26 69 1.1 2.2 2.5 3.5 1.0
Equity 24 1.9 6.8 1.4 1.4 1.6 4.4 0.5
Commodity 0.2 0.1 1.6 —_ 0.2 — 1.1 —
Diversificaion _ . (12.4) (12.8)
Total raing VaR 203 397 455 132 14,2 5.5 18.9 10.4

007

Average  Period sng Maximum Minimurm

Inchiding ABM AMRO £m £m £m Em
Interest rate 12.5 15.0 218 7.6
Credit spread 18.8 41.9 45.2 12.6
Currency 26 3.0 6.9 1.1
Equity 54 14.0 220 1.4
Commaodity 0.2 05 16 -
Diversification (28.7)
Total trading vaR 216 457 501 132
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Number of trading days

Backiesting

The Group undertakes a programme of daily backtesting,
which compares the actual profit or loss realised in trading
activity to the VaR estimation, The results of the backtesting
process are one of the methods by which the Group monitors
the ongoing suitability of its VaR model. Backtesting

exceptions ara these instances when a realised loss exceeds
the predicted VaR. At the 99% confidence level, no more than
one backtesting exception is expected every 100 trading
days. The Group expenienced three backtesting exceptions
at the consolidated Group level during 2007.

The Group's traging activities are carried out principally by Glebal Banking & Markets. The chart below depicts the number of days
on which Global Banking & Markets' trading income fell within stated ranges.
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Trading income (Em)

Stress testmg measuras the impact of abnermal changes in
market rates and prices on the fair value of the Group’s trading
portfolios. GEMC approves the high-level market risk stress test
limit for the Group.

The Group calculates a range of market risk stress tests each
day The objective of stress testing is to identify the loss that
the Group’'s current portfolio of trading book exposures would
generate in plausible but agverse market events, The Group
calculates historical siress tests and hypothetical siress tests.

Historical stress tests calculate the loss that would be
generated if the market mavements that occurred during a
historical market event were to be repeated. Hypothetical
stress tests calculate the loss that would be generated if a
specific set of adverse market movements were 10 occur,

In addition to the Group-levei consolidated market risk stress
tests, stress testing is also undertaken at key trading strategy
ievel. Additional stress tests are undertaken for those strategies
where the associated market risks are not adequately captured
by VaR.

Stress test exposures are discussed with senior management
and are reported to GRC, GEMC and the Board. Breaches in
the Group's market risk stress testing limit are reported to GRC,
GEMC and the Board.
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11} Positlon nsk and sensitivity analyses

In addition to the VaR and stress testing measures discussed
above, the Group calculates a wide range of sensitivity and
position risk measures, for example interest rate ladders or
option revaluation matrices. These measures provide valuable
additional controls, often at individual desk or strategy lavel.

Markat risk conlruls

All givisions which incur market fisk in the course of their
business are required to comply with the requirements of the
Group's MRPS. The main risk management tools are delegated
authorities, specifically hard limits and discussion triggers.

Limits form part of the dealing authorities and constitute one of
the cornersiones of the market nsk management framewark.
Their breach must be followed by apprapriate action, as
specified in detail in the MRPS. Upon notification of a limit
breach, the appropriate body must take either of the following
actions:

= instructions can be given to reduce positions so as te bring
the Group within the agreed limits, or

* a iemporary increase in the limit (for instance. in order tQ
altow orderly unwinding of positions} can be granted, or

+ a permanent increase in the limit can be granted.
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Traasury

The Group's treasury activities include its money market
business and the management of internal funds flow within the
Group's businesses. Money market porifolios include cash
instruments {principally debt securities, loans and deposits}
and related hedging derivatives. VaR for the Group’s treasury
portfolios, which relates mainly to interest rate risk including
credit spreads, was £5.5 million at 31 December 2007 {2006 —
£1.5 million). During the year the maximum VaR was £6.4
million (2006 — £4.4 million), the minimum £1.3 million (2006 -
£0.6 million) and the average £3.7 mitlion (2006 - £2.4 million).

Retar and commarcial banking

Non-trading interest rate risk can arise in these activities from a
variety of sources, including where asseis, fiabilities and off-
balance sheet instruments have different repricing dates.

Non-trading interest rate risk is calculated in each business on
the basis of estabiishing the repricing behaviour of each asset,
liability and off-balance sheet preduct. For many preducts, the
actuat interest rate repricing characteristics differ from the
contractual repricing. In most cases, the repricing maturity is
determined by the market interest rate that most clasely fits the
historical behaviour of the product interest rate. For non
interest bearing current accounts, the repricing maturity is
determined by the stability of the portfolio. The repricing
maturities used are approved by Group Treasury and divisional
asset and liability committees at feast annually. Key
conventions are reviewed annually by GALCO.

A static maturity gap report is produced as at the month-end
for each business, in each functional currency based on the
behaviouralised repricing for each product. It is Group policy
to include in the gap report, non-financiat assets and liabilities,
mainly property, plant and equipment and the Group's capital
and reserves, spread over medium and longer term maturities.
This report also includes hedge transactions, principally
derivativaes.

Any residual non-trading interest rate exposures are controlled
by limiting repricing mismatches in the individual business
balance sheets. Potential exposures to interest rate movements
in the medium to long term are measured and controlled using
a versicn of the same VaR methodology that is used for the
Group's trading portictios but without discount factors. Net
accrual income expaosures are measured and controlled in
terms of sensitivity over time 1o movements in interest rates.

Risk is managed within VaR limits appraved by GALCO,
through the execution of cash and derivative instruments.
Execution of the hedging is carried out by the relevant division
through the Group's treasury functions. The residual risk
position is reported to divisional asset and fiability committees,
GALCO and the Board,
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Nor-trading inlerest rate Val

Non-trading interest rate VaR for the Group's treasury and retail
and commercial banking activities, including ABN AMRQ on a
fully consolidates basis, was £42.9 million at 31 December
2007 {2006 — £40.2 million) with the major exposure being to
changes in longer term US dollar interest rates. During the
year, the maximum VaR was £53.6 million (2006 — £98.7
million}, the minimum £32.9 million {2006 — £40.2 million) and
the average £43.2 million {2006 - £76.6 million).

Citizens was the main contributor to overall non-trading interest
rate VaR. It invests in portfolios of highly rated and tiguid
investments, principally morigage-backed securities issued

by US Government-backed entities. This balance sheet
management approach is common for US retail banks where
mortgages are originated and then sold to Federal agencies
for funding through the capital markets.

VaR, like all interest rate risk measures, has limitations when
applied to retail banking books and the management of
Citizens Financial Group's interest rate exposures involves a
number of other interest rate risk measures and refated limits.
Two measures that are reported both (o Citizens ALCQ and the
Boarg are:

+ The sensitivity of net accrual earnings 1o a series of parallel
mavements in interest rates; and

» Economic value of equity (“EVE") sensitivity to a series of
parallel movements in interest rates.



The limits applied to these measures are set to parallel
movements of +/-1% and +/~2%. The EVE methodology
caplures deposit re-pricing strategies and the embecdded
option risks that exist within both the investment pertfolio of
mortgage-backed securities and the consumer lpan portfolio.

EVE is the present value of the cash flows generated by the
current balance sheet. EVE sensitivity to a 2% paralle!
movement upwards and downwards n S interest rates is
shown below.

Percent increasef{decrease) in Citizans EVE

2% parallal upward 2% parallel cownwarg

movement in mavemant in US interast rates

US interast mtes {no negative rates allowed)

2007 % %
Period end {6.4) 9.7
Maximum (10.1) {10.3)
Minimum {4.5) (3.0}
Average (8.0) (7.6)

e

Period end {2.5) (7.2
Maximum (10.1) {10.3;
Minimum (8.4 (19
Average (9.4) 5.0

For the Group, the other major structural interest rate risk arises
from a low interest rate environment, particularly in stering,
sustained for a number of years. In such a scenario, deposit
pricing may reach effective floors below which it is not
practical to reduce rates further whilst variable rate asset
pricing continues to decline. A sustained iow rate scenario
would also generate progressively reduced income from the
medium and long term hedging of non-interest bearing liabilities.

Currancy risk

The Group does not maintain materiat non-trading open
currancy positions other than the structural foreign currency
translation exposures arising from its investments In foreign
subsidiaries and associated undertakings and ther related
currency funding. The Group's palicy in retation to structural
positions is to match fund the structural foreign currency

exposure arising from net asset value, including goodwill, in
foreign subsidiaries, equity accounted investments and
branches, except where doing so would materially increase the
sensitivity of either the Group's or the subsidiary's regulatory
capital ratios to currency movements. The policy requires
structural foreign exchange positions to be reviewed regularly
by GALCO. Foreign exchange differences arising on the
transtation of foreign operations are recognised directly in
equity together with the effective portion of foreign exchange
differences arising on hedging instruments.

Equity classification of foreign currency denominated
preference share issuances requires that these shares be helgd
on the balance sheet at historic cost. Consequently, these
share issuances have the effect of increasing the Group's
structural foreign currency position,

The tables below set out the Graup's structural foreign currency exposures.

2007
US dollar

Euro

Swiss franc
Chinese RMB
Brazilian real
Other non-sterling

Struclural

Net investments Nel foreign
injoreign  investmant currency
cperations hedges exXpOsres

£m £m £m

14819 2844 11975
46629 41220 5409

950 863 47
2,600 1,938 662
3,755 — 3,755
2,995 875 2120

74,708 47,740 23968

2006

US doltar ) T 15036 5278 9758

Euro 3.050 1,696 1.363

Swiss franc 462 457 5

Chingse RMB 3,613 —_ 3,013

Other non-sterling 132 107 28
21,702 7.518 14,164

The exposure in Chinese RMB arises from the Group's strategic investment in Bank of China.
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Business review continued

Pension cbligaron nsk

The Group is also exposed to risk from its defined benefit
pension schemes. The schemes' assats comprise invesiment
portfolios which are held to meet projected liabilities to the
scheme members, Risk arises from the schemes because
returns from these portfolios may be less than expected and
because there may be greater than expected Increases in the
estimated value of the schemes’ liabilities. in these
circurnstances, the Group could be obliged, or may choose, to
make additional contributions 1o the schemes.

Equity nsk

Non-tragding equity positions can result in changes in the
Group's non-irading income and reserves arising from
changes in equity prices/fincome. These movements may
crystaliise during the course of normal business activities or in
stress market conditions.

There are several reasons for retaining equity positions in the
Group's non-trading book, including achieving strategic
objectives, expected capital gzin and supporting venture
capital transactions. These investments are carried at fair value
with changes in fair value recorded in profit or loss, or in equity.

The types, nature and amounts of exchange-traded exposures,
private equity exposures, and other exposures vary significantly.
Such exposures may take the form of listed and unlisted equity
shares, equity warrants and options, linked equity fund
investments, private equity and venture capital investments,
preference shares classified as equity and capital steck in the
Federal Home Loans Bank and the Federal Reserve Bank.

Insurance risk

The Group is exposed to insurance risk, either directly through
its businesses or through using insurance as a tool to reduce
other risk exposures.

Effectively, an insurance contract transfers risk from the
policyholder to the insurer, whereby, in return for a2 premium
paid, the insurer indemnifies the policyholder on the
occurrence of specified events. Insurance risk arises through
fluctuations in the timing, frequency and/or severity of insurad
events, relative to the expectations at the time of underwriting.
Insurance risk is managed in four distinct ways:

* Underwriting and pricing risk
= Claims management risk

» Reinsurance risk

* Reserving risk

Overall, insurance risk is predictable, supported by farge
volumes of data over time. Uncertainty does exist, especially
around predictions, for example, variations in weather. Risk is
minimised threugh the application of documented risk policies,
coupled with governance frameworks.
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The specific characteristics of each of the risks highlighted
above are as follows:

Underwsiting and pricing risk: the Group manages underwriting
and pricing risk through a wide range of processes which
include:

* Underwriting guidelines that detail the class, nature and type
of business thal may be accepted;

* Pricing policies which are set by senior management;

« Centralised control of policy wordings and any subsequent
changes.

Claims managemenl rigk: arises if claims are handled or paid
inappropriately. Claims are managed using a range of IT
system controls and manual processes conducted by
experienced staff. These, together with a range of detailed
policies and procedures, ensure that claims are handled in a
timely, appropriate and accurate manner. The processes
include controls to avoid claims staff handling or paying ¢laims
beyond their level of authority, as well as contzols to avoid
paying invalid claims. Loss adjustors are used to handle
certain claims to conclusion,

Remnsurance nsk: the following types of reinsurance are used
to protect against the impact of major catasirophic events or
unforeseen volumes of (or adverse trends in) large individuat
claims and to transfer risk that is outside the Group's current
risk appetite. Reinsurance of risks above the Group's risk
appetite is only effective if the reinsurance premium payable
makes eccnomic sense and the counterparty is financially
secure. Before entering a contract with a new reinsuzer, it must
satisfy the Credit Risk Approval process that uses information
derived internally and from security ratings agencies.
Acceptablea reinsurers are rated at A- or better unless
specifically authorised by the RBS Insurance Group Board.

= Excess of loss 'per individual risk’ reinsurance to protect
against significantly large incividual losses.

» Excess of loss catastrophic ‘event' reinsurance to protect
against major events, for example, windstorms or floods.

+ Quota share reinsurance to protect against unforeseen
adverse trends, where the reinsurer takes an agreed
percentage of premiums and claims.

Other forms of reinsurance may also be utilised, subject to
approval by senior management.

Reserving risk: arises when reserves are assessed incosrectty,
so that insuificient funds are retained to pay {or handle) claims
as they fall due either for claims which have already occurred
in relation to the ciaims reserves (including claims handling
expense reserves) or will occur in future periods of insurance




{in relation to the premium reserves}. The Group holds
undiscounted claims reservas (including reserves to cover
claims which have been incurred but not reporied {IBNR
reserves)) for all classes st a sufficient level to meet all
liabilities as they fall due, having regard to actuarial estimates
and the volatility observed and expected in the claims in each
class. Group policy ensures that the net unearned premium
reserves are adequate 10 meet the expected cost of claims
and associated expenses in relation to the exposure after the
balance sheet date. To the extent that the unearned premium
reserves, net of reinsurance and deferred acquisition costs are
inadequate, a liability adequacy provision will be held.

The Group's policy is to hold appropriate levels of provisions,
typically in excess of the actuaral best estimate, for the major
classes of business.

Frequency and severity of speclic risks and sources

ol uncerlainly

The Group's focus in its insurance operation is on high volume
and relatively straightforward products, for example home and
metor. This facilitates the generation of comprehensive
underwriting and claims data, which are used to accurately
price and monitor the risks accepted. This attention 1o data
analysis is reinforced by tight controls on cosis and claims
handling procedures.

Most general insurance contracts are written on an annuai
basis, which means that the Group’s liability extends for a
twelve month period, after which the Group is entitled to
decline or renew or can impose renewal ferms by amending
the premium, terms and/or conditions.

Uncertainty regarding possible frequency and severity of
claims arise as follows:

a) Motar insurance contracts (prvate and commaerctal} claims
experience varies, but the principal factors include age,
gender and driving experience, together with the type of
vehicle and lpcation,

b} Property insurance contracts {residental and commergial).
short-term uncertainty is mainly driven by weather conditions.
Over a longer period, the strength of the economy is also a
factor.

€) Other comimercial nsurance confracts: ¢laims may arise
from business interruption and loss arising from the negligence
of the insured (liability insurance). Business interruption losses
come from the loss of income, revenue and/or profit as a result
of property damage claims. Liability insurance includes
employers liability and public/products liability.

Fluctuations in the social, economic and legislative climate are
a source of uncertainty in the Group's genera! liability account,
and in particular court judgements and legislation, significant
events (for example terrorist attacks), any emerging new heads
of damage and types of claim that are not envisaged when the
policy is written,
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Life business

The three regulated life companies of the Group, National
Westminster Life Assurance Limited, Royal Scottish Assurance
ple and Direct Line Life Insurance Company Limited, are
required to meet minimum capital requirements at all times
under the Financia} Service Authority's Prudentia! Sourcebook.

The capital resources covering the reguiatory requirement are
not transferable to other areas of the Group. To ensure that the
capltal requirement is satisfied at all times, each company
holds a voluntary buffer above the regulatory minimum.

The Group is not exposed to price, currency, credit, or interest
risk on unit linked life contracts but it is exposed to variation in
management fees. A decrease of 10% in the value of the
assets would reduce the asset managemeni fees by £2 million
per annum (2006 — £5 million), The Group also writes
insurance contracts with minimum guarantieed death benefits
that expose it to the risk that declines in the vaiue of underlying
investments may increase the Group's net exposure to death risk.

Operational risk

Operational risks are inherent in the Group's business.
Operationat risk losses occur as the result of fraud, human
errar, missing or inadequately designed processes, failed
systems, damage to physical assets, improper bshaviour or
from external events.

To ensure appropriate respansibility is allocated for the
management, reporting and escalation of operatignal risk, the
Group operates a three lines of defence mode! which outlines
principles for the roles, respensibilities and accouniabilities for
operational risk management:

+ The first line of defence is the business line management,
This is where the primary responsibility resides for ihe
identification, management and mitigation of the risks
associated with the products and processes of the business,
This accountability includes regular testing and certification
of the adequacy and effectiveness of controls and
compliance with Group Pclicies including the Group's
Operational Risk Policy and Principles (*ORPP").

The second line of defence is the Operational Risk
community. The Group Operational Risk department is
responsible for the design and ownership of the ORPE The
ORPP provides the principles and minimum standards for
delivering effective operational risk management. It
incorporates key processes including risk and contrat
assessment, scenario analysis, loss data collection, new
product approval process, key risk indicators, notifiable
events process, and the self certification process.
Implementation of the ORPP is facilitated and overseen by
Divisional Operational Risk teams who provide expert
support and advice as well as oversight and challenge to
business line management.
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» The third line of defence is audit. Group Internal Audit is
responsible for assessing compliance with the ORPP and for
providing independent evaluation of the adequacy and
effectiveness of the risk and control framework.

Basel Ii introduces for the first time, a specific capital charge
for operational risk. From launch in 2008, the Group will initially
apply the Standardised Approach.

Regulatory risk and supervision
The approach to regulatory risk has three distinct efements:

= Review of potential changes in regulation te¢ ensure the
Group addresses the risks arising from such changes and
implement them appropriately.

+ Monitoring of compliance with existing rules and regulations
and mitigating the consequences of any inadvertent non-
compliance,

= Management of effective relaticnships with regulators o
ensure open two-way communication.

The Group and its subsidiaries are fully engaged with
regulatory authorities in all the jurisdictions in which they
operate, in rasponse 1o regulators' on-going supervisory
requirements.

Under a Group-wice framework of high-level policies,
regulatory risk is managed by developing, maintaining and
implementing local policies and systems to ensure effective
compliance. The Group's operating processes ara designed so
as to meet all regulatory and legal requirements in all
jurisdicticns that the Group operates in.

The Group works with cdomestic and international trade
associations, and proactively engages with regutators,
especially the UK Financial Services Authority (FSA), as well as
with other influential stakeholders such as the Basel
Committee, the Committee of European Banking Supervisors
and the EU Commission, to gain an appropriate understanding
of planned changes and to coniribute to ragulatory policy
formulation.

Fallowing the acquisition of ABN AMRO, the Group operates in
over 50 countries.

In the normal course of business the Group and its
subsidiaries co-operate with regulatory authorities in various
jurisgictions in their enquiries or investigations intc alleged or
possible breaches of regulations.
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The Group has co-operated fully with various regulatary
reviews of the operation of retail banking and consumer credit
industries in the UK and elsewhere.

These include the reviews by the Competition Commissien and
the FSA into payment protection insurance, the OFT's reviews
of undertakings given following the Competition Commission
inquiry in 2002 into the provision of banking services to SMEs.
The OFT is also inquiring into credit and debit card
Interchange fees and has decided to undertake a fact find into
unauthorised overdrait fees. In the EU, the European
Commissian is inquiring into MasterCard cross border
interchange fees and has announced that its inquiry into retail
banking has identified barriers to competition in certain areas
of retail banking, payment systems and cards.

As previously disclosed by ABN AMRO, the United States
Department of Justice has been conducting a criminal
investigation into ABN AMRQO's dollar clearing activilies, Office
of Foreign Assets Conirol compliance procedures and other
Bank Secrecy Act compliance matters. ABN AMRO has
cooperated and continues to cooperate fully with the
investigation. Prior to the acquisition by the Group, ABN AMRQ
had reached an agreement in principle with the Department of
Justice that would resolve all presently known aspects of the
ongoing investigation by way of a Deferred Prosecution
Agraement in return for a settfement payment by ABN AMRO
of US$500 million {which amount was accrued by ABN AMRO
in its interim financial statements for the six months ended 30
June 2007). Negotiations are continuing to enable a written
agreemant 10 be concluded.

Certain of the Group's subsidiaries have received requests for
infermation from varous U.S. governmental agencies and self-
regulatory organisations including in connection with sub-prime
mortgages and securitisations, collateralised debt obligations
and synthetic products related to sub-prime mortgages. The
Group and its subsidiaries are cooperating with these various
requests for information and investigations.

The outcome of these reviaws is outside the Group's control
and it is nel possible to predict the effect, if any, on the
Group's operations of future changes in regulatory actions and
policies.
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Board of directors and secretary

)2

1

2

Chalrman

1. Sir Tom McKillop {ago 64)

CONLR

Appoinied to the Board as Deputy Chairman in
September 2005, Sir Tom is a non-executive director of
BP pl.c.. and president of the Science Council. He was
formerty chief executive of AstraZeneca PLC, and was
previousty president of the Eurapean Federation of
Pharmaceutical Industries and Associations ang
chairman of the Brilish Pharma Group. He is a trustee
ol the Councll for Industry and Higher Education.

Chief Evecu! va, Corporote Markets

4. Johnny Cameron {age 53) FCIBS

Appointed to the Board in March 2006, Johnny
Cameron joined RBS from Dresdner Kleinwort Benson
in 1988. In 2000, he was appointed Deputy Chief
Executhve of Corporate Banking & Financial Markets
(CBFM) with responsibility for the integration of the
NatWest and RBS Corporale Banking businesses.
In Cciober 2001 he was appainted Chief Executive
CEFM, subseqguently renamed Corporate Markets

in January 2006,

Crief Exegutre, Relnil Markets,

7. Gordon Pell {(age 58) FCIBS, FCIG

Appointed to the Board in March 2000, Gordon Pell
was formerty group director of Lioyds TSB UK Retail
Banking before joining National Westminster Bank Plc
as a director in February 2000 and then beceming
Chigl Exexcutive, Retall Banking. He is also a director
of Race jor Opportunity and & member of the FSA
Pracliticner Panel. He was appointed chairman of the
Business Commission on Racial Equality in the
Workplace in Juty 2006 and deputy chairman of the
Board of the British Bankers Association in Septernber
2007,

Executfve directors

Group Chiet Exscutive

2. Sir Frad Goodwin {age 49)

DUy, FLIBS. FCIB, FIR, LLD

c

Appointed io the Board in August 1998, Sir Fred

is a Chartered Accountant, He was formerly chief
executive and director, Clydesdale Bank PLC and
Yorkshire Bank PLC. Ha is chairman of Thae Princa’s
Trusi, B non-executive director of Bank of China Limited
and a former president of the Chartered Institute of
Bankers in Scotland,

Charman, RES Amenca and

Chizens Financiat Group, Ing

& Lawrence Fish (age 63)

Appainted to the Board in January 1993, Lawrence Fish
is an American national, He is a career banker and was
previously a director of Lhe Federat Reserve Bank of
Baoston. He is a an incorporator of the Massachusetts
Institute of Technology (MIT), a trustee of The Brookings
institution, and a director of Texiron Inc. and numerous
community organisations in the USA,

Non-executive directors

8. Colin Buchan® {age 53)

ACR

Appoinied to the Board in June 2002, Colin Buchan
was educated in South Afica and spent the early part
of his career in South Africa and the Far East, He has
considerable international investment banking
experience, as well 85 experience in very large risk
management in the equities business. He was formerty
a member of the group management board of UBS AG
and head of equities of UBS Warburg, and was the
formar chairman of UBS Securities Canada Inc. He ls a
director of Standard Llife plc, Merrill Lynch World Mining
Trust Pic, Merrill Lynch Gold Limited, Royal Scottish
National Qrchestra Sociely Limited and Word Mining
Imvestment Company Limited,
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Group Fingnee Director

3. Guy Whittaker {age 51)

o

Appointed to the Board in February 2008, Guy
Whittaker joined RBS after spending 25 years with
Ciligroup. He was formerty the Group treasurer based
in New York and prior 1o that had held a number of
management positions within the financial markets
business based in London.

Chazirman. Mznaging Beard, ABN AMRO

§. Mark Fisher {age 47) FCIBS

Appointed 10 the Board in March 2008, Mark Fisher is a
career banker having joined Nationa! Westminster Bank
Plc in 1981, In 2000, he was appolnted Chief Executive,
Manufacturing with various responsibilities including the
integration of RBS and NalWest systems ptatiorms.
Mark Fisher is Chig! Executive Qificer of ABN AMRO
and was appointed as Chairman ol the Managing
Board in November 2007,

9. Jim Currie* {age 66) D.Ltt
R

Appointed to the Board in Novemmber 2001, Jim Curria
is a highly experienced senior inlgrnational ¢ivil servant
who spent many years working In Brussels and
Washington. He was formerly director general at the
European Commission with responsibility for the EU's
environmental policy and director general for Cusioms
and Excise and Indirect Taxation, He is currenlly a
director of Total Upstream UK Limited, The Met Office
and Vimetco N.V. as well as an internaticnal adviser to
Eversheds.



10. Biil Friedrich® (age 59)

A

Appointed to the Board in March 2006, Bill Friedrich is
the former deputy chiel exacutive of BG Group pic. He
previously served as general counsel for British Gas plc  senior partner of KPMG batween 1392 and 1999 ana

and is a former partner of Shearman & Steriing where
he practised as a general corporate lawyer working for
several of the world's leading financial instituticns.

13. Janis Kong* (age 57) OBE, DUniv
R

Appointed to the Board in January 2008, Janis Kong
was formerly executive chairman of Heathrow Airport
Limited, chairman of Heathrow Express Limited and a
director of BAA ple, She is currently a non-executiva
direclor of Kingfisher pic and Portmeirion Group pic.
She is also chairman of Forum for the Future and a
member of the board of Visit Britain,

186. Bob Scott" (age 66) CBE, FCIBS

C, M. R {Chairmun}

Appoinied to the Board in January 2001, Bob Scolt is
an Australian national. He is the senior independent
director. He has many years' experience in the
International insurance business and played a leading
ol in the consolidation of the UK insurance Ingusiry

11. Archie Hunter* {age 64)

A{Chatiman), C, N

Appointad to the Board in September 2004, Archie
Hunter is a Chartered Accountant. He was Scattish

president of The Institute of Chartered Accouniants of
Scotland In 1997/1998. He has extensive professional
experience in the UK and North and Sowuth America. He
is currenily chairman of Macfarlane Group plc, a
direcior of Edinburgh US Tracker Trust plc and a
governor of the Beatson Institute for Cancer Research.

14. Joe MacHale" (age 56)

Fal

Appointed 1o the Board in Septernber 2004, Joa
MacHale is currently the senior independent director
and chairman of the audit committee of Morgan
Crucibig pl¢, a non-executive director and chalrman of
the remuneration committee of Brit Insurance Haldings
plc, and a trustee of MacMittan Cancer Support. He
held a number of senior executive positions with 1 P
Morgan between 1979 and 2001 and was latterly chief
executive of J P Morgan Europe, Middle East and
Africa Region.

17. Peter Sutherland” {(age 61) KCMG

CNR ‘

Appointed to the Board in January 2001, Peter
Sulheriand is an irish national, He is a former atlorney
general of Irelandg and from 1985 (o 1989 was the
European Commissioner rasponsible for competition
policy. He is chairman of BP pi.c. and Goldman Sachs

He is a former group chief executive of CGNU pic (now International. He was formerly chairman of Allied tish

Aviva plc) and former chairman of 1he board of the
Association af British Insurers. He is currently chalrman
of Y&l Group plc and a non-executive director of Swiss
Reinsurance Company and Jargine Lioyd Thompsen
Group plc. He is also a trusies of the Crimestoppers
Trust, an adviser to Duke Street Capital Private Equity
and a board member of Pension Insurance Corporation
Holdings LLP

RBS Group « Annual Report and Accounts 2007

Bank and direclor general of GATT and its successor,
the World Trade Organisalion.

12. Charles 'Bud’ Koch (age 61)

Appointed to the Board in September 2004, Bud Koch
is an American national. He has extensive professional
experience in the USA and is immediale past chairman
of the board of John Carroll University and a trustee of
Case Western Reserve University. He was chairman,
president and chief executive officer of Charter Ona
Fimancial, Inc, and its wholly owned subsidiary, Charter
One Bank, N.A. between 1873 and 2004. He is also 2
director of Assurant, Inc and a public Iinterest director
of the Federal Home Loan Bank of Cincinnati,

15. Sir Steve Robson* (age 64)
A

Appeinted o the Board in July 2001, Sir Steve

is a former senior UK civil servant, who had
respons|bility for a wide variety of Treasury matters. His
early career included the post of private secretary to
the Chancellor of the Exchequer and secondment 10
ICFC {now 3i). He was 250 a second permanent
secretary of HM Treasury, where he was managing
director of the Finance and Reguiation Directorate. Ha
is a non-execulive director of JP Morgan Cezenove
Heldings, Xstrata Ple, The Financial Reporting Council
Limiled and Partnerships UK pic, and a member of the
Chairman's Advisory Committee of KPMG.

Group Secretary and General Counsel

18. Millar McLean {age 58)

FCIBS, FIB

C

Miller McLean was appointed Group Secretary in
August 1894, He is a trustee of the Industry and
Parliament Trust, non-executive chairman of The
Whitehall and industry Group, director of The Scattish
Parflament and Business Exchange and president of
the Chartered Instilute of Bankers in Scotland,

manber i the Audil Cormmitiee

member of the Chdlrman's Adhvisory Group
mampsr of e Norminalions Coammilles
merniber of the Raruneration Comuities
inclependent nan-LecUtve dirgslor

THEOD
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Report of the directors

The directars have pleasure in presenting their repart together
with the audited accounis for the year ended 31 December 2007.

Proiit and dividends

The profit attributable to the ordinary shareholders of the
company for the year ended 31 December 2007 amounted to
£7.303 rnillion compared with £6,202 million for the year ended
31 December 2008, as set out in the consolidated income
statement an page 120.

An interim dividend of 10.1p per ordinary share was paid on

5 October 2007 totalling £953 million {2006 - £771 million).
The directors now recommend that, subject to approval at the
Annuat General Meeting, a final dividend of 23.1p per ordinary
share totalling £2.3 billion (2006 — £2.1 billion) be paid on

6 June 2008 t¢ members on the register at the clgse of
business on 7 March 2008,

Business review

Actvites

The company is a holding company owning the entire issued
ordinary share capital of The Royal Bank of Scotland, the
principal direct operating subsidiary undertaking of the
company. The "Group” comprises the company and all its
subsidiary and associated undertakings, including The Royal
Bank of Scotland and NatWest. Details of the principa!
subsidiary undertakings of the company are shown in Note 16
on the accounts.

The Group is engaged principally in providing a wide range of
banking, insurance and other financial services, Further details
of the organisational structure and business overview of the
Group, including the products and services provided by each
of its divisions and the competitive markets in which they
operate, is contained on pages 30 to 32 of the Business
review.

Risk factors

The Group's future performance and resuits could be
materially different from expected results depending on the
outcome of certain polential risks and uncertainties. Details of
the principal risk factors the Group faces are given on pages
32 and 33 ¢f the Business review.

The reported resulis of the Group are also sensitive to the
accounting policies, assumptions and estimates that underlie
the preparation of its financial statements. Details of the
Group’s critical accounting palicies and key sources of
accounting judgements are included in the Accounting policies
on pages 131 to 138.

The Group's approach to risk management, including its
financial risk management objectives and policies and
information on the Group’s exposure {o price, credit, liquidity
and cash flow risk is discussed in Note 31 on the accounts.
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Financizl periormance

A review of the Group's performance during the year ended
31 December 2007, including desails of each division, and
the Grougr's financial positicn as at that date is contained in
the Business review on pages 34 to 69.

Business developments

In October 2007, RFS Holdings B.V. ("RFS Holdings”), a
company jointly owned by the company, Fortis N.V,, Fortis
SA/NV and Banco Santander S.A. {the “Consortium Banks")
and contralled by the company, completed the acquisition of
ABN AMRO Holding N.V. ("ABN AMRO").

In due course, RFS Holdings will imptement an orcerty

separation of the business units of ABN AMRO with the

company retaining the following ABN AMRO business units:

+  Continuing businesses of Business Unit North America;

+ Business Unit Global Clients and wholesale clients in the
Netherlands (including former Dutch wholesale clients) and
Latin America {excluding Brazil);

* Business Unit Asia (excluding Saudi Hoflandi); and

+ Business Unit Europe {excluding Antonveneta).

Certain other assets will continue to be shared by the

Consertium Banks.

Employees

As at 3% December 2007, the Group employed over 226,000
employees (full-time equivalent basis) throughout the world
including almast 80,000 employees in ABN AMRO. Detalls of
employee related costs are included in Note 2 on the accounts
on page 140.

Empltyee recrutmant

Across the Group worldwide, aver 30,000 employees are
recruited at different levels every year. The Group utlises a wide
range of recruitment channels including its in-house search
function, external executive search suppliers, general advertising,
an open internal jobis market, talent reviews and detailed
succession planning to ensure that the recruitment and
development of its employees is fully aligned to its organisationat
requirements.

Employes reward

The Group recognises that its continuing success is closely
linked to the performance, skills and individual commitment of
its employees.

The Group aims to attract and retain the most talented people.
To stay ahead of the market, salaries are routinely compared
with these paid for similar rofes by competiters, and individual
performance is recognised and rewarded.

The Group offers a comprehensive remuneration and benefils
package, Total Reward, to all employees. Total Reward is
externally recognised as offering one of the most innovative
and flexible remuneration and benefits programmes in the
finangial services sector,




Within this package, RBSelect, the Group's benefits choice
programme, aims to pravide employees with a wide range of
benefits to choose from that suits their needs and lifestyle. Its
aim is 1o make sure there are choices to suit everyone right
acrass the Group, and during 2007 this approach was
exiended to a number of non-UK employees.

Employees also participate in bonus incentive plans specific to
their business and share in the Group's ongoing success
through the Profit Share, Buy As You Earn and Sharesave
schemes, which align their interests with those of
shareholders.

Employee learning and develcpmeant

The Group maintains a strong commitment to creating and
providing learning apportunities for all its employees through a
variety of personal development and training programmes and
learning networks. The Group’s employees are encouraged to
volunteer to work with its community partners. The Group
continues to invest in leadership and management
development which is consistent with its cbjective of being the
employer of choice: attracting, rewarding and retaining the
very best talent.

Many of the Group's development programmes are delivered
at the RBS Business School based on the Gogarburn Campus.

Empinvee copununcainn

Employee engagement is encouraged through a range of
communication channels, at both a divisional and Group level.
These channels provide access to news and information in a
number of ways, including the intranet, magazines. team
meetings led by line managers, briefings held by senior
managers and regular dialogue with employees angd employee
represeniatives.

The Group Chief Executive and other senior Group executives

regularly communicate with employees through ‘Question Time'

slyle programmes, broadcast or the Group's internal television
network,

Empioyes constliation

Each year, all employees are invited to complete the global
Employee Opinion Survey. The survey is confidential and
independently managed by Tawers-Perrin Independent Survey
Research (TP-ISR). The survey provides a channe! for
employees (o express their views and opinicns about the
Group on a range of key issues.

In 2007, the response rate was 90%. This is the highest it has
ever been, and 20% higher than the financial services norm.
This represents over 129,000 employees participating in the
survey acrass 36 countries and in nine languages. Online
coverage of the survey increased to 95% globally.

The Group outperformed the 'global financial services norm’ in
every one of the 15 categories for the third year in succession.
The survey resulls are presented ic the Board and at divisional
and team levels. Action plans are developed to address any
issues identified.
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The Group recognises employer representative organisations
such as trade unions and work councils in a number of
businesses and countries. The Group has a European
Employee Communication Council that provides elected
representatives with an opportunity to betier understand the
impact on its European operations.

Drvarsity

The Group's Managing Diversity policy sets a framework for
broadening the Group’s talent base, achieving the highest
levels of performance and enabling all employees to reach
their full potential irrespective of age, disability, gender, marital
status, political opinion, race, religious belief or sexual
orientation.

The Group is also committed to ensuring that all prospective
appticants for employment are treated faify and equitably
throughout the recruitment process. Its comprehensive
resourcing standards cover the atiraction and retention of
individuals with disabilities. Reasonable adjustimenis are
provided to support applicants in the recruitment process
where these are required. The Group provides reasonable
workplace adjustments for new entrants into the Group and for
existing employees who become disabled curing their
employment.

Heaith, safety, wallbelng and secunty

The health, safety, wellbeing and security of employees and
customers continues to be a priority for the Group, Regular
reviews are undertaken of both policies and processes to
ensure compliance with current legislation and best practice.
The Group focus is on ensuring that these policies are closely
linked 10 the operational needs of the business. Health and
safaty standards within high risk areas and activities have been
reviewed and action taken to {urther improve performance.

During 2007, the development of global health, safety and
wellbeing arrangements has been a key priority, 1o ensure
equitable standards of health and safety for all Group
employees. The Employee Assistance Programme, which
provides advice on a range of personal and work related
matters, has been further enhanced and the coverage
axtended during the year.

re-employment screening
The Group has a comprehensive pre-emplayment screening
policy to guard against passible infiliration and employes-
related fraud. In addition to existing workplace security
measures, all people engaged in the Group are screened prior
to commencing employment.

Code of ethics

The Group has a code of ethics applicable to all employees
in every country of its operations and is available in eleven
languages.
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Report of the directors continued

36

Corporate responsibility

Business excellence requires that the Group meets changing
customer, shareholder, investor, employee and supplier
expectalions. The Group believes that meeting high standards
of environmental, social and ethical responsibility is key o the
way it does business.

In 2007, the Group undertook a survey 1o identify and prioritise
the issues that stakeholders care about in relation to the
financial services sector. This allows the Group to focus
corporate responsibility activities on issues which matter most
10 stakeholders. Financial crime and corruption is the primary
focus, followed by cansumer banking issues, emplayee
practices, direct environmental impact, community investment,
globat lending and project finance, financial inclusion and
capability and support for small businesses. The Group takes
all these responsibilities seriously, continually monitoring and
managing them through policies and practices across the
Group. The Beard regularly considers corporate respansibility
issues and receives a formal report on these each year

Further deteils of the Group's corporate responsibility policies
will be contained in the 2007 Corporate Responsibility Report.

G(}iﬂ(j caneern

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

Corporale governance
The company is committed 1o high standards of corporate
governange. Details are given on pages 99 1o 104,

Crdipary share capnzl

In May 2007, the company capitalised £1,576 million of its
share premiurn account by way of a bonus issue of two new
ardinary shares of 25p each for every cne ordinary share held
by shareholders at close of business on 4 May 2007, As of

8 May 2007, the authorised ordinary share capital of the
company increased by £1,609 miilion (6,434,972,616 ordinary
shares of 25p each) and the allotted, called-up and fully paid
ardinary share capital increased by £1,576 million
(6.304,298,670 ordinary shares of 25p each).

During the year, the ordinary share capitat was also increased
by 530.6 million ordinary shares issued to former ABN AMRO
shareholders and 19.1 million ordinary shares allotted as a
resuli of the exercise of options under the cempany's share
schemes,

Details of the authorised and issued ordinary share capital at
31 December 2007 are shown in Note 26 on the accounts.

Preference share caplal

Details of issues and redemptions of preference shares during
the year and the authorised and issued preference share capital
at 31 December 2007 are shown in Note 26 on the accounts.
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Authority to repurchage shares

At the Annual General Meeting in 2007, shareholders renewed
the authority for the company to make market purchases

of up to 958,712,195 ordinary shares. The directors have not
exercised this authority 1o date. Shareholders will be asked to
renew this authority at the Annual General Meeting in April 2008.

Acditonal Information

Where not provided previously in the Report of the directors,
the following provides the additional information required to be
disclosed by Part 7 of the Companies Act 1985 as amended.

Details of the ordinary and preference share capital are
provided in Note 26 on the accounts on pages 177 to 179.
The rights and obligations attaching to the company's ordinary
shares and preference shares are set out in the company's
Articles of Association, copies of which can be obtained from
Companies House in the UK or by writing to the Group
Secretary and General Counsel,

On a show of hands at a general meeting of the company
every holder of ordinary shares and cumulative preference
shares present in person or by proxy and entitled to vote shall
have one vote. On a pell, every holder of ordinary shares
present in person or by proxy and entitled to vote shall have
one vote for every share held. Cn a poll, holders of cumutative
preference shares present in person or by proxy and entitled
to vote shall have four votes for every share held. The Notice
of the Annua! General Meeting specifies the deadlines for
exercising voting fights and appointing a proxy or proxies to
vote in relation to resolutions 1o be passed at the general
meeting.

The cumulative preference shares represent iess than 0.04% of
the total voting rights of the company, the remaining being
represented by the ordinary shares.

There are no restrictions on the transfer of ordinary shares in
the company other than certain restrictions which may from
time 1o time be imposed by laws and regulations (for example,
insider trading laws). Pursuant to the Listing Rules of the
Financial Services Authority certain employees of the company
reguire the approval of the company to deal in the company's
shares.

A number of the company's share plans include restrictions on
transfers of shares while the shares are subject 1o the plans, in
particular the Employee Share Ownership Plan.

The rights and obligations of holders of non-cumulative
preference shares are set out in Note 26 on the accounts on
page 179.

The company is not aware of any agreements between
shareholders that may result in restrictions on the transfer

of secunties and/or voting rights. There are no persons holding
securities carrying special rights with regard to control of

thet company.



Under the rules of certain employee share plans, eligible
employees are entitled to acquire shares in the company, and
shares are held in trust for participants by The Royal Bank of
Scotland and Ulster Bank Dublin Trust Company as Trustees.
Voting rights are exercised by the Trustees on receipt of
participants’ instructions. If a participant does not submit an
instruction to the Trustee no vole is registered.

The Royal Bank of Scotland Group plc 2001 Employee Share
Trust and The Royal Bank of Scotland plc 1992 Employee
Share Trust are used to hold shares on behalf of the Group's
executive share plans. The voting rights are exercisable by the
Trustees, however, in accordance with investor protection
guidelines, the Trustees abstain from veting. The Trustees
would take indepencent advice before accepting any offer for
the company in a takeover big situation.

The rules governing the appointment of directors is set out in
the Corporate Governance Report on page 99. The company's
Articles of Association may cnly be amended by a special
resolution at a generai meeting of shareholders.

A change of control of the company following a takeover bid
may cause a number of agreements to which the company is
party to take effect, alter or terminate. In addition, a number of
executive directors’ service agreements may be affected on a
change of control. All of the company’s employee share plans
contain provisions relating to a change of control. Qutstanding
awards and options may vest and become exercisable on
change of control, subject where appropriate to the satisfaction
of any performance conditions at that time and pro-rating of
awards. In the context of the company as a whole, these
agreements are not considered 10 be significant.

Diractors

The names and brief bicgraphical details of the directors are
shown on pages 92 and 93. All directors served throughout the
year and to the date of signing of the {financial statements.

Larry Fish became non-execuliva Chairman, RBS America and
Citizens Financial Group, Inc. with effect from 1 January 2008.
On 1 May 2008, he wilt become a non-executive director of the
company and will continue in the rofe of non-executive
Chairman, RBS America and Citizens Financial Group, Inc.

Colin Buchan, Jim Currie, Janis Kong, Sir Tom McKillep, Sir
Steve Robson and Guy Whittaker will retire and offer
themselves for re-election at the company’s Annual General
Meeting on 23 April 2008.

Details of the service agreement for Guy Whittaker are set out

on pages 108 and 109. No cther director seeking slection or
re-election has a service agreement.
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Ditactors' inlerests

The interests of the directors in the shares of the company at
31 December 2007 are shown on page 115. None of the
directors heid an interest in the loan capital of the company
or in the shares and loan capital of any of the subsidiary
undertakings of the company. during the period from 1
January 2007 to 27 February 2008.

Drrectors' indemrities

In terms of section 236 of the Companies Act 2006, the
direciors of the company, members of the Group Executive
Management Committee and Approved Persons of the Group
{under the Financial Services and Markets Act 2000} have
been granted Qualifying Third Party Indemnity Provisions by
the company.

In terms of section 236 of the Companies Act 2006, Qualifying
Pension Scheme Indemnity Provisions {"QPSIP') have been
issued by the company to a number of pension
trustees/directors of in-hguse corporate trustees of the
Group’s pension schemes. The intention is to issue QPSIPs to
all pension trustees of the Group's pensicn schemes during
2008.

Diractors' dhsclosure o auditors:
Each of the directors at the date of approval of this report
confirms that:

(a) so far as the director is aware, there is no relevant audit
information of which the company's auditors are unaware;

and

{b) the director has taken all the steps that he/she ought 10
have taken as a director to make himselft/herself aware of
any relevant audit information and to establish that the
company's auditors are aware of that information,

This confirmation is given and should be interpreted in

accordance with the provisions of section 234ZA of the
Companles Act 1985.
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- Report of the directors continued

Shareholdings

The table below shows the shareholders that have notified us that they hold more than 3% of the voting rights in the undernoted classes

of shares.

| Number of shares % held

Numger of shares % held

(f);d-iﬁéry shares:
Legal & General Group pic 504,686,799 5.04
11% cumutative preference shares:
Guardian Royal Exchange Assurance plc 129,830 25.97
Windsor Life Assurance Company Limited 51,510 10.30

Mr S, J. and Mrs J. A. Cockburn 15,520 3.10
Mr Stephen J Cockburn 15,280 3.06
: Cleaning Tokens Limited 25,500 5.10

54 % cumulative preferé'r'{a; -;I-'lares:
Mr P S and Mrs J M Allen:
Miss C L Allen, and Miss J C Allen 451,796 28.23

Commercial Union Assurance plc 91,429 22.86
Bassett-Patrick Securities Limited* 46,255 11.56

E M Behrens Charitable Trust 20,000 5.00
Mrs Gina Wild 19,800 4.95
Trustees of The Stephen Cockburn

Limited Pension Scheme 19,879 497
Miss Elizabeth Hill 16,124 4.03
Mr W. T. Hardison Jr. 13,532 3.38

*Notification has been received on behalf of Mr A. W. R. Medlock and Mrs H. M, Medlock that they each have an interest in the holding
of 5%% cumulative preference shares registered in the name of Basseti-Patrick Securities Limited noted above and that there are
further holdings of 5,300 and 5,000 shares, respectively, of that class registered in each of their names.

Chantaple conmiulions

In 2007 the contribution o the Group's Community Investment
programmes was £57.7 million (2006 — £58.6 million).

The total amount given for charitable purposes by the comzany
and its subsidiary undertakings during the year ended

31 December 2007 was £32.1 million (2006 - £25.4 million).

Palitical conatans

At the Annual General Meeting in 2008, shareholders gave
autherity for the company to make political donations and incur
political expenditure up to a maximum aggregate sum of
£500,000 as a precautionary measure in light of the wide
definitions in The Political Parties, Elections and Referendums
Act 2000, for a period of four years. These authorities have not
been used,

No political donations were made during the year and it Is not
proposed that the Group's longstanding policy of not making
contributions to any politica! party be changed.

Policy and orzclice on payment of crediors

The Group is committed to maintaining a scund commercial
relationship with its suppliers. Consequently, it is the Group's
pelicy {o negotiate and agree terms and conditions with its
suppliers, which includes the giving of an undertaking to pay
suppliers within 30 days of receipt of a correctly prepared
irvoice submitted in accordance with the terms of the contract
or such other payment period as may be agreed.

Al 31 December 2007, the Group's trade creditors represented
30 days {2006 - 28 days) of amounis invoiced by suppliers.
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Auditors

The auditors, Deloitte & Touche LLP, have indicated their
willingness to continue in office. A resolution to re-appeint
Deloitie & Touche LLP as the company’s auditor will be
propased at the forthcoming Annual General Meeting.

By order of the Board.
Miller McLean
Secretary

27 February 2008

The Royat Bank of Scotiand Group plc
is registered in Scotland Mo. 455851,




Corporate governance

The company is committed to high stangdards of corporate
governance, business integrity and professionalism in alt its
activilies.

Throughout the year ended 31 December 2007, the company
has complied with all of the pravisions of the revised
Combined Code issued by the Financial Reporting Council in
June 2006 (the "Code™) except in refation to the authority
reserved to the Board to make the final determination of the
remuneration of the executive directors, which is explained in
the paragraph headed ‘Remuneration Committee’,

The company has also complied with the Smith Guidance on
Audit Committees in all material respects.

Under the US Sarbanes-Oxley Act of 2002 {the “Act”), specific
standards of corporate governance ang business and financial
disclosures apply to companies with securities registered in
the US. The company complies with all applicable sections of
the Act,

Thie Navr York Stock Exchange

As a foreign issuer with American Depositary Shares {"ADS")
representing ordinary shares, preference shares and debt
securities listed on the New Yark Stack Exchange (*NYSE"}, the
company must disclose any significant ways in which its
carporate governance practices differ from those foltowed by
US companies under the NYSE's corporate governance listing
standards. In addition, the company must comgly fully with the
provisions of the listing standards that relate to the
composition, responsibilities and operation of audit
committees. These provisions incorporate the relevant rufes
cencerning audit commitiees of the US Securities Exchange
Act of 1934,

The company has reviewed its corporate governance
arrangements and is satisfied that these are consistent with the
NYSE's corporate governance listing practices, with the
exception of the following. The Nomirations Committee is
chaired by the Chairman of the Board, who may not be
currently considered independent under the UK Combined
Code, and the Chairman of the Board is a member of the
Remuneration Committee, both of which are permitted by the
UK Combined Code (since the Chairman was considered
independent on appointment}. The company's Audit,
Nomination and Remuneration Committees are otherwise
composed solely of non-executive directors deemed by the
Board to be independent. The NYSE's corporate governance
listing standards also require that a compensation committea
has direct responsibility to review and approve Group Chief
Executive remuneration. The Board, rather than the
Remuneration Committee, reserves the authority 10 make the
final determination of the remuneration of the Group Chief
Executive, which is explained on page 101 in the paragraph
headed ‘Remuneration Committee’.

The Group Audit Committee complies with the pravisions of the
NYSE's corporate governance listing standards that relate to
the compaosition, responsibilities and operation of audit
committees. In May 2007, the company submitted its required
annual written affirmation 1o the NYSE confirming its full
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compliance with those and other applicable provisions, (n
addition, following the listing of ADS representing common
shares on the NYSE, an interim written affirmation was required
and was filed in October 2007, More detailed information about
the Audit Committee and its work during 2007 is set out in the
Audit Committee’s Report on pages 103 and 104,

Board of directars

The Board is the principal decision-making forum for the
company. It has gverall responsibility for leading and
controlling the company and is accountable to shareholders for
financial and operational performance. The Board approves
Group strategy and monitors performance. The Board has
adopted a formal schedule of matters detailing key aspects of
the company's affairs reserved to it for its decision. This
schedule is reviewed annually.

The roles of the Chairman and Group Chief Executive are
distinct and separate, with a clear division of responsibilities.
The Chairman leads the Board and ensures the effective
engagement and contribution of all non-executive and
execulive directors. The Group Chief Executive has
responsibility for 2ll Group businesses and acts in accordance
with the authority delegated by the Board. Responsibility for the
development of policy and strategy and operational
management is delegated to the Group Chief Executive and
other executive directors.

All directors participate in discussing strategy, performance
and the financial and risk management of the company.
Meetings of the Board are structured to allow apen discussion.

There were nine scheduled Board meetings during 2007. The
directors were supplied with comprehensive papers in
advance of each Board meeting covering the Group's principal
business activities. Members of executive management atiend
and make regular presentations at meetings of the Board. in
addition to scheduled meetings, 20 ad hoc Board meetings
and Chairman’s Committee meatings were held during 2007 to
consider the acquisition of ABN AMRO. These meetings were
attended by the majority of directors.

The Beard is aware of the cther commitments of its directors
and is satisfied that these do not conflict with their duties as
directors of the company.

Board balance and independence

The Board currently comprises the Chairman, six executive
direciors and ten non-executive directors (with effect from 1
May 2008, and the change in role of Larry Fish to non-
executive director of the company, the Board will comprise the
Chairman, five executive directors and eleven non-executive
directors). The Board functions effectively and efficiently, and is
considered to be of an approptiate size in view of the scale of
the company and the diversity of its businesses. The directors
provide the Group with the knowledge, mix of skills,
experience and networks of contacts required. The Board
Committees contain directors with a variety of relevant skills
and experience so that no undue reliance is placed on any
individual.

-3
&
c
=
14
g
b
o

[

X% RBS 99




Corporate governance continued
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The nan-executive directors combine broad business and
commercial experience with independent and cbjective
judgement. The balance between ncn-executive and execulive
directors enables the Board to provide clear and effective
leadership and maintain the highest standards of integrity
across the company’s business activities, The names and
biographies of all Board members are set out on pages 92
and 93,

The composition of the Board is subject to continuing review
and the provisions of the Code will be taken into account in
respect of the balance of the Board. The Code requires the
Board to determine whether its non-executive members are
independent.

The Board comprises nine independent and seven
non-independent directors (including executive directors), in
addition to the Chairman. Bab Scotft has been nominated as
the senior independent director.

The Board considers that all non-executive direciors are
independent for the purpeses of the Code, with the exception
of Bud Koch who was formerly Chairman, President and Chief
Executive Officer of Charter One Financial, Inc. which was
acquired by Citizens Financial Group, Inc. in 2004, Larry Fish
will not be considered an independent non-executive director
fram 1 May 2008.

Re-slaction oF diwctors

At each Annual General Meeting, ona third of the directors
retire and offer themselves for re-election and each director
must stand for re-election at least once every three years. Any
non-executive directors who have served for more than nine
years will also stand for annual re-election and the Board will
consider their independence at that time. The proposed
re-election of directors is subject to prior review by the Board.,

The names of directors standing for re-electicn at the 2008
Anrnua! General Meeting are contained on page 87 and further
information will be given in the Chairman's letter to shareholders
in relation to the company's Annual General Meeting.

Informattan, induchon andg professional developman

All directors receive accurate, timely and clear information on
all relevant matters. All directors have access to the agvice and
services of the Group Secretary and General Counsel who is
respaonsible to the Board for ensuring that Board procedures
are followed and that applicable rules and regulations are
complied with. In addition, all directors are able, if necessary,
to obtain independent professional advice at the company's
expense.

Each new director receives a formal induction on joining the
Board, including visits to the Group's major businesses and
meetings with directors and senior management. The induction
is tailored to the director's specific requirements. Directors are
advised of appropriate training and professional development
opporiunities and undertake the iraining and professional
develeprment they consider necessary in assisting them to
carry out their duties as a director.
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Performaince evaluabiorn

The Board has undertaken a formal and rigorous annual
evaluation of its own performance and that of its committeas
and individual directors.

The performance evaluation of the operation and effectiveness
of the Board, the Remuneration Committee and the
Nominations Committee was undertaken in the autumn of
2007. This was conducted internally using a detailed
questionnaire and individual meetings with each director.
Amongst the areas reviewed were the role of the Board, Board
composition, Board meetings and processes, Board
performance and reporting, external relationships and Board
Committees. A separate performance evaluation of the Audit
Cormmittee was also underiaken internally in tate 2007 using a
detailed questionnaire and meetings with Audii Committee
members ang attendees,

The repart on the Board evaluation, which was designed to
assist the Board in further improving its performance, was
considered and discussed by the Board as a whole and a
separate report on the ocutcomes of the evaluation of the Audit
Committee was also considered and discussed by the Board.
The Board evaluation involved detailed consideration of Board
composition, Board engagement in risk management and
capital planning and the format of the Board meetings. The
Board also considered the range and balance of its activities
and was content that it was allocating appropriate time to such
key matters as monitoring business performance, risk appetite
and strategy.

Taking into account their review and discussions the directors
have concluded that the Board is effective in meeting its
objectives and fulfilling its duties and cbligations. The direciors
are also satisfied that each of the Board's Committees (Audit,
Remuneration and Nominations) carries out its delegated
duties effectively.

In addition, each director discussed his or her own
performance as a director and their Board evatuation
questionnaire with the Chairman. The senior independent
director canvassed the views of the executive directors and
met with the non-executive direclors as a group without the
Chairman present to consider the Chairman's performance.
The Board is satisfied that each director continues to
contribute effectively to the Board and the Group and
demonstrates commitment to his or her role as a direclor.

Board Commitises

I order to pravide effective oversight and leadership, the
Board has established a number of Board Commitiees with
particutar responsibilities. The Committee chairmanship and
membership are reviewed on a regular basis. The names and
biagraphies of all Board Committee members are set qut gn
pages 92 and 93.

The terms of reference of the Audit, Remuneration and
Nominations Committees and the standard terms and
conditions of appeintment of non-executive directors are
available on the Group’s website (www.ribs.com) and coples
are available on request.




Audit Committae

All members of the Audit Committes are independent non-

executive directors. The Audit Committee holds at teast five

meetings each year. The Audit Committee’s report is set out
on pages 103 and 104.

Remunaration Committee

The members of the Remuneraticn Committee comprise
Independent nan-executive directors, together with the
Chairman of the Board. The Remuneration Committee holds
at least three meetings each year.

The Remuneration Commitiee is responsible for assisting the
Board in discharging its responsibilities and making all relevant
disclosures in relation to the farmulation and review of the
Group's executive remuneration policy. The Remuneration
Committee makes recommendations to the Board on the
remuneration arrangements for the executive directors and the
Chairman. The Directors’ Remuneration Repert is contained

on pages 10510 114,

Responsibility for determining the remuneration of executive
directors has not been delegated to the Remuneration
Committee, and in that respeci the provisions of the Code have
not been complied with. The Board as a whole reserves the
authority 1o make the final determination of the remuneration of
directors as it considers that this two stage process allows
greater consideration and evaluation and is consistent with the
unitary naiure of the Board. No director is involved in decisions
regarding his or her own remuneration.

Naminations Committee

The Nominations Committee comprises independent non-
executive directors, under the chairmanship of the Chairman of
the Board. The Nominations Committee meets as required.

The Nominations Committee is responsible for assisting the
Board in the formal selection and appeintment of direciors. It
considers patential candidates and recommends appointments
of new directors to the Board. The appointments are based on
ment against objective criteria, including the time available of
the petential director and the commitment which will be
required,

In addition, the Nominations Committee considers succession
planning for the Chairman, Group Chief Executive and ron-
executive directors. The Nominations Commitiee takes into
account the knowtedge, mix of skills, experience and networks
of contacts which are anticipated to be needed on the Board
in the future, The Chairman, Group Chief Executive and
non-executive directors meet to consider executive succession
planning. No director is involved in decisions regarding his or
her own succession.
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Meetngs

The number of scheduled meetings of the Board and the
Audit, Remuneration and Nominations Committees and
individua! attendance by memobers is shown below.

Board Audi Remuneration  Nominations

Total number of meetings
in 2007 a ] 3 2

Number of meetings
atiended in 2007

Sir Tom McKillop
Sir Fred Goodwin

Mr Buchan

Mr Cameron

Dr Currie

Mr Fish

Mr Fisher

Mr Friedrich

Mr Hunter

Mr Kach

Mrs Kong

Mr MacHale

Mr Pel)

Sir Steve Robson

Mr Scott
Mr Sutheriand

Wl lolcj ||| |w!lw |w|lw i O|w|oxw|e|olo

Mr Whittaker

Relations with shareholders

The company communicates with shareholders through the
Annuzl Report and by providing informaticn in advance of the
Annual General Meeting. Individual shareholders can raise
matlers relating to their shareholdings and the business of the
Group at any time throughout the year. Shareholders are given
the cpportunity to ask questions at the Annual General Meeting
or submit written questions in advance. The chairmen of the
Audit, Remuneration and Nominations Commitiees are '
available to answer questions at the Annual General Meeting.

Communication with the company's largest institutional
sharehciders is undertaken as part of the company's investor
relations programme. The Chairman meets with the Group’s
top 20 investors ence every 12 to 18 manths to receive their
feedback on issues such as strategy, business performance
and corporate governance. During the year, the directors
received copies of analysts' reports and a monthly report from
the Group's investor relations department which includes an
analysis of share price movements, the Group's performance
against the sector, and key broker comments. In addition,
information on major investor relations activities and changes
to external ratings is provided. The senior independent director
would be available to shareholders if concerns could not be
addressed through the normal channels. The arrangements
used to ensure that directors develep an understanding of the
views of major shareholders are considered as part of the
annual Board performance evaluation.

%¢RBS
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Corporate governance continued

The Chairman, Group Chief Executive, Group Finance Director
and, if appropriate, the senior independent director
communicate shareholder views to the Board as a whole.

The Board commissions a survey of investor perceptions
perindically. The survey is undertaken on behalf of the Board
by independent consuitants and the outcomnes of the study are
considered by the Board.

Internal cortrol

The Board of directors is responsible for the Group’s system
of internal control that is designed to facilitate effective and
efficient operations and 1o ensure the quality of internal and
external reperting and compliance with applicable laws and
regulations. In devising internal controls, the Group has regard
to the nature and extent of the risk, the likelihcod of it
crystallising and the cost of controls. A system of internal
control is designed to manage, but not eliminate, the risk of
failure to achieve business objectives and can only provide
reasonable, and not absolute, assurance against the risk of
material misstatement, fraud or losses.

The Board has established a process for the identification,
evaluation and management of the significant risks faced
by the Group, which operated throughout the year ended
31 December 2007 and to 27 February 2008, the cate the
directors approved the Report and Accounts. This process
is regularly reviewed by the Board and meets the
requirements of the guidance ‘Internal Control: Revised
Guidance for Directors on the Combined Code’ issued by
the Financial Reporting Council in October 2005.

The effectiveress of the Group's internal control system is
reviewed regularly by the Board and the Audit Committee.
Executive management committees or boards of direciors in
each of the Group's businesses receive regular reports on
significant risks facing their business and how they are being
contrelled. In addition, the Group Boarg receives monthly risk
management reporting. Additional details of the Group's
approach to nsk management are given in the ‘Risk
management’ section of the 'Business review’ on pages 70 to
90. The Audit Commiitee also receives regular reports from
RBS Risk Management and Group Internal Augit. In addition,
the Group’s independent guditors present to the Audit
Committee reports that include details of any significant
internal control matters which they have identified. The system
of internal controls of the authorised institutions and other
regulated entities in the Group is also subject to regulatory
oversight in the UK and overseas. Additional details of the
Group's regulatory oversight are given in the *Supervision and
regulation” section on pages 231 ta 233.
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Internail Control ever Finangial Reporting

The Group is required {0 comply with Section 404 of the US
Sarbanes-Oxley Act of 2002 and assess the effectiveness of
internal control over financial reporting as of 31 December
2007.

The Group assessed the effectiveness of its internal control
over financial reporting as of 31 December 2007 based on the
criteria set forth by the Committee of Sponsoring Organizations
of the Treadway Commission in ‘Internal Control — Integrated
Framework'.

Management has excluded from its assessment the internal
control over financial reporting of ABN AMRO Holdings N.V,,
which was acquired on 17 October 2007. ABN AMRO
Holdings N.V. represented 40.7% of the Group's total assets, a
negligible proportion of the shareholders' total equity, 7.7% of
the Group's total income and 0.2% of the Group's profit after
tax as of and for the year ended 31 December 2007.

Based on its assessment, management has concluded that, as
of 31 December 2007, the Greup's internal control over
financial teporting is effective.

The Group's auditors have audited the effectiveness of the
Group's Internal control over financial reporting and have given
an unqualified opinion.

Management's report an the Group's internal control over
financial reporting will be filed with the SEC at the same time
as the Annual Report on Form 20-F

Disctosure controls and procedures

As required by US regulations, the effectiveness of the
company's disclosure controls and procedures (as defined in
the rules under the US Securities Exchange Act of 1934) have
been evaluated. This evaluation has been considered and
approved by the Board which has instructed the Group Chief
Executive and the Group Finance Director to certify that, as at
31 December 2007, the company’s disclosure controls and
procedures were adequate and effective and designed o
ensure that material information relating to the company and its
consolidated subsidiaries would be made known to them by
others within those entities.

Changes ia internal conirols

There was no change in the company's internal control over
financial reparting that occurred during the period covered by
this report that has materially affected, or is reasonably likely
to materially affect, the company's internal control over
financial reporting.
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Audt Committae Report

The members of the Audit Committee are Archie Hunter
{Chairman), Colin Buchan, Bill Friedrich, Joe MacHale and Sir
Steve Robson. All members of the Audit Committee are
independent non-executive directors. The Audit Committee
holds at least five meetings each year, two of which are held
immediately prior to submission of the interim and annual
financial statements to the Group Board. This core programme
is supplemented by additional meetings as required, four
being added in 2007. Audit Commitiee meetings are atiended
by relevant executive directors, the internal and external
auditors and finance and risk management executives. At least
twice per annum the Audit Commitiee meets privately with the
external auditors, Since 2000, the Audit Committee has
undertaken an annual programme of visits [o the Group's
business divisions and control functions. The object of the
programme is to allow the Audit Commitiee to gain a better
understanding of the risk and control issues facing the Group
and an invitation to attend is extended to all non-executive
directors. The programme of future visits is considered
annuzlly and the norm is for three or four visits to be
undertaken each year.

The Board is satisfied that all the Audit Committee members
have recent and retevant financial experience. Although the
Board has determined that each member of the Audit
Committee is an Audit Committee Financial Expert’ and is
independent, each as defined in the SEC rules under the US
Securities Exchange Act of 1934 and related guidance, the
members of the Audit Committee are selected with a view 1o
the expertise and experience af the Audit Committee as a
who'e, and the Audit Committee reports to the Board as a
single entity. The designation of a director or directors as an
‘Audit Cammittee Financial Expert’ dees nat impose on any
such director, any duties, obligations or liability that are greater
than the duties, obligations and liability imposed on such
director as a member of the Audit Committee and Board in
the absence of such a designation. Nor does the designation
of a director as an ‘Audit Committee Financial Expert'

affect the duties, obligations or liability of any other member
of the Board.

The Audit Committee is responsible for:
* assisting the Board in discharging its respensibilities ang
in making all relevant disclosures in relation io the financial

affairs of the Group;

+ raviewing accounting and financial reporting and
regulatory compliance;

+ reviewing the Group's systems of interral control; and

= monitoring the Group's processes for internal audit, risk
managemant and external audit.

Full details of the responsibilities of the Audit Committee are
available at www.ribs.com
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The Audit Committee has adopied a policy on the engagement
of the external auditors to supply aucit and non-audit services,
which takes into account relevant legislation regarding the
provision of such serviges by an external audit firm. The Audit
Coemmittee reviews the palicy annually and prospectively
approves the provision of audit services and certain non-audit
services by the external auditors.

Annual audit services include alt services detailed in the
annual engagement letter including the annual audit and
interim reviews (including US reporting requirements), periodic
profit verifications and reports to regulators including skilled
persons reports commissioned by the Financial Services
Authority (e.g. Reporting Accountants Reparts).

Annual audit services also include statutory or non-statutory
audits required by any Group companies that are not
incorporated in the UK, Terms of engagement for these audits
are agreed separately with management, and are consistent
with those set out in the audit engagement letter, as local
regulations permit.

The prospectively approved non-audit services include the
following classes of service:

+ capital raising, including consents, comfort letters and
relevant reviews of registration statements;

= provision of acceunting opiniens relating to the financial
statements of the Group;

= provision of reports that, according to law or regulation,
must be rendered by the external auditors,

+ tax compiiance services;

= corporate finance services relative to companies that will
remain outside the Group, and

+ insolvency work relating to the Group's customers.

The Audit Committee approves all other permitted non-audit
services on a case by case basis before their commencement,
In addition, the Audit Committee reviews and monitors the
Independence and objectivity of the external auditors when it
approves nen-audit work 1o be carried out by them, taking inlg
consideration relevant legislation and ethical guidance.
Infarmation on the audit and non-audit services carried out by
the external auditors is detailed in Note 4 to the Group’s
accounts.
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The Audit Cammittee undertakes an annual evaluation to assess
the independence and objectivity of the external auditors and
the effectiveness of the audit process, taking inte consideration
relevant professional and regulatory requirements. The results
of this evaluation are reported to the Board.

The Audit Comsmittee is responsible for making
recommendations to the Boarg, for it to submit the Audit
Commitiee’s recommendations to sharehalders for their
approval at the Annuai Generai Mesting in relation to the
appoiniment, reappointment and remaval of the external
auditors. The Board has endorsed the Audit Committee’s
recommendation that shareholders be requested to approve
the reappointment of Deloitte & Touche LLP as external
auditors at the Annuat General Mesting in April 2008.

The Audit Committee alse fixes the remuneration cf the
external auditers as authorised by shareholders at the Annual
General Meeting.

The Audit Committee approves the terms of engagement of
the external auditors.

It is intendled that there will be an external review of the
effectiveness of Group Internal Audit every three to five years,
in line with best practice, with internal reviews continuing in the
intervening years. In 2007, KPMG conducted a review of the
effectiveness of Group Internal Audit and concluded that the
function operated effectively. The Board considered the
external review findings and also concluded that the Group
Internal Audit function was effective,
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It is intended that there will be an external review of the
gffectiveness of the Audit Committee every three to five years,
with internal reviews by the Board continuing in the intervening
years. PricewaterhouseCoopers conducted an external review
of the effectiveness of the Audit Committee in 2005. An
internal review of the Audit Committee’s performance was
undertaken in 2007 ang a separate report on the outcome was
considered and discussed by the Board which concluded that
it effectively discharged its responsibifities,

Since 2005, divisional audit committees have been responsible
for reviewing each division's business. These committees
report to the Audit Committee which has concluded that they
operate effectively.

Archie Hunter
Chairman of the Audit Committee
27 February 2008
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Directors’ remuneration report

The Remuneration Commiltes .

The members of the Remuneration Committee are Bab Scott
{Chairman}, Calin Buchan, Jim Currie, Janis Kong, Sir Tom
McKillop and Peter Sutherland. The members of the
Remuneration Committes comprise independent non-executive
direciors, together with the Chairman of the Board.

During the year, the Remuneration Commitiee received advice
from Watson Wyatt and Mercer on matiers relating to direciors’
remuneration in the UK {(Watson Wyatt) and US (Mercer),
together with advice from the Group Director, Human
Resources and the Group Secretary and General Counsel on
general remuneration matters, In addition, the Rermuneration
Committee has taken account of the views of the Group Chief
Executive on performance assessment of the executive
directors.

In addition to advising the Remuneration Committee, Watsan
Wyatt provided professional services in the ordinary course of
business, including actuarial advice and benefits
administration services to subsidiaries of the Group and
investment consulting and actuarial advice to the irustees of
some of the Group's pension funds. Mercer provided agvice
and support in connection with a range of compensation
benefits, pension actuarial and investment matters. The
advisers to the Remuneration Committee are appointed
Independently by the Committee, which reviews its selection of
advisers annually. The Committee is satisfied that the
consultants from Watson Wyatt and Mercer who advise the
Committee operate independently of the consulting teams
undertaking other work with the Group.

Compensalion

Remunaraucn policy

The Remuneration Commitiee conducted a comprehensive
review of all aspects of the rermuneration package in 2005,
and the executive remuneration policy outcome was approved
by shareholders at the company's Annual General Meeting in
2008. A new executive share option plan was approved by
shareholders at the company’s 2007 Annual General Meeting,
During 2007 the Remuneration Committee continued 1o review
policy in light of business needs, market changes and
shareholder comments,

The objective of the executive remuneration poficy is 1o provide,
in the context of the company’s business strategy, remuneration
in form and armount which will attract, motivate and retain
high-calibre executives. In order to achieve this objective,

the poficy is framed around the following core principles:

« Total rewards will be set at levels that are competitive
within the relevant market, taking each executive director's
remuneration package as a whole. The relevant market
is FTSE top 20 companies and major UK, European and
US banks.

» Total potential rewards will be earned through achievement
of demanding performance targets based on measures
consistent with shareholder interests over the short,
medium and longer term.
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* Remuneration arrangements will strike an appropriate
batance between fixad and performance-related rewards.
Performance-related elements will comprise the major part
of executive remuneration packages. See illustrative charts
below.

= Incentive plans and performance metrics will be structured
to be robust through the business cycle.

+ Remuneration arrangements will be designed to support
the company's business strategy, to promote teamwerk and
to conform to best practice standards.

UK-based exaecutive directors’ remuneration balance

Executive directars

Group Chief Executive

Base salary D Financlal (annual) {] Operational {annual
. . Al Employes Prafit Share (annual) Eid Medim Term EPS growth
- Medium Term TSR grawth

Tre above diagram has been prepared to Nustrate the use of performance metncs
in the \ofal drect compensation package. For 1he Group Chief Executive, 21% of
the package is fixed and 79% s performanca related. For lha execulive directors,
27% i fixad and 73% is performance relatad, Values ara shown on the basis of on-
targel annual performanca wih long farm incantivas al the approximate fakr vake at
grant (B0% of the face valua of 1ho shares for iba MPP and 12% for the ESGOP). In
2007 the MPP grani due to vest lapsed in its antraty having not met the required
performance conditipns. The exscutive share optians dus 10 vast in 2007 vested in
full. At the date of vesting the share prica was £6.96 and the exercise price was
E5.78. Pension and other benalits have been excluged from this diagram. Financial
metrics Includa profil grewth, casl control and return on equity.

The non-executive directors’ fees are reviewed annually by the
Board, on the racommendation of its Chairman. The level of
remuneration reflects the responsibility and time commitment of
directors and the level of fees paid to non-executive directors
of comparable major UK companies. Non-executive directors
de not participate in any Incentive or performance plan.

The Remuneration Committee makes recommendations 1o the
Board on the remuneraticn arrangements for the executive
directors and the Chairman. The Remuneration Committee also
approves the remuneration arrangements of senior executives
below Board teval who are members of the Group Executive
Management Commitiee, on the recommendation of the Group
Chief Executive, and maintains oversight of the application of
remuneration policy below this level. The Committee revigws all
long-term incentive arrangements operated by the Group.
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Directors’ remuneration report continued

Components of execuuve remungration

U pased directors

Satary

Salaries are reviewed annually as part of total remuneration,
having regard to remuneration packages received by
executives of comparable companies. The Remuneration
Committee uses a range of survey data from publishad and
proprietary sources and reaches individual salary decisions
taking account of the remuneration environment and the
performance and responsibilities of the individual director.

Benefits

The Group operates The Royal Bank of Scotlang Group
Pension Fund (“the RBS Fund™), a non-contributory defined
benefit fund for employees (including executive directors) who
joined the Group prior to 1 October 2006. Any new executive
directors will not be eligible to participate in the RBS Fund
unless they were already a member prior to 1 Cctober 2006,
instead they will receive a cash zallowance.

Details of pension arrangements of directors are shown on
page 114. Where cash allowances are paid in place of
pension accrual (or of pension accrual on satary over the
pension earnings cap), they are shown on page 110. Executive
directors also receive additional cover for death-in-service
benefits.

Executive directors are eligible to receive a choice of various
employee benefits or a cash equivalent, on a similar basis to
other employees. in addition, as employees, executive
directors are eligible to participate in Sharesave, Buy As You
Earn and the Profit Sharing scheme. These schemes are not
subject to performance conditions singce they ars operated on
an all-employee basis.

Snorl-term annual incenlives

UK-based executive directors normally have a maximum
annual incentive potential of between 160% and 200% of
salary, For exceptional perfermance, as measured by the
achievement of additional challenging objectives, executive
directors may be awarded incentive payments of up to 200%
of salary, or 250% of salary, in the case of the Group Chief
Executive, the Chief Executive, Corporate Markets and the
Chief Executive, Retaif Markets. Awards wil! normally be based
on the delivery of a combination of appropriate Group and
individual financial and operational targets approved each year
by the Remuneration Commitiee.

For the Group Chief Executive, the annual incentive is primarily
based an specific Group financial performance measures such
as operating profit, earnings per share growth and return on
equity. The remainder of the Group Chief Executive's annual
incentive is based on a range of non-financial measures which
may include measures relating to shareholders, customers
and staff.
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Far the other executive directors, a proportion of the annual
incentive is based on Group financial performance and a
proportion on divisienal financial performance. The remainder
of each individual's annual incentive opportunity is dependent
on achievernent of a range of non-financial measures, specific
objectives and key result areas. Divisional perfermance
includes measures such as operating incoma, costs, loan
impairments or operating profit. Non-financial measures
include customer measures {e.g. customner numpers, customer
satisfaction), staff measures (e.g. employee engagement) and
efficiency and change objectives.

In respect of 2007, the Remuneration Committee reviewed the
annual incentive payments for all executive directors taking into
account performance against targets set at the beginning of
the year and covering Group financial performance, each
director’s operational 1argets, and where appropriate, divisional
financial targets. For al} directors operational targets included
specified strategic developments and improvement in
customer and employee satisfaction scaores.

Group operating profit targets were met in full notwithstanding
the impact of challenging credit market conditions in the
second half of the year, and customer and employee
satisfaction scores showed improvement in line with or above
expeclations. Financial performange in most divisions
axceeded target. As a result, the Remuneration Committee
proposed anc the Beard (excluding executive directors)
agreed annual incentive payments of up to 112.5% of normal
maximum levels. Levels of incentive paymants to executive
directors covered a wide range, reflecting variations in
divisional performance.

Long-term incentives

The company provides long-term incentives in the form of
share opticns and share or share equivalent awards. Their
objective is 1o encourage the creation of value over the long
term and to align the rewards of the executive directors with
the returns to shareholders.

Medium-term Parformance Plan

The Medium-term Performance Plan {"MPP") was approved by
sharehalders in April 2001. Each executive director is eligible
for an annual award under the plan in the form of share or
share equivalent awards. Whilst the rules of the plan allow
awards over shares worth up 1o one and a half times earnings,
the Remuneration Committee has adopted a policy of granting
awards based on a muitiple of salary. Normally awards are
made at one times salary 10 executive directors, with one and a
half times salary being granted in the case of the Group Chlef
Executive. No changes will be made to this policy without prior
consultation with shareholders. All awards under the plan are
subject to three-year performance targets.
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Awards made in 2006 and 2007 are subject te two
performance measures; 50% of the award vests on a relative
Total Sharehotder Return (*TSR"} measure and 50% vests on
growth in adjusted earnings per share (“EPS") over the three
year parformance period.

For the TSR element, vesting is based on the level of
outperformance by the Group of the median of the comparator
group TSR over the perfarmance period. Awards made under
the plan will not vest If the company’s TSR is below the median
of the comparater group. Achievement of median TSR
performance against comparator companies will result in
vesting of 25% of the award. Qutperformance of median TSR
performance by up o 9% will result in vesting on a straight-ine
basis from 25% to 125%, outperformance by 9% to 18% will
result in vesting on a straight-line basis from 125% to 200%.
Vesting at 200% will occur if the company outperiorms the
median TSR performance of the comparator group by at least
18%. For awards made in 2006 and 2007, the companies in
the comgarator group were ABN AMRO Holdings N.V.; Banco
Santander Central Hispano, $.A.; Barclays PLC; Citigroup ing;
HBOS plc; HSBC Holdings plc; Lioyds TSB Group ple and
Standard Chartered PLC. Following the acquisition of ABN
AMRO by the Consortium Banks in October 2007, the
Remuneration Committee agreed that Fortis N.V. would replace
ABN AMRQ in the comparator group for awards made in 2006
and 2007, and also for awards to be made in 2008.

The EPS element ensures a clear fine of sight for executives to
improve lang-term financial performance. For this element, the
level of EPS growth over the three year period is calculated by
comparing the adjusted EPS in the year prior to the year of
grant with that in the final year of the performance period.
Each year the vesting schedule for the EPS growth measure is
agreed by the Remuneration Committee at the time of grant,
having regard to the business plan, perfermance relative to
comparators and aralysts’ forecasts.

For the awards made in 2006 and 2007, the EPS element of
the awards will not vest if EPS growth is below 5% per annum
compound over the three year pericd. Where EPS growth is
between 5% per annum and 10% per annum vesting will occur
on a straight-line basls from 25% to 100%. Vesting at 100% wilt
occur if EPS growth is at least 10% per annum compound.

Cphions

A new executive share option plan was approved by
shargholders at the company's 2007 Annual General Meeting.
Cptions were subsequently granted to executive directors over
shares worth up to a maximurn of three times salary with an
EPS performance condition.
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The performance condition is based on the average annual
growth in the Group's adjusted EPS over the three year
performance peniod commencing in the year of grant. The
calipration of the EPS growth measure is agreed by the
Remuneration Committee at the time of each grant having
regard 1o the business plan, prevailing econemic conditions
and analysts’ forecasts.

In respect of the grant to executive directors in 2007, options
will only be exercisable if, over the three year period, the
growth in the company's adjusted EPS has been at least 6%
per annum (‘the threshold level'). The percentage of options
that vest is then determined on a straight line basis between
30% at the threshold level and 100% at the maximum level for
growth in adjusted EPS of 12% per annum.

Snareholding guidelines

In 2006, the Remuneration Commitiee reviewed the policy on
shareholding requirements and the Group has now adopted
shareholding guidelines for executive directors.

The target shareholding level Is 200% of gross annuat salary
for the Group Chief Executive and 100% of gross annual
satary for executive directors, Target shareholding levels are
determined by reference lo ordinary shares held, together with
any vested awards under the Greup's Medium-term
Performance Plan. Executive directors have a period of five
years in which to build up their shareholdings 10 mest the
guiceline lavels.

LIS hased direclor — Larry Fish

Larry Fish was previgusly Chairman and Chief Executive
Officer of Citizens Financial Group, Inc. From 23 March 2007,
he was appointed Chairman, RBS America and Citizens. With
effect fror 1 January 2008 he has undertaken that role in a
non-executive capacity and is being paid a fixed fee of
US$600,000 per annum (inclusive of fees as a non-executive
director of the company with effect from 1 May 2008).

He will not participate in any annual bonus ptan nor will he be

eligible for further grants under any long term incentive plans.

Existing long term incentive awards will vest to him, subject to

achievement of all relevant service and performance conditions,
at the completion of tha appropriate performance period.

Accrual of pension entitiement will cease at 30 April 2008.
He will participate in the Citizens medical insurance plan to
this date, after which he Is eligibie to join the Citizens retiree
medicat plan.

X¢RBS
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Total shaenolder return perfarmancs

The undernoted performance gragh illustrates the performance
of the company over the past five years in terms of total
shareholder return compared with that of the companies
comprising the FTSE 100 Index. This Index has been selected

Total shareholder return

because it represents a cross-section of leading UK
companies. The total shareholder return for FTSE banks for the
same period has been added for comparison. The total
shareholder return for the company and the indices have been
rebased to 100 for 2002.
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Service conracls

The campany’s policy in relation to the duration of contracts
with girectors is that executive directors’ contracts generally
continue until termination by either party, subject to the required
notice, or until retirement. The notice period under the service
coniracts of executive directors will not normally exceed 12
months. In relation to newly recruited executive directors,
subject to the prior approval of the Remuneration Committee,
the notice period from the employing company may be
extended beyond 12 months if there is a clear case for this,
Where a longer period of notice is initially approved on
appointment, it will nermally be structured such that it will
automatically reduce to 12 months in due course,

All new service contracts for executiva directors are subject to
appravak by the Remuneration Committee. Those contracts
normally include standard clauses covering the perfarmance
review process, the company's normal disciplinary procedure,
and terms for dismissal in the event of failure to perform or in
situations involving actions in breach of the Group's palicies.

Any compensation payment made in ¢connection with the
departure of an executive director will be subject to approval
by the Remuneration Committee, having regard to the terms of
the service contract and the reasons for termination.

Information regarding executive directors’ service contracts is summarised in the table and note below. ™

Data of currant contract Natice pernod — Notice period —

Mame Employing company from company from exaculve

Sir Fred Goodwin 1 August 1998 12 months 6 months
The Royal Bank of Scotland plc

Mr Cameron 29 March 1998 12 months 6 months
The Royal Bank of Scotland plc

Mr Fisher 27 February 2007 12 months 12 months
The Royal Bank of Scotland plc

Mr Pell 20 February 2006 12 months & months
The Royal Bank of Scotland plc

Mr Whittaker 19 December 2005 12 months 12 months

The Royal Bank of Scotland plc

Note:

(1) Witn effect from 1 May 2008, Mr Fish will become a non-executive directar of the company In fing with other nan-exacutive directars, his appeintment will be covared by a latter
of engagement. The eppaintmant will ba for an initial lorm expiring on @ October 2009 and is terminable earller by eithar party upon wntten nalice.
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Except as noted below, in the avent of severance where any
contractual notice peried is not worked, the employing
company may pay a sum to the executive in lieu of this period
of notice. Any such payment would, at maximum, comprise
base salary and a cash value in respect of fixed benefits
{including pension plan contributions), In the event of
situations involving breach of the employing company’s
policies resulting in dismissal, reduced or nc payments may be
made to the executive. Depending on the circumsiances of the
termination of employment, tha executive may be entitled, or
the Remuneration Committee may exercise its discretion to
allow, the executive to exercise outstanding awards under long-
term incentive arrangemeants subject to the rules of the
relevant plan. All UK based directors, with the exceplion of
Guy Whittaker, are members of The Royal Bank of Scotland

Chzirmanr ang non-gvecutive Breciors

Group Pension Fund ('the RBS Fund’) and are contractually
entitled o receiva all pension benefits in accordance with its
terms. The RBS Fund rules allow ail members wha retire early
at the request of their employer to receive a pension based on
accrued service with no discount applied for earty retirement.

The Remuneration Committee has reviewed this provision of
the RBS Fund, which applies equally to executive directors and
other employees, The Remuneration Committee concluded that
a change to the terms of the RBS Fund in respect of early
retirement at the company's request would not be a cost
effective route to take at this time. The RBS Fund is closed 10
employees. including any executive directors, joining tha
Group after 30 September 2006.

The original date of appoiniment as a director of the company and the latest date for the next re-election are as follows:

Latest date for

Date first appointad next re-glection

Sir Tom McKillop 1 September 2005 2009
Mr Buchan 1 June 2002 2009
Dr Currie 28 November 2001 2008
Mr Friedrich 1 March 2006 2009
Mr Hunter 1 September 2004 2010
Mr Koch 29 September 2004 2010
Mrs Kong 1 January 2006 2009
Mr MacHale 1 September 2004 2010
Sir Steve Robson 25 July 2001 2008
Mr Scott 31 January 2001 2009
Mr Sutherland 31 January 2001 2009

The non-exacutive directors do not have service contracts or
notice periods aithough they have letters of engagement
reflecting their responsibilities and commitments. Under the
company's Articles of Association, all directors must retire by
rotation and seek re-election by shareholders at least every
three years. The dates in the table above reflect the latest date
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for re-election. However, in 2008, at least one-third of the Board
will retire by rotation as reguired by the company's Articles of
Association. No compensation would be paid to the Chairman
or 1o any non-executive director in the event of early
termination.
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Directors’ remuneration report continued

The tables and explanatory notes on pages 110 1o 114 report the remuneration of each director for the year ended 31 December 2007
and have been audited by the company's auditors, Deloitte & Touche LLP

Diractors' ramuneration

Salary/ Performance Ponslon 2007

foas. bonus{1} allowarce Berefits Tota!

£000 £000 £000 £000 E000
Cha rman
Sir Tom McKillop 750 —_ —_ —_ 750 a7
Execuuve direciors
Sir Fred Goodwin 1.290 2,860 — 40 4,190 3.866
Mr Cameron 988 1,900 KL 27 3,256 3.406
Mr Fish (2 999 200 - 54 1,253 2679
Mr Fisher @) 726 1,428 178 26 2,358 1,844
Mr Pell 825 1,377 — 2 2,204 2,120
Mr Whittaker ) o 760 1425 262 3 2450 4475

Notes:
(1) Inciudaes 10% prclit shanng.

(2} Mr Fish is 8 non-executiva director of Textron Ine. and retains 1he fees paid to tvm In tris raspact, For 2007, he received a remungration package fram Toxtron Inc, aquivaent to
approximatety US$87,565,

(3) On his appointment as Chairman of the Managing Board of ABN AMRO on { November 2007, Mr Fisher ransferred to Ihe Netherlands. In line with 1he Group's internatignal
assignment policy he was eligible for ass!stance in moving his homa and familly b the Natharlands and for ongoing tax equalisation, cosl of kwving, housing and othar
secondmant benelts, the value of which is £15,418 and is included under benefits, above.

Board Board

feas comrmiilea feas 2007 2000
Pfo-‘l—exacqlivp drectors L £000 £000 B EOOO_ _ T
Mr Buchan 70 52 122 12
Dr Currie 70 15 85 g0
Mr Friedrich 70 30 100 g4
Mr Hunter 70 92 162 158
Mr Kochiy 70 — 70 55
Mrs Kong 70 15 85 73
Mr MacHale 70 30 00 g5
Sir Steve Robson 70 30 100 95
Mr Scottz 160 155
Mr Sutherland 70 27 97 83

Naotes:

{9) In addign ta his role as & non-executive directar Mr Koch had an sgreemant with Citzens Financial Group, Inc. to provige consu'ting sarvices for 8 poriod of 1hiea yesrs, which
ancded on 1 September 2007, foliowing the acquis.tion by Ciizens of Charter One Financial, Inc. For these sarvices Mr Koch recelvwed $263.333 in 2007.

{2) Mr Scell’s senior independent director fea covers all Board ang Beard Commitios work including Chairmsanship of the Remuneration Committes.

No director received any expense allowances chargeable to UK income tax or compensation for loss of office/termination payment.
The non-executive directors gid not receive any bonus payments or benefits.
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Shere oplons

Options to subscribe for ordinary shares of 25p each in the company granted to, and exercised by, directors during the year to
31 December 2007 are included in the table below. Options held at 1 January 2007 and the related option price have been

restated to reflect the bonus issue of ordinary shares in May 2007.
_Options exervised in 2007

Options reld al Optons Markot pwice a1
tJanvary  grantod in date of exercse  Option price Opuons held at 31 Docomber 2007
2007 2007 Number £ £ Number Exercise pariod
Sir Fred Goodwin 493,713 493,713 5.32 2.92 —
8,889 3.73 8,889 04.03.02 - 03.03.09
81,918 3.99 81,918 03.06.02 - 02.06.09
460,944 2.60 460,944 29.03.03 - 28.03.10
131,100 5.73 131,100 14.08.04 — 13.08.11
123,900 6.06 123,900 14.03.05 - 13.03.12
218,400 4.12 218.400 13.03.06 - 12.03.13
432,525 5.78 432,525 11.03.07 - 10.03.14
477,153 5.76 477,153 10.03.08 - 09.03.15
485,961 6.17 485,961 09.03.09 - 08.03.16
3.801 4.35 3.801 01.10.10-31.03.11y
. &95188 _ 581 7 695,188 16.08.10 - 15.08.17
) 2,918,304 _ 3119779 o .
Mr Cameron 57,582 3.73 57,582 04.03.02 - 03.03.09
115,233 260 115,233 29.03.03 - 28.03.10
450 450 6.77 5.21 —
78,600 573 78,600 14.08.04 - 13.08.11
95,400 6.06 95,400 14,03.05 - 13.03.12
157,800 4,12 157,800 13.03.06 - 12.03.13
151,383 5.78 151,383 11.03.07 - 10.03.14
5,595 5,995 5.24 3.28 —
242,916 576 242916 10.03.08 - 09.03.15
255,128 6.17 255,128 08.03.09 - 08.03.186
. 374,332 5.61 374,332 16.08.10 - 15.08.17
i,160,088 1,528,375
Mr Fish 323,631 3N 323,631 11.05.01 - 10.05.08
112,809 5.76 112,809 10.03.08 - 09.03.15
333,387 6.17 333,387 09.03.09 - 08.03.16
523,640 5.61 523,640 16.08.10 - 15.08.17
769,827 1,293,467
Mr Fisher 42,843 3.08 42,843 01.04.02 - 31.03.09
99,873 2.60 99,873 29.03.03 - 28.03.10
65,400 573 65,400 14.08.04 - 13.08.11
68,100 6.06 68,100 14.03.05-13.03.12
121,500 412 121,500 13.03.06 - 12.03.13
118,944 5.78 118,944 +1.03.07 - 10.03.14
182,187 5.76 182,187 10.03.08 - 09.03.15
8933 933 5.24 4.03 —
435 4.35 435 01.10.08 - 31.03.09)
184,260 6.17 184,260 09.03.09 - 08.03.16
262,033 5.61 262,033 16.08.10 - 15.08,17
1611 469 1,611 01.10.10 - 31.03.11m
884.475 \ 1,147,186 )
Mr Pell 153.648 153,648 4.40 260 —_
87,300 573 87,300 14.08.04 - 13.08.11
§2,800 6.06 82,800 14.03.05 - 13.03.12
149,400 4,12 148,400 13.03.06 - 12.03.13
141,651 578 141,651 11.03.07 - 10.03.14
151,821 5.76 151,821 10.03.08 - 09.03.15
187,095 6.17 187,095 09.03.09 - 08.03.16
259,894 5.61 259,894 16.08.10 - 15.08.17
953,715 1,059,961
Mr Whittaker 170,085 6.17 170,085 09.03.09 - 08.03.16
3,705 4.81 3,705 01.10.13 - 31.03.141
280,749 5.61 280,749 16.08.10 - 15.08.17
173,790 454,539

Nota:
(1} Opticns held under the sharesave schemas, which are not subjec! o periormance CoXILans,

The performance conditions for options granted in 2007 are detailed on page 107.
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No options had their terms anc conditions varied during
the accounting period to 31 December 2007. No payment
is required on the award of an option.

The performance condition applying to executive share options
granted in 2007 and exercisable in August 2010 is outlined on
page 107.

For executive share options where the first exercisable date is
between March 2002 and March 2009 inclusive, options are
exercisable only if, over a three year period, the growth in the
company's EPS has exceeded the growth in the Retail Prices
Index (RP{) plus 9%. In respect of executive share options

Medium Term Performance Plan

exercisable before March 2002, the performance condition is
that tha growth in the company's EPS over three years has
exceeded the growth in the RPI plus 6%.

The market price of the company's ordinary sharas ai
31 December 2007 was £4.44 and the range during the
year to 31 December 2007 was £3.97 10 £7.20.

In the ten year period to 31 December 2007, awards made that
could require new issue shares under the company's share
plans reprasented 5.5% of the company’s issued ordinary
share capital, leaving an availabte dilution headroom of 4.5%.

Scheme interesis at 1 January 2007 and the related market price on award in the 1able below have been restated to reflect the bonus

issue of ordinary shares in May 2007.

Markel Share intarest End of period
Schema interesls Awards price on Awards Awards (share for qualifying
(share squivalants) at granted award vasted in axprcisas eguivalents) at conditions to
1 January 2007 in 2007 £ 2007(1) 2007 31 December 2007 be fuifilled
Sir Fred Goodwin 279,120 5.45 ) T 7 77279,120 vested 31.12.03
101,565 6.20 101,565 vested 31.12.04
286,293 576 Nil — lapsed 31.12.07
291,579 6.17 291,579 31.12.08
278,970 6.99 278,970 31.12.09
958,557 951,234
Mr Cameran 167,472 545 167,472 vested 31.12.03
66,234 6.20 66,234 vested 31.12.04
138,810 5.76 Nil ~ lapsed 31.12.07
145,791 6.17 145,791 31.12.08
L B 143064 699 B 143,084 311208
_ - 518,307 - 522,561
Mr Fish ‘ 31,485 5.76 Nl © 7 < lapsed 31.12.07
93,351 6.17 93,351 31.12.08
S . 85905 6.99 85,905 31.12.09
) _ B 124,836 o 179,256 ]
Mr Fisher 60,000 545 60,000 vestac 31.12.03
24,000 6.20 24,000 vested 31.12.04
104,109 5.76 Wil - lapsed 31.12.07
105,294 6.17 105,294 31.12.08
B ) o 100.1{&_@_ 67.9“3“ o . ) 71700.146 . 31.1%.09
293,403 289,440
Mr Pell 121,458 5.76 Nil ~ lapsed 31.12.07
124,731 6.17 124,731 31.12.08
1 15,881 6.5}9 115,881 31.12.09
246,189 240,612
Mr Whittaker 113,391 B6.17 113,391 31.12.08
__ . R o 10ngL 6.99 107,298 31.12.09
113.391_ 220,689

Note:

(1} Awards were grantoa on 28 Apnl 2005 and these awarcs have now lapsec.

For any awards that have vested, participants holding oplion-based awards can exercise their right over the undertying share

equivalents at any time up to ten years from the date of grant.

No variation was made to any of the terms of the plan during the year. The performance measures are detailed on pages 106 and 107.
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Reslrictet Swck Award

issue of arginary shares in May 2007.

Awariy
held at

1 January
2007

Mr Whittaker) ” 168,855
91,449

75,966

37,263

373,533

Markst
prica on
award

£

" 646

6.46
6.46
6.46

Markst Valye of

Awards prica on awards
vested 1 vesling vested
2007 E £

168,855  6.78 1,144,837

Interests at 1 January 2007 and the related prices on award and vesting in the table below have been restated to reflect the bonus

End of he
Awards pericd for
held at qualltying

31 Daecembar  conditions to
2007 ba fullilec(2)

91,449  01.02.08p

75966  01.02.09

37,263 01.02.10
204 678

Notes:

{3) Award has now vesied and shares will be released to Mr Whitlaker on 28 February 2008,

Ciizens Long Torm Incentve Man o

(1) Awargs were granted Lo Mr Whitlaker in lisu of urnested share awaras from hig previous employar.

(2) The end period for qualilying cand.lions is suhject te any restriclions on dealing in the Group's shares which may be in place and e which Mr Whittaker may be subject As a
resuit of the ciosa ponod prior 10 the aanouncemant of tha Group's results, the and of the penod for qualfying condtions 10 be fulfilled in 2008 is 28 Fobruary 2008,

Benefils recalved

} Interests at 1 J_arluary 2007 Awardds granl{_)_d during year . _dlin'ng year
Mr Fish LTIP awards for the LTIP award for the LTIP award for the
3 year periods: 3 year period: 3 year period:

01.01.04 - 31.12.06

| 01.01.05 - 31.12.07
01.01.06 - 31.12.08

Note:

01.01.04 - 31.12.06
was US$1,389,148

010107 -31.12.09

1n1ela_sls a3 Dot_:om?or_ 20(.‘:7
LTIP awards for the
3 year periods:

01.01.06 - 31.12.07
01.01.06 - 31.12.08
01.01.07 - 31.12.09

{1} A raw cash LTIP was approved by sharabolders at he company’s Annual Ganeral Maating in Apnl 2005. Performanca is measured on 8 combination of growin la Profit befare
tax and Ralatrve Return gn Equity based on a comparison of Citizens with comparator US banks.

No variation was made to any of the terms of the plan during the year
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Directors’ pansion arrangemenis

During the year, Johnny Cameron, Sir Fred Goodwin and
Gordon Pell accrued pensionable service in The Royal Bank of
Scotland Group Pension Fund (“the RBS Fund"). The RBS
Fund is a defined benefii fund registered with HM Revenue &
Customs under the Finance Act 2004,

Sir Fred Goodwin and Gordon Pell are provided with additional
pension benefits on a defined benefit basis cutwith the RBS
Fund, The figures shown below include the accrual in respect
of these arrangements. A funded, non-registered, arrangement
has been set up to pravide Sir Fred Goodwin's benefits 1o the
exlent they are not provided by the RBS Fund,

Johnny Cameron's benefits are based on salary limited to the
pensions earning cap and he receives a cash allowance in
place of pension on salary above this cap.

Mark Fisher opted to cease future accrual of pension benefit
within the RBS Fund with effect from 6 April 2008, The increase
in pension shown in the table arises from his increase in
pensionable salary over the year. He is provided with a cash
allowance in place of further pension benefits,

Accrued aunng the

enttomant at

Agast 31 December

31 Decamper 2007

o 2907 ﬂl:’lJ p.a.

Sir Fred Goodwin 49 579
Mr Cameron 53 57
Mr Fish 63  $2.080
Mr Fisher 47 337
Mr Pell 57 423

Guy Whittzaker is provided with a cash allowance in place of
pension benefits.

The cash allowances for Johnny Cameron, Mark Fisher and
Guy Whittaker are shown on page 110.

Larry Fish accrues pension benefits under a number of
arrangements in the US, Defined benefits are built up under
the Citizens' Qualified Plan, Excess Plan and Supplemental
Executive Retirement Arrangement. In addition, he is a
member of two defined contribution arrangements: a Qualified
401(k) Plan and an Excess 401(k) Plan. He will continue to
accrue benefits under these plans until 30 April 2008.

Of the total transfer value shown as at 31 December 2007,
54% relates o benefits In funded pension schemes.

Disclosure of these benefits has been made in accordance

with the United Kingdom Listing Autharity Listing Rules and
with the Directors' Remuneration Report Regulations 2002,

Addtonal Acditonsl

pension persion
earmad eamad
dunng the Trangtnr
year ended yoar enged vahie a3 Bt
3 December 31 Decembar 31 Dacember
2007 2007 2007
E_DOU P"‘ _ _s:ooo pa. £000 o
69 50 8,370
4] 3 9314
$251 $251 $24,101 $17.800  $6,301 $2,915
35 24 4,562 3.804 658 323
62 49 8,403 5.744 1,659 971

* net of siatutory ravaluation apphing 1o defarred persions

Notes:

{1} There is a significant differenca in the form of disclosure required by the Combined Code and the Directors’ Remuneration Repart Regulations 2002, The former requires the
disclosure ¢f 1he additonal pensian earned during the year and the ransfer value equivalent to this pension based on skock markol cond.ions at the end of the year. The latter
requires the disclosure of the ¢ fferance between the transfer value al the start and end of (ne year and is herefore dependant on tha change in stock markel condons over
the coursa of the yoar, The above disclesure has baen mada in accordance with the Camblned Code and the Directors' Remunaralion Report Regulations 2002,

(2} Tha transfer values disclosed above do nol represent a sum paid or payable 1o the Individual gireclor. Inslead thay represeni a potantial llabiity of tha Group pension scheme.
{3} No allowance is mada In these transfer values for any enharced benefits that may bacome payable on early relremant.
(4} The proportion of berefits representad by lundad pensian schemes for Gorden Poli and Larry Fish is 3% and 2% respectively. All benefits for Johnny Cameron, Mark Fisher and

Sir Frad Googwin are in funded pension schemes.

{5} In accordance wth US markat practice, Larry Fish's pensionabia remunaration is Emited to US$4 millon per annum.

(6} Larry Fish's executive director service contacl effective from February 2004 provides thal he may relre at any ege between 60 and 65. As noted on page 107, he will coase
pansicr accrual with effect from 1 May 2008 and draw his pension from that gate. The valuaton of his benefits in the table above as a1 the end of 2007 allow for this payment

data; previous figures assumed ratiroment &t ega 65,

Contributions and allowances paid in the year ended 31 December 2007 under defined contribution arrangements were:

2007 2068
000 o

Mr Cameron — F4s

Mr Fish _ 360 $56

Bob Scott

Chairman of the Remuneration Committee

27 February 2008
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Shares beneficially owned at 1 January 2007 in the tables below have been restated io reflect the bonus issue of ordinary shares in

May 2007,

Executve drecions

31 Decamber 2007

Shares Vasted Value a3 al

baraficially Shares MPP shares Vesled 31 December
owned at awned of share share 20072,%

1 Jaruary 2007 beraficially  equivalents oplions Total £

Sir Fred Goodwin
Mr Cameron

Mr Fish

Mr Fisher

Mr Pell

200,532 694,498 3B0,685 1,457,676 2,532,859 5,732,777
6,036 16,582 233,706 655998 906,286 1,413,969

Me Whitiaker

Notes:

33,360 33,360 — 323837 356991 578,548
13494 21,345 84,000 516,660 622,005 747907
1,746 155,394 -— 461,15% 616,545 737,259
154815 278191 — — 278,191 1,235,168

(1) The numbers shown in this table are ta<en from the audited wisclosures shown alsewhera in this Annual Report,

(2} The value is based on the share price at 31 December 2007, which was £4.44. During 1ha year ended 31 December 2007 tha share pnce ranged frem £3.97 to €£7.20.
{3} The notional vatue of the vested share opbons has been calculated an the ‘in the money’ value using the shara price of £4.44 as al 31 December 2007 less the option prices of

vasted options.

(4} As at 31 December 2007, the execulive direclors held a tachnical intarasl as potantial benaficiaries in The Royal Bank of Scotland Group plc 2001 Employes Share Trust
(9,570,456 shares) and The Royal Bank of Scotfand pic 1892 Employes Share Trust (904,326 shares), being trusts cperaled for the benafil of employees of the company and it

subsiciaries.

Non-evecutive directors

Sharas Shares
beraficialy  beneficlally
owned at ownod at

1 January 31 December
2007 2007

Directors’ interests in shares

Chalrman
Sir Tom McKillop

Mr Buchan

Dr Curria

Mr Friedrich
Mr Hunter

Mr Koch

Mrs Kong

Mr MacHale
Mr Scott

Mr Sutherand

90,000 208,000

15.000 40,000

1,668 1,668
60,768 110,475
10,500  10.500
60,000 90.000
21,000 26,000
30,000 72,200
13,344 23,344
16,770 17643

No other director had an interest in the company’s ordinary shares during the year.

On 7 January 2008 and 7 February 2008, 29 and 33 ordinary shares of 25p each, respectively, were acquired by both
Sir Fred Goodwin and Mr Fisher under the Group's Buy As You Earn share scheme.

Prafarence shares

Mr Fish held 20,000 non-cumuiative preference shares of

US8S0.01 each at 31 December 2007 (2006 ~ 20,000) and Mr
. Koch held 20,000 non-cumulative preference shares of
USS0.01 each at 31 December 2007 (2006 — 20,000). No other
director had an interest in the preference shares during the year.
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No director held a non-beneficial interest in the shares of the
company at 31 December 2007, at 1 January 2007 or date of
appointment if later.

X% RBS

115




Statement of directors’ responsibilities

The directors are required by Article 4 of the IAS Regulation
{European Commission Regulation No 1606/2002) to prepare
Group accounts, and as permitted by the Companies Act 1985
have elected to prepare company accounts, for each financial
year in accordance with Inlernaticnal Financial Reporting
Standards as adopted by the European Union. They are
responsible for preparing accounts that present fairly the
financial position, financial performance and cash flows of the
Group and the company. In preparing those accounts, the
directors are reguired to:

* select suitable accounting policies and then apply them
consistently;

* make judgements ang estimates that are reasonable and
prudent; and

+ state whether appiicable accounting standards have been
followed, subject to any material deparlures disclosed and
explained in the accounts.

The directors are responsible for keeping proper accounting
records which disclose with reasonable accuracy at any time
the financial position of the Group and to enable them to
ensure that the Annual Report and Accounts complies with the
Companies Act 1985. They are also responsible for
safeguarding the assets of the company and the Group and
hence for taking reasonable steps far the prevention and
detection of fraud and other irregularities.

By order of the Board.

Miller McLean
Secretary
27 February 2008
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Independent auditors’ report to the members of The Royal Bank of Scotland Group plc

118

Wea have audited the financial statements of The Royal Bank of
Scotland Group plc ("the company™) and its subsidiaries
{together "the Group") for the vear ended 31 December 2007
which comprise the accounting policies, the balance sheets as
at 31 December 2007 and 2008, the consalidated income
statements, the cash flow statements, the statements of
recognised income and expense for each of the three years in
the period ended 31 December 2007 and the related Notes §
to 43. These financial statements have been prepared under
the accounting policies set out therein. We have also audited
the information in the part of the directors' remuneration report
that is described as having been audited,

This report is made solely to the company's members, as a
body, in accordance with section 235 of the Companies Act
1985, Qur audit work has been undsertaken so that we might
state to the company's members those matters we are
required to state to them in an auditors’ report and for no other
purpose. To the fullest extent permitted by law, we do not
accept or assume responsibility to anyone other than the
company and the company's members as a body, for our audit
work, for this report, of for the opinions we have formed.

Respechive responsibilifes of dreclors and audidors

The directors’ responsibilities for preparing the annual report,
the directors’ remuneration report and the financial statements
in accordance with applicable law and International Financial
Reporting Standards (IFRS), as adopted by the European
Union, are set out in the statement of directors' respensibilities.

Cur responsibility is to audit the financia!l statements and the
part of the directors’ remuneration report described as having
been audited in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and
Ireland}.

We report to you our opinion as to whether the financial
statements give a true and fair view and whether the financial
statements and the part of the directors' remuneration report
described as having been audited have been property
prepared in accordance with the Companies Act 1985, and as
regards the Group's consolidated financial statements, Article
4 of the IAS Regulation. We also report to you whether in our
opinion, the information given in the directors’ report is
consistent with the financial statements. The information given
in the directors’ report includes that specific information
presented in the Business review that is cross referred from the
business review section of the directors’ report.

In addition we report to you if, in cur opinion, the company has
not kept proper accounting records, we have not received all
the information and explanations we require for our audit, or if
information specified by law regarding directors' remuneration
and other transactions is not disclosed.

RBS Group « Annual Report and Accounts 2007

We review whether the corporate governance statement
reflects the company’s compliance with the nine provisions of
the 2006 Combined Code specified for our review by the
Listing Rules of the Financial Services Authority, and we report
if it does not.

The Listing Rules do not require us to consider whether the
Board or management's statements on internal control cover all
risks and contrels, or form an gpinion on the effectiveness of
the Group's corparate governance procedures or its risk and
control procedures.

We read the cther information contained in the Annual Report
and Accounts 2007 as described in the contents section,
including the unaudited part of the directors’ remuneration
report, and consider whether it is consistent with the audited
financial statements. We consider the implications for our
repart if we become aware of any apparent misstatements or
material inconsistencies with the financial statements. Qur
responsibilities do not extend to any further information outside
the Annual Report and Accounts 2007.

Basis of audit opinion

We conducted our audit in accordance with International
Standards on Auditing {UK and Ireland) issued by the Auditing
Practices Board and with the standards of the Public Company
Accounting Oversight Board {United States). An audit includes
axamination, on a test basis, of evidence relevant to the
amounts and disclosures in the financial statements and the
part of the directors' remuneration repart described as having
been audited. It also includes an assessment of the significant
estimates and judgements made by the directors in the
preparation of the financial statements, and of whether the
accounting policies are appropriate to the circumstances of
the company and the Group, consistently applied and
adequately disclosed,

We planned and performed our audit so as to obtain all the
information and explanations which we considered necessary
in order to provide us with sufficient evidence to give
reasonable assurance that the financia! statements and the
part of the directors' remuneration report described as having
been audited are free from material misstatement, whether
caused by fraud or other irreguiarity or error. In forming our
opinion, we also evaluated the overall adequacy of the
presentation of information in the financial statements and the
part of the directors' remuneration report described as having
been audited,




LI opinian

In our oginion:

+ the Group financial statements give a true and fair view, in
accordance with IFRS as adopted by the European Union,
of the state of the Group's affairs as at 31 December 2007
and of its profit and cash flows for the year then ended;

+ the company financial statements give a true and fair view,
in accordance with FRS as adopted by the European
Union as applied in accordance with the provisions of the
companies Act 1985, of the state of affairs of the company
as at 31 December 2007,

» the financial statements and the part of the directors’
remuneration report described as having been audited
have been properly prepared in accordance with the
Companies Act 1985 and, as regards the Group financial
statements, Article 4 of the IAS Regulation; and

« the information given in the directors’ report is consistent
with the financial statements.

Separate opinion i relation 1o IFRS

As explained in the accounting policies. the Group, in addition
to complying with its legal obligation to comply with IFRS as
adopted by the European Union, has also complied with IFRS
as issued by the International Accounting Standards Board
(IASE).

In our opinion the financial statements give a true and fair view,
in accordance with IFRS, of the state of the Group's affairs as
at 31 December 2007 and of its profit and cash flows for the
year then ended.

US aplnion

In our opinion, the financial statements present fairly, in all
material respects, the financial position of the Group as at

31 December 2007 and 2006 and the results of its operations
and its cash flows for each of the three years in the period
ended 31 December 2007, in conformity with IFRS as adopted
for use in the European Unlon and IFRS as issued by the IASB.
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We have also audited, in accordance with the standards of the
Public Company Accounting Oversight Board (United States),
the Group's internal contre! over financial reporting as at

31 December 2007, based on the criteria established in
Internal Control-integrated Framework issued by the
Committee of Sponsoring Organisations of the Treadway
Commission. Management excluded from its assessment the
internal control over financial reporting of ABN AMRO Haolding
N.V,, and its subsidiaries which was acquired on 17 October
2007, Accardingly, our audit did not include the internal control
over financial reporting in ABN AMRO Holging N.V. and its
subsidiaries. ABN AMRO Holdings N.V. represented 40.7% of
the Group's total assets, a negligible proportion of the
shareholders’ total equity, 7.7% of the Group's total income
and 0.2% of the Group's profit after tax as of and for the year
ended 31 December 2007.

Qur report dated 27 February 2008 which will be included

in the Annual Report on Form 20-F for the year ended

31 December 2007 to be filad with the Securities and
Exchange Commission, expressed an ungualified opinion on
the effectiveness of the Group's internal control over financial
reporting of the Group excluding ABN AMRC Holding N.V, and
its subsidiaries.

Deloitie & Touche LLP

Chartered Accountants and Registered Auditors
Edinburgh, Uniteg Kingdom

27 February 2008
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Consolidated income statement for the year ended 31 December 2007

120

2007 w0 i
Noter £m £n Lo
33,420 24,668 21,331
Interest payable (20,752) 14,092y (11,413)
Net interest income 12,668 10,586 9,916
Fees and commissions receivable 8,465 7116 8,750
Fees and commissions payable (2,311} {1.922) (1840}
income {rom trading activities 1 1,327 2675 2,343
Other operating income {excluding insurance premium income) 4857 3,564 2,953
Insurance premium income 6,398 6,243 65076
Reinsurers’ share {289) {2 {247}
Non-interest income 748,447 47406 186,084
Total income 31,115 28,002 25,802
Staff costs 7,552 5,723 5,892
Premises and equipment 1,766 1.421 1,313
QOther administrative expenses 3,147 2,608 2816
Depreciation and amortisation 1,970 1678 1,825
Oporating expenses 2 14,435 12,480 11,846
Profit bofore other operating charges and impairment losses 16,680 15522  13.9%6
Insurance claims 4,770 4,550 2413
Reinsurers’ share {118} (82) (400
Impairment losses 12 2128 1.878 1,707
Operating profit before tax 9900 9186 7,935
Tax 5 2,052 2,669 2,378
Prefit from continuing operations 7,848 6,297 5,558
Loss from discontinued operations, net of tax 136 — —
Profit for the year T 7792 6487 5558
Profit attributable to!
Minority interests 163 o 57
Other owners 6} 246 18 108
Ordinary shareholders 7.303 6,202 5,392
7.712 6,497 5,554
Per 25p ordinary share:
Basic sarnings o] 76.4p G19p 56.5p
Dluted earnings g 75.7p 64d.4p BG.1p
Dividends 7 32.2p 25.6p 20,20
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Balance sheets at 31 December 2007

Reeup Lompany
2007 2000 2007
et £m A £m
Assets e N T
Cagh and balances at central banks 17886 6,121  — —
Treasury and other eligible bitls subject to repurchase agreements 28 7,090 1,426 — —

19,139 4.085 - —

Other treasury and other eligible bills .
w0 18,229 5,401 — —

Treasury and other eligible bills

Loans and advances to banks %4 219,460 82,606 7.686 7.262
_Loans and advanges tocustomers_ _ __i10_ 829,250 _ 466893 307 286 _
Debt securities subject {0 repurchase agreements 29 100,561 58,874 — —
Other debt securities 175866 68377 00000 — —
Debt securities 4 276427 107.25% — —
Equity shares 15 63,026 13,504 — —
Investments in Group undertakings 15 —_ -~ 43542 21,784
Settlement balances 16,589 7425 —_ o
Derivatives 13 337410 116.681 173 —
Intangible assets 1T 48,492 18904 — —
Property, plant and equipment 18 18,750 18,420 — -
Prepaymenis, accrued income and other assels 198 19,066 8,138 127 3
Assets of disposal groups 45,954 — — —
Total assets 1,900,519 871,432 51,835 29,325

Liabilities

Deposits by banks 10 312,633 132.133 5572 738
Customer accounts 10 682,365 3R4,222 — —
Debt securities in issue 0 2Y3615  RROB3 13,453 2,138
Settiement balances and short positions i 91,021 49,476 — —
Derivatives 4 332,060 118,412 179 42
Accruals, deferred income and other liabilities 21 34,024 15,660 8 i5
Retirement benefit liabilities 3 496 1,892 — —
Deferred taxation 22 5510 3254 3 —
Insurance liabilities 23 10,162 7.456 — —
Subordinated liabilities 2 37,979 27.65: 7,743 3.1
Liabilities of disposal groups 29,228 - — —
Total Habilities | o 1,809,003 825842 26958 11,128
Minority interests 25 38388 5283  — _
Equity owrers 28, 27 53,038 40,227 24877 16,197
Total equity o T 91426 45490 ~ 24877 18197
Total liabitities and ogquity 1,800,519 871432 51,835 29305

The accounts were approved by the Board of directors on 27 February 2008 and signed on its behalf by:

Sir Tom McKillop Sir Fred Goodwin Guy Whittaker
Chairman Group Chief Executive Group Finance Director
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Statements of recognised income and expense for the year ended 31 December 2007

Graugs
2007 25 2007 2005
Em L £m tr
Available-for-sale investments Tt/ e e T
Net valugtion {lcsses)/gains taken direct to equity {776) 4792 35 — —
Net profit taken to income on sales {513) {313} {312) — e
Cash flow hedges
Net {josses)/gains taken direct to equity {426) {109 H3] - —
Net {gains)/losses taken 1o earnings {138) 14} {85 3 3 G
Exchange differences on transiation of foreign operations 2,210 {1.6813 242 - - -
Actuarial gains/(losses) on defined benefit plans 2,189 1,781 (79%) — e —
Income/(expense) before tax on items recognised direct in equity 2,546 4,330 {571} 3 3 7]
Tax on ltems recognised direct in eguity (170) 11,173} 478 {1) it (2)
Net incomer(expense) recognised direct in equity 2376 3457 (0 2 2T Ta
Prafit for the year 7.712 §,497 K B5H 2,499 3,400 2074
Total recognised income and expense for the year 10,088 4 654 5,485 2,501 2078
Attributable to:
Equity owners 8,610 5,255 2,5M 3501 2078
Minority interests 1,478 - -
. 10,088 A6 2,501 3.501 2078
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Cash flow statements for the year ended 31 December 2007

Operating activities
Operating profit before tax

Adjustments for:

Depreciation and amortisation

Interest on suberdinated liabilities

Charge for defined benefit pension schemes

Cash contribution to defined benefit pension schemes
Elimination of foreign exchange differences

QOther non-cash items

Gnap Conyay
2007 200 v e 2007 i 2005
£m £m £m en  Em _on
9,900 6,186 7.936 2,372 3.486 1,932
1970 1.678 1,825 — — —
1.542 1.386 1,774 470 520 583
489 580 452 — — —
(599) {536) {452) - — —
(10,282} 4,518 {3.060) (58) {22) (303
{3.235) (1120 {1.412) 1 18 {1041

Net cash (outfiow)infiow from trading activitios
Changes in operating assets and liabilities

Not cash flows from operating actlvities before tax
income taxes {paid)/received

(215) 15,680
28,261 3980

28,046 19,570
{2,229)

G670 2785 4002 2,381
519 15562 (508) 2050
6051 18347 3404 443
(1,91 6 15d {18

Net cash flows from operating activities M

17.441

4,140 18,353 3,648 4413

Investing activities

Sale and maturity of securities

Purchase of securities

Investment in subsidiaries

Disposal of subsidiaries

Sale of property, plant and equipment
Purchase of property, plant and equipment
Discontinued activities

Net investment in business interests and intangible assets 33
Loans to subsidiaries

Repayments from subsidiaries

63007 27,
(64,020) ({1

5786  2.800
(5080) {£.282)
{334) —
13,840 (63)

39.472 - - _
{39, 196) — — —
—  (B510)  (LOSTY (2967

—_ 6 — _
2,020 - - -
(4,612 — — —
{206) — — _
_ {337

469 547 1,163

Net cash flows from investimj activities

Financing activities

Issue of ordinary shares

Issue of other equity interests

Issue of paid up equity

Issue of subordinated liabilities
Proceeds of minority interests issued
Redemption of minarity interests
Repurchase of ordinary shares
Shares purchased by employee trusts
Shares issued under employee share schemes
Repayment of subordinated liabilities
Cividends paid

Interest on subordinated liabilities

15998 5545

77 10
3,600 671
1.073 s
1,018 3,027

31,005 1,354

(545) (81)
— {891)
65y (254)

79 108

(1.,708)  11.318)

{3.411) (2729
{(1.522) {1,409

(2812) _(18035)  [550) (2375

183 77 104 163
1,649 3,600 671 1,648
e 1073 — —
1.234 - 399 337
1,284 - - —
{121 - — —
- - (991) -

— —_ 7
(1,553 (489}  {347) {1.183)
Q2007) (32000 (2881) (L33
{1.332)  (455)  {497) (5T

Net cash fiows from financing activities

28,691 £4,818)

1703 536 13518 {1,528

Effects of exchange rate changes on cash and cash eguivalents ~ 6,010 {3,468) 1,703 62 (52 42
Net increasei/{decroase) in cash and cash equivalents 77304 19,102 7,528 916 {463) 217
Cash and cash equivalents 1 January 71,651 52549 50,021 657 1,128 ane
Cash and cash equivalents 31 Decomber 148,955  71.651 52,548 1,573 BT 1,128
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Accounting policies

124

1. Presentation of accounts

The accounts are prepared in accordance with International
Financial Reporting Standards issued by the International
Accounting Standards Board ("IASB"} and interpretations
issued by the International Financial Reporting Interpretations
Commiltee of the IASB (together “IFRS") as adopted by the
European Union ("EU"). The EU has not adopted the complete
text of IAS 39 'Financial Instruments: Recognition and
Measurement'; it has relaxed some of the standard's hedging
requirements. The Group has not taken advantage of this
relaxation and has adopted IAS 39 as issued by the IASB: the
Group's financial statements are prepared in accordance with
IFRS as issued by the |IASB. The date of transition to IFRS for
the Group and the company (The Royal Bank of Scotland
Group plc) and the date of their opening IFRS balance sheets
was 1 January 2004.

The Group has adopted IFRS 7 ‘Financial Instruments:
Disclosures’ for the accounting period beginning 1 January
2007. This bas had no effect on the results, cash flows or
financial position of the Group or the company. However, there
are changes to the notes on the accounts and comparative
information is presented accordingly.

The Group is no longer required to include reconciliations of
shareholders’ equity and net income under IFRS and US GAAP
in its filings with the Securities and Exchange Commission in
the US.

The company is incorperated in the UK and registered in
Scotland. The accounts are prepared on the historical cost
basis except that the following assets and liabilities are stated
at their fair value: derivative financial instruments, held-for-
trading financial assets and financial liabilities, financial assets
and financizal liabilities that are designated as at fair value
through profit or loss, available-for-sale financial assets and
investmeant property. Recognised financial assets and financial
liabilities in fair vaiue hedges are adjusted for changes in fair
value in respect of the risk that is hedged.

The company accounts are presented in accordance with the
Companies Act 1985.

2. Basts of consoliclation

The consolidated financial statements incorporate the financial
statements of the company and entities {inciuding certain
special purpose entities) that continue o be controlled by the
Group (its subsidiaries). Control exists where the Group has
the power to govern the financial and operating policies of the
entity; generally conferred by holding & majority of voting
rights. On acquisition of a subsidiary, its ident/fiable assets,
liabilities and contingent liabilities are included in the
consolidated accounts at thelr fair value. Any excess of the
cost (the fair value of assets given, liabilities incurred or
assumed and equity instruments issued by the Group pius any
directly attributable costs) of an acquisition cver the fair value
of tha net assets acquired is recognised as goodwill. The
interest of minority shareholders is stated at their share of the
fair value of the subsidiary's net assets.
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The results of subsidiaries acquired are included in the
consolidated income statement from the date control passes
to the Group. The results of subsidiaries are included up until
the Group ceases to control them through a sale or significant
change in circumstances.

All intra-group balances, fransactions, income and expenses
are eliminated on cansolidation. The consotidated accounts are
prepared using uniform accounting policies.

3. Revenue recognition

Interest ingome on financial assets that are classified as loans
and receivables, available-far-sale or held-to-maturity and
interest expense on financial liabilities other than those at fair
value through profit or loss are determined using the effective
interest method. The effective interest method is a method of
calculating the amortised cost of a financial asset or financial
liability {or group of financial assets or Kabilities) and of
allocating the interest income or interest expense over the
expecited life of the asset or liability. The effective interest rate
is the rate that exactly discounts estimated future cash flows to
the instrument's initial carrying amount. Calculation of the
effective interast rate takes into account fees payable or
receivable, that are an integral part of the instrument’s yield,
premiums or discounts on acquisition or issue, early
redemption fees and transaction costs. All contractual terms of
a financial instrument are considered when estimating future
cash flows.

Financial assets and financial liabilities held-for-trading or
designated as at fair value through profit or ioss are recorded
at fair value. Changes in fair value are recognised in profit or
loss together with dividends and interest recelvable and payable.

Commitment and utilisation fees are determined as a
percentage of the outstanding facility. If it is unlikely that a
specific lending arrangement will be entered into, such fees
areg taken 1o profit or loss over the life of the facility otherwise
they are defarred and included in the effeclive interest rate on
the advance.

Fees in respect of services are recognised as the right to
consideration accrues through the provision of the service to
tha customer. The arrangemenis are generally contractual and
the cost of providing the service is incusred as the service is
rendered. The price is usually fixed and always determinable.
The application of this policy to significant fee types is outlined
Delow.

Payment services: this comprises income received for payment
services including cheques cashed, direct debits, Clearing
House Automated Payments (the UK electronic settlerment
system} and BACS payments (the automated clearing house
that processes direct debits and direct credits). These are
generally charged on a per transaction basis. The incoma is
earned when the payment or fransaction occurs. Charges for
payment services are usually debited to the customer's
account, monthly or quarterly in arrears. Accruals are raised
for services provided but nat charged at period end.




Card related services. fees from credit card business include:

Commission received from retailers for processing credit
and debit card transactions: income is accrued to the
income statement as the service is performed.

Interchange received: as issuer, the Group recefves a fee
(interchange) each time a cardholder purchases goods
and services. The Group also receives interchange fees
from other card issuers far providing cash advances
through its branch and Automated Teller Machine networks.
These fees are accrued once the transaction has taken place.

An annual fee payable by a credit card holder is deferred
ana taken to profit or loss over the period of the service i.e.
12 months.

Insurance brokerage: this is mace up of fees and commissions
received from the agency sale of insurance. Commission on
the sale of an insurance contract is earned at the inception of
the policy as the insurance has been arranged and placed.
However, provision is made where cemmission is refundable in
the event of policy canceliation in line with estimated cancellations.

Investment management fees: fees charged for managing
investments are recognised as revenue as the services are
provided. incremental costs that are directly attributable to
securing an investment management contract are deferred and
charged as expense as the related revenue is recognised.

Insurance premiums — see accounting policy 10 below.

4. Pensions and o post-retirement beneits

The Group provides post-retirement benefits in the form of
pensions and healthcare plans to eligitle employees.

For defined benefit schemes, scheme liabilities are measured
on an actuarial basis using the projected unit credit method
and discounted at a rate that reflects the current rate of return
on a high quality corporate bond of equivalent term and
currency to the scheme liabilities. Scheme assets are
measured at their fair value, Any surpius cr deficit of scheme
assets over liabilities is recagnised in the balance sheet as an
asset (surplus) or liability (deficit). The current service cost and
any past service costs together with the expected return on
scheme assets less the unwinding of the discount on the
scheme liabilities is charged to operating expenses. Actuarial
gains and losses are recognised in full in the period in which
they occur autside profit or 10ss and presented in the
statement of recognised income and expense.

Contributions 1o defined contribution pension schemes are
recognised in the income statement when payable.

&, Intzgible assels and gooowill

Intangible assets that are acquired by the Group are stated at
cost less accurnulated amortisation and impairment losses,
Amortisatien is charged to profit or Ioss over the assets’
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estimated economic lives using methods that best reflect the
pattern of economic benefits and is included in depreciation
anc amortisation. The estimated useful economic lives are as
follows:

6 to 10 years
5to 10 years
3to §years

Core deposit intangibles
Cther acquired inlangibles
Computer software

Expenditure on internally generated goodwill and brands is
written-off as incurred. Direct costs relating to the cevelopment
of internal-use computer scftware are capitalised once
technical feasibility and economic viability have been
established. These costs include payroll, the costs of materials
and services, and directly attributable overhead. Capitalisation
of costs ceases when the software is capable of operating as
intended. During and after development, accumulated costs
are reviewed for impairment against the projected benefits that
the software is expected ta generate. Costs incurred prior to
the establishment of technical feasibllity and economic viability
are expensed as incurred as are all training costs and general
overhead. The costs of licences to use computer software that
are expected to generate ecanomic benefits beyond one year
are also capitatised.

Acquired goodwill being the excess of the cast of an
acquisition over the Groug's interest in the net fair value of the
identifiable assets, liabilities and contingent liabilities of the
subsidiary, associate or joint venture acquired is initially
recognised at cost and subsequently at cost less any
accumulated impairment losses. Goodwill arising on the
acquisition of subsidiaries and joint ventures is included in the
balance sheet caption Intangible assets’ and that on
associates within their carrying amounts. The gain or loss on
the disposal of a subsidiary, associate or joint venture includes
the carrying value of any related goodwill.

On implementaticn of IFRS, the Group did not restate business
combinations that occurred before January 2004. Under
previous GAAR, goodwill arising on acquisitions after 1 October
1998 was capitalised and amortised over its estimated useful
economic life. Goodwiil arising on acquisitions before

1 October 1998 was deducted from equity. The carrying
amourt of gooawill in the Group's opening IFRS balance sheet
(1 January 2004) was £13,131 million, its carrying value under
previous GAAP

G Properly, plant and eqguipment

ltems of property, plant and equipment are slated at cost less
accumulated depreciation (see below) and impairment losses.
Where an item of property, plant and equipment comprises
major components having different useful lives, they are
accounted for separately. Property that is being constructed or
developed for future use as investment property is classified as
property, plant and equipment and stated at cost unti!
construction or development is complete, at which time it is
reclassified as investment property.

XX RBS
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Accounting palicies continued

Depreciation is charged to profit or loss on a straight-line basis
50 as to write-off the depreciable amount of property, ptant
and equipment (including assets owned and let on operating
leases (except investment property — see accounting policy 21
below)} over their estimated useful lives. The depreciable
amount is the cost of an asset less its residual value, Land s
not depreciated. Estimated useful lives are as follows:

Freehald and long leasehold buildings 50 years

Shaort leaseholds unexpired period
of the lease
Property adaptation costs 10 to 15 years
Computer equipment Lp to § years
Other equipment 4 1o 15 years

Under previous GAAR the Group's freehold and iong leasehold
property occupled for its own use was recorded at valuation on
the basis of existing use value. The Group elected to use this
valuation as at 3t December 2003 (£2,391 million} as ¢eemed
cost for its opening IFRS balarce sheet (1 January 2004).

T. lmsarment of intg
olant ang aquipment
At each reporting date, the Group assesses whether there is
any indication that its intangible assets, or praperty, plant and
equipment are impaired. If any such indication exists, the
Group estimates the recoverable amount of the asset and the
impairment loss if any. Geoodwil! is tested for impairment
annually or more frequently if events or changes in
circumstances indicate that it might be impaired. If an asset
does not generate cash flows that are independent from those
of other assets or groups of assets, recoverable amount is
determined for the cash-generating unit to which the asset
belongs. The recoverable amount of an asset is the higher of
its fair value less cost to sell and its value in use. Value in use
is the present value of future cash flows from the asset or
cash-generating unit discounted at a rate that reflects market
interest rates adjusted for risks specific to the asset or cash
generating unit that have not been reflected in the estimation of
future cash flows. i the recoverable amount of an intangible or
tangible asset is less than its carrying value, an impairment
loss is recoghised immediately in profit or loss and the
carrying value of the asset reduced by the amount of the loss,
A reversal of an impairment loss on intangible assets
{excluding goodwill) or property, plant and equipment is
recognised as it arises provided the increased carrying value
does not exceed that which it would have been had no
impairment loss been recognised. Impairment losses on
goodwil! are not reversed.

ausels and properny
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8. Foragn currencing
The Group's consolidated financial statements are presented in
sterling which is the functional currency of the company.

Transactions in foreign currencles are translated into sterling at
the foreign exchange rate ruling at the date of the transaction.
Manetary assets and liabilities denominated in foreign
currencies are translated into sterling at the rates of exchange
ruling at the balance sheet date. Foreign exchange differences
arising on translation are reported in income from trading
activities except for differences arising on cash flow hedges
and hedges of net Investments in foreign operations. Non-
monetary tems denominated in foreign currencies that are
stated at fair value are translated into sterling at foreign
exchange rates ruling at the dates the values were determined.
Translation differences arising on non-monetary items
measured at fzir value are recognrised in profit or loss except
for differences arising on available-for-sale non-monetary
financial assets, for example equity shares, which are included
in the available-for-sale reserve in equity unless the asset is the
hedged item in a fair value hedge.

The assets and liabilities of foreign aperations, including
goodwill and fair value adjustments arising on acquisition, are
translated into sterling at foreign exchange rates ruling at the
balance sheet date. The revenues and expenses of foreign
operations are translated into sterling at average exchange
rates unless these do not approximate to the foreign exchange
rates ruling at the dates of the transactions. Foreign exchange
differences arising on the translation of a foreign operation are
recognised directly in equity and included in profit or loss on
its dispesal.

@ Leases

Contracts to lease assets are classified as finance leases if
they transfer substantially ali the risks and rewards of
ownership of the asset to the customer. Other contracts to
lease assets are classified as operating leases.

Finance lease receivables are stated in the balance sheet at
the amount of the net investment in the lease being the
minimum 'ease payments and any unguaranteed residual value
discounted at the interest rate implicit in the lease. Finance
lease income is allocated to accounting periods 50 as to give a
constant periodic rate of return before tax on the net
investment. tnguaranteed residual values are subject to
regular review to identify potential impairment. If there has
been a reduction in the estimated unguaranteed residual value,
the income allocation is revised and any reduction in respect of
amounts accrued is recognised immediately.

Rental income from operating leases is credited to the income
slatement on a receivable basis over the term of the lease.
QOperating lease assets are Included within Property, plant
and eguipment and depreciated over their useful lives (see
accounting policy 6 above).




10. Insurance

General nsurance

General insurance comprises short-duration contracts,
principally property and liability insurance contracts. Due o
the nature of the products sold - retail-based property and
casualty, motor, home and perscnal health insurance contracts
—the insurance protection is provided on an even basis
throughout the term of the policy.

Premiumns from general insurance contracts are recognised in
the accounting period in which they begin. Unearned
premiums represent the proportion of the net premiums that
relate 1o periods of insurance after the balance sheet dats and
are catculated over the period of exposure under the policy, on
a daily basis, 24th's basis or allowing for the estimated
incidence of exposure under policies which are longer than
twelve months, Provision is made where necessary for the
estimated amount of claims aver and above unearned
premiums including that in respect of future written business
on discontinued lines under the run-off of delegated
underwriting authority arrangements, The provision is designed
to meet future claims and related expenses and is calculated
across refated classes of business on the basis of a separate
carry forward of deferred acquisition expenses after making
aflowance for investment income.

Acquisition expenses relating to new and renewed business
for all classes are expensed over the period during which the
premiums are earned. The principal acquisition cosis 50
deferred are commissions payable, costs associated with the
telesales and underwriting staff and prepaid claims handling
costs in respect of delegated claims handling arrangements
for claims which are expected to occur after the balance sheet
date. Claims and the refated reinsurance are recognised In the
accounting period in which the loss occurs, Provision is made
for the full cost of settling outstanding claims at the balance
sheet date, including claims estimated to have been incurred
but not yet reported at that date, and claims handling
expenses, The related reinsurance receivable is recognised at
the same time,

Life: assurancea

The Group's long-term assurance contracts include whole-life
term assurance, endowment assurance, flexible whole-life,
pension and annuity contracts that are expected to remain in
force for an extended period of time. Long-term assurance
contracts under which the Group does not accept significant
insurance risk are classified as financial instruments.

The Group recognises the value of in-force long-term
assurance contracts as an asset, Cash fiows assecciated with
in-farce contracts and refated assets, including reinsurance
cash flows, are projected, using appropriate assumptions as to
future mortality, persistency and leve!s of expenses and
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excluding the value of future investment margins, 1o estimate
future surpluses attributabte to the Group. These surpluses,
discounted at a risk-adjusted rate, are recognised as a
separate asset. Changes in tha value of this asset are included
in profit or loss.

Premiumns on long-term insurance contracts are recognised as
income when receivable. Claims on long-term insurance
contracts reflect the cost of all claims arising during the year,
including claims handling costs. Claims are recognised when
the Group becomes aware of the claim.

Reinsurance

The Group has reinsurance treaties that transfer significant
insurance risk. Liabilities for reinsured contracts are calculated
gross of reinsurance and a separate reinsurance asset
recorded.

1, Taxration

Provision is made for taxation at current enacted rates on
taxable profits, arising in income or in equity, taking into
account relief for overseas taxation where appropriate.
Deferred taxation is accounted for in full for alt temporary
differences between the carrying amount of an asset or liability
for accounting purposes and its carrying amount for tax
purposes, except in relation 1o overseas earnings where
remittance is controlled by the Group, and goocdwill,

Deferred tax assets are only recognised to the extent that it is
probable that they will be recovered,

12. Finannal assets

On initial recognition financial assets are classified into held-
to-maturity investments,; available-for-sale financial assets; held-
for-tracing; designated as at fair value through profit or loss; or
lpans and receivables.

Held-to-malturity investments - a financiai asset may be
classified as a held-to-maturity investment only if it has fixed or
determinable payments, a fixed maturity and the Group has the
positive intention and ability to hold to maturity. Held-to-maturity
investments are initially recognised at fair value plus directly
related transaction costs. They are subsequently measured at
amortised cost using the effective interest method (see
accounting policy 3 above) less any impairment losses.

Held-for-lrading — a financial asset is classified as held-for-
trading i it is acquired principally for the purpose of selling in
the near term, or forms part of a portfolio of financial
instruments that are managed together and for which there is
evidence of short-term profit taking, or it is a derivative {not in
a qualifying hedge relationship), Held-for-trading financial
assels are recognised at fair value with transaction costs being
recognised in profit or loss. Subsequently they are measured
at fair value. Gains and losses on held-for-trading financial
assets are recognised in profit or loss as they arnise.
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Accounting policies continued

Designated as at fair value through profit or loss - financial
assets may be designated as at fair value through profit or loss
only if such designation {a) eliminates or significantly reduces
a measurement or recognition inconsistency, or (b} applies to
a group of financial assets, financial liabilites or both that the
Group manages and evaluates on a fair value basis; or {c)
relates to an instrument that contains an embedded derivative
which is not evidently closely related to the host contract.

Financial assets that the Group designates on initial
recognition as being at fair value through praoft or loss are
recognised at fair value, with transactien costs being
recognised in prefit or loss and are subsequently measured at
fair value, Gains and losses on {inancial assets that are
designated as at fair value through profit or loss are
recognised in profit or loss as they arise.

The principal categoery of financial assets designated as at fair
value through prefit or 10ss is policyholders’ assets
underpinning insurance and investment centracts issued by
the Group's life assurance businesses. Fair value designation
significantly reduces the measurement inconsistency that
would arise if these assets were classified as available-for-sale.

Loans and recelvables - non-derivative financial assets with
fixed or determinahle repayments that are not quoted in an
active markel are classified as loans and receivables except
those that are classified as available-for-sale or as held-for-
trading, or designated as at fair value through prefit or loss.
Loans and recelvables are initially recognised at fair value plus
directly related transaction costs. They are subsequently
measured at amorlised cost using the effective interest methed
{see accounling policy 3 above) less any impalrment losses.

Available-for-sale - financial assets lhat are not classified as
nelg-to-maturity; held-for-trading; designated as at fair value
through profit or loss; or loans and receivables are classified
as avaiiable-for-sale. Financial assets can be designated as
available-for-sale on initial recognition. Available-for-sale
financial assets are initially recognised at fair value plus
directly related transaction costs. They are subseqguently
measured at fair value. Unguoted equity investments whose
fair value cannct be measured reliably are carried at cost ang
classified as available-for-sale financial assets. Impairment
losses and exchange differences resulting from retranslating
the amortised cost of currency monetary available-for-sale
financial assets are recognised in profit or l0ss together with
interest calculated using the effective interest method (see
aceounting policy 3 above). Other changes in the fair value of
available-for-sale financial assets are reported in & separate
component of shareholders' equity until disposal, when the
cumulative gain or loss is recognised in profit or loss.
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Regular way purchases of financial assets classified as loans
and receivables are recognised on settlement date; all other
regular way purchases are recognised on trade date.

Fair value for a net open position in a financial asset that is
quoted in an active market is the current big price times the
number of units of the instrument held. Fair values for financial
assets not quoted in an active market are determined using
appropriate valuation technigues including discounting fuiure
cash flows, option pricing medels and other methods that are
consistent with accepted economic methodologies for pricing
financial assets.

13, Impairment of financial assets

The Group assesses at each balance sheet date whether there
is any cbjective evidence that a financial asset or group of
financial assets classified as held-to-maturity, available-for-sale
or loans and receivables is impaired. A financial asset or
particlio of financial assets is impaired and an impairment !oss
incurred if there is objective evidence that an event or everts
since initial recognition of the asset have adversely affected
the amount or timing of future cash flows from the asset.

Financial assets carried at amortised cost — if there is objective
evidence that an impairment loss on a finarcial asset or group
of financial assets classified as loans and receivables or as
held-to-maturity investments has been incurred, the Group
measures the amount of the loss as the difference between the
carrying amount of the asset or group of assets and the
present value of estimated future cash flows from the asset or
group of assets discounied at the effective interest rate of the
instrument at initial recognition.

Impairment losses are assessed individually for financial
assets that are individually significant and individually or
collectively for assets that are not individuatly significant. In
making collective assessment of impairment, financial assets
are grouped into portfolios on the basis of similar risk
characteristics. Future cash flows from these portfolios are
estimated on the basis of the contractual cash flows and
historical loss experience for assets with similar credit risk
characteristics. Historical loss experience is adjusted, on the
basis of current observable data, to reflect the effects of
current conditions not affecting the period of historical
experience.

Impairment losses are recognised in profit or loss and the
carrying amount of the financial asset or group of financial
assets reduced by establishing an allowance for impairment
losses. If in a subsequent period the amount of the impairment
loss reduces and the reduction can be ascribed to an event
after the impairment was recognised, the previously




recognised loss is reversed by adjusting the allowance, Once
an impairment loss has been recognised on a financial asset
or group of financial assets, interest income is recognised on
the carrying amount using the rate of interest at which
eslimated future cash fiows were discounted in measuring
impairment.

Financial assets carried at fair value — when a decline in the
fair value of a financial asset classified as available-for-sale
has been recognised directty in equity and there is objective
evidence thai the asset is impaired, the cumulative loss is
removed from equity and recognised in profit or loss. The loss
is measured as the difference between the amortised cost of
the financial asset and its current fair vaiue. Impairment losses
on available-for-sale equity instruments are not reversed
through profit or loss, but those on available-for-sale debt
instruments are reversed, if there is an increase in fair value
that is objectively related to a subsequent event.

14, Flnancia! fiahiiues

A financial liability is classified as held-for-trading if it is
ingurred principally for the purpose of selling in the near term,
or farms part of a portfolie of financial instruments that are
managed iogether and for which there is evidence of short-
term profit taking, or it is a derivative (not in a qualifying hedge
relationship). Held-for-trading tinancial liabilities are recognised
at fair value with transaction costs being recognised in profit or
loss. Subsequently they are measured at fair value. Gains and
losses are recognised in profit or loss as they arise.

Financial liabilities that the Group designates on initial
recognition as being at fair value through profit or loss are
recognised at fair value, with transaction costs being
recognised in profit or Joss, and are subsequently measured at
fair value. Gains and iosses on financial liabilities that are
designated as at fair value through profit or loss are
recognised in profit or l0ss as they arise.

Financial {iabilities may be designated as at fair value through
profit or loss only if such designation (a) eliminates or
significantly reduces a measurement or recognition
inconsistency; or {b) applies to a group of financial assets,
financial liabitities or both that the Group manages and
evaluates on a fair value basis; or (c) relates {o an instrument
that contains an embedded derivative which is not evidently
closely related to the host contract.

The principal categories of financial liabilitles designated as at
fair value through profit or loss are {a) structured liabilities
issued by the Group: designation significantly reduces the
measuremeni inconsistency between these liabilities and the
related derivatives carried at fair value; and {b) irvestment
contracts issued by the Group's life assurance businesses:
fair value designation significantly reduces the measurement
inconsistency that would arise if these liabilities were
measured at amortised cost.
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All other financial liabilities are measured at amortised cost
using the effective interest method (see accounting palicy 3
above).

Fair value for a net open position in a financial liability that is
qucted in an active market is the current offer price times the
number of units of the instrument held or issued. Fair values
for financial liabilities not quoted in an active market are
determined using appropriate valuation techniques including
discounting future cash flows, option pricing models and other
methods that are consistent with accepted economic
methodologies for pricing financial liabilities.

15, Derecogniion

A financial asset is derecognised when it has been transferred
and the transfer qualifies for derecognition. A transfer requires
that the Group either: (a) transfers the contractual rights to
receive the asset's cash flows; or (b) retains the right ta the
asset's cash flows but assumes a contractual obligation 1o pay
those cash flows ic a third party. After a transfer, the Group
assesses the extent to which it has retained the risks and
rewards of ownership of the transferred asset. If substantially
zll the risks and rewards have been retained, the asset remains
on the balance sheet. lf substantially all the risks and rewards
have been iransferred, the asset is derecognised. If
substantially all the risks and rewards have been neither
retained nor transferred, the Group assesses whether or not it
has retained contro of the asset. If it has not retained control,
the asset is deracognised. Where the Group has relained
control of the asset, it continues to recognise the asset to the
extent of its continuing involvernent,

A financial liability is removed from the balance sheet when the
cbtigation is discharged, or cancelled, or expires.

16. Bale and repurchase iransaclions

Securities subject to a sale and repurchase agreement under
which substantially all the risks and rewards of ownership are
retained by the Group continue to be showh on the balance
sheet and the sale proceeds recorded as a deposit. Securities
acquired in a reverse sale and repurchase transaction under
which the Group is not exposed io substantially all the risks
and rewards of cwnership are not recognised on the balance
sheet and the consideration is recorded in Loans and
advances 1o banks or Loans and advances to customers as
appropriate.

Securities borrowing and lending transactions are usually
secured by cash or securities advanced by the borrower.
Borrowed securities are not recognised on the baltance sheet
or lent securities derecognised. Cash collateral received or
given is treated as a loan or deposit; collateral in the form of
securities is not recognised. However, where securities
borrowed are transferred to third parties, a liability for the
obligation to return the securities to the stock lending
counterparty is recorded.

XXRBS

129

o
2
=
=3
g
]
g
5
]
B
o
=
[
£
i




Accounting policies continued

17, Neting

Financial assets and financial liabilities are offset and the net
amount presented in the balance sheet when, and only when,
the Group currently has a legally enforceable right to set off
the recognised amounts; and it intends either to settle on a net
basis, or 1o realise the asset and settle the liability
simuitaneously. The Group is party to a number of
arrangements, including master netting agreements, that give it
the right to offset financial assets and financial liabilities but
where it does not intend to settle the amaounts net or
simultaneously and therefore the assets and liabilities
concerned are presented gross.

18, Gapilal instrurments

The Group classifies a financial instrument that it issues

as a financial asset, {inancial liabllity or an equity instrument
in accordance with the substance of the contractual
arrangement. An instrument is classified as a liability if it is
a contractual obligation to deliver cash or another financial
asset, or to exchange financial assets or financial liabilities
on potentially unfavouratle terms. An instrument is classified
as equity if it evidences a residual interest in lhe assets of
the Group after the deduction of liabilities. The components
aof a compound financial instrument issued by the Group are
classified and accounted for separately as financial assets,
financial liabilities or equity as appropriate.

16, Denvallves and hedging

Derivative financial instruments are recognised initially, and
subsequently measured, at fair value. Gerivative fair values are
determined from guoted prices in active markets where
available. Where there is no active market for an instrument,
fair value is derived from prices for the derivative’s components
using appropriate pricing or valuation modes.

A derivative embedded in a contract is accounted for as a
stand-alone derivative if its economic characteristics are not
closely related to the economic characteristics of the host
contract; unless Lthe entire contract is carried at fair value
through profit or loss.

Gains and losses arising from changes in the fair value of a
derivative are recognised as they arise in profit or loss unless
the derivative is the hedging instrument in a qualifying hedge.
The Group enters into three types of hedge relationship:
hedges of changes in the fair value of a recognised asset or
liability or firm commitment {fair value hedges}); hedges of the
variability in cash flows from a recognised asset or liability or a
forecast transaction (cash flow hedges), and hedges of the net
investment in a foreign operation.
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Hedge relationships are formally documented at inception, The
documentation includes identification of the hedged item and
the hedging instrument, details the risk that is being hedged
and the way in which effectiveness will be assessed at
inception and during the period of the hedge. If the hedge is
not highly effective in offsetting changes in fair values or cash
flows attributable to the hedged risk, consistent with the
documented risk management strategy, hedge accounting is
discontinued.

Fair value hedge - in a fair value hedge, the gain or loss on the
hedging instrument is recognised in profit or loss. The gain or
loss on the hedged item attributable to the hedged risk is
recognised in profit or loss and adjusts the carrying amount of
the hedged #tem. Hedge accounting is discontinued if the
hedge no longer meets the criteria for hedge accounting or if
the hedging instrument expires or is sold, terminaied or
exercised or if hedge designation is revoked. If the hedged
item is one for which the effective interest rate method is used,
any cumulative adjustment is amortised to profit or loss over
the life of the hedged item using a recalculated effective
interest rate.

Cash flow hedge - where a derivative financial instrument is
designated as a hedge of the variability in cash flows of a
recagnised asset or liability or a highly probable forecast
transaction, the effective portion of the gain or loss on the
hedging instrument is recognised directly in equity. The
ineffective portion is recognised in profit or loss. When the
forecast transaction results in the racognition of a financial
asset or financial liabllity, the cumulative gain or loss is
rectassified from equity in the same periods in which the asset
or liability affects profit or loss. Otherwise the cumutative gain
or loss is removed from equity and recognised in profit or loss
at the same time as the hedged transaction. Hedge
accounting is discontinued if the hedge no longer meets the
criteria for hedge accounting; if the hedging instrument expires
or is sold, terminated or exercised; if the forecast fransaction is
no longer expected to occur; of if hedge designation is
revoked. On the discontinuance of hedge accounting (except
where a forecast transaction is no longer expected to occur),
the cumulative unrealised gain or loss recognised in equity is
recognised in profit or loss when the hedged cash flow occurs
or, if the forecast transaction resuits in the recognition of a
financial asset or financial liability, in the same periods during
which the asset or liability affects profit or loss. Where a
forecast transaction is no longer expected to occur, the
cumulative unrealised gain or 10ss is recognised in profit or
loss immediately.




Hedge of net investment in a foreign operation — in the hedge
of a net investment in a foreign operation, the portion of
foreign exchange differences arising on the hedging
instrument determined to be an effective hedge is recognised
directly in equity. Any ineffective portion is recognised in profit
or loss. Non-derivative financial liabilities as well as derivatives
may be the hedging Instrument in a net invesiment hedge.

20. Share-bassc paymsnts

The Group grants oplions over shares in The Royal Bank of
Scatland Group plc 1o its employees under various share
option schemes. The Group has applied IFRS 2 ‘Share-based
Payment' to grants under these schemes after 7 November
2002 that had naot vested on 1 January 2005. The expense far
these transactions is measured based on the fair value on the
date the options are granted. The fair value is estimated using
valuation techniques which take into account the option's
exercise price, its term, the risk-free interest rate and the
expected volatility of the market price of The Royal Bank of
Scotland Group plc's shares. Vesting conditions are not taken
inte account when measuring fair value, bui are reflected by
adjusting the number of options included in the measurement
of the transaction such that the amount racognised reflects the
number that actually vest, The fair value is expensed on a
straight-line basis over the vesting period.

21, Investment property

Investmeant property comprises freehold and leasehold
properties that are held to earn rentats or for capital
appreciation or bath. It is not depreciated but is stated at fair
value based on valuations by independent registered valuers.
Fair value is based on current prices for similar properties in
the same location and condition. Any gain or less arising from
a change in fair vatue is recognised in prefit or loss. Rental
income from investment property is recognised on a straight-
line basis over the term of the lease. Lease incentives granted
are recognised as an integral part of the total rental income.

22. Cash and cash equivalenis

Cash and cash equivalents comprises cash and demand
deposits with banks together with shori-term highly liquid
investments that are readily convertibile to known amounts of
cash and subject to insignificant risk of change in value.

273, Shares in Group entities

The company’s investments in its subsidiaries are stated at
cost less any impairment.
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Critical accounting policies and key sources of
astimation uncertainty

The reported results of the Group are sensitive to the
accounting policies, assumptions and estimates that underlie
the preparation of its financial statements. UK company law
and IFRS require the directors, in preparing the Group's
financial statements, lo select suitable accounting policies,
apply them cansistently and make judgements and estimates
that are reasonable and prudent. In the absence of an
applicable standard or interpretation, I1AS 8 ‘Accounting
Policies, Changes in Accounting Estimates and Errors’,
requires management te develop and apply an accounting
policy that results in relevant and reliable information in the
light of the requirements and guidance in IFRS dealing with
similar and related issues and the |1ASB's Framewaork for the
Preparation and Presentation of Financial Statements.

The judgements and assumptions invotved in the Group's
accounting policies that are considered by the Board to be the
most important to the portrayal of its financial condition are
discussed below. The use of estimates, assumptions or models
that differ from those adopted by the Group would atfect its
reparted resulls.

Loan !mpﬂh‘rnem DIOVISIONS

The Group's 1oan impairment provisions are established o
recognise incurred impairment losses in its portfolio of loans
classified as loans and receivables and carried at amortised
cost. A loan Is impaired when there is objective evidence that
events since the loan was granted have affected expected
cash flows from the loan. The impairment loss is the difference
between the carrying value of the loan and the present value
of estimated future cash flows at the loan's original effective
interest rate.

At 31 December 2007, gross loans and advances 10
customers totalled £835,688 millian (2006 - £470,826 millian)
and customer loan impairment provisions amounted to £6,438
milliors (2006 = £3,933 million).

There are two components $0 the Group's loan impairment
provisions: individual and collective.

Individual componerit - all impaired loans that exceed specific
thresholds are Individually assessed for impairment.
Individually assessed loans principally comprise the Group's
portfolic of commercial loans to medium and large businesses.
Impairment losses are recognised as the difference between
the carrying value of the loan and the discounted value of
management's best estimate of future cash repayments and
proceeds from any security held. These estimates take into
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Accounting palicies continued

account the customer’s debt capacity and financial flexibility;
the leve! ang quelity of its earnings; the amount and sources of
cash flows; the industry in which the counterparty operates;
and the realisable value of any security held. Estimating the
guantum and timing of future recoveries invotves significant
judgement. The size of receipts will depend on the future
performance of the borrower and the value of security, both of
which will be affected by future economic conditions;
additionally, collateral may nct be readily marketabte.

The actual amount of future cash flows and the date they are
received may differ from these estimates and consequently
actual losses incurred may differ from those recognised in
these financial siatements.

Callecuve componert - this is made up of two elements: loan
impairment provisions for impaired Ioans that are below
individual assessment thresholds (collective impaired loan
provisions) and for loan losses that have been incurred but
have not been separately identified at the balance sheet date
(latent loss provisions). These arg established on a pertfolio
basis using a present value methodology taking into account
the level of arrears, security, past loss experience, credit
scores and defaults based on porifolio trends. The most
significant factars in establishing these provisions are the
expected loss rates and the related average life. These
partfolios include credit card receivables and other personal
advances including morigages. The future credit Guality of
these portfolios s subject to uncertainties that could cause
actual credit losses to differ materially from reported loan
impairment provisions. These uncertainties inciude the
economic environment, notably interest rates and their effect
on customer spending, the unemployment level, payment
behaviour and bankruptcy trends.

Pernigions
The Group operates a number of defined benefit pension
schemes as described in Note 3 an the accounts. The assets
of the schemes are measured at their fair value at the balance
sheet date, Scheme liabilities are measured using the
projected unit method, which takes account of projected
earnings increases, using actuarial assumptions that give the
best estimate of the future cash flows that will arise under the
scheme liabilities. These cash flows are discounted at the
' interest rate applicable to high-quality corperate bonds of the
[ same currency and term as the liabilities. Any recognisable
surplus or geficit of scheme assets over liabilities is
recognised in the balance sheet as an asset {surplus) or
liability (deficit). In determining the value of scheme ligbilities,
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assumptions are made as to price inflation, dividend growth,
pension increases, earnings growth and employees. There is a
range of assumptions that could be adopted in valuing the
schemes' liabilities. Different assumptions could significantty
alter the amount of the surplus or deficit recognised in the
balance sheet and the pension cost charged to the income
statement. The assumptions adopted for the Group's pension
schemes are set out in Note 3 on the accounts. A pension
asset of £836 million ang a liability of £496 million were
recagnised in the balance sheet at 31 December 2007

{2006 liability — £1,992 million).

Fair vatue ~ financial nstruments

Financial instruments classified as held-for-trading or
designated as at fair value through profit or loss and financial
assets classified as aveilable-for-sale are recognised in the
financial statements at fair value. All derivatives are measured
at fair value. Gains or losses arising from changes in the fair
value of financial instruments classified as held-for-trading or
designated as at fair value through profit or loss are included
in the income statement. Unrealised gains and losses on
available-for-sale financial assets are recognised directly in
equity unless an impairment loss is recognised.

Financial instruments measured at fair value include:

Loans and acvances (held-for-trading and designated as al
fair value though profit or loss) - principally comprise reverse
repurchase agreements (reverse repos) and syndicated loans.
In repurchase agreements one party agrees to sell securities
1o ancther and simultaneously agrees to repurchase the
securities at a future date for a specified price. The repurchase
price is fixed at the outset, usually being the original sale price
plus an amount representing interest for the peried from the
sale to the repurchase, Syndicated loans measured at fair
value are amounts retained, from syndications whera the
Group was lead manager or underwriter, in excess of the
Group's intended fong term participation.

Treasury and other eligible bills and debt securities (held-for-
trading, designated as at fair value though profit or loss and
available-for-sale) - treasury bills are UK and foreign
government treasury bills and other bank bills eligible for
refinancing with central banks. Debt securities include those
issued by governments, municipal bodies, mortgage agencies
and financial institutions as well as corporate bonds,
debentures and residua! interests in securitisations.

Equity secunilies (held-for-trading, designated as at fair value
though profit or loss and avallable-for-sale) — comprise equity
shares of companies or corporations both listed and unlisted.



Deposits by banks and customer accounts {heid-for-trading
and designated as at fair value though profit or loss) - depuosits
measured at fair value principally include repurchase
agreements (repos} discussed above and investment contracts
issued by the Group’s life assurance Husinesses,

Debt securities in issue (held-for-trading and designated as at
fair value though profit or Joss) - measured at fair value and
principally comprise medium term notes.

Short positions (held-for-trading) - arise in dealing and market
making activities where treasury and other eligible bills, debt
securities and equity shares are sold which the Group does
not currently possess.

Derivatives - these include swaps, forwards, futures and
options. They may be traded on an organised exchange
{exchange-traded) or gverthe-counter {OTC). Holders of
exchange traded cerivatives are generally required 1o provide
margin daily in the form of cash or other collateral.

Swaps include currency swaps, interest rate swaps, credit
default swaps, total return swaps and equity and equity index
swaps. A swap is an agreement to exchange cash flows in the
future in accordance with a pre-arranged formula. In currency
swap transactions, interest payment obligations are exchanged
on assets and liabilities denominated in different currencies;
the exchange of principal may be notional or actual. Interest
rate swap contracts generally involve exchange of fixed and
floating interest payment obligations without the exchange of
the underlying principal amounts.

Forwards include forward fore:gn exchange contracts and
forward rate agreements. A forward contract is a contract to
buy (or sell) a specified amount of a physical or financial
commaodity, at an agreed price, on an agreed future date.
Forward foreign exchange contracts are contracts for the
delayed delivery of currency on a specified future date.
Forward rate agreements are contracts under which two
counterparties agree on the interest to be paid on a notional
deposit of a specified term starting on a specific future date;
there is no exchange of principal.
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Futures are exchange-traded forward coniracis to buy {or sell)
standardised amounts of underlying physical or financiat
commeodities. The Group buys and sells currency, interest rate
and equity futures, Options include exchange-traded options
on currencies, interest rates and equities and equity indices
and OTC currency and equily options, interest rate caps and
fiors and swaptions. They are contracts that give the holder
the right but not the obtigation to buy {or sell) a specilied
amouni of the undertying physical or financial cormmodity at an
agreed price an an agreed date or over an agreed period.

Fair value is the amount for which an asset could be
exchanged, or a liability settled, between knowledgeable,
willing parties in an arm's length transaction, Fair values are
determined from quoted prices in active markets for identical
financial assets or financial liabilities where these are available.
Fair value for a net open position in a financial asset or
financial liability in an active market is the current bid or offer
price times the number of units of the instrument held. Where
a trading portfolio contains both financial assets and financial
liabilities which are derivatives of the same underlying
instrument, fair value is determined by valuing the gross long
and short positions at current mid market prices, with an
adjustment at portfolio level to the net open long or short
position 10 amend the valuation to bid or offer as appropriate.
Where the market for a financial instrument is not active, fair
value is established using a valuation technique. These
valuation techniques involve a degree of estimation, the extent
of which depends on the instrument's comp!exity and the
avallability of market-based data.

]
2
]
&
E
8
)
=
[
E
s
g
&
&
e

L5¥RBS 133



Accounting policies continued
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The table below shows financial instruments carried at fair value at 31 December 2007, by valuation method.

Valuation
{achnigues
Valuabon incorporating
fechniques infor mation,
Qualed prices based on olhey than
in active obsarvabia cbsarvable
markals{1} market datagz} markat dalagy) Total
Financial instraments measured at far value [ Ebn £ha £bn
Assets
Fair value though profit or loss
l.oans and advances to banks — 715 0.1 71.6
Loans and advances to cusiomers — 94.4 131 075
Treasury and other eligible bills and debt securities 83.1 101.7 11.6 196.4
Equity shares 36.5 B.1 0.8 45.4
Derivatives 1.9 3303 52 337.4
Available-for-sale
Treasury and cther eligible bills and debt securities 321 62.4 1.1 95.6
Equity shares 5.8 1.0 0.8 7.6
159.4 669.4 327 861.5
Liaghiliies
Deposits by banks and cusiomer accounts —_ 1319 1.5 1334
Debt securities in issue —_ 421 9.2 513
Shart positions 63.6 9.9 — 735
Derivatives 21 3256 4.4 3321
Other financial liabilities ) — 0.9 0.2 1.1
65.7 510.4 5.3 591.4
Nctes:

(1) Financial assels and financial liabilites valued using unadjustad gusted prices in active markets for Identical assels or lzbilites. This calegory includes listed equity sharas,
exchange-traded darivaiives, UK, US and cartaln other government secunbes, and US agency socuriias in active marksts.
{2) Financial assots and financiat liabilites valued using techniques basod on observable markat data. Instrumants in this category ara valued using:
{a) quoted prices for similar assats or llaciities, or idantical assets or habilibes in markets which am considered to be less than active; or
(b) valuation tachniques whera all 1he inputs that have a significant eifact on the valualion are directly or ndirectly based on observable market data,
Financial assats and financial liabillies In this category include repas, revarsa repos, structured and US commercial morlgage loans, structured deposits, lnvestment contracts
1ssuad by the Group's LR assurance businesses, corporate and mumicipal debt secunties, most debt secunilies in issue, certain unlisted equity shares for which recent market
data are available, the majority of the Group's OTC derivatives and coflain instruments listed In (1) above where marieis are considored to be less than actve.
(3} Valuation lachmiques incorporating information cther than observable markel data are used lor instruments whera at least one input {which could have a significant effect on the
instrument's valualion) cannot be basaa on observabla market data, Where Inputs can ba observed from markel data without undue cost and effart, Ihe observed inpul is Used;
i not, the input iy estimated. Financial assets and labilbes in this calegory incluce certa:n syndicated and commercial mortgage leans, unlisted equity shares, certain msidual
interests n securlt sations, super senor tranches of high grace and mezzanine collataralised detl obligations (CDOs) and other sub-prima trading Inventory, less fiquid debi
sacunties, certaln structured debt secunlies in issus and OTC dervalives where valuaton depands upon unobservable Inputs such as certain long dated and oxotic contracts.
No gain or lass is recognised on tha intlal recogniion of & financial instrument valued using a technigue incorporating significant unpbservable data.

(4} Cther hnancial liabilites compnse subordinated habilties and provisions relating 10 undrawn syndicated loan faciliies.
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The Groug uses a number of methodologies to determine the
fair value of financial instruments for which observable prices
in active markets for identical instruments are not available.
These techniques incluge: relative value methodologies based
on observable prices for similar instruments; present value
approaches where future cash fiows from the asset or liability
are estimated and then discounted using a risk-adjusted
interest rate; and Black-Scholes, Monte-Carfo and binomial
option pricing models. The principal inpuls to these valuation
technicues are listec below. Values between and beyond
available data points are obtained by interpolation and
extrapolation.

» Bond prices — quoted prices are generally available for
government bonds, cartain corporate securities and some
mortgage-relatec products.

+ Credit spreads — where available, these are derived from
prices of credit default swaps or other credit based
instruments, such as debt securities. For others, credit
spreads are cbtained from pricing services.

» Interest rates — these are principally benchmark interest
rates such as the Londen Inte~Bank Offered Rate {(LIBOR})
and quoted interest rates in the swap, bond and futures
markets,

* Foreign currency exchange rates - there are observable
markets both spot and farward and in futures in the world's
maijor currencies.

+ Equity and equity index prices - quoted prices are
generally readily available for equity shares listed on the
world's major stock exchanges and for major indices on
such shares.

+ Commadity prices — many commadities are actively traded
in spot, ferward and futures on exchanges in London, New
York and other commercial centres.

+ Price volatilities and correlations — volatility is a measure of
the tendency of a price to change with time. Correlation
measures the degree o which two or more prices or other
variables are observed io move together If they move in
the same cirection there is positive correlation; if they
move in opposite directions there is negative correlation.
Volatility is a key input in valuing options and the value of
cerfain products such as derivatives with more than one
underlying variable that is correlation-dependent. Volatility
and correlation values are obtained from broker quotations,
pricing services or derived from option prices.

= Prepayment rales — the fair value of a financial instrument
that can be prepaid by the issuer or borrewer differs from
that of an instrument that cannot be prepaid. In valuing
prepayable instruments that are not quoted in active
markets the Group incorporates the value of the
prepayment option.

« Counterparty credit spreads - adjustiment is made to
market prices (or parameters) when the creditworthiness of
the caunterparty differs from that of the assumed
counterparty in the market price (or parameter), for
example many OTC derivative price quotations are for
transactions with a counterparty with an 'AA' credit rating.

The Group refines and modifies its valuation techniques as
markets and products develop and the pricing for individual
products becomes mere transparent.

While the Group believes its valuation techniques are
appropriate and consistent with other market participants, the
use of different methodologies or assumptions could result in
different estimates of fair value at the balance sheet date.
Portfolics whose fair values are based on valuation techniques
incarparating information other than observable market data
and related sensitivity analysis on portfolios at 31 December
2007 are summarised in the table below.

Assels Liahilties
Dehl Other
Loans and sacurilies financial
§ advances Securties  Derivatives Total Peposits inissue  Derivatives liabilities Total
Portfolo _ B fen  fbn gbn  fbn £on £on  gbn_ Ebn
Syndicated loans 4.6 46
Commercial mortgages 22 22
Super senior tranches of
asset-backed CDOs 38 38
Other debt securities 8.8 88
Exotic derivatives 5.2 5.2 4.4 4.4
132 14.3 52 327 15 9.2 44 0.2 153
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Syndicated loans - syndicated loans are valued by considering
recent syndication prices in the same or similar assets, prices in
the secondary loan market, and with reference to relevant indices
for credit products and credit default swaps such as the LevX,
LCDX, ITraxx and CDX. Assumptions relating to the expected
refinancing period are based on market experience and market
convention. Adjustments to observed prices are made for
differences between instruments, such as counterparty
creditworthiness, term, and quality of any collateral.

The fair value of drawn syndicated loans valued using
technigues other than by considering recent syndication prices
in the same or similar assets and prices in the secondary loan
market was £4,624 million. Using reasonably possible
alternative assumptions about refinancing periods (which were
stressed by one year) and the value attributed to potentially
favourable flexible loan conditions {which are attributed no
value in reported figures) would recuce the fair value by up to
£46 miltion ar increase the fair value by up to £83 million,

Commercial mortgages — senior and mezzanine commercial
mortgages are loans secured on commercial tand and
buildings that were criginated or acquired by the Group for
securitisation, Senior cemmercial morigages carry a variable
interest rate and mezzanine or more junior commercial
mortgages may carry a fixed or variable interest rate. Factors
affecting the value of these loans may include, but are not
limited 1o, loan type, underlying property type and geographic
lacation, loan interest raie,

Exposure (Em)
Exposure after hedges (Em)
Weighted average attachment point ¢
% of underlying RMBS sub-prime assets
Of which originated in;

- 2005 and earlier

- 2006

- 2007
Collateral by rating:

- investment grade

- nen-investment grade

Net exposure (Em)

Effective attachment point post write down

ioan to value ratios, debt service coverage ratios, prepayment
rates, cumulative loan loss information, yields, investor
demand, market volatility since the last securitisation, and
credit enhancement.

Where observable market prices for & particular loan are not
available, the fair value will typically be determined with
reference to gbservable market transactions in other loans or
credit related products including debt securities and credit
derivatives. Assumptions are made about the relationship
between the joan and the available benchmark data. Using
reasonably possible alternative assumptions for credit spreads
(taking into account all other applicable factors) would reduce
the fair value by up to £52 million or increase the fair value by
up to £49 million.

Super senior tranches of asset-backed CDOs - the Group is a
pariicipant in the US asset-packed securities market: buying
residential mortgage-backed securities {'RMBS'"), including
securities backed by US sub-prime mortgages, and
repackaging them into collateratised debt obligations {"{CDOs")
for sale 1o investors. The Group retains exposure to some of
the super senior tranches of these CDQOs. In the second half of
2007, rising mortgage delinquencies and expectations of
declining house prices in the US led to a deterioration of the
estimated fair value of these exposures.

An analysis of the Group’s super senior tranche exposures to
these CDOs is shown below:

High grada Mazzanna
6,420 3,040

3,073 1,790
29% 46%
69% 91%
24% 3%
8% 69%
48% 8%
96% 31%

2% 69%

2,581 1,253

40% 62%

Nota:

{1) Attachmant point s the minimum leve! of fo35es in a portfolio 16 which a tanche is exposed, as a percantage of the total notional size of the portfako. For exampla, a 5-10%

tranche has an attachmeni point of 5% and a detachment point of 10%. When the sccumulated loss of he reference pool is ne mace than 5% of the total inital notienal of tha
pood, tha trancha will not ba affectad. However when the loss has exceaded 5%, eny further loss will bo deducted from the tranche's national principal untl the dedachment

palnt, 10%, is reached.
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The Group's valuation of the super senior asset-backed COO
expaosures lakes into consideration outputs from a proprietary
model, market data and appropriate valuation adjustments.
There is significant subjectivity in the valuation with very little
market activity to provide support for fair value levels at which
willing buyers and sellers would transact.

The Group's proprietary mode) predicts the expected cash
flows of the underlying mortgages using assumptions about
future macroeconomic conditions {(including house price
appreciation and depreciation) and defaults/delinguencies on
these underlying mortgages derived from publicly available
data. The resulting cash flows are discounted using a risk
adjusted rate.

Alternative valugtions have been produced using reasonably
possible alternative assumptions about macroecanomic
conditions inciuding house price appreciation and depreciation,
and the effect of regional variations. In addition, the discount
rate applied to the model output has been siressed. The output
from using these alternative assumptions has been compared
with inferred pricing from other published data.

The Group believes that reasonably possible alternative
assumptions could reduce or ingrease predicted cumulative
losses from the mode) by up to 20%. Using these alternative
assumptions would reduce the fair value by up to £385 million
or increase the fair value by up to £235 million,

Other debt securities — where observabla market prices for a
particular debt security are not available, the fair value will
typically be determined with refarence 10 observable market
transactions in other credit related products including debt
securities and credit derivatives. Assumptions are made about
the relationship between the individua! debt security and the
available benchmark data. Using differing assumptions about
this relationship would result in different fair values for thesa
assets. Using reasonably possible alternative assumptions for
credit spread (taking into account the underlying currency,
{enor and rating} would reduce the fair value by up to £88
million or increase the fair value by up to £109 million.
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Derivatives - derivatives are priced using quoted prices for the
same or similar instruments where these are available.
However, the majority of derivatives are valued using pricing
models. Inputs for these models are usually observed directly
in the market, or derived from observed prices. However, it is
not always possible 10 abserve or corroborate all model inputs.

Unabservabte inpuis used are based on estimates taking into
account a range of available information including historic
analysis, historic traded levels, market practice, comparison to
ather relevant benchmark cbservable data and consensus
pricing data. Using reasonably possible alternative
assumptions, principally correlations, including the relative
impact of unobservable inpyts as compared to those which
may be observed, would reduce the fair value by up 10 £80
million or increase the fair value by up 1o £80 million.

Other portfolios — ather than the portfolios discussed above,
there are other financial instruments which are held at fair
value determined from data which are not market observable,
or incorporating material adjusiments to market abserved data.
Using reasonably possible alternative assumptions appropriate
to the financial asset or liability in question, such as credit
spreads, derivative inputs and equity correlations, would
reduce the fair value by up to £119 million or increase the fair
value by up to £117 million.

XX RBS
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Generat insurance clams

The Group makes provision for the full cost of settling
ouistanding claims arising from its general insurance business at
the balance sheet date, including claims estimated 10 have been
incurred but not yet reported at that date and claims handling
expenses. General insurance claims provisions amounted to
£5,466 million at 31 December 2007 {2006 - £5,247 million).

Provisions are determined by management based on
experience of claims seftled and on statistical models which
require certain assumptions to be made regarding the
incidence, timing and amount of claims and any specific factors
such as adverse weather conditions. In order 16 calculate the
totat provision required, the historical development of claims is
analysed using statistical methodology o extrapolate, within
acceptable praobability parameters, the value of outstanding
claims at the balance sheet date. Also included in the estimation
of outstanding claims are other assumptions such as the
inflationary factor used for tbodily injury claims which is based on
historical trends and, therefore, allows for some increase due to
changes in comman law and statute, Costs for both direct and
indirect claims hangling expenses are also included. Outward
reinsurance recoveries are accounted for in the same
accounting period as the direct claims 1o which they relate. The
outstanding claims provision is based on information available to
management and the eventugl outcome may vary from the
original assessment. Actual claims experience may differ from
the histerical pattern on which the estimate is based and the
cost of setlling individual claims may exceed that assumed.

Goodwill

The Group capitalises goodwill arising on the acquisition of
businesses, as discussed in accounting policy 5. The carrying
value of goodwill as at 31 December 2007 was £42,369 million
(2006 - £17,889 million).
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Goodwill is the excess of the cost of an acquired business
aver the fair value of its net assets. The determination of the
fair value of assets and liabilities of businesses acquired
requires the exercise of management judgemant; for example
those financial asseis and liabilities for which there are no
quoted prices, and those non-financial assets where valuations
reflect estimates of market conditions such as property.
Different fair values would result in changes to the goodwill
arising and to the post-acquisition performance of the
acquisition, Goodwill is not amertised but is tested for
impairment annuzlly or more freguently if events or changes in
circumstances indicate that it might be impaired.

For the purposes of impairment testing, goodwill acquired in a
business combination is allocated to each of the Group's cash-
generating units or groups of cash-generating units expected
1o benefit from the combination. Goodwill impairment testing
involves the comparison of the carrying value of a cash-
generating unit or group of cash generating units with its
recoverable amount. The recoverable amount is the higher of
the unit’s fair value and its value in use. Value in use is the
present value of expected future cash flows from the cash-
generating unit or group of cash-generating units. Fair value is
the amount obiainable for the sale of the cash-generating unit in
an arm's length transaction between knowledgeable, willing
parties.

Impairment testing inherently involves a number of judgmental
areas: the preparation of cash flow forecasts for periods that
are beyand the normal requirements of management
reporting; the assessment of the discount rate appropriate to
the business; estimation of the fair value of cash-generating
units; and the valuation of the separable assets of each
businass whose goodwill is being reviewed.



Accounting developments

Internatioral Financial Reporing Standards

The Internationat Financial Reporting Interpretations Committee
{'IFRIC") issued interpretation IFRIC 11 'Group and Treasury
Share Transactions’ in November 2006. Entities which buy their
own shares, or whose shareholders buy shares in the reporting
enlity, in order to provide incentives to employees must
account for those incentives on an equity-settled basis.

This principle applies also to the accounting by subsidiaries.
The interpretation is effective for annual accounting periods
beginning on or after 1 March 2007 and is not expecied to
nave a material effect on the Group or company.

The IFRIC issued interpretation IFRIC 12 'Service Concession
Arrangements’ in November 2006. Entities providing
infrastructure and services 10 governments under concession
arrangements must account for each component of the
arrangement separately. Infrastructure providec under these
arrangements may be recognised as either a financial asset or
an intangible asset, The interpretation is effective for
accounting periods beginning on or after 1 January 2008 and
Is nat expected to have a matenal effect on the Group or compary,

The 1ASB issued IFRS 8 ‘Operating Segments’ in November
2006, This will replace |AS 14 'Segment Reporting’ for
accounting periods beginning on or after 1 January 2008, IFRS
8 requires entities 10 report segment information as reported to
management and reconcile it to the financial statements and is
not expected to have a material effect on the Group or company.

The |ASB issued a revised I1AS 23 'Borrowing Costs’ in March
2007, Entities are required to capitalise borrowing costs
atinbutable to the development or construction of intangible
assets or property plant or equipment. The standard is
effective for accounting periods beginning on or after 1
January 2009 and is not expected to have a matenal effect on the
Group or company:

The IFRIC issued interpretation IFRIC 13 ‘Customer Loyalty
Programmes’ in June 2007. Entities that provide customers
with benefits ancillary to a sale of goods or services should
apportien the sales proceeds to those benefits on the basis of
relative fair values. The interpretation is effective for accounting
pericds beginning on or after 1 July 2008 and is not expected
to have a material effect on the Group or company.

RBS Group * Annual Report and Accounts 2007

The IFRIC issued interpratation IFRIC 14 'IAS 18 - The Limit on
a Defined Benefit Asset, Minimum Funding Requirements and
their Interaction’ in Juty 2007. The net pension asset that may
be recognised by a sponsoring entity is limited to the amount
to which it bas an unconditional right of refund or can be
recovered through the seitlerment of plan liabilities. Entities
legally bound to minimum funding requirements are required to
take account of those obligations when recognising the net
asset or liabitity for an employee benefit scheme, The
interpretation is effective for accounting periods beginning on
or after 1 January 2008 and is not expected to have a material
effect on the Group or company.

The |ASE issued a revised IAS 1 ‘Presentation of Financial
Statements’ in September 2007 effective for accounting
periods beginning on or after 1 January 2009. The amendments
to the presentation requirements for financial statements are
not expected to have a material effect on the Group or company.

The 1ASB published a revised IFRS 3 ‘Business Combinations’
and related revisions to IAS 27 *Consolidated and Separate
Financial Statements' following the completion in January 2008
of its project on the acquisition and disposal of subsidiaries.
The standards improve convergence with US GAAP and
provida new guidance on accounting for changes in interests
in subsidiaries. The cost of an acquisition will comprise only
consideration paid to vendors for equity; other costs will be
expensed immediately. Groups will only account for goodwill on
acquisition of a subsidiary; subsequent changes in interest will
be recognised in equity and only on a loss ¢f contral will there
be a profit or loss on disposal to be recognised in income.

The changes are effective for accounting periods beginning on
or after 1 July 2009 bui both standards may be adopted
together for accounting periods beginning on or after 1 July
2007. These changes will affect the Group's accounting for
future acquisitions and disposals

of subsidiaries.

The IASB published revisions to {AS 32 ‘Financial Instruments:
Presentation’ and consequential revisions to other standards in
February 2008 to improve the accounting for and disclosure of
puttable financial instruments. The revisions are effective for
accounting periods beginning on or after 1 January 2009 but
together they may be adopted earlier. They are not expected
to have a material affect on the Group or the company:

X% RBS
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Notes on the accounts

40

1 income from trading activitios

Groun
2007 NG 205
______H_‘E‘{n’_ I T L1
Foreign exchange 1,050 738 647
Interest rate @ 1,466 a973 43
Creditay (1,430} 8a1 6ab
Equities and commodities ) B 241 123 &7

H
1,327 2875 2.343

The analysis of trading income is based on how the business is organised and the underlying risks managed.

Noles:

Trading incame ccmprises gains and losses on financial instruments hela for tracting, both reallsed and unrealised, interes| Income and dwvidends and the related funding costs.
Tha types of instrumenis include:

(1} Foreign exchange: spot foraign exchange contracls, currency swaps and cptlons. emerging markets and related hedges and funding.

{2) Interost rate: interest rate swaps. forward forelgn exchangs contracts, forward rale agresmants, inlerest rate options, Interest rate futures and related hedges and funding.
(3) Credil: asset-backed securites, corporate bondy, cradt derivatives and ralated hadges and funding.

(4) Equilies and commodites: aquity darlvatives, commodily contracts and relaled hedges and funding.

2 Qperating expenses Geoup
2007 SO Z¥0
£m b5 ir
Wages, salanies and other staff costs 6,387 5,652 5,084
Social security costs 522 ey 354
Share-based compensation 65 G5 44
Pension costs (see Note 3)
- defined benefit schemes 489 530 462
- defined contribution schemes - _89 % _ 38
Staff costs 7.552 6,723 5,997
Premises and equipment 1,766 1,421 1313
Other administrative expenses o 347 ESE 2418
Property, plant and equipment {see Note 18) 1,311 1,293 1.328
intangible assets (see Note 17) . . . 659 385 499
Depreciation and amortisation R _. 1970 1,678 1,825
14,435 12,480 11,948
integration costs included in operating expenses comprise expenditure incurred in respect of cost reduction and revenus
enhancement programmes set in connection with the various acquisitions made by the Group: srean
T 2007 2006 2005
Em £ fil
Staff costs 18 76 148
Premises and equipment 4 10 30
Other administrative expenses 26 32 131
Depreclation and amortisation 60 16 140
108 134 458

The average number of persons employed in the continuing operations of the Group during the year, excluding temporary staff, was
164,700 (2006 - 142,600; 2005 - 144,900); on the same basis the discontinued operations employed 5,800 (2006 and 2005 - nil).
The average number of temporary employees during 2007 was 4,900. The number of persons employed in the conlinuing operations
of the Group at 31 December, excluding temporary staff, was as follows:

2007 2006 205
Global Banking & Markets 9,300 7.400 5,800
RFS Hotdings excluding minority interest 31,100 — -
UK Corporate Banking 9,600 B.sa0 8,260
Retail 41,400 42,900 43,400
Wealth Management 5,000 4,50 R
Ulster Bank 6,400 5,600 5200
Citizens 23,900 24,6800 28000
RBS Insurance 18,000 18,500 20500
Manufacturing 26,300 26,800 28700
Centre 2,700 2,500 2.300
RFS Holdings minority interest L, 59900 _ — —
Total 233,600 141,800 143,500
UK 108,600 105,700 107,200
us 27,100 26,200 27.40C
Europe 41,300 8, +0 7.800
Rest of the Waorld 56,600 1,800 1,400
Total 233,600 141800 143,500
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3 Panslon costs

Members of the Group spensor a number of pension schemes
in the UK and overseas, predeminantly defined benefit
schemes, whose assets ara independent of the Group's
finances. The Group's defined benefit schemes generally
provide a pension of one-sixtieth of final pensionable salary for
each year of service prior to retirement up to a maximum of 40
years. Employees do not make contributions for basic pensions
but rmay make voluntary contrioutions to secure additional
benefits on a money-purchase basis. Since October 2006 The
Royal Bank of Scotland Group Pension Fund (‘Main scheme”)
has been closed to new entrants.

The Group also provides post-retirement benefits other than
pensions, principally through subscriptions to private
healthcare schemes in the UK and the US and unfunded post-
retirement benefit plans. Provision for the costs of these
benefits is charged to the income statement over the average
remaining future service lives of eligible employees. The
amounis are not material.

Interim valuations of the Group's schemes were prepared to
31 December by independent actuaries, using the following
assumptions:

. _ Nayserenma LA athmes ;
Principal aciuanal assurmpiions at 31 December 2007 2oun s 2007 2006 25
Discount rate 6.0% 4.8%
Expected return on plan assels {weighted average) 6.9% 6.5%
Rate of increase in salaries 4.5% 3.9%
Rate of increase in pensions in payment 3.2% 26%
. . » -

Inflation assumption 3.2% 27%

Mais ue b A sehgnes
Major classes of plan assels as @ percerdage of total plan asseis 2007 208 2005 2007 200

Equities

Index-linked bonds

Government fixed interest bonds
Carporate and other bands
Property

T 61.0%  BOS%  B1.3%

“T578%  60.7%
182%  17.3%  iB3%  13.1%  16.1%
1.2% 2.5% 1.8%  12.9%
15.1% 1.4.0% 14.6%, 12.0%
35% 4.3% 6% 3.0%

Cash ard other assels 07%  14% 0.6% 1.2%

Ordinary shares of the company with a fair value of £69 mitlion (2006 — £89 million: 2005 — £78 million) are held by the Group’s pension
schemes; £65 million (2006 - £87 million; 2005 — £76 million) in the Main scheme which also holds other financial instruments issued by
the Group with a value of £606 million (2006 — £258 million; 2005 - £299 million),

The expected return on plan assets at 31 December is based upon the weighied average of the following assumed returns on the

major classes of plan assets:

Equities
Index-linked bonds

Government fixed interest bonds
Corpoerate and other bonds
Property

Cash and ather assets

Post-rauremnent mortally assu nonans {(Main schemey
Longevity at age 60 for current pensicners (years} i
Males

Females

Longevity a: age 60 for future pensioners (years)
Males
Females

WMar oo A6 schamny

007 X6 2ms 2007 206 L
B.1% 8.1% T.r% 8.1% 5.1% 7.0
4.5% 3.5% 4.1%, 4.5% 4.5%, 44%
4.5% 5% 2. 1% 4.7% 4.5% 4.1%
5.5% 5.3% A.8% 5.5% 5.3% 4.68%
6.3% 8.3% 5.5% 6.3% 6.3% 5.9%
46% 4.6% 4.2% 4.5% 4.4% 3.7%
2007 o .wf‘_ o ?L_\:

26.0 26.0 2
26.8 239 28.

28.1 26.8 26.2
28.2 29.7 29.0

These post-retirement mortality assumptions are derived from standard montality tables used by the scheme actuary to value the
liabilities for the main scheme. Following a comprehensive review of the mortality experience of the main scheme over the lasi three
years by the scheme actuary, different standard mortality tables (adjusted as appropriate) have been used in valuing the scheme

liabilities as at 31 December 2007.
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Notes on the accounts continued

42

3 Pension costs (continued)

Haln scpire .;Jd. woremes
- lr-'rase-n{ T Prasont
valua of Nat valug of Nei
Far valug definad pension Far value defined pension
of plan benalit deficit/ of plan banqglit defic:l
assets  obligations {surplus) assals  obligalons {surplus)
Changes In value of net pension deficli/(surpius) . Em__ . fm _Eim _ fm fm
Al 1 January 2006 15,814 19,118 3204 17,388 21,123 3735
Currency translation and other adjustments — — — {59 (85 (B)
Income staternent: ) N L o B

Expected return - T 1,622 (022 1073 11,073)

Interest cost g18 918 985 985

Current service cost 571 571 345 645

Past service cost 15 15 23 23

1,022 1,504 482 1,073 1,663 560
Statement of recognised income and expense:

Actuarial gains and losses 552 1077 (1629) 537 (1,184 (1,781)
Contributions by employer 427 — 427) 536 — {536}
Benefits paid {515) {5163 — {538) 1538) -—
Expenses included in service cost {28} (36} — (28) (28) —_—
At 1 January 2007 17,374 19,004 1,630 18859 20,951 1,892
Currency translation and other adjustments — — — 381 385 4
Income statement:

Expected return 1182 (1.182) 1,304 (1,394}

Interest cost 1,007 1,007 1,177 1177

Current service cost 566 566 684 684

Past service cost 22 22

1,182 1,582 410 1,394 1,883 489
Staterment of recognised income and expensa:

Actuarial gains and losses 163 (1,937) (2,100} 19 {2,170)  (2.189)
Acquisition of subsidiaries — — — 6,997 6,960 {37)
Intra-group transfers 30 30 —_ — — —
Contributions by employer 416 — (416) 599 — (599)
Contributions by plan participants — — — 5 5 —_
Benefits paid (551) (551) — (652) (652) —
Expenses included in service cost I - I ) — __ {40y _(40) —
At 31 Decembar 2007 T T T 18,575 18,099 (4768) 27,682 27322 (340)
Net pansIon srplus Comprises; . fm
Net assets of schemes in surplus (included in Prepayments, accrued income and other assets, Note 19) (836)
Net liabilities of schemes in deficit o — o 4%

D (340)

Acquisition of subsidiaries includes fair value of plan assets of £6,118 million and present value of defined benefit obligations £5,962 million
in respect of ABN AMRO's prncipal pension scheme in the Netherlands, At 3% Decembar 2007, these were £6,417 million and £6,189
million respectively. The principal actuarial assumptions at 31 December 2007 were: discount rate 5.4%: expected return on plan assets
{weighted average) 6.2%: rate of increase in salaries 2.5%; rate of increase in pensigns in payment 2.0%; and inflation assumption 2.0%.

The Group expects 1o contricute £481 million to its defined benefit pension schemes in 2008 {Main scheme — £413 million).
Of the net liabilities of schemes in deficit, £212 million (2006 — £106 millipn) relates to unfunded schemes.

Cumulative net actuarial gains of £1,570 million (2006 - £619 million losses; 2005 — £2,400 million losses) have been recognised in the
statement of recognised income and expense, of which £1,579 million (2006 - £521 million losses; 2005 - £2,150 million losses) relate

to the Main scheme.

M3 Samn & schenas

2007 i 200 2004 2007 a1 Ha, 063
History of dafined benefit schemes £m [ o X £m [ 33 for
Fair value of plan assets 18,575 17.374 15,914 13.568 27,662 18959 $7.3BB 147498
Present value of defined benefit obligations 18,099 19004 19118 18,051 27,322 20951 21123 17,788
Net surplus/(deficit) 476 {1,630} (3.204) (2.482) 340 (1,982 {3,735  (2,840)
Experience losses on plan liabilities (256) {4 1) (6524) {210) (18} (68) 831
Experience gains on plan assets 163 552 1,566 392 19 587 1,660 406
Actual return on pension schemes assets 1,345 1.574 2,386 1,230 1,413 1.680 2,677 1,328
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4 Auditors’ remuneration
Amounis paid te the company’s auditors for statutory audit and other services were as follows:

Group
T 2007
Fees payable for the audit of the Group's annual accounts 1.2 [eX:)
Fees payable to the auditors and their associates for other services to the Group:
- The audit of the company's subsidiaries pursuant 1o legistationsy I Al@g_ﬂ___ig_s_
Total audiit fees o 17.0 118
— Other services pursuant 1o legistation @ 4.9 5.9
- Other services relating to taxation 0.4 0.2
— Services relating to corporate finance transactions, including securitisations, entered into by the Group 5.5 24
- All other services ) 34 2.6
Tolal non-audit fees 142 1.1
Fees payable io the auditors and their associates in respect of pension schemes:
- Audit 0.2 0.3
Total T o 31.4 25.0
Notes:
(1) Excluding fees paid In respect of ABN AMRC Hoiding B.V. which is aud.ied by another firm.
{2) Includes fees for work relating ic Section 404 of the US Sarbanes-Oxlay Acl.
§ Tax
Grow

o £m
Current taxation; T T T T T )
Charge for the year 2,522 26725 2.280
Qver provision in respect of prior periods (39) {253) (101
Relief for overseas laxation (7
T T - o N T '—2,0{}8

Deferred taxation:

Charge for the year a5 306
{Under)over provision in respect of prier periods I < ML A
Tax charge for the year 2,052 2,688

The actual tax charge differs from the expected tax ¢harge computed by applying the standard rate of UX corporation tax
of 30% as follows:

2007 2006 20h
[ —— [ —— L AL ERLALI L AR AR £ A8 R 158108 . S e s S o o e Em - i‘!n ::ln
Expected tax charge T 2,970 ] 2,381
Non-deductible items 263 109
Non-taxable items (595) (251) {188)
Taxable foreign exchange mavements 18 5 (10
Fareign profits taxed at other rates (37) 63 7
Reduction in deferred tax liability following change in the rate of UK Corporation Tax (189) e —_
Unutilised losses brought forward and carried forward (9) i)
Adjustments in respect of priar periods {367) (208)
Actual tax charge " 2,052 2478

The effective tax rate for the year was 20.7% {2006 ~ 29.3%; 2005 - 30.0%). The tax rate benefited from a reduction of £189 million in the
Group's deferred tax liability following the change in the rate of UK Corporation Tax from 30% to 28% from 1 April 2008.
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Notes on the accounis continued

6 Profit attributable to other owners

DT
2007 200k 2
£m £ PR
Dividends paid to other owners:
Non-cumutative preference shares of US$0.01 152 fi2] 58
Non-cumulative preference shares of €0.01 94 82 51
Total o 246 199 106
Notes:

(1} In accordance with 1AS 32, cerlain preference share issued by the company are included in subordinated llabllties and tha retated finance cost In Interest payalie.
(2} Betwsen 1 January 2008 and 1he date of approval of these accounts, dividends amountng io LIS$161 million have been dectared in respect of equity preference shares for

payment an 31 March 2008.

7 Ordinary dividends

Prior year ordinary dividends per share in the table below have been restated for the effect of the bonus issue of ordinary shares

in May 2007.
Graug
2007 2000 AU 2007 2000 RO
e o e e pparshare s stant 3 per o e £m LR |3
Final gividend for previous year declared during the current year 22.1 17.7 13.7 2,091 1,689 1.308
Interim dividend . B 101 81 85 983 Tit 618
Total dividends paid on ordinary equity shares T 77 322 0 258 202 3044 2470 1,827

Finatl dividends are rot accounted for until they have been ratified by members in a general meeting. At the Annuat Generat Meeting
on 23 April 2008, a final dividend will be proposed in respect of 2007 of 23.1 pence per share (2006 - 22.1 pence per share} amounting
to a total of £2.3 billion (2006 — £2.1 billion). The financial statements for the year ended 31 December 2007 do not reflect this dividend
which, if approved, will be accounted for in owners’ equity as an appropriation of retained profits in the year ending

31 December 2008.

8 Profit dealt with in the accounts of the company
As permitted by section 230(3) of the Companies Act 1985, the primary financial statements of the company do not include an

income statement. Condensed information is set out below:

Conpary
2007 HKg P
e ) - £m cn i
Dividends received from banking subsidiary T 2330 3502 2,082
Dividends received from other subsidiaries 415 229 190
Total income 2,745 4,731 2182
Interest receivable from subsidiaries 460 516 577
Interest payable to subsidiaries {307) (248) (1843
Other net interest payable and operating expenses {526) [515) (B
Operating profit before tax 2,372 3.486 1,932
Tax 127 13 142
Praofit for the year - 2499 3408 2074
Profit attributable to:
Ordinary shareholders 2,253 3,308 1.865
Other owners 246 191 168
- o ’ T T TT2,4997  Tadd997 2074
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% Earnings per ardinary share

The earnings per share are based on the following:

Groui )
2007 ik e e
£m Lm Em

Earnings:

Profit attributable to ordinary shareholders

Add back dividends on dilutive corvertible non-equity shares

Diluted earnings attributable to ordinary shareholders

763

7303 B202 5300
60 64 65

Nurnbagr cf shares - wflong

Number of erdinary shares:

Weighted average number of ordinary shares in issue during the year
Effect of dilutive share options and converiible non-equity shares
Diluted weighted average number of ordinary shares during the year

‘9723

9567 935  9.540
166 174 180
8729 072

The numbers of ordinary shares in issue in prior years have been restated for the effect of the bonus issue of ordinary shares in May 2007.
All convertible preference shares have a dilutive effect in 2007, 2006 and 20065 and have been included in the computation of diluted

earnings per share.

The effect of discontinued operations on earnings per share is not material.

10 Financial instruments

The following tables analyse the Group's financial assets and financial liabililies in accordance with the categories of financial
instruments in IAS 39, Assets ang liabllities outside the scope of I1AS 39 are shown separately.

Griup
Designated
as al fair Non
value Other financial
Helc-for- through Hedging Avalable- Loansand  (amortsec Finance assoly
radng  profil or kiss  Qerivalives lor-sala  recanvables cost) leases  labiites Total
2007 £m £m £m £m £m £m £m £m £m
Assats
Cash and balances at central banks —_ — — 17,866 —_ 17,866
Treasury and other gligible bills (13 18,027 — 202 — — 18,229
Loans and advances to banks 71639 — — 147,821 _— 219,460
Loans and advances to customers i 104,387 3,067 — 709,226 12,570 828,250
Debt secunties 172,644 5777 95,334 2,672 -_— 276,427
Equity shares 37,546 7,866 7.614 — — 53,026
Settlement balances — — - 16,589 — 16,589
Derivatives 334,857 — 2,553 -— —_ — 337,410
Intangible assets 48,492  AB492
Property, plant and equipment 18,750 18,750
Prepayments, accrued income
and other assets — — — 877 — 18,189 19.066
Assets of disposal groups 45,954 45,954
- 739100 16710 2,553 103,150 895,051 12,570 131,385 1,900,519
Liabilnes
Deposits by banks @) 65,491 — 247,142 — 312,633
Customer accounts s, 60,425 7,505 614,435 — 682,365
Debt securities in issue ¢.a 9,455 41,834 222,326 — 273,615
Settlement balances
and short positions 73,501 — 17,520 — 91,021
Derivatives 326,351 — 2,708 — — 332,060
Accruals, deferred income
and other liakilities 210 — 1,545 19 32,250 34,024
Retirement benefit liabilities 496 496
Deferred taxation 5510 5510
Insurance liabilities 10,162 10,162
Subordinated liabilities —_ 898 37,081 _— -— 37,979
Liabilities of disposa! groups 29,228 29,228
538,433 50,237 2,709 1,140,049 19 77,846 1,609,093
Equity 91,426
1,600,519
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Notes on the accounts continued

10 Financiat instruments (contnued)

o LGrougs B
D =t
as 1l ior [N
Wl CHlwr
Hehs-ror- lrroug- Hzagrg  Ambbiee  Leansan?l  pamendes
worlrg  pHOBt on 055 g7 vabves for-sagd  recevabieg [$&3] Tol
) 1] £ o i i £m £ P
ASSELS
Cash and balances at central banks — - — 6,121 —_ 5,121
Treasury and other eligible bills ¢ 4,518 — 975 e — 5,81
Loans and acvances to banks 52,738 376 — 20494 — 52.606
Loans and acvances to customers () 72,462 1.327 — 3813583 11,521 466,393
Debt securities 45,192 5,989 28500 561 - 127,251
Equity shares 3,033 2610 7,806 — — 13,504
Setllement balances e — —_ 7.425 — 7,425
Derivatives 115,500 — 1,181 — — - 16,681
Intangible assets 1890 $8,804
Property, plant and equipment 18,~20 18,420
Prepayments, accrued income
and other assets — o953 - 7,183 B.136
313,444 10.302 1131 34340 428,137 11,521 44,507 B4R
Liabinties
Deposits by banks 57,452 - 74,691 — — 132,143
Customer accounts 5,6 43,707 3,922 333,503 — — 384,222
Debt securities in issue v.5 2141 1,440 73,323 e —_ 85,963
Settlement balances and
short positions 43,809 — 5,667 — —_ 49 476
Derivatives 17277 _ 235 — — — Az
Accruals, deferred income
and other liabilities — —— 1.453 9 14118 15,664
Retirement benefit liabllities 1.992 1,992
Deferred taxation 3264 3.264
Insurance liabilities 748 7456
Subordinateqd liabilities — 124 27,530 — — 27,654
267,476 14545 835 516,167 89 26,830 8253942
Equity 45,490
871,432
Noles:

(1) Cemprises reasury bils and similar secunlies of £18,315 mikion (2006 - £5,407 millian} and other elig:ble bits of £1,914 mill:on (2006 - £84 millan).
{2) Includes reverse repurchase agreements of £175,941 milion (2006 - £54,152 mdlion) and tems in Lhe course of collection from other banks of £3,095 million {2006 - £3,471 miliign),
{3) Includes reverse repurchase agreements of £142,357 million (2006 - £62,808 mlllion).
{4) |ncludes repurchasa agreements of £163,038 millian (2006 — £76,376 millicn) and itams In the course of ransmission 1o olhar banks of £372 millien {2006 — £789 million).
{5) Inciudes repurchase agreemants of £134,918 milion (2008 - £63.984 millicr).

{6) Tha carrying amount of other customer accounts designated as at fas valua through prafil ar foss is £77 million (2006 - £140 million) greater than tha principal amount. No
amounts have bean recognised «n profit or loss for changes in credid nsk assoclated wilh these liabilites as the changes are Immateria! measured as the change in fair value

from movements n the pericd in the credil risk premium payable. The amounts include imvestment contrects with a carrying value of £5,555 (2006 - £2,248 million).

(7) Comprises bonds and medium tarm notes of £119,021 million {2006 - £43,408 milken) and certificates of depasil ang other commerclal paper of £154,534 (2006 -~ £42,555 mitlion),
(8) £162 millien (2006 - nil} has bean recagn:sed in profit or loss lor changes In credil risk associated with these llabiiilies measured as the changa in fair valug from movements in

ha period in (ne creoit risk premium payable by the Group. The carrying amount is £317 million {2006 - £383 millian) iower than the principal amaunt.

Amounts included in the consolidated income statement:

L Graup
2007 2006 008
£m 1% Tnr
Gains on financial assetsfiabilities designated as at fair value through profit or less 1,074 573 364
Gains on disposal or settlement of loans and receivables 3 21 25

On the initial recognition of financial assets and liabilities valued using valuation techniques incorporating information other than gbservable
market data, any difference between the transaction price and that derived from the valuation technique is deferred. Such amounts are
recognised In profit or loss over the life of the transaction; when market data become observable; or when the transaction matures or is
closed out as appropriate. At 31 December 2007, net gains of £72 million (2006 - £15 million) were carried forward in the balance sheet.
During the year net gains of £67 million {2006 — £3 million) were deferred and £10 million (2006 - £4 million) released 1o profit or loss.
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The following tables analyse the company's financial assets and financial liabilities in accordance with the categories of financial
instruments in IAS 39. Assets and liabilities outside the scope of |AS 39 are shown separately.

G vy .
Nen
Other financial
Hetd-for- Hegging Loansand  {amoriised assats/
trading  derivatives  receivables cosl) llabilities Tatal
2007 £m £m £m £m £m £m
Assols
Loans and advances 1o banks n) —_ — 7,686 — 7,666
Loans and advances 1o customers @ — —_— 307 —_ 307
Investment in Group undertakings — - - 43,542 43,542
Derivatives 173 — —_ — 173
Prepayments, accrued income and other assets — — — 127 127
173 —_ 7.993 43,669 51,835
Liabilites
Depaosits by banks & — —_ 5.572 — 5,672
Debt securities in issue — — 13,453 — 13453
Derivatives 125 54 — — 179
Accruals, deferred income and other liabilities — — — 8 8
Deferred taxation — — — 3 3
Subordinated liabilities — — 7,743 — 7.743
125 54 26,768 11 26,958
Equity 24,817
51,835
Assels o
Loans and advances to banks — —_ 7,252 —_ 7,252
Loans and advances to customers @ — —_ 286 — 286
Investment in Group undertakings — — — 21784 21,734
Prepayments, accrued income and other assels e e — 3 3
T 7,638 21,787 29,325
Liablites
Deposits by banks @ - — 738 — 738
Debt securities in issue —_ — 2,139 —_ 2,139
Derivatives 42 - — — 42
Accruals, deferred income and other liabilities — — —_ 15 15
Subordinated liabiltes - 8,194 e 8,194
a2 — 11,0714 15 11,128
Equity
Nates:

(%) Includes amounts due from subsidiaries of £7,130 millon (2006 ~ £7,252 million).

{2y Due from subsidianes.
{3) Due lo subsidianes.

RBS Group » Annual Report and Accounts 2007

XXRBS

147

w
2
=
H
E
5]
®
@
E
3
1
[
&
ic




Notes on the accounts continued

10 Financial instruments (contnved)
The following table shows the carrying values and the fair values of financial instruments on the balance sheets carried at
amortised cost.

I WALty
2007 2007 2506 006 2007 2007 e e
Carrying Faw  Carryeg Fesr Carrying Fair oy Far
value velug swhey b valya vahg vafue VALt
Em £m on Kl £m £m LT3 [¥73
Financial assets
Cash and balances at central banks 17,866 17866 6,121 121 - - — —
Loans and advances to banks
Loans and receivables 347,821 147,898 29494 26475 7686 7686 7252 77082
Loans and ativancaes to customers
Loans and receivables 709,226 711,481 3B1.583 382671 307 307 288 288
Finance leases 12,570 12,376 11521 11504 — — — —
Debt securities T - ) ’ - T T
L.oans and receivables _ 2672 2644 561 561 — — — —_—
Settlement balances _ 16589 16,589 7425 7425 - o - —
Financial liabilitics
Deposits by banks
Amortised cost 247,142 246,966 74691 74510 5572 5572 735 738
Customer accounts _
Amortised cost 614,435 614:069 333,503 333,285 - — — —
Debt securities in issue T oo T
Amaortised cost 222,326 222,206 73323 73.580 13,453 13453 2138 2179
Settlement balances 17,520 17520 5567 5667 — — — —
Subordinated liabilities
Amortised cost 37,081 35,729 27530 28600 7,743 65983 8.1%4 8,369
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Remaining maturity .
Grrp o
2007 LG )
rass tl:nsnr Mc;ra lha; B L:a Ean 7:&:3[1' ri‘a;. )
12 months 12 months Total 12 molms 12 mgnlne ot
£m £m £m ) f.'l{! o Em -'r.:!l‘
Assels
Cash and balances at central banks 17,868 - 17.866 £,124 — 6,121
Treasury and other eligible bills 18,108 121 18,229 5491 — 5.491
Loans and advances to banks 187,969 31,491 219,460 #2,103 413 B2.G08
Loans and advances 1o cusiomers 396,453 432,797 829,250 263504 203,339 466,808
Debt securities 51,980 224,447 276427 25324 101,927 127,251
Equity shares - 53,026 53,026 - 13,504 13,504
Setilement balances 16,561 28 16,589 7425 — 7,425
Derivatives 56,668 280,742 337410 27,984 88.697 118,681
Liablites
Deposits by banks 303,273 9360 312,633 124,584 7556 132,143
Cusiomer accounts 650,687 31,678 682,365 372,804 11,618 384,202
Debt securities in issue 155,742 117,873 273815 41,957 34,008 85,963
Settlement balances and short positions 44,466 46,555 91,021 26,450 23.026 48,476
Derivatives 60,451 271609 3320680 30.082 88030 118,112
Subordinated liabilities 1,867 36,112 37,979 675 28979 27654
LI paay

o 000 ) 200

Lass than Mare than i.f_:“ﬁ 1r_‘ur| —-?\-;‘x‘.l.'.! ﬁ_un_- -

12 monihs 12 months Total 12 moles 12 mantts Tata
e . Em £m £m rm €m Em
ASS0IS T D T
Loans and advances to banks 1,655 6,031 7,686 1,171 6.081 7.252
Loans and advances 1o customers 307 — 307 ZBB e 238
Derivatives 127 46 173 — —_ —
Liabllites
Deposits by banks 5572 — 5572 — 738 734
Debt securities in Issue 8,855 4,598 13453 1,689 455 2,139
Derivatives 102 ' 179 23 19 4
Subordinated liabiliies 119 7.624 7.743 104 a.090 8,194

|
|
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Notes on the accounts continued

11 Asset quality
Asset graces
Internal reporting and oversight of risk assels is principally
differentiated by credit ratings. Internal ratings are used to
assess the credit quality of borrowers. Customers are assigned

Expressed as an annual probability of default, the upper and
lower boundaries and the midpoint for each of these Group
level assel quality grades are as follows:

an internal credit grade based on various credit grading Asset Annual probability of default
models that refiect the prabability of default, All credit ratings g:’;g M ”‘“'”“;‘: "‘“‘"’”;‘
across the Group map to a Group level asset guality scale. AOT 6.00 510 020
AQR 021 0.40 0.60
AQ3 Q.61 1.05 1.50
AQ4 1.51 3.25 5.00
AQ5 50t 5250 100.00
The following table provides an analysis of the credit quality of financial assets by the Group's internal credit ratings.
Sroup 7 . o o
h h T ’ Ac'crutng ’ Nor;— Impairmagnt
A AR AQ3 AL AQS past dua accrual provision Total
200t Em £m £m £m £m £m £m £m £m
Cash and balance at central banks 17,866 — — -— — —_ — —  17.866
Treasury and other eligible bills 18,218 —_— 1 — —_ — — — 18229
Loans and acdvances to banks* 204,083 5,797 4937 407 1,119 — 25 (3 216,365
Loans and advances 1o customers 275,926 174,249 221,701 84,896 55,343 13,236 10,337 (6,438) 829,250
Debt securities 240,677 15,688 2,328 1,372 16,381 — 5 (4) 276,427
Setilement balances 14,491 98 344 21 68 1,567 — — 16,589
Derivatives 300,122 23,333 11,299 2,352 304 —_ — — 337410
Other financial instruments B9  — = 20 143 65 — — 877
1.072032 219,165 240620 89068 73338 14868 10,367 (6,445)1,713,013
Commitments 131,750 89,682 74,126 25,320 17,301 — — — 338,179
Contingent labilties 26120 6314 11,740 4032 3714 — T 81920
Total off-balance sheet 157,870 105996 85866 29352 21015  — — — 400,009
2006
Cash and balance at central banks G121 — — — — — — — 6,124
Treasury and other eligible bifls 5,491 — — — — — — — 5491
Loans and advances 1o banks* 77513 748 416 346 i1 1 2 {2t 79,13
Loans and advances io customers 149,22 85511 123218 72622 23703 8,324 6,230 {3.933) 466,895
Debt securities 122,152 2,707 1,206 345 B4 — 3 3y 127,294
Settlement balances 4,935 473 281 454 —_ 1,31 — — 7,425
Dervatives 89,292 18,827 7778 06 251 — — — 116,881
Qther financial instruments 504 — — 29 268 51 — 53
456,330 108,286 133874 74301 26.205 8677 6,235 3,938 609950
Commitmenis 112,006 82279 46732 13,854 143577 e e 245057
Contingent liabilities G172 7.870 3.453 1,463 853 o e 15,846
Total off-balance sheet 118,877 50,149 50,185 20,422 i5 160 - — -~ 264,903

* Excluding ilems in the coursa of collachon of £3.095 milkon {2006 - £3,471 million).
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Industry risk - goographical analysis
The following table analyses financial assets by location of office and by industry type.

Gireun
Loans anc Treasury bills,
advances to banks debl secunties Nelling ana
and customars and equity sharea Derivalives Other(1) Total oltsatiz

2007 £m _.,M,E"’ Em fm Em £€m
UK
Central and local government 4,728 30,285 3912 — 38,925 1,631
Manufacturing 21,083 2,751 4,800 - 28,634 4,032
Construction 12,363 456 741 _— 13,560 1,684
Finance 295,366 106,201 299,867 12,716 714,150 246,428
Service industries and business activities 74,399 16.801 4411 — 95611 6,687
Agriculture, forestry and fishing 2,570 66 58 — 2,694 104
Property 63.715 640 969 7 65,331 2,033
Individuals

Home mortgages 73,916 1,795 5 - 75,716 —

Other 28,747 1.140 15 23 29,925 7
Finance leases and instalment credit 15,632 131 27 — 15,790 5
Interest accruals 3,512 1,607 - —_ 5119 —
Total UK 596,031 161,873 314,805 12,7486 1.085,455 262511
us
Central and local government 386 23,506 10 212 24,114 —
Manufacturing 7.399 608 111 — 8,118 13
Caonstruction 793 95 _— _ 889 —
Finance 69,867 39,049 9,354 3,095 121,365 23,026
Service industries and business activities 16,474 2,190 233 18,898 18
Agriculture, forestry and fishing 20 4 — - 24 _
Property 6,456 4,089 — — 10,545 —_
Individuals

Home mortgages 27,882 —_ — — 27,882 —

QOther 10,879 an —_ _ 10,879 -
Finance leases and instalment credit 2,228 — — — 2,228 —
Interest aceruals 1,421 379 — — 1,800 2
Total US 143,805 69,921 9,708 3.308 226,742 23,059
Europe
Central and local government 231 30,593 132 — 33.096 9
Manufacturing 15,159 13 361 —_ 15,533 214
Construction 4779 —_ 13 —_ 4,792 -
Finance 40,498 42,418 6,285 157 89,358 84,200
Service industries and business aclivities 46,500 540 481 — 47,521 24,648
Agriculture, forestry and fishing 4,650 2 42 — 4,604 —
Property 15,768 67 8 —_ 15,843 —_
Individuals

Home mortgages 81,557 18 — — 81,575 —

Other 16,292 3,292 — — 19,584 —_
Finance leases and instalment credit 1.620 — — —_ 1,620 —_
Interest acgruals 2872 v — - 3973 et
Total Ecrape 232,066 78,044 7,322 157 317,589 109,071
Rest of the World
Central and local government 2,592 18,821 94 — 21,507 —
Manufacturing B,078 46 738 — 8,862 -
Construction 825 79 3 — 907 1
Finance 37,502 16,919 3797 1,210 59,428 6,059
Service industries and business activities 14,448 1,825 661 — 16,935 103
Agriculture, forestry and fishing 1,941 — _ —_ 1,941 —
Property 2,898 217 28 —_ 3,143 — 2
Individuals b

Home mortgages 1,740 — — — 1,740 — f;

Other 12,261 — — - 12,251 3 £
Finance leases and instalment credit 18 — 254 45 37 — ]
Interest accruals _ _ 945 14 — — 856 — g
Total Resl of the World 83248 3788 5575 1255 127.897 B.166 &
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Notes on the accounts continued

11 Asset quallty (continued)
Industry risk - geographical analysis

o G o
Loans and 7 Treasury t;;l!s: 7
advances o banks  debt sacurities Natting and
and customars and equity shares Derivalvos Other{1} Total olfsetiz)
2007 £m £m £m £m £m im
Toal ' ”
Centrai and local government 10,077 103,205 4,148 212 117,642 1.540
Marnufacturing 51,719 3.418 6,010 —_ 61,147 4,259
Construction 18,760 631 757 — 20,148 1,685
Finance 443,233 204,587 319,303 17,178 984,301 359,713
Service industries and business activities 151,822 21,356 5,786 1 178,965 31,456
Agriculture, forestry and fishing 9,181 72 100 — 9,353 104
Property 88,837 5013 1,005 7 94,862 2,033
Individuals
Home martgages 185,085 1,813 5 — 186,913 -
QOther 68,179 4,432 15 23 72,649 10
Finance leases and instalment credit 19,498 131 281 45 19,955 5
Interest accruals X 8750 3,098 - = 11,848 2
1,055,151 347,756 337,410 17.456 1,757,783 400,807
Notes:

{1} Includes settlement balances of £16.589 million.

(2} This column shows the amount by which tha Group's credit sk exposure 19 reducad through arrangemaents, such as mastas netting agreemants, which give the Group a legal
right to set-off the financial asset against a financial liability due to the same countarparty. in additien, the Group holds callateral in respect of individual lcans and sdvances 10
banks and to customers. This callateral includes mortgages over property (both personal and commercial); charges gver business assats such as plant, imentories and irade
debtors; and guaraniees of lending from parties other than the borrgwer. The Group obtains col'ateral in the form of secunties in reversa repurchase agreaments. Cash and

securilies Bra raca:ved as collateral in respect of derivativa transactons.

Groups
Loans aad Tievasury fids.
Qg 12 ey [alm VI ENTAH A Hotir fnane
A0 GUSIOT LTS and otuly STy Do tittmyy Do) Total atfaatn
P tm i £m £ tm s
UK
Central and local government 7,629 28,214 345 1.624 37,809 1,553
Manufacturing 15,250 521 915 49 16.744 2,540
Construction 9,657 115 179 3 9,964 1,453
Finance 128,463 47,274 BOG7Y 2,148 258,913 93,403
Service industries and business activities 57.895 2,330 2516 768 65610 5,288
Agriculture, forestry and fishing Az B¢ 61 3 — 2.883 99
Property 51,303 551 H43 i 52,921 1,291
Individuals
Home mortgages 70,884 — 1 — 70,885 —
Other 28.504 841 29 58 29,542 81
Finance leases ang instalment credit 14,218 5 e — 14,223 188
Interest accruals 1,890 52 — — 1,952 —
Tota UK 388,621 B2 T 45,311 4713 360,646 107,383
us
Central and local government 435 24013 — 10z 24,550 1
Manufacturing 3,642 251 157 — 4,260 52
Canstruction 790 48 12 — 850 —
Finance 31,785 28.333 28,080 3,495 93,502 26.037
Service industries and business activities 10,678 1,267 168 — 12,113 22
Agriculture, forestry and fishing 54 —_ — — 34 —
Property 5,781 — 24 — 5,605 19
Individuals
Home mortgages 34,230 — — — 34,230 e
Other 11,643 — — e 11,643 s
Finance leases and instalment credit 2,282 — — — 2,082 —
Interest accruals 520 343 — — 859 2
Tatal US 102,056 54255 an, 350 3,567 190,258 26,133
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Group

i W gl Trsasury b

I han<s tlaht « HNetrg ang

el Carshan 8 B i !E‘\‘l”-r;frﬁ:i. Dierocal virs Diners1y Tela hiseti

L] fon an i £n [ Cin
Europe
Central and local government ] 473 — 3 914 —
Manufacturing 4067 —_ — — 4,067 —
Construction 2,751 — — — 2,754 —
Finance B,067 1,438 &60 40 3,014 7
Service indusiries and business aciivities 4 607 100 7 7 8721 -_
Agriculture, forestry and fisking 489 2 — — 471 -
Property 8,781 21 e e 4,802 -
Ingividuals

Home mortgages 13,6861 — — — 13,681 —

Other AT74 — —_ — 377 -
Finance leases and instalment credit 1.325 —_ — —_— 1.325 e
interest accruals 224 — — — 224 —
Toto Europe 51,211 2684 867 50 RAEM 7
Rest ot the Worid
Central and local governmenti 185 924 16 - ez 1
Manufacturing 128 — 3 — 132 3
Construction 80 —_ —_— — 80 —
Finance 6,116 6,652 106 7 12.881 2,271
Service industries and business activities 2.664 2 a7 2 2895 2
Agriculture, forestry and fishing 13 — — — 13 -
Property 1,200 18 1 —_ 1,270 —
Individuals

Home morigages 273 - e o 273 -

Qther 782 e —_ — 782 —
Finance leases and instalment credit iy — — — iy e
Interest accruals a4 — — —_— 44 e
Toial Resl of the Wosld 11,546 7584 153 ) 9 19302 2277
Total
Central and local government B.737 53,568 61 1.729 £4 395 1,355
Manufacturing 23,207 772 1,075 49 25,103 4,595
Construction 13,208 163 191 3 13,645 1,458
Finance 172,431 B4,197 111.532 5,750 3910 121,718
Service industries and business aclivities 80,844 5,593 2.814 78 g, 138 5,313
Agriculture, forestry and fishing 3,365 52 3 —_ 3431 Qe
Property 67,115 601 BT 14 68,388 1.310
Individuals

Home mortgages 119.048 — 1 — 113040 —

Other 44,743 g61 29 54 45741 61
Finance leases and instalment credit 17.835 5 — — 17,840 189
Interest accruals 2,681 45 — — 3,086 2

553,434 148,334 116,681 8,378 524,827 138,300

Netes:

(1] !ncludes settiement balances of £7.425 millian,

{2) This column shows the amount by which the Group's credit risk oxpasure is reduced through arrangemaents, such as mastar netting agreements, which give the Group a legal
right to sgt-off ihe financial assal agains a financial liability dua to the sama countarparty. In addition, the Group holds collaleral in raspect of individual loans ang advances to
banks and to customers. This coliataral includes morigagas over property (both parsonal ard commercial), charges over business Bssets such as plant, imentories and race
debtars; and guarantees of lending from parties cthar than the tortower The Group ebtaing coliateral in the form of securites In reverse repurchase agreements. C8sh and
secunlies are recaived as collateral in respect of derivative trangactions,
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Notes on the accounts continued

54

12 Past due and impalred financial assets

The following table shows the movement in the provision for impairment losses for loans and advances.

Group
individually  Coleclvely Total
assessad assessed Latent 2001 2008 208
£€m £m £m £m ir i o
At 1 January 697 2,645 593 3,935 3,867 3,174
implementation of 1AS 39 on 1 January 2005 — — — -— — {29
Currency translation and other adjustments 58 61 18 137 161) 51
Acquisition of subsidiaries jelovd 07 351 2,210 — —
Amounts written-off (1 (525)  (1.646) — {(2171) (18411 (2.040)
Recoveries of amounts previously written-off 129 261 — 390 215 172
Charged to the income statement 274 1,744 88 2,106 1,877 1.703
Unwind of discount {28) {138) — (166) {142) {148
At 31 December 1,557 3,834 1,050 6,441 3,938 RE:LH
Notes:
(1) Amounts written-alf include £2 miifion in 2005 relating to loans ang advances to banks.
(2) impairment losses al 31 December 2007 Inchude £3 mikion relaung ta loans ang advances 16 banks (2006 — £2 milliors; 2005 - £3 million).
(3) There is no provisian for impairment losses in the company:
Greup
) Toawor e 2005
Impairment losses charged to the income stitemeant £m in £y
Loans and advances to customers 2,106 1.877 1,703
Debt securities 20 - -
Equity shares 2 f 4
T ’ 23 1 ‘a
"3128 I 878 1,707
2007 2385 RO
O e e [ £m ek
Gross income not recognised but which would have been recognised under the
original terms of non-accrual and restructured loans
Domestic 390 370 asd
____ Foreign N ~ 155 7 62
- ) 545 247 396
Interest on non-accrual and restructured loans included in net interest income
Domestic 165 142 130
_ _ Foreign o 7 16 15 14
o Tt T 181 157 144
The following table shows analysis of impaired financial assets.
2007 [ — < _
Net beok it pook
Cast Pronasion value wst Frodstsn ViU
{eonspr i - £m €m £m im on im
impaired finarcia assats T o ) o
Loans and advances {0 banks 25 3 22 2 2 —
Loans and advances to CUSIOMErs i) 10,337 5,388 4,949 6,230 3.340 2,890
Debt securities ) 5 4 1 3 3 —
Equity shares 142 70 72 182 85 97
o 10,5097 5465 5044 6417 3430 2887
Noles:
1) Impairment o ions individually d
{2) Impairmant g ions Indlvidually d on bal of £3,178 milson (2006 - £1,196 mullion),

The Group holds collateral In respect of certain loans and advances to banks and to customers that are past due or impaired, Such
coliateral inciudes mortgages over property (both personal and commercial); charges over business assets such as plant, inventories
and trade debtors; and guarantees of lending from parties other than the borrower.
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The following table shows financial and non-financial assets, recognised an the Group's balance sheet, obtained during the year by

taking possession of collateral or calling on other credit enhancements.

2007 =iid

£m m

Residential property 32 2
Cther property 8 -
Cash 18 G
Other assets 5 3
63 2d

In general, the Group seeks to dispose of property and other assets oblained by taking possession of collateral that are not readily

convertible into cash as rapidly as the market for the individual asset permits.

The follawing loans and advances to customers were past due at the balance sheet date but not considered impaired:

Past due

Past due Pest dus Past dus 90 days
1-20days 30-59 days  60-89 days o mere Total
B . o L £m £m £m £m £m
2007 8,768 2,745 1,354 369 13,236
2008 - 5.254 1,500 B85 05 B2

These balances include loans and advances to customers that are past due through administrative anc other delays in recording

payments or in finalising documentation and other events unrelated te credit quality.

Loans that have been renegotiated in the past 12 months that would otherwise have been past due or impaired amounted to

£930 million as at 31 December 2007 {2006 — £744 million).
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Notes on the accounts continued

13 Derivatives

Companies in the Group transact derivatives as principal either
as a trading activity or to manage balance sheet foreign
exchange, interest rate and credit risk.

The Group enters into fair value hedges, cash flow hedges and
hedges of net investments in foreign operations. Fair value
hedges principally involve interest rate swaps hedging the
interest rate risk in recognised financial assets and financial
liabilities. Similarty, the majority of the Group's cash flow hedges
relate to exposure o variability in future interest payments and
receipts on forecast transactions and on recognised financial
assets and financial liabilities and hedged by interest rate swaps
far periods of up to 25 years. The Group hedges its net
invesiments in foreign operations with currency borrowings and
forward foreign exchange contracts.

For cash flow hedge relationships of interest rate risk the hedged
items are actual and forecast variable interest rate cash flows
arising framn financial assets and financial liabillties with interest
rates linked to LIBOR, EURIBOR or the Bank of England
Official Bank Rate. The financial assets are customer loans and
the financial fiabilities are customer depcesits and LIBOR linked
medium-term notes and other issued securities.

RBS Group + Annual Report and Accounts 2007

For cash flow hedging relationships, the initial and angoing
prospective effectiveness is assessed by comparing movermnents
in the fair value of the expected highly probable forecast
interest cash flows with movements in the fair value of the
expected changes in cash flows from the hedging interest rate
swap or by comparing the respective changes in the price
value of a basis point. Prospective effectiveness is measured
on a cumulative basis L.e. over the entire life of the hedge
relationship, The method of calculating hedge ineffectiveness
is the hypothetical derivative method. Retrospective
effectiveness is assessed by comparing the actual movements
in the fair value of the cash flows and actual movements in the
fair value of the hedged cash flows from the interest rate swap
aver the life to date of the hedging relationship.

Far fair value hedge relationships of interest rate risk the
nedged items are typically large corporate fixed-rate loans,
fixed-rate finance leases, fixed-rate medium-term notes or
preferance shares classified as debt. The inilial and ongoing
prospective effectiveness of fair value hedge relationships is
assessed on a cumulative basis by comparing movements in
the fair value of the hedged item attributable o the hedged
risk with changes in the fair value of the hedging interest rate
swap or by comgaring the respective changes in the price
value of a basis point. Retrospective effectiveness is assessed
by comparing the actual movements in the fair value of the
hedged items atiributable to the hedged risk with actual
mavements in the fair value of the hedging derivative aver the
life to date of the hedging relationship.




REH AT

2007
Notianal amounts Assels Liabities ek gral g [ ]
- ~ £bn £m £m £en
Exchange rate contracts
Spat, forwards and futures 2134 29,829 298629 1.158 11,280 11.808
Currency swaps 887 14,785 13,789 255 £,023 4,738
Options purchased 488 13,750 — 361 7.408 —
Options written 519 — 13,882 364 6,645
rHerest raie contracts
Interest rate swaps 24,798 202,478 201,487 12,038 76,671 78979
Dptions purchased 4,084 30,681 e 1763 0,452 e
Options written 3,640 — 31,199 1.589 103,486
Futures and forwards 3,164 807 S87 1823 285 aza
Credd dervatives 2402 34,123 29,855 346 2336 2,458
Eguity and commadity conb 281 10,957 11,222 [S%4 2418

Included above are derivatives held for hedging purposes as follows:

Fair value hedging:

337,410 332,060

Vi6,687

Exchange rate contracts 62 344 — -

Interest rate contracts 1,598 1,062 804 384
Cash flow hedging:

Exchange rate conlracts 156 78 41 —_—

Interest rate contracts 738 1,014 338 451
Net investment hedging:

Exchange rate contracts — 211 — —
Hedge ineffectiveness recognised in other operating income comprised:

2007 2008

Fair value hedging:

Gains on the hedged items attributable tc the hedged risk 81 219 56

Losses on the hedging instruments (87} {215 Gy
Fair vaiue ineffectiveness (6) 4 23
Cesh flow hedging ineffectiveness 9 é 2

3 g {13
[l (- T
2007 B
Nctional amounts Assets Liabslities P A ES Assls
£bn £m £m i1
Exchange contracts 13 154 178 1
Interest rate contracis 1 19 1 —_
173 179

Inciuded above are fair valug hedging derivatives liabilities of £54 million (2006 — nil).
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Notes on the accounts continued

14 Debt securities

) Sroun
s
government, us
stale and gavernment Bank and Martgage-
UK federat Qther  sponsored building backed
gavernment agency government antity sociely  secunties(y  Corporale Other Total
2007 £m £m £m £m £m £m £m £m £m
Held-for-trading 9163 12,791 43,743 18422 7,830 43,680 35769 1,246 172,644
Designated as at fair value
through profit or loss 2,235 397 101 — 154 330 2,125 435 5777
Avallatle-for-sale 1,030 6,867 33,840 5830 11,835 23,680 6,505 5747 95334
Loans and receivables — — 1,988 — e 612 — 72 2,672
o 12,428 20085 79,672 24252 19,819 68,302 44399 7500 276,427
Available-for-sale
Gross unrealised gains 29 14 56 3 12 15 22 1 152
Gr_oss unrealised losses — (_62) X _(2'{6) o _)(6_6:)__‘_ _(51_2_)_ ____(_1_1 i)k__ [22) (1(}) R {593)
Heild-for-trading 12 10,865 13839 10,085 316 8592
Designated as at fair value
through profit or loss 1,734 —_ a5 — ] a2 o867 5089
Available-for-sale 343 B5.234 1218 B.601 <584 3,434 2,721 25,508
Loans and receivables - — — - 21 561
10,895 17,188 15,142 16,716 B.EZT 32,180 25,293 127,201
Available-for-sale
Gross unrealised gains & 4 1 t G 12 30
Gross unrealised losses { {8&) (20} {142) 8} 47y {18) {13} (R

Nele:

{1) Excludes securities ssuad by US fedaral agencies and government spansored enbties.

The following tables analyse by issuer the Group's available-for-sale debt securities by remaining maturity and the related yield (based

on weighted averages).

Alter 1 but After 5 but
Within  yaar within 5 yaars within 10 years After 10 years Tolal
Amount | Yeld Amount | Yied Amount  Yield Amount  Yied Amount  Yiakd
2007 £m % Em % £m % £m % £m %
UK government 96 49 acs 5.5 625 4.2 3 52 1,030 4.7
US government, stale, and federal agency a9 486 167 4.9 143 42 5170 5.2 6,867 5.0
Other government 11,933 38 12515 53 7,262 4.0 2,130 4.3 33,840 4.4
US government sponsored entity — — — —_ 44 b5 5786 50 5830 5.0
Bank and building saciety 9,023 53 1,795 44 445 3.3 572 38 11,835 5.0
Mortgage-backed securities (13 1,069 51 4,202 4.5 10,308 35 8,101 4.6 23,680 4.1
Corporate 1,616 3.7 3119 53 1357 4.7 413 4.7 6505 4.7
Other 1,603 35 1600 42 1851 4.9 693 55 5747 44
Total fair value 25439 43 23704 50 23323 39 22888 4.8 95334 45
Lt
UK gavernment 562 54 146 BT 97 50 i 47 B4z 5A
US government, state, and federal agency | 4.8 B27 4.8 22 4.7 5574 51 B,234 5
Cther government 180 28 B2z 37 213 1t 3 38 1218 at
US government spensored entity — 140 54 368 GE 6143 2.0 4851 5.0
Bank and building society 2427 51 L368 4.3 28 5.4 761 5.2 A58 5.3
Mortgage-backed securities (1 289 5.1 232 5.6 284 6.5 2840 4.9 3444 &0
Corporate 360 39 1,258 35 413 4.7 1A 45 2,21 4.4
Other 188 4.5 138 Rt} 1i 5.3 - - 334 4.3
Total fair value 3087 A8 4726 4.8 1448 46 5.1 ZL.E0Y 4.9

Note:
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The tables below show the fair value of available-for-sale debt securities that were in an unrealised loss position.

Liss gn 12 aronilng

FED R Mg 2 it et

Tetal

GI’DSS

Gross Gross

unvealisod unraalised unreaksad
Fair value lossos Faw valua Iossas Fair valua lossas
2007 o E‘ELL 75!11 - W,g}:f'u — £m £m
LK goveﬁﬁﬁeﬁwj o T — — 114 —_ 114 —
US governmenid, state, and federal agency 2,704 38 2,146 24 4,850 62
QOther governmeni 18,802 275 655 1 19,457 276
US government sponsored entity 1,133 11 4,190 55 5,323 66
Bank and building society 715 26 671 16 1,386 42
Morigage-backed securities ¢ 17,062 68 1,480 47 18,542 115
Corporate 1,063 11 542 T 1,595 22
Other S 1,403 w0 - = 1403 10
T T 42672 439 9,798 154 52,670 583

2000
UK government 263 5 — — 263 5
US government, state, and federal agency aza 10 4215 8 5.0 a8
Other government 63 3 633 17 696 20
US government sponsored entity 1,102 17 5,144 125 6,251 142
Bank and building society 2,245 3 2868 5 2,513 g
Mortgage-backed securities 624 144 1,440 33 2,064 47
Corparate 527 14 62 2 882 16
Other 44 13 — — a4 13
5.997 79 11.767 260 17,764 3ag

Note:

(1} Excludes securities issued oy US federal agencies and governmant sponsered entities.

Gross gains of £60 million (2006 - £34 million) and gross losses of £12 million {2006 - £19 million} were realised on the sale of

available-for-sale securities.

Interest receivable includes £2,197 million (2006 - £1,559 million; 2005 — £1,624 million) in respect of debt securities.

RBS Group * Annual Report and Accounts 2007
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Notes on the accounts continued
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15 Equity shares

L _
" Usted  Unlsted
£m £m bl
Held-for-trading 33,696 3,850 37,546 3.033 ]
Designated as at fair value through profit or foss 1,856 6,010 7,866 2051 &84
5622 1992 7614 567 1489 7

Available-for-sale

Available-for-sale
Gross unrealised gains
Gross unrealised losses

741174 T 11,852 53,026 11451 2053

3,467 130 3,597 L37F 177 4,554
(3) 8] (19) — (6) ()

Gross gains of £475 million (2006 — £357 million) and gross
tosses of £9 million (2006 - £3 million) were realised on the
sale of available-for-sale equity shares.

Dividend income from avaitable-for-sale equity shares was
£137 million {2006 — £82 millicn; 2005 - £108 million).

The Group's private equity investments are generally unquoted.
They are held for capital appreciation over the medium term.

In December 2007, the Group disposed of a significant
proportion of its private equity portfolio to private equity funds
managed by the Group.

RBS Group + Annual Report and Accounts 2007

Unquoted equity investments whose fair value cannot be
reliably measured are carried at cost and classifiec as
available-for-sale financial assets. They include capital stock
(redeemable at cost) in the Federatl Home Loans Bank and the
Federal Reserve Bank of £0.5 billion (2006 - £0.8 billion) that
the Group's banking subsigiaries in the US are required to
hoid; and a number of individually small shareholdings in
unlisted companies. Dispasals in the year generated gains of
£0.5 million (2006 - £586 milllon; 2005 - £85 million) based on
cost of sales of £4 milion (2006 - £14 million; 2005 -~ £17 million).




16 investments in Group undertakings

Investments in Group undertakings are carried at cost less impairment. Movements during the year were as follows:

Uampary
2007 et

£m Erm
At 1 January 21,784 20851
Currency translation and cther adjustments 535 {164
Additions 17,566 —
Disposals (6) —
Additional investments in Group underiakings 3,663 1,097
At 31 December 43,542 21,784

The principal subsidiary undertakings of the company are
shown below. Their capital consists of ordinary and preference
shares which are unlisted with the exception of certain
preference shares issued by Natwest. The Royal Bank of

subsidiary undertakings are owned directly, or indirectly
through intermediate holding companies, by these companies.
All of these subsidiaries are included in the Group's
consolidated financia! statements and have an accounting

Scotland ple, RBS Insurance Group Limited and RFS Holdings reference date of 31 December.

B.V. are direcily owned by the company, and all of the other

v

Country of

incorporation
Nature of and principal Group
buslness araa of oparation intorest
The Royal Bank of Scotland plc Banking Great Britain 100%
National Westminster Bank Plc (¢ Banking Great Britain 100%
Citizens Financial Group, nc. Banking us 100%
Coutts & Co Private banking Great Britain 100%
Greenwich Capital Markets, Ing. Broker dealer us 100%

RBS tnsurance Group Limited Insurance Great Britain 100%
Ulster Bank Limiled @) Banking Narthern Ireland 100%
ABN AMRQ Bank N.V. s Banking  The Netherlands 38%
Notes:

(1) The company does rot hala any of the Natvwest preferenca shares I issue.
(2) Goutts & Co s incorporated with unimited abilty. its registered olfice Is 440 Strand, London WC2R 0QS.
(3) Ulster Bank Limited and its subsidianes also operata in the Republic of Irelang.

(4) RFS Holclngs B.V, (RFS) owns 99% of tha outstanding shares of ABN AMRO Hoiding N.V. (ABN AMRQ). The company cwns 38% of RFS; the balance of shares is hald by Fortis
NV, Fortis SA/NV. and Banco Santander SA. {iha cansorlium banks). Although the company dees not controt 8 majority of the voting rights in RFS, {nhrough the terms of ihg
Gonsortium and Shareholders’ Agreement and RFS's Articles of Association, it controls the board of RFS znd RFS is a subsidiary of the company. The capital and Incoma rights
of shares issued by RFS are linked 1o the net assets and income of the ABN AMRD busiress units which the indidual consorlum bans hava agreed to acquire.

The above information is provided in relation to the principal refated undertakings as permitted by Section 231(5) of the Companies
Act 1985, Full information on all related undertakings will e included in the Annual Return delivered to the Registrar of Companies
for Scotland.

XXRBS
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Notes on the accounts continued

17 Intangible assets

Group
Core Other Inter nally
deposid  purchasec  generated

Goodwill  Intangbles  intangibles software Total
2007 £m m £m £m £m
Cost:
At 1 January 2007 17,889 265 275 2642 21.0M
Currency translation and other adjustments 1,198 98 136 48 1,481
Acquisition of subsidiaries 23,321 1.842 2,452 717 28,332
Additions — — 6 481 487
impairment of goodwill (40) — — — {40)
Disposais and wrile-off of fully amorlised assets — — (3) {84) {87)
At 31 December 2007 42,369 2,205 2,866 3,804 51,244
Accumulated amortisation:
At 1 January 2007 —_ 127 a7 1,943 2,167
Currency translation and ather adjustments -_ 1 3 3 7
Disposals and write-off of fully amortised assets — — {1 (80) (81}
Charge for the year o o = _ 1o 124 425 659
Al 31 December 2007 ’ ) 223 2201 2,762
Net book value at 31 December 2007 42,369 1,967 2,643 1,513 48,492
e _ -
Cost;
At 1 January 2006 18,823 299 3zh 2284 21T7e
Currency translation and other adjustments (824} (34} 47 Yy {1,006)
Additions - o 19 a2 a0
Disposal of subsidiaries (10 — {1) — (1)
Disposals and write-off of fully amortised assets — — {21} (32) (54)
At 31 December 2006 17.589 265 275 2,842 2107t
Accumulated amortisation:
Al 1 January 2006 — &5 64 1.860 1,809
Currency translation and other adjusiments — {12} {7} — {19)
Disposals and write-off of fully amortised assets e — — (8) 18)
Charge for the year — 54 40 201 85
At 31 December 2006 - 127 97 1,043 2187
Net book value at 31 December 2006 17.889 138 178 659 18,804
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Impairment review

The Group's goodwill acquired in business combinations is reviewed annually at 30 September for impairment by comparing the
recoverable amount of each cash generating unit {CGU) to which goodwill has been allocated with its carrying value.

The Group recognised goodwill of £23.3 billion following the preliminary allocation of fair values since acquiring ABN AMRO on
17 October 2007 (Note 35). Subsequent events have not significantly affected the assumptions and estimates suppoeriing the
consortium's investment decision and the Group has therefore concluded that thers is no impairment of the goodwill recognised

at 31 December 2007.

Other CGUs where goodwill is significant were as follows;

éi&ﬁéiﬁééﬁking & Markets

UK Corporate Banking

Retail

Wealth Management

RBS Insurance

Citizens — Retail Banking
Citizens - Commercial Banking

Goooeliat r
T e .

ﬁggpygfgple amount based on; £m
Fair value less costs 1o sell 2,346 2,531
Fair value less costs to sell 1,630 1,630
Fair value less costs to sell 4,278 4,565
Fair value less costs to sell 1,100 1,108
Fair value less costs to sell 1,064 1,069
Value in use 2,067 s
Value in use 2,274 —
Citizens — Consumer Financiai Services Value in use 1,701 —
Value in use - 5,508

Citizens - Midstates

The recoverable amounts for all CGUs, except for Citizens were
based on fair value less cos!s to sell, Fair value was based
upan a price-earnings methodology using current earnings for
each unit. Appreximate price earnings mulliples, validateg
against independent analyst information were applied to each
CGU. The multiples used for both 2007 and 2006

were in tha range 9.5 - 13.0 times earnings after gharging
manufacturing costs.

The goodwill allocated to Glebal Banking & Markets, UK
Corporate Barking, Retail and Wealith Management principally
arose from the acquisition of NatWest in 2000. The recoverable
amount of these cash generating units exceeds their carrying
value by over £15 billion, The goodwill allocated to RBS
Insurance principally arose from the acquisition of Churchill in

RBS Group * Annual Report and Accounts 2007

2003, The recoverable amount for RBS Insurance exceeds the
carrying value by over £1.5 billicn. The multiples or earnings
would have 1o be less than one third of those used to cause
the value in use of the units to equal their carrying value.

Further devefopments in the Group's US businesses have led
to divisicnalisation on a product basis instead of the
geographical basis used in 2006, The recoverable amount was
based on a value in use methodology using management
farecasts to 2012 (2006 — 2014). A terminal growth rate of 5%
(2006 — 5%) and a discount rate of 11% (2006 — 10%) was
used. The recoverable amount of Citizens exceeds its carrying
value by over $5 billion. The profit growth rate would have 10 be
approximately half the projected rate to cause the value in use
of the unit to equal its carrying amount.

X% RBS
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Noies on the accounts continued

18 Property, plant and equipment

Group
Long Short  Compulars Oparating
Imvestment Fraehold leasehold lpasahold and othar leasa
properties pramises Premisas. premises  egquipment assols Total
2007 £m £m £m £m £m £m £m
Cast or valuation:
At 1 January 2007 4,885 2579 310 1,254 3,069 11,588 23,686
Currency translation and other adjustments 96 65 1 11 12 (10) 175
Acquisition of subsidiaries — 955 — 157 191 202 1,505
Reclassifications 3 4y 3 1 (3) — —
Additions 450 592 34 308 857 2,791 5,033
Transfers to dispesal groups — 4 (13) — —_ (422) (439)
Expenditure on investment properties 41 — — —_ — — 41
Change in fair value of investment properties 288 — — — — — 288
Disposals and write-off of fully depreciated assets o {2332)  (833)  (120)  (44) (197} (2.713) (5.939)
At 31 December 2007 T 3431 3,650 215 1688 3929 11,437 24,350
Accumdlated depreciation and amortisation:
At 1 January 2007 — 446 96 374 1,670 2,680 5,266
Currency translation and cther adjustiments - 4) — {1) {1) 2 4)
Transfers 1o disposal groups — —_ _ —_ — {52) {52)
Reciassifications — 2) 2 — — — —_
Disposals and write-off of fully depreciated assets — (122) (32) (25) (132) (610) {921)
Charge for the year — 73 § 88 415 727 1,311
AL 31 December 2007 — g1 74 436 1052 2747 5800
Net book value at 31 December 2007 3,431 3,259 141 1,252 1,977 8,690 18,750
Cost or valuation:
At 1 January 2006 4,347 2,881 338 1,045 2310 Mo 23,280
Currency translaticn and other adjustments 4 33) i) {29} {o8) {537} (739
Reclassifications {63 % 12 3 e
Additions B3% 255 28 266 553 2551 4325
Expenditure on investment properties 6 — - — — —_ 16
Change in fair value of invesiment properties 458 — e _— —_ — AE6
Disposals anc write-off of fully depreciated assets {510} {383) (24} {4y {893y (19477 (38R7)
Disposals of subsidiaries - @ - 3
At 31 December 2006 cas 2T B 3060 11588 236RE

Accumulated depreciation and amortisation:

At 1 January 2006 380 121 318 1,991 2518

Currency translation and other adjustments — [¥4) — {1 {dt) {999
Reclassifications — 4 in 3 — -~
Disposals and write-off of fully depreciated assets —- [65) {26 (15) {529) {5ek)
Disposals of subsidiaries —— — (2} -

Charge for the year -— 59 ] It 331 78r

At 31 December 2006 oo T L T T odap T T oe T arA 4G 2880

Net bock value at 31 December 2006 <4 885 21353 214 £80 1,369 B.80y 18420
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Contracts for future capital expenditure not provided for in the accounts
at the year end {excluding investment properties and operating lease assets) 201
Contractual obligations ta purchase, construct or develop investment
properties or to repair, maintain or enhance investment properties

Property, plant and equipment pledged as security

Investment properties are valued to reflect fair value, that is,
the market value of the Group's interest at the reporting date
exclugding any special terms or circumstances relating to the
use or financing of the property and transaction costs that
would be incurred in making a sale. Observed market data
such as rental yield, replacement cost and useful life, reflect
relatively few transactions involving property that, necessarily,
is not identical to property owned by the Group.

Valuations are carried out by qualified surveyors who are
members of the Royal Institution of Chartered Surveyors, or an
equivalent overseas body. The valuation as at 31 December
2007 for a significant majority of the Group's investment
properties was undertaken by external valuers,

18 Prepayments, accrued income and other assets

2007 pEE
£€m s

The fair value of Investment properties includes £234 million
(2006 ~ £451 miliion) of appreciation since purchase.

Rental income from investment properties was £300 million
{2006 — £278 milllon; 2005 - £250 million). Direct operating
expenses of investment properties were £49 milllon (2006 -
£54 million; 2005 - £61 million).

Property, plant and equipment, excluding investment
properties, include £717 million (2006 - £607 million) assets in
the course of construction.

Freehold and long leasehold properties with a net book value
of £451 million {2006 - £164 million; 2005 - £63 million) were
sold subject to operating leases.

Sompaay

2007 2008 2007 T

£m H 5 £m 1.m

Prepayments 2,187 448 —_ -
Accrued income 1,214 BB —
Deferred expenses 385 367 — —
Deferred tax asset 2,944 58 — 3
Pension schemes in net surplus 836 e — e
Other assels 11,500 5,908 127 -
19,066 2,138 127 3

RBS Group + Annual Report and Accounts 2007
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Notes on the accounts continued

20 Settiement balances and short positions

o
[t

2007

£m -

Settlen:\e'nt"baléﬁéesﬁ(émortised cost) 17,520 58687
Short positions (held-for-trading):

Debt securities - Government 40,376 35901

- Other issuers 25,310 5443

Treasury and cther eligible bills 672 £54

Equity shares 7,143 411

91,021 20,478

21 Accruals, deferred income and other liabilities

i gy
T aor w2007 s
£m e £m s
Notes in circulation 1,545 1,453 — —
Current taxation 1,630 T3 — —
Accruals 8,193 4412 — —
Deferred income 6,289 3377 — —_—
Other liabilities ¢ 16,367 oy 8 1H
34,024 5 8 15
Note:
{1) Other liabilities incluce £8 miltion {2006 - £18 millien) m respect of share-based compensation.
Included in other liabilities are provisicns for liabilities and charges as fallows:
At 1 January 2007
Currency translation and other movements {5)
Acquisition of subsidiaries 39
Charge to income statement 184
Releases to income statement (39)
Provisions utilised (211)
At 31 December 2007 168

Note:

{1} Comprises property provisions and other provisions ansing in the normal course of businass.
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22 Deferred taxation
Provision for deferred taxation has been made as foilows:

Gesup C,\z‘m:;m;-‘___
2007 240 2007
£m d £m
Deferred tax liability B 5,516”7 3 -
Deferred tax asset (included in Prepayments, accrued income and other assets, Note 19) ~ (2944) ) — &)
Net deferred tax 2566 3,108 3 i3)

G

Fat

Imang Les forwar
£

i1 e
At 1 January 2006 4B aby — 7 BT 1,530
Charge to income statement {365) 127 (1) — {30y 469
Charge to equity directly {2 41} e (14} 1150
Other 2 (200 {10 e 24 By

At 1 January 3067 T (Bagy C(132) 285 {81)  ~ (71 3,108

Acquisition/(disposais)

of subsidiaries . {184) 1,076 —  {8B7) 83 (7C0O)
Charge to income statemant 46 72 (65) (48) (57) 99  (233)
Charge to equity directly — 17 — (107} s 43 426 ‘

GCther
At 31 December 2007

6)

8 — 20 (0 (35 \
204 (352) (904) 138 2,586 ‘

1o equity directly
cember 2007

“ Al relates to hedging.
Notes:
(1) Deferrad lax assets of £687 milion (2006 - £86 millian} have not been recognisad in respect of tax losses carried forward of £2,043 million {2006 - £254 milkion) as it is not
considerad prebable that laxable profits wili arisa against which they could be ulifised. Of these losses, £75 mdilon will expire within one year, £238 million within five years and
£1,376 million thereafter. The balanca of tax lesses carried forwarg has no hme limit,

(2) Deferred lax liabiiles of £977 million (2006 - £643 million) have not bean recognisad in respect of retained earnings of overseas subsidiaries and held-over gains on the
incerporation of overseas branches. Relaned earnings of overseas subsidiaries are expected to be reinvested indsfinitely or remittad to the UK free from furlher taxation.
No 1axatlon is expected to arise in the foreseeabie future in respect of held-over gains.
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Notes on the accounts continued

23 Insurance liabilities

Life assurance business:

Unit linked insurance contracts 364 379
Other linked insurance contracts 4,034 1,334
Other insurance contracts 258 _ "_ﬂ§-
o T e e e e . o 4696 2,209
General insurance business 5,466 5047
10,162 7,456
Genergl irsurance business

{i) Claims and loss adjustment expenses
Wt
38
Notified claims 3.465 {206y 3257
Incurred but not reported 1448 {24y 1,308
At 1 January 2006 4013 348y 4565
Cash paid for ¢laims seltled in the year (3,887 08 {3,585

Increasef{decrease) in liabilities
- arising from current year claims
- arising from pricr year claims
Net exchange differences

Al 31 December 2008 {261}
Notified claims 3,735 {205)
incurred but not reported . 1,512 {86)
ACT Jancary 5657 e T BE
Cash paid for claims settled in the year (3.876) 84 (3,782)
Increase/(decrease) In liabilities
- arising from current year claims 4,643 (49) 4,594
— arising from prior year claims (573) {20) (593)
Net exchange differences 25 3 28
At 31 December 2007 5,466 (263) 5,203
Notified claims 3,894 (264) 3,630
Incurred but not reported 1,572 1 1,573
At 31 December 2007 5,466 (?63) 5,203

(i) Provisions for unearned premiums and unexpired short-lerm insurance risks
G

U g
Al 2.853 < g88
Increase in the year {16}
Release In the year B {39 e {33
A 1January2007 0 0 ToTmT/m oo momm mmmmm 2,850 (43) 2.807
Release in the year (98) 2 {96)
At 31 December 2007 2,753 (@) 271
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Gross perormance of e bus ness (Mg contracls)
Cpening net assets

Transfer to shareholders funds

Profit from existing business:

Expected return 35 28
Experience variances (23) (31
12 23
New business contribution 5 12
Operating assumption changes 6 5
Investment return variances {14) 5
Economic assumption changes — {1}
Other - 16 i7
Clesing net assets Cooe 604 570
Note:

{1) New business contrioution represents the present value of future profits on naw insurznce contract bus:ness written dunng the year.

Moveement i provision for I s under Lie contracts and undsr Inked and other investmant contradts i
At 1 January 2006 2.299

Premiums received Sas

Fees and expenses (3m

Investment return 235

Actuarial adjustments {454} —_
Account balances paid on surrender and other terminations in the year {429 (795}
At 1 January 2007 2,209 2,248
Acquisition of subsidiaries 2,275 3,245
Premiums received 784 140
Fees and expenses (30) {25)
Investment return 251 93
Actuarial adjustments (493) —
Account balances paid on surrender and other ferminations in the year (468) (329)

Exchange and other adjustments
At 31 December 2007

Investment contracts are presented within customer deposits.
Changes in assumptions during the year were nol material to 1he profit recognised,

Assats packing hnked Lsbiflies
Debt securities T
Equity securities

Cash and cash equivalents

The associated liabilities are:
Linked contracts classified as insurance contracts 4,398 1,713
Linked contracts classified as investment contracts 5432 2148

There are no options and guarantees relating to life assurance contracts that could in aggregate have a material effect on the
amaunt, timing and uncertainty of the Group's future cash flows.
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Notes on the accounts continued

24 Subordinated liabilities

Vi o HrpY
2007 Py 2007
e e £m = I £m .
Dated loan capital 23,065 13,772 5,585
Undated loan capital 9.866 9,550 781
Preference shares 1,686 2277 1377
Trust preferred securities 3,362 2 GAG —_ —
B ' - L 7743 #19g

Certain preference shares issued by the company are classified as liabliities; these securities remain subject to the capital maintenance
rules of the Companies Act 1985.

The following tables analyse the remaining maturity of subocrdinated liabilities by (1) the final redemption date; and (2} the next

callable date. .
Grougs

2008 2008 210-2012 2013-2017 Thargalter Perpstual Tatal

2007 - final redemption £m £m £m £m fm £m £m
Sterling | 104 - 34 1,405 389 5818 7,840
USs 874 1,505 620 5477 743 3985 13.204
Euro 764 1,312 1405 5711 1674 3,164 14,030
Other 35 — 6 2078 325 463 2905
Total 1867 2,817 2085 14689 3131 13430 37,979

AL

_CurranUy_ N —2008_ T 2009- 2&6-2012 2611_5-2‘0.17_ —Th_e;e;ﬁ; B Per_petue;l - Total

¢ _‘.:.,_‘ e im Em £m £m £m ._E,Tw £m £m
Sterling — 194 - 1,497 2456 3,527 166 7,840
uss 1347 1463 2,550 4,485 1,678 1,681 — 13,204
Euro - 1612 1685 4992 5001 611 39 14,030
Other — 35 431 843 1,468 128 — 24905
Total 1347 3,304 4,866 11,817 10693 5947 205 37,979

Grvip

puTs e SOV G Teersallst Tidal

20006 - finnal redemation T (2 [ e £
Steriing 252 — = 77 391 7475
us$ 112 a7 1,123 3038 28 10,262
Euro 137 175 955 2,656 1.578 7,030
Other 24 G8d 448 1,867
Total T T G758 O 2078 BahD | 2643 27854
i _\. FITHY _r,‘-;rm- L T:?,I

< e o L mn b
Steriing mmm——l Tgs 747S
Uss 1,840 1200 10.482
Euro — 27 KT =)
Other — 24 — 1,867
Total o 1813 2,000 2 27 ARL
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Sompay

2008 2005 20102012 2013-2017  Thereafter  Ferpatual Total
2007 —final redemption £m £m £m _gm tm £m £m
Sterling 13 — — — 399 189 611
Uss 61 199 148 1,204 2,259 1.935 5,806
Furg 4 = — — 1281 — 1,326
Total 119 198 148 1,204 3030 2134 7,743

e Coirpra

. T Gumenty  Z008 2008 20102002 20132017  Trereafter  Perpatual Total
AN e e e £m £m £m £m £m o £m £m £m
Steriing — 13 — 198 399 _— 1 611
Uss 425 435 620 643 2,594 1,089 —_ 5,808
Euro - 45 — 914 367 — — 1,326
Total ' TTT 45T 483 T 7B200 1755 3360 0 1,089 1 7,743

2008 - final redaimption

Steriing I T Thgm
uss 6,388
Euro 1,250
Total 8,194
Conary
PR . Curea Uy 200 0 - e R B S e S 4] Parpietiiai Tl
UG - cali date far ! et e ¥nt € im
Sterling -— — — 168 — 1 3k
uss 203 360 7 2,643 — 15,356
Euro 44 1535 I | ot
Total 244 380 3812 1,010 1 A.1494

§
g€ .
g
£
E.
%
E
'
c
[
£
it

RBS Group « Annual Report and Accounts 2007 g* RBS 171




Notes on the accounts conlinued

24 Subordinated liabilities (contnuead)
Dated loan capital

The company

LUS$400 million 6.4% subordinated notes 2009 (i
US$300 million 6.375% subordinated notes 2011 ¢
US$750 million 5% subordinated notes 2013 ¢y
US3750 million 5% subordinated notes 2014 1)
US3$250 million 5% subordinated notes 2014
US$675 million 5.05% subaordinated notes 2015 )
LISS350 million 4.7% subordinated notes 2018

The Royal Bank of Scotfand plc
£150 million 8.375% subordinated notes 2007 {redeemed January 2007)
€255 million 5.25% subordinated notes 2008
€300 million 4.875% subordinated notes 2009
US$350 million fioating rate subordinated notes 2012 (redeemed July 2007)
USS$500 million floating rate subordinated notes 2012 (redeemed July 2007)
€130 million floating rate subgrdinated notes 2012 (redeemed July 2007)
€1,000 million floating rate subordinated notes 2013 (callable October 2008)
US$50 million floating rate subordinated notes 2013
€1,000 million 6% subordinated notes 2013
€500 million 6% subordinated notes 2013
£150 million 10.5% subordinated bonds 2013 &
US$1.250 million floating rate subordinated notes 2014 (callable July 2009)
AUDS90 million 6% subordinated notes 2014 (callable October 2009)
ALD410 million floating rate subardinated notes 2014 {callable October 2009)
CADTOO million 4.25% subordinated notes 2015 (callable March 2010)
£250 million 9.625% subordinated bonds 2015
US%750 million floating rate subordinated notes 2015 (callable September 2010}
€750 million floating rate subordinated notes 2015
CHF400 million 2.375% subcerdinated notes 2015
CHF100 million 2.375% suboerdinated notes 2015
CHF200 million 2.375% suboerdinated notes 2015
US$E500 million floating rate subcrdinated notes 2016 (callable October 2011)
US$1,500 million floating rate subordinated notes 2016 {callable April 2011)
€500 million 4.5% subordinated 2016 (caliable January 2011)
CHF200 million 2.75% subordinated notes 2017 {cailable December 2012)
€100 million floating rate subordinated notes 2017
€500 million floating rate subordinated notes 2017 {callable June 2012}
€750 million 4.35% subcrdinated notes 2017 (callable Octeber 2017)
AUD450 million 6.5% supordinated notes 2017 {callable February 2012)
AUD450 millicn floating rate subordinated notes 2017 (callable February 2012)
US$1,500 millien floating rate subordinated callable step up

notes due August 2017 (issued May 2007; callable August 2012)
US$125.6 million floating rate subordinated nates 2020
€1,000 million 4.625% subordinated notes 2021 {callable September 2016)

€300 million CMS linked floating rate subordinated notes due June 2022 (issued June 2007)

National Westminster Bank Pic

US$1,000 million 7.375% suberdinated notes 2009
€600 million 6% subordinated notes 2010

€500 millicn 5.125% subordinated notes 2014
£30C0 mitlicn 7.875% subordinated notes 2015
£3060 miliion 8.5% subordinated notes 20214

Charter One Financial, Inc
US$400 million 6.375% subordinated notes 2012

Greenwich Capital Holdings, Inc

US$E500 miliien subordinated loan capital 2010 floating rate noles (callable on any interest payment date)

US$170 millicn subordinated loan capital floating rate notes 2003

US3100 million 5.575% senior subordinated revolving credit 2009 (issued June 2007)

First Active Plc
US$35 million 7.24% subordinated bonds 2012 (redeemed December 2007)
£60 miltion 6.375% subordinated bonds 2018 (callable April 2013)

Other minoerity interest subordinated issues

ABN AMRO and subsidiaries

€113 million 7.50% subordinated notes 2008
€182 million 6.00% subordinated notes 20069
€182 million 6.13% subordinated notes 2009

2007 P
e e I £m 2
202 206
163 163
382 75
386 373
123 28
as7 351
173 168
1,786* TRE
— 162
192 177
228 212
- 184
— 254
— 88
744 877
26 25
790 F4R
374 382
169 688
630 £33
254 235
182 167
358 307
286 287
374 3841
564 A3t
166 6}
41 43
86 a1
252 257
757 775
379 350
89 5
73 87
3N 337
548 537
202 184
199 182
752 -
64 85
124 Gi?
228 —
507 516
474 24}
376 343
349 )
330 332
212 218
249 2h6
85 87
50 —
— 22
65 65
16 24
83 —
132 —
127 —
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Dated ioan capital (continued)

2067 256

fm £m

€1,150 million 4.63% subordinated notes 2009 848 -
€250 million 4.70% CMS linked subordinated notes 2019 131 —
€800 million 6.25% subordinated notes 2010 598 e
€100 million 5.13% fip flop Bermudan callable subordinated notes 2017 (callable December 2012) 75 —
€500 million floating rate Bermudan callabie subordinated lower tier 2 notes 2018 (caliable May 2013} 350 —
€1,000 million floating rate Bermudan callable subordinated lower tier 2 notes 2016 (callable September 2011) 710 —
€13 million zero coupon subordinated notes 2029 (callable June 2009) 2 o
€82 million floating rate subordinated notes 2017 55 -
€103 milllon floating rate subordinated lower tier 2 notes 2020 68 —
€170 million floating rate sinkable subordinated notes 2041 184 —
€15 million CMS linked floating rate subordinated lower tier 2 notes 2020 11 -
€1,500 miltion floating rate Bermudan callable subordinated lower tier 2 notes 2015 (callable June 2010) 1,087 —
€5 million floating rate Bermudan callable subordinated lower tier 2 notes 2015 (callable October 2010) 4 —
€65 million fleating rate Bermudan callable subordinated tower tier 2 notes 2015 (callable October 2010) 48 —
US512 million floating rate subordinated notes 2008 6 —
US812 million floating rate subordinated notes 2008 6 —
US$5165 million 6.14% subordinated notes 2019 94 —
US$72 million 5.98% subordinated notes 2019 7 -
USS500 million 4.65% subordinated notes 2018 214 —
US$500 million floating rate Bermudan callable subardinated notes 2013 (callable September 2008) 232 —
US$1,500 miltion floating rate Bermudan callable subordinated notes 2015 {callable March 2010) 717 —_
US$100 million floating rate Bermudan callaple subordinated lower tier 2 notes 2015 (callable October 2010) 50 —
US$36 million floating rate Bermudan callable subordinated lower tier 2 notes 2015 (callable October 2010} 18 —
US51,000 million foating rate Bermudan callable subordinated lower tier 2 notes 2017 (callable January 2012) 478 —
AUDS75 million 6.50% Bermudan callable subordinated lower tier 2 notes 2018 (callable May 2013) 231 —
AUD175 million 7.46% Bermudan callable subordinated lower tier 2 notes 2018 (callable May 2013) 73 e
€26 million 7.42% subordinated notes 2016 20 —
€7 millien 7.38% subordinated notes 2016 [ —
€256 million 5.25% subordinated notes 2008 180 -
€13 millian floating rate subordinated notes 2008 9 —
£42 million 8.18% subordinated notes 2010 19 —
£25 million 9.18% amortising MTN subordinated lower tier 2 notes 2011 15 —
£750 million 5% Bermudan callable subordinated upper tier 2 notes 2016 642 -
85250 million 7.75% subordinated notes 2023 : 127 —
US5150 million 7.13% subordinated notes 2093 76 —
US$250 million 7.00% subordinated notes 2008 127 —
USS68 million floating rate suberdinated notes 2009 34 —
US$12 million floating rate subordinated notes 2009 6 —
BRLS0 million floating rate subordinated notes 2013 14 —
BRL250 million floating rate supordinated notes 2013 71 —
BRL250 million floating rate subordinated notes 2014 71 —
BRLB8S5 million floating rate subordinated notes 2014 251 —
BRL300 million floating rate subordinated notes 2014 85 —
PKR0.80 million floating rate subordinated notes 2012 6 -
MYR200 million subardinated notes 2017 30 —
TRYE0 million subordinated notes _ 25 -
- ' T 7 23085 aiiz

* In additicn the company has issued 0.5 milion suberdinated loan notes of €1,000 each. 1.95 million suberdinalod loan notes of US$1,000 cach and 0.4 million subordinated
loan notgs of £1.000 each. These loan notes are included in tha company balance sheet as foan capital bul are reclassified as minerity Interest Trust Proferred Sacunties on
consolidation {sea Note 25).

Notes:
{1) On-lent to The Royal Bank of Scotland plc on a suborginated basis,
{2) Unconditionally guarantaed by the company:

(3) In the evant of cerlain changes in tax laws, dated loan capital issues may be redeemed in whelg, bul not in part, al the oplan of 1he lasuer, at the principal amount thereof plus
accrued Intorast, subject to prior reguiatory apgroval.

{4) Except as statad abova, clalma in respect of the Greup's daled loan capital are subardinated 1o the claims of oither grediiors. None of the Group's dated loan capital is secured.
{5) Intarest on all foating rate subortinated rotes is salculated by reference to market rates.
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Notes on the accounis continued

24 Subordinated Habilities (continueq)
Undated foan capital

2007 2,
£m _ En-
The company
US$350 million undated floating rate ptimary capital notes (callable on any interest payment date} o) 175 178
US$75 million fleating rate perpetual capital securities (redeemed Cctober 2007) o 38
US$1,200 million 7.648% perpetual regulatory tier one securities {callable September 2031) 0.2 606 G135
o T e - 781 e
The Royal Bank of Scotland pic
£150 million 5.625% undated subordinated notes {callable June 2032) 144 1dd
£175 million 7.375% undated subordinated notes {callable August 2010) 183 B3
€152 million 5.875% undated subordinated notes {callable October 2008} 114 105
£350 million 6.25% undated subordinated notes (callable December 2012} 354 3580
£500 million 6% undated subordinated notes {callable September 2014) 517 52
€500 million 5.125% undated subordinated notes {catiable July 2014) kYl 350
€1,000 million floating rate undalec subordinated notes (callable July 2014} 742 675
£500 million 5.125% undated subordinated notes (callable March 2016} 489 404
£200 million 5.625% subordinated upper tier 2 notes {callable September 2026) 210 240}
£600 million 5.5% undated subordinated ncies (callable Decemnber 2019) 585 584
£500 million 6.2% undated subordinated notes (callable March 2022) 543 546
£200 million 9.5% undated subordinated bands {callable August 2018) a) 228 229
£400 mitlion 5.625% supordinated upper tier 2 notes {callable September 2026) 397 397
£300 million 5.625% undated subordinated notes (callable September 2026) 318 126
£350 million 5.625% undated subordinated notes (callable June 2032) 363 362
£150 million undated subordinated floating rate step-up notes (redeemed March 2007) — 150
£400 million 5% undated subordinated notes {callable March 2011) 402 345
JPY25 billion 2,605% undated subordinates notes (callable November 2034) 103 44
CAD700 million 5.37% fixed rate undated subordinated notes (callable May 2016) 363 317
Nalional Westminster Bank Plc
US$500 million primary capital floating rate noles, Series A {callable on any interest payment date) 251 256
US$500 million primary capital floating rate notes, Series B {callable cn any interest payment date) 256 267
US$500 million primary capital floating rate notes, Series C (callable on any interest payment date) 255 254
US$500 million 7.75% reset subordinated notes {redeemed October 2007} — 262
€400 million 8.625% fixed/Mloating rate undated subordinated notes (callable Octeber 2009) 303 230
€100 miflion floating rate undated step-up notes {callable QOctober 2009} 74 65
£325 million 7.625% undated subordinated step-up notes (callable January 2010) 357 350
£200 million 7.125% undated subordinated step-up notes (callable October 2022) 205 208
£200 million 11.5% undated subordinated notes (caliable December 2022) 269 e
First Active plc
i £20 million 11.75% perpetual tier two capital 23 )
: €38 million 11.375% perpetual tier two capital 39 36
£1.3 million floating rate perpetual tier iwo capital 2 2
ABN AMRC and subsidiaries
' €9 million 4.65% perpetual convertible financing preference shares (callable January 2011) 7 —
€1,000 rmillion 4.310% perpetual Bermudan callzble subordinated tier 1 notes {callable March 2016} 598

Notes:
| {1) Orvlent 1o The Royal Bank of Scetiand plc on a subordinaled basis.

{2) Tha company can satisfy interast paymant obligations by isswing ordinary sharas to appointad Trustaas sufficient to enable them, on selling thasa shares, to sattle the intgrast
paymenL

{3) Guaranteed by lhe company.
(4) Exchargeable at the option of the isswer Into 200 mullion 8.392% (gross) non-cumulalive preference shares of £1 each of Naticnal Waslminsler Bank Pic at any lima.
(5) Except 2s stated above, claims in raspect of the Group's undated ican capita! are subordineted 1o the claims of cther craditors. None of the Group's undaled joan capilal is secured.

(6} In the event of cerlain changes in tax laws, undated loan capital issues may be redeemed in whola, but not i part, al the oplion of the Group, at the principal amount thereof
plus accrued Interast, subject 1o prior regutatory approvad.

(7) Interast on @l Roating rate subordinated notes s calcutatad by referance 1o market rates.
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Preference shares

2007 006
......... i
The company
Non-cumulative preference shares of US$0.01
Series E US$200 million 8.1% (redeemed January 2007) -_— 102
Series F USS200 million 7.65% (redeemable at option of issuer) 100 102
Series G WS$250 million 7.4% (redeemed January 2007) —_ 126
Series H US$300 miliion 7.25% (redeemable at aption of issuer) 150 153
Series K US$400 million 7.875% (redeemed January 2007) — 203
Series L USS850 million 5.75% (redeemable September 2009) 421 429
Non-cumulative convertible preference shares of US$0.01 )
Series 1 US$1,000 million 9.118% (redeemable March 2010} 510 515
Non-cumulative convertible preference shares of £0.01 ¢
Series 1 £200 million 7.387% (redeemable December 2010) 201 200
Cumutative preference shares of £1
£0.5 mitlign 11% {non-redeemable) L] i
£0.4 million 5.5% (non-redeemable) — —
1,383 1,834
National Westminster Bank Pic
Non-cumulative preference shares of £1
Series A £140 million 9% (non-redeemable) 143 42
Non-cumulative preference shares of US$25
Series B US$250 million 7.8752% {redeemed January 2007) —_ 1414
Series C US$300 million 7.7628% 160 163
1,686 2,277
Notes:

{1} Further details of 1he contractual terms of the preferanca shares are given in Nota 26 on page 179,
(2) Seres C proferenco shares gach carry & gross divicand of 8.525% inclusive of associated tax crodt. Redeemable ot the option of the issuer at par

Trust preferred socurities

2007 2000
fm £m
€1,250 million 6.467% {redeemable June 2012} ) 979 918
USS750 million 6.8% (redeemable March 2008) m 374 3’2
US$850 miillion 4.709% {redeemable July 2013} 421 00
US$650 million 6.425% {redeemable January 2034) ¢ 344 3di
ABN AMRQ and subsidiaries
US$1,285 million 6.03% Trust Preferred V (redeemable July 2008) 438 —
USS200 million 6.25% Trust Preferred VI (redeemable September 2008) 79 —
USS$1,800 millian 6.08% Trust Preferred Vil (redeemable February 2008) _r -
3,362 2,050

Mota:

{1) The rusi preferred socunties issued by subsid:asies have no matunty date and are nct rodeemabio at tha optien of tha holders at any tuma. Thesa secunitics may with the
consent of the UK Financial Services Authonty be redeemed, by the issuer on the dates specil.ed ebove or on any interest payment cate thereafter. They may also be receemed
in whaote, but net in parl, upon the oscurrence of certain tax and regutatory events. Tha company classdies ds obfigations 1o these subsidiares as dated loan ¢apital.
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Notes on the accounts continued

25 Minority interests

At 1 January
Currency translation adjustments and other movements

Acquisition of ABN AMRO

Profit attributable 1o minority interests

Dividends paid

{Losses)/gains on available-for-sale securities, net of tax
Movements in cash flow hedging reserves, net of tax

Actuarial gains recognised in retirement benefit schemes, net of tax
Equity raised
Equity withdrawn
At 31 December

Included in minarity interests are the following trust preferred securities oy

2007 e

- VL. I Lr
US$950 million 5.512% (redeemable September 2014) 529 o
US%1,000 million 3 month USS LIBOR plus 0.80% (redeemable September 2014) 555 505
€500 miltion 4.243% (redeemable January 2016) 337 337
£400 million 5.6457% (redeemable June 2017) o 400 408
o T 1,821 1,821

Note:

(1) The trust preferred securilies ssued by subsidiaries have no matunly date and ara nct redeamabla st the apton of the hotders at any time, These securities may, wilh ihe
consent of the UK Financial Services Authonty, be redeamed, in whnote or in par, by tha issuer on Ihe dates specified above or on any interest payment date therealter. They may
also be redeemed in whole, but not in part, upen the cccurrenca of cerlain ax and reguiatory evants, The company classifies its obligaticns to these subs:diaries as dalad joan capital,
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26 Share capital

ALV
1 Ja—r_u:ar;r Iss_ued 51 ﬁacember 31 Decamber 3% Decem-ﬁer
2007 during tha year 2007 2006
. ... tm fm _ Lm . fgm fm
Ordinary shares of 250 788 1,713 2,501 3018 1,270
Non-voting deferrec shares of £0.01 7 — 27 323 323
Additional Value Shares of £0.01 — — — 27 27
Nen-cumulative preference shares of US$0.01 1 1 2 2 2
Non-cumulative convertible preference shares of US$0.01 — — — e -—
Non-cumulative preference shares of €0.01 — — — — —_
Non-cumulative convertible preference shares of €0.01 — — —_ — —
Non-cumulative convertible preference shares of £0.25 — — — 225 225
Nen-cumulative convertible preference shares of £0.01 — — — — —
Curmulative preference shares of £1 1 —_ 1 1 1
Nen-cumulative preference shares of £1 —_ 1 3 300 300
Aloted, odl st B H Y Da ¢
Number of shares - thou 2007 2008 2007 2005
Ordinary shares of 25p 10,006,215 3,196,544 12070492 5079375 507 5
Non-voting deferred shares of £0.01 2,660,556 2,660,556 32,300,000 52.300,000 32.300.0060
Additional Value Shares of £0.01 — — — 2,700,000 2,700,000 2700000
Non-cumuiative preference shares of US$0.01 308,015 240,000 208,000 418,500 418,500 419,500
Non-cumulative convertible preference shares of US$0.01 1,000 1,000 1,000 3,900 3,500 3,900
Non-cumulative preference shares of €0.01 2,526 2,500 2,500 66,000 55.000 a8, 000
Non-cumulative convertible preference shares of €0.01 — — — 3,000 3.000 3,000
Non-cumulative convertible preference shares of £0.25 — o _— 900,000  Q00.0GG 200,000
Non-cumulative convertible preference shares of £0.01 200 200 200 1,000 1,000 1,000
Cumulative preference shares of £1 900 900 00 900 anf o000
Non-cumulative preference shares of £1 750 — 300,000 300,008 300,000

Movemantn ordinaty shares in issug durng the year

At 1 January 2007

Bonus issue in May 2007

Shares issued in respect of the acquisition of ABN AMRO
Cther shares issued during the year

Shares cancelled during theyear .

AU31 December 2007
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Number of shares

— thousanas

3,152,843
6,304,299
530,621
19,146
{695)

10,008,215
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Notes on the accounts continued
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26 Share cagital (contrued)
Crdhinary shares
In May 2007, the company capitalised £1,576 million of its
share premium account by way of a bonus issue of two new
ordinary shares of 25p each for every cne ordinary share helg
by shareholders at close of business on 4 May 2007,

In addition, the following issues of ordinary shares were made
auring the year ended 31 December 2007:

(a) 530.6 million ordinary shares issued to former shareholders
of ABN AMRQ; and

(b) 19.1 million grdinary shares following the exercise of
options under the company's share schemes.

Censideration of £77 million was received on the issue of
ardinary shares for cash.

During the year ended 31 December 2007, options were
granted cver 44.8 million erdinary shares under the company’s
executive anc sharesave schemes. At 31 December 2007,
options granted under the company’s various schemes,
exercisable up to 2017 at prices ranging from 260p to 700p
per share, were outstanding in respect of 188.7 million
ordinary shares.

In additien, options granted under the NatWest executive
scheme were outstanding in respect of 1 million ordinary
shares exercisable up lo 2009 at prices ranging from 228p to
30Bp per share.

Employee share trusts purchased 10.8 million ordinary shares
at a cost of £65.3 millicn and awarded 19.8 million ordinary
shares on receipt of £79 million on the exercise of awards
under employee share schemes.

The employee share trusts incurred costs of £0.4 million in
purchasing the company's ordinary shares.

RBS Group *+ Annual Report and Accounts 2007

Proference shares

tn January 2007, ihe company redeemed the 8 million Series
E, the 10 million Series G and the 16 million Series K, non-
cumulative preference shares of US$0.01 each at US$25 per
share.

In June 2007, the company issued 38 million Serigs S non-
cumulative preference shares of US$0.01 at US325 each, the
net proceeds being US$920 million.

In September 2007, the company issued 64 million Series T
non-cumulative preference shares of US$D.04 at US$25 each,
the net proceeds being US$1,550 million.

In October 2007, the company issued:

(a} 26,000 Series 3 non-cumulative preference shares of €0.01
at €50,000 each, the net proceeds being €1,287 million;

{b) 750,000 Series 1 non-cumulative preference shares of £1 at
£1,000 each, the net proceeds being E742 million; and

{c) 15,000 Series U non-cumulative preference shares of
US$0.01 at US5100.000 each, the net proceeds being
US$1,485 miltion.

The costs of issue and discounts allowed on preference
shares issued during the year were £64 miltion.

Under IFRS certain of the Group’s preference shares are
classified as debt and are included in subordinaled liabilities
en the balance sheet.

Other secunlies

In October 2007, the company issued the following
subordinated securities in the legal form of debt that are
classified as equity under IFRS:

(a) US$1.600 million fixed/floating rate preferred capital
securities, the net proceeds being LS$1,584 million; and

{b) CAD600 million innovative tier 1 bonds, the net proceeds
being CADS94 millicn.

These securities entitle the holders to interest which may be
deferred at the sole discretion of the company, Repayment of
the securities is at the sole discretion of the company on giving
between 30 and 60 days notice.




Non-cumulative preference shares

Non-cumulative preference shares entitle the holders thereof
{subject to the terms of issue) to receive periodic non-
cumulative cash dividends at specified fixed rates for each
Series payable out of distributable profits of the company.

The non-cumulative preference shares are redeemable at the
option of the company, in whola or in part from time 1o time at the
rates detailed below plus dividends otherwise payable for the
then current dividend period accrued 1o the date of redemption.

Number Radamption

of sharps interest date on

Class of preference share e in issun Be or akar

Non-cumuiative preference shares of US$0.01

Series F 8 millien 7.65% 31 March 2007 Us$zs Debt
Series H . 12 million 7.25% 31 March 2004 Uss$2s Debt
Serias L 34 million 575% 30 September 2009 1S$25 Debt
Series M 37 miliion 6.4% 30 September 2009 Us%25 Equity
Series N 40 million 6.35% 30 June 2010 Us$25 Equity
Series P 22 million 6.25% 31 December 2010 Us$25 Equity
Series Q 27 million 6.75% 30 June 2011 UsS§25 Equity
Series R 26 million 6.125% 30 December 2011 US$25 Equity
Series § 38 million 6.6% 30 June 2012 Us$zs Equity
Series T 64 million 7.25% 31 December 2012 Us$25 Equity
Series U 15,000 7.64% 29 September 2017 US$100,000 Equity

Non-cumulative convertible preference shares of US$0.01

Series 1 1 million 9.118% 31 March 2010 US$1,000 Debt
Nen-cumulative preference shares of €0.01

Series 1 1.25 milticn 5.5% 31 December 2009 €1,000 Equity

Series 2 1.25 miliion 5.25% 30 June 2010 €1,000 Equity

Series 3 26,000 7.0916% 29 September 2017 €50,000 Equity
Non-cumulative convertible preference shares of £0.01

Series 1 200,000 7.387% 31 December 2010 £1,000 Debt
Non-cumulative preference shares of £1

Serles 1 . __ 750000  B.162% _ 5October2012 _  £1000 __Equiy
Netes:

(1} Those preferance shares whera the Group has an cbligaton 1o pay dividends are classified as debt; those where distnbutions are discretionary are classified as equity.

The conversion rights attaching to the convertible preference shares may result in the Group delivering a vanable number of equity shares to praference sharaholders: these

convertible preference shares are treated as debt.

In the event that the non-cumulative convertible preference
shares are not redeemed on or befere the redemption date, the
holder may convert the non-cumulative convertible preference
shares inte ordinary shares in the company.

Under existing arrangements, ho redemption or purchase of
any non-cumulative preference shares may be made by the
company without the prior consent of the UK Financial
Servicas Authority,

On a winding-up or liquidation of the company, the holders of the
nen-cumulative preference shares will be entitled to receive, out
of any surplus assets avaflable for distribution to the company’s
shareholders (after payment of arrears of dividends on the
cumulative preference shares up to the date of repayment) pari
passu with the cumuiative preference shares and all cther shares
aof the company ranking pari passu with the non-cumulative
preference shares as regards participation in the surplus assets
of the company, a liguidation distribution per share equal 1o the
applicable redemption price detailed in the table above, together
with an amount equal to dividends for the then current dividend
period accrued to the date of payment, before any distribution or
payment may be made to helders of the ordinary shares as
regards participation in the surplus assets of the company:

Except as described above, the holders of the non-cumutative

preference shares have no right to participate in the surplus
assets of the company.
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Holders of the non-cumulative preference shares are not
entitled to receive notice of or attend general meetings of the
company except if any resolution is proposed for adaption by
the shareholders of the company to vary or abrogate any of
the rights atlaching to the non-cumulalive preference shares or
proposing the winding-up or liguidation of the company. In any
such case, they are entitled to receive notice of and to attend
the general meeting of shareholders at which such resolution
is to be proposed and are entitled to speak and vote on such
resolution {but not on any other resolution). In addition, in the
event that, prior to any general meeting of shareholders, the
company has failed to pay in full the three most recent
quartetly dividend payments due on the non-cumulative dollar
preference shares (other than Series U}, the two most recent
semi-annual dividend payments due on the non-cumulative
convertible dollar preference shares and the most recent
dividend payments due on the non-cumulative euro preference
shares, the non-cumuiative sterling preference shares, the
Series U non-cumulative dollar preference shares and the non-
curnulative converlible sterling preference shares, the holders
shall be entitled 1o receive nclice of, atlend, speak and vote at
such meeting on all matters together with the holders of the
ordinary shares, and in these circumstances only, the rights of
the holders of the non-cumulative preference shares so to vole
shall centinue until the company shall have resumed the
payment in full of the dividends in arrears.
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(1} Of the amount transterred to earnings, £138 million (2006 - £140 million;

27 Owners' equity

Ty
Cwor i 2007 e,
_ L _ £m £ £m Lar
Called-up share capital
At 1 January 815 326 acn 815 #26 322
implementation of 1AS 32 on 1 January 2005 —- - {2 — —_ 2}
Benus issue of ardinary shares 1,576 — —_ 1,576 - —_
Shares issued during the year 139 “ [ 139 2 &
Shares repurchased during the year — {13} e — {13} —
At 31 December 2,630 815 B26 2,530 15 B26
Paid-in aquity
Securities issued during the year 1,073 - —— 1.073 — —
At 31 December 1,073 — - 1,073 — —
Share premium account
At 1 January 12,482 11777 12,964 12,462 TTT T2 g0
Reciassification of preference shares on implementation
of 1AS 32 on 1 January 2005 — — (3,154 — —_ {3,152
Bonus issue of ordinary shares {1,576) —_ — {1,576) — —
Shares issued during the year 6,257 315 1,077 6,257 815 1,972
Shares repurchased during the year — (381 - — {381 —
Recemption of preference shares classified as debt 159 20— s 2 —
A1 31 December T T 7322 17482 1LFTT 47322 sl N7
Mcerger reserve
At 1 January and 31 Becember 10,881 10,881 0 A — — —
Avallable-for-sale reserve
At 1 January 1,528 {73) — e —
Implementation of 1AS 32 and IAS 39 on 1 January 2005 — — 284 — e —
Unreatised (losses)/gains in the year {191) 2604 34 — — —
Realised gains in the year (513) 313 {5523 — o —
Taxation 208 G 181 — - -
Al 31 December 1032 1528 73) — — —
Cash flow hedging reserve
At 1 January (149) 59 (M) {9
Implementation of IAS 32 and IAS 32 on 1 January 2005 — — 67 — - (13
Amount recognised in equity during the year (460) 0 185 - — —_
Amcunt transferred from equity to earnings in the year; (138) {83 3 3 9
Taxation 192 39 (1) {1) (2
At 31 December (565y 59 (5) 7] @
Foreign exchange reserve
At 1 January (872) AG32 £330 — — —
Retranslation of net assets 1,339 (2,159 1,568 — — —
Foreign currency (losses)/gains on hedges of net assets {963) 818 {749} — - —
Taxation 70 e — -— —
At 31 December (426) 872 469 —
Capital redemption reserve
At 1 January 170 157 1657 170 167 157
Shares repurchased during the year — 13 e — 13
At 31 December 170 170 167 170 170 157

Note:

incoma.
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2005 - £85 millon) was recorded in net Interest incame and nil (2006 and 2005 - nil) in other operating




Retained ear-ningsA i
At 1 January

[E1FE Cumieny

2007
£m

15487 11,346 G408 4737 4793 4,875
1.078) — &1

Implementation of 1AS 32 and IAS 39 on 1 January 2005 o {
Profit attributable to ordinary and equity preference shareholders 7.549 8,393 5,501 2,499 2,499 2,74
Ordinary dividends paid {3.044)  {2470) (L92NY  (3044) (2470 {1.827)
Equity preference dividends paid (248) {191) (109 {246) {187 {109)
Shares repurchased during the year — i3249) o — (624} o
Redemption of preference shares classified as debt {159) [Vl — {159) (271} e
Actuarizl gains/(losses) recognrised in retirement benefit

schernes, net of tax 1,517 tHi1) — —— ——
Net cost of shares bought and used to satisfy share-based payments {40) —
Share-based payments, net of tax 8 112 —_ —— s
At 31 December T 20727 15487 1348 3787 4737 4794
Dwn shares held
At 1 January {115) i7) (7} — {7} ("
Shares purchased during the year (65) {254} — — — —
Shares issued under employee share schemes 119 145 — ]
At 31 December (61) {1158) (73 — e {73

Ownars’ equity at 31 December

The merger reserve comprises the premium on shares issued
to acquire NatWest less gooawill amortisation charged under
previous GAAP. No share premium was recorded in the
company financial statements through the operation of the
merger relief provisions of the Companies Act 1985,

UK law prescribes that only the reserves of the company are
taken into account for the purpose of making distributions and
in determining the permissible applications of the share
premium account.

The Group optimises capital efficiency by maintaining reserves
in subsidiaries, including regulated entities. Certain preference
shares and subordinated debt are also included within
reguiatory capital. The remittance of reserves to the parent or
the redemption of shares or subordinated capital by regulated
entities may be subject to maintaining the capital resources
required by the relevant regulator.
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53,0638 <0227  3543h 24,877 18,1897 17.538

At 31 December 2007, 10,474,782 (2006 - 19,492,506)
ordinary shares of 25p each of the company were held by
Emplayee Share Trusts in respect of share awards and options
granted to employees.

Paid-in equity represents notes issued under the company’s
euro medium term note proegramme with par value of
US$1,600 million and CADBOG million that are classified as
equity under {FRS. The notes attract coupons of 6.99% and
6.866% respectively until October 2017 when they increase to
2.67% above the London interbank offered rate for 3-month US
doliar deposits and 2.76% above the Canadian dollar offered
rate respectively,
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28 Leases
Minimum amounts receivable and payable under non-cancellable leases,

Graup
T -—\:armv—h‘ia] receipt o“r-payr;e;;l w;l? oceur
) Afler 1 year
Within 1 but within Alter 5
year S yaars years Total

2007 £m £m £m Em
Finance lease assets:
Amounts receivable 1,297 4,968 11,648 17,913
Present value adjustment (390} {1,766) (3,187) {5.343)
Other movements {23) (144) (288) {455)
Present value amounts receivable 884 3,058 8,173 12115
Operating lease assets:
Future minimum lease receivables 1,073 3.046 1,473 5,682
Operating lease obligations:
Future minimum lease payables:
Premises 350 1,210 3,017 4,577
Equipment 9 14 — 23

359 1224 3007 4,600

Finance lease assets:

Amounts receivable 4,33 111660 15,732
Present value adjustment (LEA8) G0y B
Other movements N (Bl {397}
Present value amounts receivable 2,800 11,124
Operating lease assets:
Future minimum lease receivables 444 2,381 2,840 5,475
Operating lease obligations:
Future minimum lease payables:
Premises asn 1,151 1,877 3,360
Equipment 7 g o 13
334 1,157 1877 3,373
e T
2007

——————— Em
Nature of ots i Dalance sheerl
Transportation 6,859 7414
Cars and light commercial vehicles 1,390 T.204
Qther 441 241

' ooyt T T T TmrTm T T T T BYO w0y
Amounts recognised gs income and expmnse
Finance lease receivables - contingent rental income {23) {31
Operating lease payables — minimum payments 322 366
Contracts for fulure capus! expenditire not proveded o0 a3 tha yoar e
Qperating leases 545 1.437
Fingnee lease receivaliles
Unearned finance income 5,343 5214
Accumulated allowance for uncollectable minimum lease receivables 63 57
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Residual vaiue exposures
The tables below give details of the unguaranteed residual values included in the carrying value of finance iease receivables

see page 148) and operating lease assets (5ee page 164).
( Fee ) ° ° ( pes ) Yoar in which residus! vaie will be recovared

After 1 year After 2 years

Within 1 butwithin  but within Ater 5
year 2 years 5 years years Totat
2007 £m 'm Em £m £m
Operating leases
Transportation 485 253 1,762 2,505 5,005
Cars and light commercial vehicles 331 467 118 -— 916
Other 26 a7 64 18 155
Finance {eases 23 29 115 288 455
T 'ges 798 2,059 2811 6,531
S e Ll _—
Operating leases
Transporiation 1.054 180 1.335 2517 5000
Cars and light commercial vehicles 168 295 329 — 792
Other 13 30 77 24 144
Finance leases 22 22 58 295 397
o677 soy T TAE03 283 hax

The Group provides asset finance to its customers through acting as a lessor. It purchases plant, equipment and intellectual property,
renting them to customers under |ease arrangements that, depending on their terms, qualify as either operating or finance leases.

28 Collateral Under standard terms for repurchase transactions in the UK
Securities repurchase agreements and lending transactions and US markets, the recipient of collateral has an unrestricted
The Group enters into securities repurchase agreements and right to sell or repledge it, subject to returning equivaient
securities lending transactions under which it receives or securities on settlement of the transaction.
transfers collateral in accordance with normal market
practice. Generally, the agreements require additional The fair value (and carrying value) of securities transferred
collateral to be provided if the value of the securities fall below under repurchase transactions included within securities on the
a predetermined level. balance sheet were as follows:

2007 2006

. L £m £m

Treasury and other efigible bilis o 7080 1426
Debt securities 100,561 58,874
Ti07.851  60.300

All of the above securities could be sold or repledged by the holder. Securities received as collateral under reverse repurchase
agreements amounted to £373.7 billion (2006 - £424.7 billion), of which £337.8 billion (2006 - £107.2 billion) had been resold or
repledged as collateral for the Group's own transactions.

Other collateral given

2007 -G

Group assets charged 2s security for lizbliies £m im
Loans and advances to banks 753 453
Loans and advances to customers 80,719  <4,965
Debt securities 29,709 8,560
Property, plant and equipment 935 1,222
Other 1,765 i3
’ T T T 3881 RB.0R0

. 2007 2089
Liabifiies secured by charges on Group as8ets £m Em
Deposits by banks 21,693 11,680
Customer accounts 6,670 7,085
Debt securities in issue 65,080 27,807
Other liabitities —_ 45
93,443 16427

Of the assets above, £62.0 illion (2006 — £30.1 billian) relate 1o securitisations (see Note 30). The remaining balances mainly relate to
assets charged as security against deposits from central and federal banks and other public sector bodies.
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- Notes on the accounts continued

30 Securitisations and other asset transfers partnerships and companies - and fulfil many different

In the normal course of business, the Group arranges
saecuritisations to facilitate client transactions and undertakes
secuntisations to sell financial assets or to fund specific
portfolios of assets. The Group also acts as an underwriter and
depositar in securitisation transactions invoiving both client and
proprietary transactions. In a securitisation, assets, or interests
in a poo! of assets, are transferred generally to a special
purpose entity {"SPE"} which then issues liabilities to third
party investors.

SPEs are vehicles set up for a specific, fimited purpose, usually

do not carry out a business or trade and typically have no
employeas. They take a varety of legal forms - trusts,

Continued recogntion

functions. As well as being a key element of securitisations,
SPEs are also used in fund management activities to segregate
custodial duties from the fund management advice provided
by the Group.

Securitisations may, depending on the individual arrangement,
result in continued recogniticn of the securitised assets;

‘continued recognition of the assets to the extent of the

Group's continuing involvemerst in those assets; or
derecognition of the assets and the separate recognition, as
assets or liabilities, of any rights and obligations created or
retained in the transfer {see Accounting policy on page 129}).
The Group has securitisations in each of these categories.

The table below sets out the asset categories together with the carrying amounts of the assets and associated liabilities for those
securitisations and other asset transfers where substantially all the risks and rewards of the assets have been retained by the Group.

. ) 20

Assats  Lisbities assets Lab 2
Agsat typo o £m £m £m L
Residential merigages 23,652 23,436 15,698 15,375
Credit card receivables 2,948 2,664 2.8:N 2,585
Qther loans 1,703 1,149 1.831 1,346
Cammercial paper conduits 32,613 31,193 8,360 8,284
Finance lease recelvables 1,038 823 1,21% 53

Residlential mortgages securitisations — the Group has
securitised porifalios of residential mortgages. Mortgages
have been transferred 10 SPEs, held ultimately by charitable
trusts, funded principally through the issue of floating rate
notes, The Group has entered into arm’s length fixed/floating
interest rate swaps and cross-currency swaps with the
securitisation SPEs and provides mortgage management and
agency services 1o the SPEs, On repayment of the financing,
any further amounts generated by the mortgages will be paid
to the Group. The SPEs are consolidated and the mortgages
remain on the Group's balance sheet.

Credit card securilisations - credit card receivables in the UK
have been securitised. Notes have been issued by an SPE. The
note ha'ders have a proportionate interest in a poo! of credit
card receivables that have been eguitably assigned by the
Group to a receivables trust. The Group continues to be
exposed 1o the risks and rewards of the transferred
receivables through its right to excess spread (after charge-
offs). The SPE is consolidated and the credit card receivables
remain on the Group's balance sheet.
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Cther securitisations — other loans originated by the Group
have been transferred to SPEs funded through the issue of
notes. Any proceeds from the loans in excess of the amounts
required to service and repay the notes are payable 1o the
Group after deduction of expenses. The SPEs are consolidated
and the loans remain on the Group's balance sheet,

Commercial paper conduits — the Group sponsors commercial
paper conduits. Custemer assets are transferred into SPEs
which issue notes in the commercial paper market. The Group
supplies certain services and contingent liquidity support 1o
these SPEs on an arm's length basis as well as programme
credit enhancement. The SPEs are consolidated.

Finance lease receivables — certain finance lease receivables
{leveraged leases) in the US involve the Group as lessor
obtaining non-recourse funding from third parties. This
financing is secured on the underlying {eases and the provider
of the finance has no recourse whatsoever to the other assets
of the Group. The transactions are recorded gross of third-
party financing.




Conbnuing nvolement

In certain securitisations of US residential mortgages,
substantially all the risks and rewards have been neither
transferred nor retained, but the Group has retained control, as
defined by IFRS, of the assets and continues to recognise the
assets 1o the extent of its continuing involvement which takes
the form of retaining certain subordinated bonds issued by the
securitisation SPEs, These bonds have differing rights and.
depending on their terms, they may expose the Group to
interest rate risk where they carry a fixed coupon or to credit
risk depending on the extent of their subordinaticn. Certain
bongs entitlte the Group (o additional interest if the portfolio
performs better than expected and others give the Group the
right to prepayment penallies received on the securitised
morigages, At 31 December 2007, securitised assets were
£18.1 billion (2006 — £37.3 billion); retained interests £1,037
millfion (2006 — £930 million); subordinated assets £314 miltion
{2006 — £694 millien) and related liabilities £314 million (2006 -
£694 million).

Derecogmtion

Other securitisations of the Group's financial assets in the US
qualify for derecognition as substantially all the risks and rewards
of the assets have been transferred. The Group continues o
recognise any retained interests in the securitisation vehicles.

31 Risk managemant

Financial risk management policies and objectives

The Group Board of directors sets the overall risk appetite and
philosophy; the risk and capial framework underpins delivery
of the Board's strategy.

Risk and capital

ILis the Group’s policy to optimise return to shareholders whilg
maintaining a strong capital base and credit rating to support
business growth and meet regulatory capital requirements at
all imes.

Risk appetite is measured as the maximum level of retained
risk the Group will accept to deliver its business abjectives.
Risk appetite is generatly defined through both quantitative and
qualitative technigues including stress testing, risk
concentration, value-at-risk and risk underwriting criteria,
ensuring that appropriate principles, policies and procedures
are in place and applied.
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The main financial risks facing the Group are as follows:

+ Credy risk: is the risk arising from the possibility that the
Group wilt incur losses from the failure of customers to meet
their abligations.

« Funding and llouldily risk: is the risk that the Group is unable
to meet its obligaticns as they fall due.

+ Maihel risk: the Group is exposed to market risk because of
positions held in its trading portfolios and its non-trading
businesses.

« Esly nsk: gains or losses on eguity invesiments.

¢ |nsurange nsk: the Group is exposed to insurance risk, either
directly through its businesses or through using insurance as
a tocl {o mitigate cther risk exposures.

Cradit risk

Credit risk is managed to achieve sustainable and superior
risk-reward performance while maintaining exposures within
acceptable risk appatite parameters. This is achieved through
the combination of governance, policies, systems and contrals,
underpinned by sound commercial judgement as described
below

= Policles and rish appente: policies provide a clear framework
for the assessment, approval, monitoring and management
of credit risk where risk appetite sets the tolerance of less.
Limits are used to manage concentration risk by single
name, sector and country.

*

Decision makers: credit authority is granted to independent
parsans or committees with the appropriate experience,
seniority and commercial judgement. Credit authority is not
extended to relationship managers. Specialist internal credit
risk departments independently oversee the credit process
and make credit decisions or recommendations to the
appropriate credit committee.

*

Models, credit models are used 1o measure and assess risk
decisions and to aid on-going monitoring. Measures, such
as Probability of Default, Exposure at Default, Loss Given
Default (see page 186) and Expected Loss are calculated
using duly autharised models, All credit models are subject
to independent review prior to implementation and existing
models are reviewed on at least an annual basis.
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31 Risk management (continued)

Mitigation rechnitues 1o reduce the patential for loss: credit
risk may be mitigated by the taking of financial or physical
security, the assignment of receivables or the use of credit
derivatives, guarantees, risk participations, credit insurance,
set off or netting.

Risk sysiems and data quality: systems are well organised 10
produce timely, accurate and camplete inputs for risk
reporting and 1o administer key credit processes.

Analysis and regoring: portfelio analysis and reperting are
used to ensure the identification of emerging concentration
risks and adverse maovements in credit nsk quality.

Stress testing: stress testing forms an integral part of
porifalio analysis, providing a measure of potential
vulnerabiiity to exceptional but plausible economic and
geopolitical events which assisis management in the
identification of risk not otherwise apparent in mare benign
circumnstances. Stress testing informs risk appetite decisions.

Paortfciio maragement: active management of portfolio
concentrations as measured by risk reporting and siress
testing, where credit risk may be mitigated through
promoting asset sales, buying credit protection or curtailing
risk appetite for new transactions.

Credht stewardshig: customer fransaction monitaring and
management is a continuous process, ensuring performance
is satisfactory and that documentation, security and
valuaticns are complete and up to date.

Probiem debt identihcation: policies and systems encourage
the early identification of problems and the employment of
specialised stafi focused on collections 2nd problem debt
management.

Provisioning: independent assessment using best practice
models for collective and latent loss. Professional evaluation
is applied to individual cases, to ensure that such losses are
comprehensively identified and adequately provided far.

+ Recovery: maximising the return to the Group through the
recovery process.
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Cradit nisk models

Credit risk models arg used throughout the Group 1o support
the analytical elements of the credit risk management
framework, in particular the risk assessment part of the credit
approval process, angoing monitoring as well as portfotio
analysis and reporting. Credit risk models used by the Group
can be broadly grouped into three categories.

« Prob

ity of default ("PD"): the likelihoed that a customer
will fail to make full and timely repayment of credit
obligations over a one year time heorizon. Customers are
assigned an internat credit grage which corresponds to
probability of default. Every customer credit grade across all
grading scales in the Group can be mapped to a Group
level credit grade (ses page 74).

Exposure at default ("EADT): such madels estimate the
expected tevel of utilisation of a credit facility at the time of
a borrower's defaull. The EAD is typically higher than the
current utilisation {e.g. in the case where further drawings
are made on a revolving credit facility priar to default) but
will not typically exceed the total facility fimit.

Loss given defaul {("LGD"}: models estimate the economic
loss that may occur in the event of default, being the debt
that cannot be recovered. The Group's LGD models iake into
account the type of borrower, facility and any risk mitigation
such as security or collateral held.

Loan impairment

The Groug classifies impaired assels as either Risk Elernents

in Lending (REIL) or Patential Problem Loans {PPL}. REIL
represents non-accrual loans, loans that are accruing but

are past due 90 days and restructured loans. PPL represents
impaired assets which are not included in REIL but where
information about possible credit problems cause management
1o have serious doubts about the future ability of the borrower
1o comply with loan repayment terms.

Both REIL and PPL are reported gross of the value of any
security held, which could reduce the eventual loss should it
occur, and gross of any provision marked, Therefore impaired
assels which are highly collateralised, such as martgages, will
have a low coverage ratio of provisions helg against reported
impaired balance.




The table below sets out the Group's loans that are classified as REIL and PPL:

2007 20C0
REIL and PPL m £
Non-accrual loans 1) 10,362 8,232
369 108

Accrual lpans past due 90 days o
Troubled dabt restructurings

Total REIL
PPL )
Total REIL and PPL

The sub-categories of REIL and PPL are calculated as described in notes 1 1o 4 below.

Notes:

{$) All loans against which an impairment provision is held are repertad in the non-accrual cotegory.
{2) Loans wherg an impairment event has taken place but n¢ imparment recognisad. This category is used for fully collataralised non-fevolving credlt facilities.

{3) Troubled debi restruciunngs represent loans that have been restructured following 1nha granting of a concassion by tha Greup to the borrower.
{4} Loans for which an impairment aven! has occurmed but ng impa rmant provision is necessary This category s used for fully callataralised advances and rovolving credt tacilities

where identhicat.on as 90 cays overcue is not faas.bie.
{5} Gross of provisions and exciucing reverse repurchase agreemsnis.

Imparmen, 1055 provision metodology
Provisions for impairment losses are assessed under three
categories as described below:

Individua ly assessed provisions are the provisions required
for individually significant impaired assets which are assessed
on a case by case basis, taking into account the financial
condition of the counterparty and any guarantor. This
incorporates an estimate of the discounted value of any
recoveries and realisaticn of security or collateral. The asset
continues to be assessed on an indivigual basis until it

is repaid in full, transferred to the perfaorming portfolio or
written-off.

Caollectvely assessed provisions are provisions on impaired
credits below an agreed threshold which are assessed on

a portfolio basis, to reflect the homogeneous nature of the
assets, such as credit cards or personal lcans, The provision is
determined from a guantitative review of the relevant partfolio,
1aking account of the level of arrears, security and average
loss experience gver the recovery period.

Lataat loss provisicns are provisions held against the
estimated impairment in the perorming portfolio which have
yel to be identified as at the batance sheet date. To assess the
tatent loss within the portfolios, the Group has developed
methodologies to estimate the time that an asset can remain
impaired within a performing portfolio before it is identified and
reported as such.
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Provision anahysis

The Group's consumer portfolios, which consist of small value,
high volume credits, have highly efficient largely autcmated
processes for identifying problem credits and very short
timescales, typically three months, before resolution or
adoption of various recovery methods.

Coarporate portiolios consist of higher value, low volume
credits, which tend to be structured to meet individual
customer requirements. Provisions are assessed on a case by
case basis by experienced specialists, with input from
professional valuers and accountants as appropriate. The
Group operates a provisions governance framework which
sets thresholds whereby suitable oversight and chatlenge

is undertaken, These opinions and levels of provision are
overseen by each division's Provision Committee. Significant
cases are presented to, and challenged by, the Group Problem
Exposure Review Forum.

Early and active management of problem exposures ensures
that credit losses are minimised. Specialised units are used for
different customer types to ensure that the appropriate risk
mitigation is taken in a timely manner.

Portfolio provisions are reassessed regularly as part of the
Group's ongoing monitaring process.
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31 Risk management {continued)

The following table shows an analysis of the loan impairment charge.

L(}dﬂ Fm{)ﬂim’leﬂf charge

Laieﬁt‘lossmﬁ?ovisions charge

Total charge 1o come statement

2007 206 20415
Em fn ) e

- 88 7 iz

Colleclively assessed provisions charge 1,744 16573 1,398
Individually assessed provisions charge 274 217 260
s skatemant T 2106 1877 1,708

0.30% 0.46% 0.46%

Charge a8 a % of custemer loans and advarces - gross,

Nota:

{1) Gross of provisions and exchrdng reverse repurcnase agreements.

Liguidity risk

The Group's liquidity policy is designed to ensure that it can at

all times meet its obligations as they fall due.

Liquidity management within the Group focuses on overalf
batance sheet structure and the control, within prudent limits,
of risk arising from exposure to the mismatch of maturities
across the balance sheet and from undrawn commitments and
other contingent chligations. The management of liquidity risk
within the Group is undertaken within limits and other policy
parameters set by Group Asset and Liability Management

Committee {GALCQ). Compliance is monitored and

coordinated by Group Treasury both in respect of internal
policy and the regulatory requirements of the Finangial
Services Authority. In addition, all subsidiaries and branches

Sources of funding

Customer accounts (excluding repos)
Repayable on demand

_Time depasits

outside the UK ensure compliance with any local regulatory
ligquidity requirements and are subject 1o Group Treasury
aversight.

Diersfication of funding sourcos

Tha structure of the Group's balance sheet is managed to
maintain substantial diversification, to minimise concentration
across its various deposit sources, and to limit the reliance on
total shori-term wholesale sources of funds (gross and net of
repos) within prudent levels,

During 2007, the Group’s funding sources remained well
diversified by counterparty, instrument and maturity, both
before and after the acquisition of ABN AMRO in October 2007,

Total customer accounts {excluding repos)

Debt securities in issue over one year
remaining maturity

Subordinated tiabilities

Owners' equity

Total customer accounts and long term funds

Repo agreements with customers
Repo agreements with barks

Total customer accounts, long term funds
and collateralised borrowing

Debt securities in issue up to one year
ramaining maturity

Deposits by banks (excluding repos)

Shori positions '

Total ' '

2007 ety
S - S T R
346,074 24 19777 28
201,375 L4 e ey 17
547,449 38 320,238 45
117,873 § 44006 3
37,979 3 27.654 4
_ 53038 4402 &
756,339 53 432,125 §1
134,916 10 63,884 9
183038 11 76,376 i1
1,054,293 74 572,485 &1
155,742 1 41,957 5
149,595 10 55.767 B
o o . TBSD1 5 a3E9 _ ©
1,433,131 100 714018 100
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Nel customer activity

2007 2000
m £m

Loans and advances to customers (gross, excluding reverse repos)

Customer accounts (excluding repos)

693,331 407,218
547,449 320.238

Customer lending less customer accounts

Loans and advances to customers as a % of customer accounts (excluding repos) ) _1268% 127.4

Management of term struchure

The Group evaluates on a regular basis its structural liquidity
risk and applies a variety of balance sheet management and
terrn funding strategies to maintain this risk within its normai
policy parameters.

The degree of maturity mismatch within the overall long-term
structure of the Group's assets and liabilities is managed
within internal policy guidelines, ta ensure that term asset
commitments may be funded on an economic basis over their
life. In managing its overall term structure, the Group analyses
and takes into account the effect of retail and corporate
customer behaviour on actual asset and liability maturities
where they differ materially from the underlying contractual
maturities.

Siress tesung

The Group performs stress tests to simulate how events may
impact its funding and liquidity capabilities. Such tests inform
the overall balance sheet structure and help define prudent
limits for contro! of the risk arising from the mismatch of
maturities across the balance sheet and from undrawn
commitments and other contingent obligations. The nature

of stress tests is kept under review in line with evolving
market conditions.
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145,882 87.0680

H

Daily management

The short-term maturity structure of tha Group's liabilities and
assets is managed daily to ensure that all material or potential
cash flow obligations arising from undrawn commitments and
other contingent obligations, can be met. Patential sources
include cash inflows from maturing assets, new borrowing or
the sale of various debt securities held {after allowing for
appropriate haircuts).

Short-term liquidity risk is generally managed on a
consolidated basis with internal liquidity mismatch limits set for
alt subsidianies and non-UK branches which have material
local treasury activities, thereby assuring that the daily
maintenance of the Group's overall liquidity risk position is not
compromised. ABN AMRQO, Citizens Financial Group and RBS
Insurance manage liquidity locally, given different regulatory
regimes, subject to review by Group Treasury. As integration of
ABN AMRO's businesses within the Group proceeds, the
liquidity risk policies, parameters and metrics used will be
progressively aligned within a single framework.
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Notes on the accounts continued

30

31 Risk management (continuad)

2007 G
Net short-lerm wholesale market activity £m o
Debt securities, listed held-for-trading equity shares, treasury and other eligible bills 328,352 135,775
Reverse repo agreements with banks and customers 318,208 137.0680
Less: repos with banks and customers (297,954) {140,360
Short positions {73,501} {43.30%
Insurance companies’ debt securities held (8,062) {5150}
Debt securities charged as security for liabilities (29,709}  (8.560;
Net marketable assets 237,424 03,957
By remaining maturity up to ane month:
Deposits by banks {excluding repos) 112,181 35,088
Less: loans and advances (o banks (gross, excluding reverse repos) {25,609} {21.138)
Debt securities in issue 66,289 12.924
Net wholesale liabilities due within one month 152,861 34877
Net surplus of marketable assets over wholesale liabilities due within one menth 84,563 19,080

The fallowing table shows cash flows payable on financial liahilities up to a period of 20 years including future payments of interest.

Group

6-5 months  3-12 monlns _1 <3 \,o-ar—s 3-5years 510 yoars 10-1'-0 years
2007 £m £m £m £m £m €m
Deposits by banks 220.914 21,580 3.208 2,225 1,509 434
Customer accounts 561,003 30,539 9,430 4,509 11,615 9,052
Debt securities in issue 111,292 37,292 57,562 34,917 44,166 4,223
Derivatives held for hedging 252 667 822 448 605 118
Subordinated liabilities 641 3720 5,603 3466 22,735 6,354
Settlement balances and other liabilities 17,998 5 14 6 12 7
912,100 93,803 76,637 45572 80,642 20,188

006
Deposits by banks 62,872 8733 3677 2503 1,264 153
Customer accounts 324,933 5660 1.348 1,297 2,521 1,260
Debt securities in issue 44,113 10,949 15,046 7.571 7459 5,000
Derivatives held for hedging 29 169 30 176 210 108
Subordinated liabilities 953 1,140 3889 4,506 12,768 15,934
Settlement balances and other liabilities N 7,142 20 286 18 j¢] 4
43083 23,703 24087 16259 24,201 | 22.494
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2007

Deposits by banks

Deb? securities in issue
Derivatives held for hedging
Subordinated liabilities

Pt

Company

0-3 months  3-12 montha 1-3 yoars 35years 510 years 10-20 years
£m Em £m

£m £m
116 5544 — — — —
824 B.477 3,447 1,372 —_ _—
52 1 — 2 — —
116 347 1,119 1,045 3,282 3.909

1,308 14369 4566 2419 3282  3.909

Deposits by banks
Debt securities in issue
Subordinated liabilities

The tables above show the timing of cash outflows 1o settle
financial liabilities. They have been prepared on the following
basis:

Prepayabie ligbilities - where a financial liability can be
prepaid by the counterparty, the cash outflow has been
included at the earliest date on which the counterparty can
require repayment regardless of whether or not such early
repayment results in a penalty. If the repayment of a financial
liability is triggered by, or is subject to, specific criteria such as
market price hurdles being reached, it is included at the
earlfest possible date that the conditions cou'd be fulfilled
without considering the probability of the conditions being met.
Far example, i a structured note is automatically prepaid when
an equity index exceeds a certain level, the cash outflow will
be included in the less than three months period whatever the
level of the index al the year end. The settlement date of debt
securities in issue issued by certain securitisation vehicles
consolidated by the Group depends on when cash flows are
received from the securitised assets. Where these assets are
prepayable, the timing of the cash outflow relating to securities
assumes that each asset will be prepaid at the earliest
possible date.

Liabilities with a contractual malturily of greater than 20 years -
ihe principal amounts of financial liabilities that are repayable
after 20 years or where the counterparty has no right to
repayment of the principal are excluded from the table as are
interest payments afier 20 years.

10 30 778 - — -
537 1297 474 —_ — —
563 336 L1450 1503 S 11T 3542

1,100 1583 2367 1503 37 3542

Held-for-trading liabilities - held-fortrading liabilities amounting
to £538.4 billion (2006 - £267.5 billion) have been excluded
from the table in view of their short term nature.

Investment contracts - invesiment contracts issued by the
Group’s life assurance businesses with a carrying value of
£5.6 billion (2006 - £2.2 billion) are excluded from this analysis
as their repayment Is linked directly to the financial assets
backing these cantracts.

Financial assets held by the Group to meet these cash
outflows include cash, balances at central banks and treasury
bills of £36.1 billion {2006 - £11.6 billion), loans to banks and
customers of £1,048.7 billion (2006 - £549.5 billion) including
£452 4 bitlicn (2006 - £288.9 blllion) repayable within three
months. The Group also held debt securities with a market
value of £276.4 billion (2006 - £127.3 billion) of which £130.3
billion (2006 - £67.4 billion) were pledged to secure liabilities.
Funds can be raised in the short-term fram highly liquid
securities held by the Group by sale or by disposal or by sale
and repurchase transactions regardless of their stated maturity.

As explained above the table is prepared on the basis that
prepayable liabilities are called at the earliest possible date. In
practice, the average maturity of these liabilities significantly
exceeds that shown in the table. In addition, although many
customer accounts are contractually repayable on demand or
at short notice, the Group's short-term deposit base Is stable
over the long term as depaosit rollovers and new deposits offset
cash outflows.

The following table shows the expected maturity of insurance liabilities up 1o 20 years excluding those linked directly 1o the financial
assets backing these contracts (2007 - £4,388 million; 2006 - £1,713 million).

0-3 months 312 months 1-3 years ISyears  S510years 10-20 years

B __ Em £m £m £m £m Em

2007 710 1,796 1,961 882 395 33
2006 [ 1,688 1.997 865 a7 68

RBS Group » Annual Report and Accounts 2007

X%RBS

191

A
®
&
£
L]
©
w
8
2
£
i




Notes on the accounts continued

31 Risk management (continued)

Other coniractual cash ooligations

The 1able below summarises the Group's other contractual cash obligations by payment date.

Group o o

03months 3Zmanihs  1-3years  35years  5-10years 10-20 years
2007 £m £m Em £m £m £m
Cperating leases 268 655 569 1,060 1,958
Contractual obligaticns to purchase goods or services 748 189 5 2
o " 1,403 768 3065 1960

Putisial
Operating leases 624 533 804 1.073
Contractual obligations to purchase goods or services 459 11 114 38
1,593 634 318 1112

The Group's undrawn formal facilities, credit lings and other commitments to lend were £335,688 million (2006 — £242,655 million).
While the Group has giver commitments to provide these funds, some facilities may be subject to certain conditions being met by
the counterparty. The Group does not expect ali facilities to be drawn, and some may lapse before drawdown,

Market risk

Market risk is defined as the risk of loss resulting from adverse
changes in risk factors such as interest rates, foreign currency
and equity prices together with related faciors such as market
volatilities.

The Group is exposed to market risk because of positions held
in its trading portfelios as well as its non-trading business
including the Group’s treasury operations.

Valus-ataisk (VaRk™

VaR is a technique that produces estimates of the potential
negative change in the market value of a portfolic over a
specified time horizon at given confidence levels. For internal
risk management purposes, the Group's VaR assumes a time
harizon of one trading day and a confidence level of 95%. The
Group uses historical simulation models in computing VaR. This
approach, in common with many cther VaR models, assumes
that risk faclor changes observed in the past are a good
estimate of thase likely 1o occur in the future and is, therefore,
limited by the relevance of the historical data used. The Group's
method, however, does not make any assumption about the
nature or iype of underlying loss distribution. The Group
typically uses the previous 500 trading days of market data.

The Group calculates both general market risk {i.e. the risk due
10 movement in general market benchrmarks) and idicsyncratic
market risk (i.e. the risk due o movements in the value of

securities by reference to specific issuers) using its VaR models.
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The Group's VaR should be interpreted in light of the
limitations of the methodology used. These limitations include:

* Historicat data may not provide the best estimate of the
joint distribution of risk factor changes in the future and
may fail 1o capture the risk of possible extreme adverse
market movements which have not eccurred in the
historical window used in the calculations.

+ VaR using a one-day time horizon does nat fully capture
the market risk of positions that cannot be liquidated or
hedged within one day.

» VaR using a 95% confidence level does not reflect the
extent of potentia! losses beyond that percentile.

The Group largely computes the VaR of trading portfolios at
the close of business and positions may change substantially
during the course of the trading day. Further controls are in
place to limit the Group's intra-gay exposure; such as the
calculation of the VaR for selected partfolios. These limitations
and the nature of the VaR measure mean that the Group
cannct guarantee that lasses will not exceed the VaR amounts
indicated, The Group undertakes stress testing 1o identify the
potential for losses in excess of VaR.



Tracting

The primary focus of the Group's trading activities is client
facilitation — providing products to the Group's client base at
competitive prices. The Group alse undertakes: market making
- quoting firm bid (buy) and offer {(sell} prices with the intention
of profiting from the spread between the quotes; arbitrage -~
entering into offsetting positions in different but closely relateg
markets in order to profit from market imperfections; and
proprietary activity - taking positions in financial instruments as
principal in order to take acvantage of anticipated market

conditions. The principal risk factors are interest rates, credit
spreads, equity prices and foreign exchange. Financial
instruments held in the Group's trading partfolios include, but
are not limited to, debt securities, loans, deposits, equity
shares, securities sale and repurchase agreements and
derivative financial instruments (futures, forwards, swaps and
oplions). For a discussion of the Group's accounting policies
for derivative financial instruments, see Accounting policies on
page 130

The VaR for the Group's trading portfolios segregated by type of market risk exposure, including idiosyncraltic risk, is presented in the

table below.
2007 000

Average  Pariod end Maximurn Minirum Avrage  Pormiong Manrun Mevrum
Trezching €m  fm  Em  £m  &m rm Em o im
Interest rate o T 925 150 218 76 7 10.2 50 5.7
Credit spread 18.8 419 45.2 12.6 132 14.1 157 10.4
Currency 286 30 6.9 1.1 22 25 3.5 1.0
Equity 5.4 140 22.0 1.4 14 16 4.4 05
Commodity 0.2 05 1.6 — n.2 — 1.1 —
Diversification {28.7) L {128
Total trading VaR ) 218 457 501 132 sz 15.5 18.0 10.4

Non-trading
The principal market risks arising from the Group’s non-trading
activities are interest rate risk, currency fisk and equity risk.

Treasury activity and mismatches between the repricing of
assets and liabilities in its retall and commercial banking
operations account for most of the non-trading interest rate
risk. Non-trading currency risk derives from the Group’s
investments in overseas subsidiaries, associates and branches.

The Group's strategic investment in Bank of China, venture capita!
portfolio and investments held by its general insurance business
are the principa! sources of non-trading equity price risk.

The Group's partfolios of non-trading financiat instruments
mainly comprise loans (including finance leases), dett
securities, equity shares, deposits, certificates of deposit and
othar debt securities issued, loan capital and derivalives. To
reflact their distinct nature, the Group's long-term assurance
assets and liabilities attributable to policyholders have been
excluded from these market risk disclosures.

Intergst rate righ
Non-trading interest rate risk arises from the Group's treasury
activities and retzil and commercial banking businesses.

Treasury

The Group’s treasury activities include its money market
business and the management of internal funds flow within the
Group's businesses. Money market portfolios include cash
instruments (principally debt securities, loans and deposits}
and related hedging derivatives. VaR for the Group’s treasury
portfolios, which relates mainly 1o interest rate risk including
cradit spreads, was £5.5 miltion at 31 December 2007 (2006 -
£1.5 million), During the year the maximum VaR was £6.4
million (2006 - £4.4 mill:on), the minimum £1.3 million (2006 -
£0.6 million) and the average £3.7 million (2006 — £2.4 million).
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Ratail and commercial banking

Non-trading interest cate risk is calculated in each business an
the basis of establishing the repricing behaviour of each asset,
liability and off-balance sheet product. For many products, the
actual interest rate repricing characteristics differ irom the
centractual repricing. In most cases, the repricing maturity is
determined by the market interest rate that most closely fits the
historical behaviour of the product interest rate. For non-
interest bearing current accounts, the repricing maturity is
determined by the stability of the portfolio. The repricing
maturities used are approved by Group Treasury and divisional
asset and liability committees at least annuatly. Key
conventions are reviewed annually by GALCO.

A static maturity gap report Is produced as at the month-end
for each division, in each functional currency based on the
behaviouralised repricing for each product. It is Group policy
1o include in the gap report, non-financial assets and liabilities,
mainly property, plant and equipment and the Group's capital
and reserves, spread over medium and longer term maturities.
This report also includes hedge transactions, principally
derivatives.

Any residual non-trading interest rate exposures are controlled
by limiting repricing mismatches in the individual business
balance sheets. Potenlial exposures to interest rate movements
in the medium 1o long term are measured and controlled using
a version of the same VaR methodology that is used for the
Group’s trading portfolios but without discount factors. Net
accrual income exposures are measured and controlied in
lerms of sensitivity over time to movements in interest rates.
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‘ Notes on the accounts continued

34

31 Risk management (continued)
Risk is managed within limits approved by GALCO through the
execution of cash and derivative instruments. Execution of the
hedging is carried out by the relevant division through the
Group’s treasury function. The residual risk pasition is reported
to divisional asset and liabilily committees, GALCO and the
Board.

Non-trading imerast rae VaR

Non-trading interest rate VaR for the Group's treasury and
retail and commercial banking activities was £42.9 million at
31 Oecember 2007 {2006 - £40.2 mitlion) with the major
exposure being ta changes in longer term US dollar interest
rates. During the year, the maximum VaR was £53.6 million
(2006 — £98.7 million), the minimum £32.9 million (2006 -
£40.2 million) and the average £43.2 million {2006 - £76.6 million).

Citizens was the main contnbutor to averall non-trading interest
rate VaR. It invests in a portfolio of highly rated and liguid
investments, principally mortgage-backed securities issued by
US Government-backed entities. This balance sheet
management approach is common for LIS retail banks where
mortgages are originated and then sold to Federal agencies
for funding through the capital markets.

Currancy risk

The Group does not maintain material non-trading open
currency pasitions other than the structural foreign currency
translation exposures ansing from its investments in foreign
subsidiaries and associated undertakings and their related
currency funding. The Group's policy in relation to structural
positions is to match fund the structural foreign currency
exposure arising from net asset value, including goodwill, in
foreign subsidiaries, equity accounted investments and
branches, except where doing so wouid materially increase the
sensitivity of either the Group's or the subsidiary’s regulatory
capital ratios to currency movements. The policy requires
structural foreign exchange positions 1o be reviewed regularly
by GALCQ. Foreign exchange differences arising on the
translation of foreign operations are recognised directly in
equity together with the effective portion of foreign exchange
differences arising on hedging instruments.

Equity ctassification of foreign currency denominated
preference share issuances requires that these shares be hald
on the balance sheet at historic cost. Consequently, these
share issuances have the effect of increasing the Group's
structural foreign currency pasition.

The tables below set out the Group's structural foreign currency exposures.

Structural

Net investments Net foraign

in foreign imvestment currency

operations hadges  exposurgs

2007 £m £m £m
US dallar 14,819 2,844 31,975
Euro 46,629 41,220 5409
Swiss franc 910 863 47
Chinese RMB 2,600 1,938 662
Brazilian real 3,785 — 3.755
Otner non-sterling 2,995 875 2,120

71,708 47,740 23,968

o

US dotlar 15,038 5,278 9,753

Euro 3.059 3,605 1.363

Swiss franc 262 457 3

Chinese RMB 3013 — 3012

Other non-sterling 1z 107 ]
21,702 7.538 14,104

The exposure in Chinese RMB arises from the Group's strategic investment in Bank of China.

Retrans!ation gains and losses on the Group's net investments
in operations togethar with those on instruments hedging these
investments are recognised directly in equity. Changes in
foreign currency exchange rates will affect equity in propartion
to the structural foreign currency exposure. A five percent
strengthening of forelgn currencies would resuit in a loss of
£1,140 million {2006 - £670 million} recognised in equity. A five
percent weakening of foreign currencies would result in a gain
of £1,200 million (2006 - £710 million) recognised in equity.
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Equiy nish

Nen-trading equity positions can result in changes in the
Group’s nen-trading income and reserves arising from
changes in equity prices/income.

The types, nature and amounis of exchange-traded exposures,
private equity exposures, ang other expasures vary significantly,
Such expesures may take the form of listed and unlisted equity
shares, equity warrants and options, linked equity fund
investments, private equity and venture capital investiments,
preference shares classifled as equity and capital stock in the
Federal Home Loans Bank and Federal Reserve Bank.




Insurance risk

The Group is exposed to insurance risk, either directly through
its businesses or through using insurance as a tool 1o reduce
other risk exposures.

Insurance risk is the risk of fluctuations in the timing, frequency
or severity of insured events. relative to the expectations of the
Group at the time of underwriting.

HEYS

The Group manages underwriting and pricing risk through the
use of underwriting guidelines which detaii the class, nature
and type of business that may be accepted; pricing policies
by product line and by brand; and centralised control of policy

Urcerwnting and pnei

Claims managament rish

The risk that claims are handled or paid inappropriately is
managed using a range of T system controls and manual
processes concducted by experienced staff, These, together
with a range of detailed peficies and procedures ensure that
all claims are handled in a timely, appropriate and accuraie
manner,

Ransurance nisk

Reinsurance is used 1o protect against the impact of major
catastrophic events or unforeseen volumes of, or adverse
trends in, large individual claims and to transfer risk that is
outside the Group's current risk appetite,

wordings and any subsequent changes.

Reserving Hsk

Reinsurance of risks apove the Group's risk appetite is only
effective if the reinsurance premium makes economic sense
and the counterparty is financially secure. Acceptable
reinsurers are rated A- or better unless specifically authorised.

Reserving risk relates to both premiums and claims, It is the risk that reserves are assessed incorrectly such that insufficient funds
have been retained to pay or handle claims as the amounts fal! due. Claims development data provides information on the historical

pattern of reserving risk.

Accident yoar e

004 2005 2006 2007 Total

Insurance claims - gross £m £m £m £m £m £m Em

Esii G
At end of accident year 3,013 3,658 3,710 4,265 4,269 4621 23,536
One year later 91 {14Q) {188) 82) (275) — (802}
Two years later 1 (108) (88) {147) - — (340)
Three years later (12) (59) (85) — — —_ (152}
Four years later 17 47 — — — — (84)
..Live years later (19) - - — - bt (19)
Current estimate of cumulative claims 3057 3,310 3,351 4,026 3,808 EE2T 22,359
Cumuilative paymenis to date {2,893) (2,972) {2,825) (3,272) (2,947) (2,306) (17,215}
164 338 506 754 1,047 2315 5144
Liabillity in respect of prior years 202
Claims handling costs 120
Gross general insurance claims liabitity 5,466
Accident year
2002 2003 2004 2005 2006 2007 Total
e claims — net of reinsurancs £m £m £m Em £m £m Em
of ulimate Gaims cosis,

At end of accident year 2,584 3.215 3514 4,168 4,215 4,572 22,268
One year later 59 (106) (168) {67} (261) — {543)
Two years later (12} (103) (90) (161) — — (366)
Three years later (3 {53) (81) — — — {137)
Four years later 21 {44) — — — — (65)
__Five years later (24) — — — — — (24)
Current estimate of cumulative claims 2,583 2,900 3,175 3,940 3,954 4572 21,133
Cumulative payments to date (2,473)  (2648) (2721 (3.,226) {2,771y (2,379) (16.218)
i S T 110 7 7281 - 4*5‘2* 714 7??15"3% éT? éé 7*#47.9715"

Liability in respect of prior years 168
Claims handling costs 120
Net general insurance claims liabiiy N - 5,203
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Notes on the accounts continued

31 Risk management jcontinued}

Claims reserves

It is the Group's policy to hold undiscounted claims reserves
(including reserves 1o cover claims which have been incurred
but not reported (IBNR reserves)) for all classes at a sufficient
leves to meet all liabilities as they fall due.

The Group's focus is on high volume and relatively
straightforward products, for example home and motor. This

tacilitates the generation of comprehensive underwriting and
ctaims data, which are used to accurately price and maonitor
the risks accepted.

The following table indicates the diversity of risks underwritien
and the corresponding loss ratios for each major class of
business, gross and net of reinsurance.

2007 s 005

Earned Claims Loss Earcd Loes Egren

pramiums incurred ralo LFUAT LTS P feseaiiig
. _Ern_ - __E_m________ % Lo 5 oo ey
Residential property Gross 1,087 804 82 1,121 56 i.0%3 55
Net 1,020 878 86 1.0G1 59 1.037 55
Personal motor Gross 3,254 2.616 80 338 B84 3312 7a
Met 3,161 2,560 81 3,279 85 3257 80
Commercial property Gross 211 116 55 218 37 212 38
Net 191 115 60 168 33 183 44
Commercial motor Gross 142 107 75 an G9 102 53
Net 133 107 80 &8 [t} a8 46
Other Gross 851 337 40 B42 a7 &H3 653
o Net 839 340 41 B33 49 w87
Total Gross 5,545 4,070 73 £.855 7t 5577 70
Net 5,344 4,000 75 5,409 73 5.8 71

The Group has no interest rate exposure from general insurance liabilites because provisions for claims under short-term insurance

contracts are not discounted.

Frequency and severily of speaific nsks and

saurces of unceriainty

Most general insurance contracts are written on an annual
basis, which means that the Group's liability extends for a 12
manth period, after which the Group is entitled to decling or
renew or can impose renewal terms by amending the
premium, terms and conditions, or both,

The frequency and severity of claims and the sources of
uncertainty for the key classes that the Group is exposed
{o are as follows:

2] Moior msurance contracts {private and commercial)
Claims experience is quite variable, due to a wide range
of factors, but the principal ones are age, sex and driving
experience of the driver, type and nature of vehicle, use of
vehicle and area.

There are many sources of uncertainty that will affect the
Group's experience under motor insurance, incfuding
operational risk, reserving risk, premium rates not maiching
claims inflation rates, the weather, the social, economic and
legislative envirenment and reinsurance failure risk,
b} Properiv insurance contracls (residential and commiereial)
The maijor causes of claims for property insurance are
theft, flood, escape of water, fire, storm, subsidence and
various types of accidental damage.
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The major source of uncertainty in the Group's property
accounts is the volatility of weather Weather in the UK can
affect most of the above perils. Over a longer peried, the
strength of the economy is also a factor

Other commerclal msurance contracts

Other commercial claims come mainly from business
interruption and loss arising from the negligence of the
insured (liability insurance). Business interruption losses
come from the loss of income, revenue and/or profit as a
result of property damage claims. Liability insurance
includes employers lizbility and public/products liability.
Liability insurance is written on an occurrence basis, and is
subject to claims that are identified over a substantial
period of time, but where the loss event occurred during
the life of the policy.

Fluctuations in the social and economic climate are a
source of uncertainty in the Group's business interruption
and general liability accounts, Qther sources of uncertainty
ara changes in the law, or its interpretation, and reserving
risk. Other uncertainties are significant events (for example
terrorist attacks) and any emerging new heads of damage
or types of claim that are not envisaged when the policy is
written.



Life bus ness

The Group’s three UK regulated life companies, National
Westminster Life Assurance Limited, Royal Scottish Assurance
plc ("RSA") and Direct Line Life Insurance Company Limited,
are required to meet minimum cagital requirements at all times
under the Financial Service Authority’s Prudential Sourcebook.
The capital rescurces covering the regulatory requirement are
not transferable 10 other areas of the Group. To ensure that the
capital requirement is satisfied at all times, each company
holds an additional voluntary buffer above the regulatory
minimum.

The Group is not exposed 1o price. currency, credit, or interest
risk on unit linked life contracts but it is exposed to variation in
management fees. A decrease of 10% in the value of the
assets would reduce the asset management fees by £2 million
per annum (2006 - £5 million). The Group aiso writes
insurance contracts with minimum guaranteed death benefits

.5§§E|mphuns

that expose it to the risk that declines in the value of underlying
investments may increase the Group's net exposure to death
risk.

The Group’s long-term assurance contracts include whole-life,
term assurance, endowment assurances, flexible whole life,
pension and annuity cantracts that are expected to remain in
force for an extended period of time.

Contracts under which the Group does not accept significant
Insurance risk are classified as investment contracts. Long
term business provisions are calculated in accordance with
the UK accounting standard FRS 27 'Life Assurance’.

Estimations {assumptions) including future mariality, morbidity,
persistency and levels of expenses are made in calcutating
actuarial reserves. Key metrics include:

Europa UK
2007 2007 2008 TRt

Valuation interest rate
Term assurance
Interest
Unit growth

Expense inflation_

300%  300%  2.85%
406%  300%  300%  2.85%
538%  3.50%  350%  2.85%
300%  400%  400%  400%

Sample UK mortality rates, expressed as deaths per million per annum, for term assurance products {age 40).

Martality
Male non-smoker 810 M7 470
Male smoker 1,830 983 893
Female non-smaker 460 278 253
Female smoker 1,310 B8 563

In 2007 the Group moved from the UK 80 series to the 00 series for mortality. in Europe there is an aggregate mortality rate of 1,117

deaths per millior per annum (aged 40).

Expenses:
Pre-2000 producis — RSA

Lifestyle protection plén
Mortgage savings plan

Pre-2000 products - NatWest Life

2007 2000 O
Par annmum  far ABUM DT 40T

£25.18  £28.95 L2081
__ES667 £A55 G705

Term assurances
Single premium unit-linked bonrds

Past-200G products

@W

)

£26.01 L2680 £2
2

5.7
£2317 _ £23.17 £33

Term assurances
Guaranteed bonds
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Notes on the accounts continued

38

31 Risk management {continued)
Frequency and severily of claims - for contracts where death
is the insured risk, the most significant factors that could
increase the overali frequency of claims are epidemics or
widespread changes in lifestyle, resulting in earlier or more
claims than expected.

For contracts where survival is the insured risk, the most
significant factor is continued improvement in medical science
and social conditions that would increase longevity.

Imeresl rate and mveslmem return

Descripuen of sensivily factor appl

Change in marke! inmerest rates of +1%.

For contracts with fixed and guaranteed benefits and fixed
future premiums, there are no mitigating terms and canditions
that reduce the insurance risk accepted. Participating
contracts can result in a significant portion of the insurance
risk being shared with the insureg party.

Sources of uncertainty in the estimation of future benefit
payments and premium receipts - the Groug uses base tables
of standard mortality appropriate to the type of contract being
written and the territory in which the insured person resides.
These are adjusted to reflect the Group’s experience, mortality
improvements and voluntary termination behaviour,

The test allows consistently for simiiar changes to investment returns and
movements in the market value of backing fixed interest securities.
Expenses Increase in maintenance expenses of 10%

Assurance mortality/morbidity
Annuitant mortality

Increase in mortality/merbidity rates for assurance contracts of 5%
Reduction in mortality rates for annuity contracts of 5%

The above UK sensitivity factars are applied via actuarial and statistical models, with the following impact on the financial staterents.

Impact on profit and equlty
2007
Risk factor by £m £
Interest rates +1% {18} (19}
Interest rales ~1% 15 23
Expenses +10% (5) {9)
Assurance mortality/morbidity +5% 8 GH

Annuitant mortality

5% —

the effect of a change in a key UK assumnpticn whilst other
assumptions remain unaffected (assumptions refated to ABN
AMRQ are not material). in reality, such an occurrence is
unlikely, due to correlation between the assumptions and other
factors. it should alsc be noled that these sensitivities are non-

RBS Group + Annual Report and Accounts 2007

ity analysis: the above tables demonstrate

linear, and larger or smaller imgpacts should not be interpolated
or extrapolated from these results. The sensitivity analyses do
not take inio consideration that assets and liabilities are
actively managed and may vary at the time that any actual
market movement oceurs.



32 Capital resourcos

The Group's regulatory capital resources at 31 December in accordance with Financial Services Autharity ('FSA) definitions were as

follows:

Compnsitlon of regulatory capital
Tier 1 capital:
Qwners' equity and minority interests

2007 i)
£m 7 e

88,311 41,700

inncvative tier 1 securities and preference shares transferred from subordinated liabilites 6.919 4,800

Goodwill capitalised and other intangible assets
Regulatory and other adjustments
Total qualifying tier 1 capital

Tier 2 capital:

Unrealised gains on available-for-sale eguities
Collective impairment allowances, net of taxes
Qualitying subordinated debt

Minerity and other interests in tier 2 capital

(48,492) (18,904)
{2374) 2,345

44364 30041

3,115 3790

2,582 2,267
27,681 21,02

315 41

4

Total qualifying tier 2 capital

33,693 27,491

Tatal qualifying tier 3 capital

Supervisory deductions:
Unconsolidated investments

200_ -

Investments in other banks 463 5,203
Other deductions 9,523 1,310
Total regulatory capital 67.974 46,5948

It is the Group's policy to maintain a strong capital base, to
expand it as appropriate and to utilise it efficiently throughout
its activities io optimise the return 10 shareholders white
maintaining a prudent relationship between the capital base
and the underlying risks of the business. In carrying out this
palicy, the Group has regard to the supervisery requirements
of the FSA. The FSA uses Risk Asset Ratio (*RAR") as a
measure of capital adequacy in the UK banking sector,
comparing a bank's capital resources with its risk-weighted
assets (the assets and off-balance sheet exposures are

RBS Group » Annual Report and Accounts 2007

‘weighted' ta reflect the inherent credit and other risks); by
international agreement, the RAR should be not less than 8%
with a tier 1 component of not iess than 4%. The Group has
complied with the FSAs capital requirements throughout

the year.

A number of subsidiaries and sub-groups within the Group,
principally banking and insurance entities, are subject to
various Individual regulatory capital requirements in the UK
and cverseas.
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Notes on the accounts continued

33 Memorandum items

Contingent lapiities and commiimentis

The amounts shown in the table below are intended only to provide an incication of the volume of business outstanding at
31 December. Although the Group is exposed to ¢redit risk in the event of non-performance of the obligations undertaken by
customers, the amounts shown do not, and are not intendad to, provide any indication of the Group's expectation of future losses.

g
Contingent liabilities:
Guarantees and assets pledged as collateral security
Other contingent fiabilites o
Commitments:
Undrawn formal standby facilities, credit lines and

other commitments to lend

Mera than Mare than
1 yearbut 3 years but
Lass than tess than less than Qvar
1 year 3 yaars. 5 yoars 5 yoars 2007 2HE
£m £m £m £m £m £n

27,843 5626 2226 10646 46441 10725
7954 2073 1456 3996 15479 9.2
35,807 7,699 3682 14642 61,920 13.%6

- less than one year 184,791 — - — 184,791 140,742
~one year and over 16,456 38,966 58,405 37,070 150,897 103813
QOther commitments 2.001 324 165 1 2,491 2,402
203,248 39200 58570 37,071 338,179 2459047

Banking commitments and contingent coligations, which have
been entered into on behalf of customers and for which there
are carresponding obligations from customers, are not
included in assets and liabilities. The Group's maximum
axposure to credit [oss, in the event of non-performance by the
other party and where ali counterclaims, collateral or security
proves valueless, is represented by the contractual nominal
amount of these instruments ircluded in the table. These
commitments and contingent ebligations are subject to the
Group's normal credit approval processes.

Contingent lanlities

Guarantees - the Group gives guarantees on behalf of
customers. A financial guarantee represents an irrevocable
undertaking that the Group will meet a customer's obligations
1o third parties if the customer fails to do so. The maximum
amount that the Group could be required to pay under a
guarantee is ils principal amount as disclosed in the table
above. The Group expects most guaraniees it provides 1o
expire unused.

Other contingent liabilities — these include standby letters of
credit, supporting customer debt issues and contingent
[fabilities relating to customer trading activities such as those
arising from performance and customs bonds, warranties and
Indemnities.
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Commytnients

Commiiments {0 lend - under a loan commitment the Group
agrees to make funds available to a customer in the future.
Loan commitments, which are usually for a specified teren may
be unconditionally cancellable or may persist, provided all
conditions In the Joan facility are satisfied or waived.
Commitments 1o lend include commercial standby facilities and
credit lines, liquidity facilities to commercial paper conduits
and unutilised overdraft facilities.

QOther commitments - these include documentary credits,
which are commercial letters of credit providing for payment
by the Group to a named beneficlary against presentation of
specified documents, forward asset purchases, forward
deposits placed and undrawn note issuance and revolving
underwriting facilities, and other short-term trade related
transactions.



Regulatory enquiies and mvestigal.ons

In the normal course of business the Group and its subsidiaries
co-operate with regulatory authorities in various jurisdictions

in their enguiries ar investigations intc alleged or possible
breaches of regulations.

As previously disclosed by ABN AMRO, the United States
Department of Justice has been conducting a criminal
investigation into ABN AMRQ's dollar clearing activities, Office
of Foreign Assets Control compliance procedures and other
Bank Secrecy Act compliance matters, ABN AMRO has
cooperated and continues to cooperate fully with the
investigation. Prior to the acquisition by the Group, ABN AMRO
had reached an agreement in principle with the Department of
Justice that would resolve all presently known aspects of the
ongoing investigation by way of a Deferred Prosecution
Agreement in return for a settlement payment by ABN AMRO
of US$500 million {which amount was accrued by ABN AMRO
in its interim financial statements for the six months ended 30
June 2007). Negotigtions are continuing io enable a written
agreement 10 be concluded.

Certain of the Group's subsidiaries have received requests for
information from varicus US governmental agencies and self-
regulatory organisations including in connection with sub-prime
mortgages and securitisations, collateralised debt obligations
and synthetic products related (¢ sub-prime mortgages. The
Group and its subsidiaries are cooperating with these various
requests for information and investigations.

Trustee and ather Fdugiary acivitiss

In its capacity as trustee or other fiduciary role, the Group
may hold or place assets on behalf of individuals, trusts,
companies, pensicn schemes and oihers. The assets and their
income are not included in the Group's financial statements.
The Group earned fee income of £695 million (2006 - £472
million; 2005 - £365 million) from these activities.
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Lingaton

Proceedings, including consolidated class actions on behalf of
farmer Enron securities holders, have been brought in the
United States against a large number of defendants, including
the Group, following the collapse of Enron. The claims against
the Group could be significant; the class plaintiff's position is
that each defendant is responsible for an entire aggregate
damage amount less setilements - they have not quantified
claimed damages against the Group in particu'ar. The Group
considers that it has substantial and credible Jegal and factual
defences to these claims and will continue to defend them
vigorously. Recent Supreme Court and Fifth Circuit decisions
provide further support for the Group's position. The Group is
unable reliably to estimate the liability, if any, that might arise or
its effect on the Group's consalfidated net assets, its operating
results or cash flows in any particular period.

On 27 July 2007, foliowing discussions between the Office of
Fair Trading {'OFT", the Financial Ombudsman Service, the
Financial Services Authority and alf the major UK banks
(including the Grougp} in the first half of 2007, the OFT issued
proceedings in a test case against the banks including the
Group to determine the legal status and enforceability of
certain charges relating to unauthorised overdrafts. The
hearing of the test case commenced on 17 January 2008. The
Group maintains that its charges are {air and enforceable and
is defending its position vigorously. It cannot, however, at this
stage predict with any certainty the outcome of the test case
and is unable reliably 1o estimate the liability, if any, that may
arise or its effect on the Group’s consolidated net assets,
operating results or cash flows in any parlicular period.

Members of the Group are engaged in other litigation in the
United Kingdom and a number of overseas jurisdictions,
including the United States, involving claims by and against
them arising in the ordinary course of business. The Group has
reviewed these other actual, threatened and known potential
claims and proceedings and, after consulting with its legal
advisers, does not expect that the outcome of these other
claims and proceedings will have a material adverse effect on
its consolidated net assets, operating results or cash flows in
any particular period.

Additionat contingent liabiiities arise in the normal course of

the Group's business. It is not anticipated that any material loss
will arise from these transactions.
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Notes on the accounts continued

02

34 Net cash inflow from operating activities

CReun o

2007 2U06 2085

o . N e . £m e — i
Operating profit before tax 9,900 9,188 . 3,586 1.832
(Increase)/decrease in prepayments and accrued income {662) 322 16 - 4
Interest on subordinated liabilities 1,542 3 2 52} 533
(Decrease)fincrease in accruals and deferred income (818) pels {27y 8
Provisions for impairment losses 2,128 7 —
Loans and advances written-off net of recoveries (1.781) {1826  {1.E70) — -

Unwind of discount cn impairment losses (166) {142} {144} —_ —
Profit on sale of property, plant and eguipment (741) {218 [C2) — — —
{Profit)/loss on sale of subsidiaries and associates {67) {44} A — — —
Profit on sale of securities (544) {369 i€67) — -— —
Charge for defined benefit pension schemes 489 580 462 — e s
Cash contribution to defined benefit pension schemes (599) {536 i457) — — —
Other provisions utilised (211} +2) —_ - —
Depreciation and amortisation 1,970 P B7H —_— e e
Elimination of foreign exchange differences (10,282} (58} (22 {30
Other non-cash items (373) 2 2 {1161
Net cash (outfiow)iinflow from trading activities T oq21E) (8570 2785 4002 2381
{Increase)/decrease in loans and advances to banks and customers (80,829) ¢ 1 ) {8) 345 13}
Increase in securities (26,167) {16703 —_ — e
(Increase)/decrease in other assets {384) &7t {2,360 — Z o
(Increase)/decrease in derivative assets {134,356) {21.018} (5,758) {173) £S 50
Changes in operating assels {251,7385) ;o {73,758) (181) 403 44
Increase/{decrease) in deposits by barks and customers 81,645 32424 4677 {(183) 832
Increase in insurance liabilities 2,708 G20 — —_ —_
Increase/{decrease) in debt securities in issue 59,735 24147 10,836 (B03) 1,328
(Decrease)/increase in other liabilities (1.036) 14 {35}
Increase/{decrease) in derivative liabilities 128,874 42 96
Increase in settiement balances and short positions 8,073 —

Changes in operating lfabifities ' 79997 ey T 200d
Total income taxes {paid)/received (2,442) 154 {18y
Net cash inflow from operating activities 25,604 3648 4,413
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European banking group based in the Netherands with
subsidiaries that undertake commercial banking operations,
imvestment banking and other related {inancial activities. The
previsional fair values of ABN AMRO’s assets and liabilities at
the date of acquisition and the consideration paid were as
follows:

35 Analysis of the net investment in business interests
and intangible assets

{a) Acguisition of ABMN AMRC
On 17 October 2007, the Group, through its subsidiary RFS
Holdings 8.V. {RFS’), acquired 99% of the ordinary shares of
ABN AMRO Holding N.V,, the holding company of a major

)]

Pre-acguisiticn Pravisional  Recognised
carrying Disposal fair value acquiston
amaunls proups (1) adustmants (2) values (2)
£m £m £m £m
Cash and balances at central banks 7.263 (1886) — 7,077
Loans and advances 1o banks 120,120 (3.646) — 116474
Loans and advances to customers 314,287 {26,158) (1.843) 286,286
Treasury and other eligible bills and debt and equity securities 166,018 (3.804) — 162,214
Derivatives 86,695 (322) — 86,373
Intangible assets 4,239 (3,522) 4,282 4,999
Property, plant and equipment 2,082 (747) 175 1,490
Other assets 32,710 (7} 1,357 34,060
Assets of disposal groups o 2987 38,392 787 42,166
Deposits by banks (160,806) 2,808 (321) (158,419)
Customer accounts (253,583) 13,786 (152) (239,949)
Debt securities in issue (134,830} 5,937 776 (127.917)
Settlemnent balances and short positions (44,748) 36 — (44,712)
Derivatives {85,491) 417 —  (85074)
Subordinated liabilities (11,748} B68 B85 (10,195)
Other liabilities {21,268) 271 (1.814) (22,811)
Liabilitles of disposal groups o (2,377) (24,123) —  (26,500)
Net identifiable assets and liabildes - 21630 —~ 3932 25562
Minority interests (242)
Goodwill an acquisition @) 23,255
Consideration 48,575
Satisfied by:
Issue of 531 million ardinary shares of the company @ 2,719
Cash 45,786
Fees and expenses relating to the acquisition 70
Consideration 48,575
MNet cash:
Cash consideration 45,856
Cash acquired {60,093)
14,237

Notes:

Following an agreement betwean Santander and Banca Monts dai Paschi i Siena S.p.A., it was announced on 10 Novambar 2007 that Banca Antorvenets SpA., exchuding its
subsidiary Interbanca will b s0kd by ABN AMRO & Banca Monta dsi Paschi di Siena S.p.A. for considoration of €2 billion (6.8 bilkon), The sala of ABN AMRO's asset
management businass 1o Fortis recened approva! from the Managing Board of ABN AMRO on 23 Novembar 2007. Thase busingsses and ABN AMRO's private equity business
have besn classified as disposal groups on the acquisiton of ABN AMRO. In addition, under the terms of the Consorlium and Sharaholders’ AGreemant, Consorium members
olher than tha Group have agread 10 seguire, In dua course, various ABN AMRO businesses Including operations in Brazil, the commerclal and retail busingsses in tha Netherlands,

tha private clients business and Intarbanca.

(2) Tha initlal accounting for tha acquisibon has been dolermined provisicnally because of its compiaxity and the limiled time availabio betwoen the acquisition and the preparation

of thesa firancial statements.

{3) Goodwil arising on the acquisition Is altributable to anlicipated cosl and reverue synergies and long-term earnings patantal of the acquired businesses.

(4) Valued al an average price of 512p per crdinary 25p share based on lhe closing price on the trading day Immadiately priot to 1he date of exchange.

{5) ABN AMRO mada a loss for the perlod since ity acquisition of £123 milior, of whick £136 milion was allibutable Lo discontinued operabions.
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‘ Notes on the accounts continued

35 Analysis of the net investment in buginess interests and intangible assets (continuad)

b} Olher acquisrions and disposals

Group

2007 2006 S

‘ Em Ln [
Fair value given for businesses acquired (280) (21} (8%)

i Cash and cash equivalents acguired 5 — —_
: MNon-cash consideraticn —_ — 10
i Net outflow of cash in respect of purchases (275) (21} {7d
1 Cash and cash equivalents in businesses sold 21 229 10
Other assels sold 16 36 208

Nen-cash consideration (2 (3] {30)

‘ Profit/{loss) on disposal 67 44 a0
Net inflow of cash in respect of disposals 102 306 108

' Dividends received from joint ventures T ' R T " 16
‘ Cash expenditure on intangible assets (435) (379) (3455
Net outflow (597) (G3) {266)

Excluding the impact of the amortisation of fair value adjustments and funding costs, it is estimated that the Group would have
reported total income of £40.7 billion and profit after tax from continuing cperations for the year of £9.2 billion had all acquisitions
occurred on 1 January 2007.

36 Interest received and paid

Gring Crntgrany
2007 pt Uy ki 2007 F ]
e s £€m for L £m i
Interest received 32,720 24381 21,808 457 594 4
Interest paid (18,976) (14,656) {11,878} {746) {632) (7043
13,744 9,725 9,730 {289) (33) (218}
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37 Analysis of changes in financing during the year

Group

Calrpany

Share cap:tal,
share premium
and pa:g-in equity

2007 SUAR 2007 208

Subord:nated flabilites

Share capital,
sharg pramiym
and pald-in equity

2007 AR 2007 Znne

Subcrdinated labilities

£m [ £m fm £m Em £m Lm
At t January 13,297 12603 27,654 28274 13297 12803 8,194 9.242
Issue of ordinary shares 77 L5 77 104
Issue of other equity securities 4,673 67 4,673 671
Repurchase of ordinary shares — {3043 —_ {394)
Net proceeds from issue of
subordinated liabilities 1,018 3,027 — 399
Repayment of subordinated liabilities (1,708)  (1.318) _ B . (489} (ha7)
Net cash inflow/(outflow) from financing 4750 381 (690) 1709 4750 391 (469) {148)
Acquisition of subsidiaries 2719 e 10,195 e 2,719 — — —
Currency translation and other adjustments 159 3 820 (2% 188 33 18 (900)
At3tDecember 20825 13207 37,979 20825 13297 7,743 80104
38 Analysis of cash and cash equivalents
D) TRArpEry
2007 2066 VI 2007 2000 200
. £m _ i:m fin £m 10 £nt
Al 1 January
-cash 28,378 25475 23723 11 30 80
- cash equivalents 43,273 27073 28298 646 1,098 248
Acquisition of subsidiaries 60,098 — — — —_ —_
Net cash inflow/{outflow) 17,206 19,102 25828 916 {459y 817
Al 31 December 148,955 71,661 50540 1,573 GR7 1,178
Comprising:
Cash and ba'ances at centrat banks 17.428 5782 4,458 — — —
Treasury bills and debt securities 6.818 1.596 995 — — —
Loans and advances 1o banks 124,709 84363 47095 1573 657 1128
Cash and cash equivalents 148,955 71.651 52,549 1,573 B57 1,126

Certain subsidiary undertakings are required to maintain balances with the Bank of England which, at 31 December 2007, amounted
to £439 million (2006 — £369 million). Certain subsidiary undertakings are required by law 1o maintain reserve balances with the Federal
Reserve Bank in the US. Such reserve balances amounted to US$1 million at 31 December 2007 {2006 — US$13 million}. ABN AMRO

had mandatory reserve deposits of €6 millien at 31 December 2007.
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Notes on the accounts continued

39 Sogmental analysis
{a) Divisions + Citizens is engaged in retail and corporate banking activities

J6

The directors manage the Group primarily by class of
business and present the segmental analysis on that basis.
The Group's activities are organised as follows:

Global Banking & Markets is a leading banking partrer to
major corporations and financial institutions around the world,
praviding an extensive range of debt financing, risk
managemert and investrment services 1o its cusiomers,

RFS Holdings excluding minonty interest comprises those
aciivities of ABN AMRO that are attributable to the Group
including investment banking, international cash payments
and trade finance.

UK Corporate Banking provides banking, finance and risk
management services to UK corporate customers. Through
its network of refationship managers across the country it
distributes the full range of Corporate Markets' products and
services o companies.

Retail comprises both the Royal Bank and NatWes! retail
brands, and a number of direct providers offering a full
range of banking products and related financial services to
the persanal, premium and small business markets across
several distribution channels. Retail aiso includes the Group's
non-branch based retall business, such as Tesco Personal
Finance, that issues a comprehensive range of credit and
charge cards to personal and corporate customers and
provides card processing services for retail businesses.

Wealth Management provices private banking and
investment services to its glabal clients through Coutts
Group, Adam & Company, The Royal Bank of Scotland
International and Natwest Offshore.

ister Bank Group brings together the Uister Bank and First
Active businesses. Retail Markets serves personal customers
through both brands and Cerporate Markets caters for the
banking needs of business and corporate customers.
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through iis branch network in 13 states in the United States
and through non-branch offices in other states. Citizens
includes the two banks, RBS Citizens, NA and Citizens Bank
of Pennsylvania. Citizens also includes RBS Lynk, our
merchant acquiring business, and Kroger Personal Finance,
the credit card joint venture with the second largest US
supermarket group.

RBS Insurance sells and underwrites retail and SME
insurance over the telephone and internet, as well as through
brokers and partnerships. Direct Ling, Churchilt and Privilege
sell general insurance products direct to the customer.
Through its International Division, RBS Insurance sells
general insurance, mainly motor, in Spain, Germany and laly.
The intermediary and Broker Division sells general insurance
products through independent brokears.

Manufacturing supports the customer-facing businesses and
provides operational technology, customer support in
telephony, account management, lending and money
tfransmission, global purchasing, property and other services.

RFS Holdings minority interest comprises those activities of
ABN AMRQ that are attributable to the other consortium
banks including retail banking in the Netherlands and Brazil.

Segments charge market prices for services rendered to
other parts of the Group with the exception of Manufacturing
and central items. The expenditure incurred by
Manufacturing relates to costs principally in respect of the
Group's banking and insurance cperations in the UK and
Ireland. These costs reflect activities that are shared between
tha various customer-facing divisions. These shared costs
and refated assets and liabilities are net allecated to divisions
in the day-to-day management of the businesses but are
allocated to customer-facing divisions for financial reporting
purposes on a basis the directors consider to be reasonable.
Funding charges between segments are determined by
Group Treasury, having regard to commercial demands. The
results of each division before amortisation of purchased
intangible assets, integration costs and net gain on sale of
strategic imvestments and subsidiaries, and where
appropriate, allocation of Manufacturing costs {‘Contribution’)
and after allocation of Manufacturing costs (‘Operating profit
before tax’) are shown below.



Grup

Operating
axpenses
Net and Deprociation Allocation ol Operating
interest  Non-interest insurance and  Impairmant Manufacluring profit
lncoma incoma Total clams  emortsation losses  Contribution costs  befors tax
2007 £m £m £m £m £m £m £m £m N fml
Glopal Banking & Markets 1,049 5511 6,580 {2,254) {455) (39) 3.832 {145) 3,687
RFS Holdings excluding
minority inferest 275 539 814 {816) {48) (65) (115) — {115)
UK Carporate Banking 2,260 1,482 3,742 (836) (328) {180} 2,398 437y 1,961
Retail 4,19 3.571 7.762 (2.468) 25y  {1.196) 4,073 (1,603) 2470
Wealth Management 569 458 1,028 (455) 1) (4) 558 {145) 413
Ulster Bank 923 374 1,287 (437} {24) (104) 732 {219) 513
Citizens 1,975 1,147 3,122 {1,340} (118} (341 1,323 — 1,323
RBS Insurance 611 5,045 5,656 (4,708) {46} — 202 (219) 683
Manufacturing {175) 36 (139)  (2.223) {552) — {2,914) 2914 s
Central items {154} (174) (328) (4386) 15 n {750} (148) {896}
RFS Holdings minority interest 1,144 437 1,581 (1.056) (84y  (188) 243 = — 243
12,668 18,447 31,115  (17,029) {1,676} (2,128 10,282 -— 10,282
Amortisation of intangibles — — — {40) (234) e (274 — (274)
Integration cost - —_ — {48) (60) —_— (108} — {108)
12,668 18,447 31115 (17.117)  {(1.970) (2,128} 9,900 — 9,800
Z00s
Global Banking & Markets 1.113 5,718 8.831 {2,351) 472 (B5} 3.4623 (1441 3,779
UK Corporate Banking 2115 1,347 3,482 {742) (338 {189 2,183 831y 5,782
Retail 4,108 3,458 7,568 {2,396} {3k (1.9 3,830 {1.580) 2,250
Wealth Management 4498 393 889 413) {11 {n 452 (14) 318
Uister Bank Bi2 3 1125 (364} (21) {10:4) 836 {218) 421
Citizens 2,065 1,232 3.317 {1,3487 {156) (181} 1.582 —_— 1,542
RBS Insurance 511 5163 5579 (4,671} {44) — 964 {215 744
Manufacturing {174} 45 29 (502 (520) o {2,872 2872 —
Central items o A7) {265) [738) {552} 24 (8} {1,304} {1450 {1,447}
10506 17406 28000 (15,1421 (1.G6R)  (1.678) 9414 — T adte
Amorlisation of intangibles —_ —_ — — (94) — (94) . (94)
Integration costs — —_ - {118) (16) e {13d) — {134}
10,5986 17.A06 28,082 (15.260) (1,678) {1.878) 9,168 — 2.186
2003
Global Banking & Markets 1.035 4,583 56818 {1514 473} (1390 302 (1391 3083
UK Corporate Banking 1,908 1,265 3.172 {5486) {313) (198) 1,987 di8)y  1.571
Retail 3,965 3,333 7,293 {2,393) 39 {1.135) 3,733 {15260 2,207
Wealth Management 430 345 THd {369) {14) {13) 388 {13 49
Ulster Bank T3 290 1,003 (314) {23 (95) 569 {208) g1
Citizens 2,122 142 3,264 (1.307) (151) {131} 1,575 - 1.575
RBS insurance 481 5028 5,468 4,527} {27) - 935 {208} 7T
Manufacturing {169} 50 {119)  {£,134) (523) — (2.776) 2778 -
Centralitems o (B84)  (388)  (940) @19 5 2 0382 {140) (1493
9918 15857 25369 (14023 (1.588) {1,707 8,257 — 8257
Amartisation of intangibles e - — (97) — {97} — 97}
Integration costs (318) (1400 458y - (458)
Net gain on sale of strategic
investments and subsidiaries — 333 333 feikch] — — 240 — 240
) 9,918 15080 Z5802 (144348} {1825 (1L707y 7GR 7.a3
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Notes on the accounts continued

39 Segmental analysis (conlinued)

2007 o . B
.
External segment Total Extorrn £ Taln
Total revanue £m Em £m £ £ £
Global Banking & Markets 12,512 9,614 22,126 11,414 10057 850 3623 12124
RFS Holdings excluding
minarity interest 2,845 399 3,244 — — — — — —
UK Corporate Banking 7277 44 7.321 3,862 5,880 B0 kLN 3,205
Retalil 12,041 1,895 13,938 12,755 10,808 1.5318 12,214
Wealth Management 922 2,218 3,140 2421 843 1,129 1.972
Ulster Bank 2.841 197 3,038 2857 1,820 150 1,870
Citizens 5,528 —_ 5,528 5a73 4,678 - 4,852
RBS Insurance 6,333 a9 6,422 6447 6194 67 6.861
Manufacturing 41 1 42 o4 e 8 0
Central items 1,013 9,717 10,730 #,169 28 5161 5,189
RFS Holdings minority interest 3114 (399) 2,715 — — —_ -
Eliminations —  (23,775) (23,775) {15.06d) - (1L7ET)
) - 54,467 T 7 54467 hao8s zesze T T —
Net gain on sale of strategic
imvestments T — — E— .
54,467 = B4,46T 44785 N -
Note:
{1) Reverue represents total income included in the income statament grossed-up for interest payabie and fees and cammissions payable.
2007 G [
Inter I tor
External segment Total ; segrne | Teda ol
Total income £m £m £m t oy i i
Global Banking & Markets B,578 (1.998) 6,580 8.502 (1,670 8,631 3,68
RFS Holdings excluding
minonty interest 415 399 814 — — — — — —_
UK Corporate Banking 5,980 (2.238) 3,742 5231 (1,769 ¥ {1.527) K irs
Retail 8,175 (413) 7,762 7,903 (337} {208) 7288
Wealth Management (1.048) 2,074 1,028 1.386 1,040
Ulster Bank 1774 (477) 1.287 {1583 (d?)
Citizens 3,178 (56) 3122 5,368 {82) {69
RBS Insurance 5649 7 5.656 5662 17 {12
Manufacturing (135) {4} {139) {164} 20 {34
Central items (3.433) 3,105 {328) {3,358 2620 1.878
RFS Holdings minarity interest 1,980 (399) 1,581 — — — — — —
R T K [ T LTV Wy i LR RS .
Net gain on sale of strategic
investments s — — — — — 233 — 333
31,115 —  3,M5 28,002 — 28,002 25902 —  Zh9e
Nota:
{1} Segmental resulls lor 2006 and 2005 have been restated (o reflect lransfers of businesses between segmants in 2007,
Rroug
B Cost to
acquira fixad
assats and
Assats - Liabiuties - intangible Costlo
before belore assels — befare acquire

allocation of  Allocaton of  fixed assels
Manufacturing Manufacturing and intangibla

alipcaton of  Allocation of
Manufacturing Manufacturing

allocation of  Allocation af
Manutacturing Manufacturing .
ass assets Asgsets liabilites liabiiites Liabilities assets assots assels

08

2007 £m £m £m Em £m £m £m £m £m
Global Banking & Markets 724,905 267 725,172 658,786 - 658,786 2,208 9 2,299
RFS Holdings excluding

minority interest 533,853 — 533,853 511,486 — 511,486 e — —
UK Corporate Banking 102,728 460 103,188 88,214 — 88214 1,320 131 1,451
Retail 116,755 2,968 119,723 102,145 1,076 103,221 26 480 506
Wealth Management 14,014 189 14,213 34,950 — 34850 33 59 92
Ulster Bank 54,790 255 55,045 44,307 — 44,307 35 77 112
Citizens 80,390 — 80,330 &7.901 —  B7.9M 171 — 171
RBS Insurance 12.439 419 12,858 8,935 — 8,935 92 113 205
Manufacturing 5,375 {5.375) — 1,950 {1.950} — 1,001 {1.001) —
Central items 14,818 807 15,625 74,596 B74 75,470 — 50 50
RFS Holdings minority interest 240,452 — 240452 215,823 — 215823 875 — 875
Group 1,900,519 —71,900,519 1,808,003 1806083 5561 — 551
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Group

Cusiin
aroi faas

Cosllo
AU

Lol 1o
L

Geil tar 1 AaAtin of

Marifactonng Ms

Alpeatirof 8
5 Manlfacturng aed

Aty wibis
4000 Em fin
Global Banking & Markets 493,267 228 485495 144,496 14 2,083
UK Carpcrate Banking 88,694 417 89111 B0.25% 6 1,330
Retail 113,383 3,548 116,929 82931 186 198
Wealth Management 1G5 11,183 29375 19 98
Ulster Bank 265 <470 34534 24 180
Citizens — 8250 84,770 — 203
RBS Insurance 397 12,549 QnNRs 5Hd 137
Manufacturing {5.709) — 1.884 (381} -
Central items 660 15,754 83,563 18 500
Group — 571432 825042 — 4,740
2007 2006
Owners' aquity by division . fm 'm
Global Banking & Markets 11,684 10,745
RFS Holdings excluding minority inlerests 18,162 —
UK Corporate Banking 7.619 6,967
Retalil 5977 G057
Waalth Management 549 4a7
Ulster Bank 2,829 2,960
Citizens 11,001 11.765
RBS Insurance 2,646 2,461
Manufactuning 250 248
Central items (7.579) (1.481)
Grouwp 7T T T T T T T T 53,038 40277
Note:
(%) Segmental resuts for 2006 have been restated to refiect ranslers of busiressas betwoen segments in 2007,
Segmental analysis of goodwill is as follows:
e e ———— — —— o (;ﬂ)u"‘ S ——— - —_— —
Giobal UK oo
Banking & Gorporata Wealth  Ulster RES ABN  Cortral

Markets  Barking Rotall Managamant Bank Gitzans  Insurance AMRO toms Total
At 1 January 2006 3 55 263 137 414 7444 1,084 - 9415 15,823
Currency translation and other acjustments 4 — 8) ") % {304 — — — {824
Disposals — — — {3} — {7} - - —_ (10
At 1 January 2007 T35 85 285 127 405 6533 1,064 = 9415 17889
Currency translation and other adjustments 2 {7) 10 7 38 {(126) " P 1,274 — 1,198
Acquisitions — — — — — 66 — 23,255 — 2332
Transfer between divisions — — (54) — 54 — — — - —
Impairment of goodwill — — (40) — — — — — - {40)
At 31 December 2007 TR 4B AT 136 497 6,473 1,065 24,529 9,415 42,369

B
e
g
E
8
&
K
B
g
a
2
s
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Notes on the accounts continued

39 Segmental analysis (continued)

{b) Geographical segments

The geographical analyses in the tables below have been comgiled on the basis of location of office where the transactions are recorded.

Group
Rest of

UK USA Europe tha Workd Total
2007 f£m £m £m £m m
Total revenue 33,743 8.570 8,140 4,014 54,467
Net interest income 8,350 2,054 1,510 754 12,668
Fees and commissions (net) 3,933 1,176 560 485 6,154
Income from trading activities 1.252 {486) 348 213 1,327
Other operating income 3.844 260 587 166 4,857
Insurance premium income (net of reinsurers’ share) _ 5882 ~ — 525 22 6,109
Total income 22,941 3,004 3.530 1640 31,115
Operating profit before tax 7,761 719 1,136 284 9,900
Total assets 998,088 340,170 421,724 140,537 1,900,519
Total liabilities 962,364 326,499 392,028 128,202 1,809,093
Net assets attributable to equity owners and minority interests 35724 13,671 29696 12,335 91,426
Contingent liabilities and commitments 197,637 85,547 82,316 24,699 400,099
Cost to acquire property, plant and equipment an¢ intangible assets 3.305 238 1,793 225 5,561
BE o e
Total revenue 29,162 9,411 <683 1030 L1286
Net interest income 7.541 2,278 709 68 10,586
Fees and commissions (net) 3,443 1,245 412 94 5194
Income from trading activities 1.585 439 Ut 43 2.675
Other operating income 2,766 285 241 12 3.564
Insurance premium income {net of reinsurers’ share) 5,604 — 360 5973
Total income 20,939 4,757 2,089 217 28,002
OCperating grofit before tax 6.038 2.334 785 29 9,186
Total assets 660,962 201,134 60759 10577  B71.432
Total liabilities 566,492 187,143 58662 13,645 B25922
Net assets atiributable to equity owners and minority interests 21,470 13,991 4,097 5,232 15,4490
Contingent liabilities and commitments 146,627  57.873 13,244 7159 264.903
Cost to acquire property, plant and equipment and intangible assets 3.040 254 1,427 19 4740
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Group

2N
Total revenue

Net interest income 3.4942 0,225 T3 3

Fees and commissions {net) 268 1,100 283 80
income from trading activities 1,763 959 58 5
Other operating income Jeicis 211 403 9

Insurance premium income {net of reinsurers’ share) T L L I
Total income 3,495 1,752 162
QOperating profit before tax 5278 2032 602 4 7936
Total assets 432862 205514 32,203 168,148 776027
Total liagilities 473.88% 191,184 5,527 15.986 704,283
Net assets atiributable to equity owners and mincrity interests 19,381 14,425 3,670 162
Conlingent liabilities and commitments 183,807 51,592 10714 1,184 202107
Cast to acquire property, plant and equipment and intangible assets 3,353 i37 17 0,088

40 Directors’ and key management rernunaration

L ra oty

Non-executive directors — emoluments
Chairman and executive directors — emoluments
— contributions and allowances in respect of defined

3 ) contribution pension schemes o 30
o 17,572
— amounts receivable under long-term incentiva plans 1,839

- gains on exercise of share options 1,474 ;

20,885 34,546

Retirement benefits are accruing to five directors (2006 - five) under defined benefit schemes, one (2006 ~ two) of whom also

accrued benefits under defined contribution schemes.

The executive directors may also participate in the company's executive share option and sharesave schemes and details of their
interests in the company's shares arising from thelr participation are given on page 111. Delails of the remuneration received by each
director during the year and each director's pension arrangements are given on pages 110 to 114,

Short-term benefits ‘ 37,763
Post-employment benefits 10,051
Other long-term 708
Share-Dased payments o 5,185

N 53,687
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Notes on the accounts continued

41 Transactions with directors, officers and others
(a) At 31 December 2007, the amounis cutstanding in relation
to transactions, arrangements and agreements entered into

by authorised institutions in the Group, as defined in UK
legislation, were £527,021 in respect of loans to 15
persons whe were directors of the company (or persons

(b) For the purposes of |1AS 24 ‘Related Party Disclosures’, key

management comprise directors of the company and
members of the Group Executive Management Commitiee,
The captions in the Group's primary financiat statements
include the following amounts attributable, in aggregate, to
key management:

connected with them) at any time during the financial

period.
2007
£000
{ oans and advances to cusiomers 2,023
Customer accounts ~ 13,309

Key management have barking relationships with Group entities which are entered into in the normat course of business and on
substantiatly the same terms, including interest rates and security, as for comparabte transactions with other persons of a similar
standing or, where applicable, with other employees. These transactions did not involve more than the normal risk of repayment or
present other unfavourable features.

Key management had no reportable transactions ¢r balances with the company excepl for dividends.

42 Related parties

{a) Group companies provide development and other types of
capital support 10 businesses in their roles as providers of
finance. These investments are made in the normal course
of business and on arm's-length terms. In scme instances, (d) The captions in the primary financial statements of the
the investment may extend to ownership or control over parent company include amounts attributable 1o
20% or mere of the vating rights of the investee company. subsidiaries. These amounts have been disclosed in
However, these Investments are not considered to give rise aggregate in the relevant notes to the financial statements.
to transactions of a materiality requiring disclosure under
1AS 24,

(c) In accordance with 1AS 24, transactions or balances
between Group entities that have been eliminated on
consolidation are nat reported.

{b

-—

The Group recharges The Royal Bank of Scotland Group
Pension Fund with the cost of administration services
incurred by it. The amounts involved are nat material to the
Group.

43 Post balance sheet events
There have been no significant events between the year end
and the date of approval of these accounts which would
require a change 1o or disclosure in the accounts.
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Additional information

Financial summary

The Group's financial statements are prepared in accordance
with IFRS as issued by the IASB. Selected data under IFRS for
each of the four years ended 31 December 2007 are
presented on page 214 to 222, Selected data under UK GAAP

Amounts in accordance with IFRS

for each of the two years ended 31 December 2004 are
presented on pages 223 to 229. The dollar financial
information included below has been converted from sterling at
arate of £1.00 to US%1.9843, being the Noon Buying Rate on
31 December 2007.

2007 2007 ey 2EH4

Summary consolidated income statement - iIFRS $m £m £ L
Net interest income " 25137 12,668 9518 8071
Non-intarest incame () 36,604 18,447 15,064 14,320
Total income 61,741 31115 2 25,802 23,39
Operating expenses 2,3, 9 28,643 14435 10.362
Profit before other operating charges and impairment losses 33098 16680 12,028
Insurance net claims 9,231 4,652 4. 4313 4260
Impairment losses 4,222 2,128 1878 1,707 1,485
Cperating profit before tax 18,645 9,900 0,188 7.936 7,084
Tax 4,072 2,052 o 684 2378
Profit from continuing opératiohé o N Y72 7848 6497 5558
Loss from discontinued operations, net of tax 270 136
Profit for the year o 15303 7.712
Profit attributable to:
Minority interests 324 163 104 gY 7
Other owners 488 248 191 0y 256
Ordinary shareholders o ) e o 14,491 7,303 6202 5392 4856
Naotes:

{1) Incfudes gan on sale of strategic investment of £333 millon 1n 2005.

{2) Inciudes loss on sale of subsidianes of £93 million in 2005,

{3) Includes integration expenditure of £108 million in 2007 {2006 - £134 million; 2005 — £458 million; 2004 - £520 m:lion).

{4) Includes purchased intangibles amortisation of £274 million in 2007 (2006 - £94 million; 2005 - £97 million; 2004 - £45 miliion}.

2007 2007 i

Summary consolidated balance shest - IFRS Sm_ ... A L
Loans and advances 2,080,955 1,048,710 549468 303,324
Debt securities ang equity shares 653,734 329,453 140755 93,831
Derivatives and setlement balances 702,440 353,999 iZ4106 23.462
Other assets 334,071 168,357  57.477 57,685
Total assets 3,771,200 1,900,519 &§71.432
Equity owners 105,243 53,038 35,435
Minority interests 76,173  3B,388 2,409
Subordinated liabilities 75,362 37,979 2827 4
Deposits 1974375 994,688 d 353,198
Derivatives, setllement balances and short positians 839,520 423,041 £1.966
Other liabilities 700,527 353,035 114335 95,205

Total liabilities and equity

RBS Group = Annual Report and Accounts 2007
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The per share data in the table below have been restated for the effect of the bonus issue of ordinary shares in May 2007,

Other financial data based upon IFRS 2007 2006 ey 254
Earnings per ordinary share - pence 76.4 64,9 565 528
Diluted earnings per ordinary share - pence ) 5.7 64.4 561 520
Adjusted earnings per ardinary share - pence 787 66.7 8.8 567
Dividends per ordinary share - pence 322 258 20.2 175
Dividend payout ratio 43% 45% 41% 35%
Share price per ordinary share at year end - £ 4.44 G.64 5.85 584
Market capitalisation at year end — £bn 44.4 G2.8 561 556
Net asset value per ordinary share - £ 4,47 3.66 3.38 3.0%
Return on average total assels ¢ 0.63% 0.74% 0.73% (0.94%
Return on average ordinary shareholders' equity 18.8% 18.5% 17.8% 18.3%
Adjusted return on average ordinary shareholders’ equity s 19.9% 19.6% 18.2% 18.0%
Average owners' equity as a percentage of average total assets 3.7% Fa1% 4.5%, 5.9%
Risk asset ratio = Tier 1 7.3% T.6% 7.8, 7.0%
Risk asset ratio — Total 11.2% 11.7% i1.7% 11.7%
Ratio of earnings to combined fixed charges and preference share dividends

—including interest on deposits 1.44 1.82 .67 1.88

- excluding interest en deposits 5.74 6.12 B8.05 7.43
Ratio of earnings to fixed charges only g

- including interest on deposits 1.46 i.64 1.68 1.84

- excluding interest on deposits 6.53 5.67 6.50 70

Notas:

{1} Allthe comvortible prafarence shargs have a Cilutive effect In 2007, 2008 and 2005 and as such hava bean included In the computation of diluted garnings par sharg, In 2004

their effact was anti-ditutive.

(2) Cividend payout mtio represents ihe Inlerim dividend paid and current year final dividend propesed as a percontage of profit attnbutabie to ordinary shareholders before
discontinued operations. intograt:on costs, amortisation of purchased intang:bles and nat gain on sale of sirategic mastments and subskiiaries (et of 1ax).

(3) Return on average total assets represants profit altributabla to ordinary shareholders as a percentaga of average lotal assats.

{4} Relurn on average ordinary shareholdars' equity represents prafil attributable to ordinary shareholders exprassed as a parcenlage of average ordinary shareholders' equity.

(5} Adjusted return on avernga crdinary sharoholders’ equily represents profit attributable lo ordinary sharaheldars before discontinued oparations. integration costs, amertlsation of
purchased inlangibles and net gain on sale of strategic Investments and subsidianes expressed as a percentage of average orginary shareholders' equity.

{6) For this purpose, earnings consist of income befora tax and minanty interests, plus fixed tharges lass tha unremitted income of associated underiakings (share of profits fess
dividends received). Fixed charges cons'sl of lotal interest expanss, inciuding or exciuding interest on deposis and debl secuntles in issue, Bs appropriate, and the proportion

of rantal expenss deemad reprasentative of tha interest factor {one third of total rental expanses).
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Additional information continued

Amounts in accordance with IFRS (continvea)

Analysis of loans and advances to customers ~ IFRS

The following table analyses loans and advances to customers before provisions by remaining maturity, geographical area and
type of customer. Qverdrafts are included in tha "'Within 1 year' category.

Afer 4
Within but within Altar 2007
1 year S5 yaars 5 yoars Total 005 Pt preed]
£m Em £m £m £ 5D £
LK
Central and local government 2,790 29 316 3,135 6,732 3,340 1266
Manufacturing 7.836 3.584 2032 13452 11,05 i1B15 5,282
Construction 6,427 2,443 1,332 10,202 38,253 7274 RGod
Finance 64,624 4,283 1,783 70,690 25,017 27,091 20,838
Service industries and business activities 21,194 15,471 17,300 53,965 43,867 40,687 30867
Agriculture, forestry and fishing 1,108 516 848 2,473 2,767 2645 2481
Property 15,236 17,596 17,218 50,051 39,206 32,899 28,443
Individuals — home mortgages 19,354 1,183 53,338 73,916 70,884 65,265 57.3358
- other 23,525 2,425 2,236 28,186 27.922 26,323 26,458
Finance leases and instaliment credit 2,476 6,045 7111 15,632 14,218 13,909 13,044
Accrued interest 2,124 79 141 2,344 1,497 1,280 —
fotal domestic 166,735 53,654 103,657 324,046 251522 232319 104,654
Overseas residents 51,758 23242 23845 98,845 69242 L2231 <8383
Torl UK otices 218493 76,806 127502 422,891 320784 284563 242,637
Overseas
us 72,268 26,017 36,774 135,069 92,166 80,806 74807
Rest of the World 112,130 52,621 112987 277,738 57,806 459851 34,355
Tota! Overseas of ces 184,308 78,638 140761 412,797 150067 136,557 108,582
Loans and arvances o customers — grass 402,891 155534 277,263 835688 2708256 421,119 351,419
Loan impairment provisions (6.438) (3833 (3883 (<.168)
Loans and advances 1o customers — net 820,250 466,883 417,226 347,251
Fixed rate 149,685 62,985 139,227 351,897 115240 100798 101.227
Variable rate 253,206 92,549 138,036 483,791 355046 320,302 250.192
Loans and advances to customers — gross 402,891 155534 277,263 835688 470826 421,110 351419

Cross border exposures

Cross border exposures are defined as loans to banks and
customers (including finance lease and instalment credit
receivables) and other monetary assels, including non-local
currency claims of overseas offices on local residents.

The Group menitars the geegraphical breakdown of these
exposures based on the country of domicile of the borrower or
guarantor of ultimate risk.

The table below sets out the Groug's cross border
autstandings in excess of 0.75% of Group total assets
(including acceptances), which totalled £1,900.5 billion at 31
December 2007 {2006 — £671.4 pillion; 2005 - £776.8 Dillion).
None of these countries has experienced repayment
difficuities that have required refinancing of outstanding debt.

2007 2003 s

Em £ £7

United States 91,653  43.718 34245
France 65430  1R136 13,402
Germany 51,123 20,130 18,385
Japan 31,922 7725 ’
Spain 31,651 9,341 7.392
Netheriands 27.707 12,407 2026
Italy 23,925 7,506 ‘

Republic of Ireland
Cayman Islands
Norway
Switzenand

China

17,736 8530 6,008
17,099 9.063 11,813

7,768 v
N 7,262 7,081
* G574 -

* Lass than 0.75% of Group (6tal assels.
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Loan impairment provisions
For a discussion of the factors considered In determining the amount of the provisions, see 'Loan impairment’ on page 77 and
‘Critical accounting polices — Loan impairment provisions' on pages 131 and 132.

The following table shows the elements of loan impairment provisions.

2007
e £m
Provisions at the begénniné of rhe-y'ear
Domestic 3,037
Foreign ] 898
Currency translation and other adjustrﬁénts
Domestic 5 i17) {7 18)
Foreign 132 {(44) 58 (9
o 137 61} 51 198)
Acquisitions of businesses
Domaestic 40 o s
Foreign 2,200 285
2,210 —_ —_ 290
Amounts written-off
Domestic (1,222)
Fareign e 049)
T B (2,171)
Recoveries of amounts wrilten-off in previoﬁé years
Domestic 158 11 97 a5
Foreign 232 3] 75 59
380 215 172 1e4
Charged 1o income statement
Comestic 1,420
Foreign 686
Unwind of discount
Domestic {150) {127
Foreign {18) {15] {14) e
) {168) {142)
Provisions at the end of the year(y - T
Domestic 3,268 3,057
Eg[glgn 3,183 aun

6,441 3.93%

Gross loans and advances to customers

Domestic "" 324,046

Foreign . 511,642
V o 835,688

_Closing customer provisions as a % of gross {oans and advances {0 customers )

Domestic ) o T 00%

Foreign ‘ 0.62%

T e e e o e s e e e - e e oo

Customer charge to Income statement as a % of gross Icans and advances to customers

Domestic 0.44% 0480
Foreign B o o _ 013% (.28%
Total 0.25% 0.40%
Notes:

(1} Inclugas closing provisions against loans and advances to banks of £3 mikion {2006 - £2 million; 2005 - £3 millicn; 2004 - £6 millian).
{2) Clesing customer provisions exclude closing previsions against loans and advances to banks.
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Additional information continued

Amounts in accordance with IFRS (continved)

Loan impairment provisions (continued)
The following table shows additional information in respect of the loan impairment provisions.

2007 Jeud & <004
£m {rr in 3G

Loans and advances to customers {gross) 835,888 _ 470826 421,110 351410

Loan impairment provisions at end of year:

- customers 6,438 3933 3.882

— banks 3 2 3
Specific provisions - customers 3607
Specific provisions - banks &
BT Al DOV IS ION et e e e e e b1

8,441 SRR a7

Average loans and advances 10 customers (gross) 567,900 125,766 402473 208,430

As a % of average loans and advances to customers during the year:
Tota! customer provisions charged to income siatement 0.37% 0.42% 0.42% 0.47%

Amounts written-off (net of recoveries} - customers B B 0.31% 0.38% 0.46% 0.44%,

Analysis of closing loan impairment provisions
The following table analyses customer foan impairment provisions by geographical area and type of domestic customer.

iFRS R o
2007 i 2456 2004
% of loans oeof oans a of e
Ciosing to total LA M) i (RN
pravisian bans s oany
Em % o o
Domesuc
Central and local government — 0.4 — — .8 . 0.6
Manufacturing 93 1.6 94 135 2.8 27 1.8
Construction 75 1.2 83 74 1.7 71 1.4
Finance 52 8.4 33 104 g4 54 7.0
Service industries and business activities 562 6.5 647 547 6.7 316 8.5
Agricullure, ferestry and fishing 21 0.3 2% 0.6 ] 0.8 23 0.7
Property 85 6.0 70 8.3 63 7.8 64 75
Individuals - hame mertgages 36 8.8 37 54 36 15.8 32 6.4
- other 2,043 34 1,826 5.9 1,513 6.3 1,277 75
Finance leases and instalment credi: 132 1.9 103 A0 86 33 122 37
Accrued interest — 0.3 — .3 — 0.3
Total domestic 3,099 388 2.898 33,4 2,689 55.2 2,286 854
Forgign 2783 61.2 442 6.6 642 2.8 1320 24.6
Impaired book provisions 5388  100.00 3340 100.0 3,341 100.0 100.0
Latent book provisions 1050 L R a8
Specific provisions 3607
General provision 561
Total provisions 3,933 3,884 4,168

6,438
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Analysis of write-offs
The following table analyses amounts written-off by gecgraphical area and type of domestic customer.

RS
2007 2 2005 004
£m e in m
Domestic
Manufacturing 29 41 40} 85
Caonstruction 21 28 17 i2
Finance 47 AT 21 i
Service Industries and business activities 190 212 176 163
Agriculiure, forestry and fishing 4 5 4 9
Property 9 < 25 313
Individuals - home mortgages — 5 4 3
- others 909 1.021 945 516
Finance leases and instalment credit 13 o 15 90
Total domestic T S T 222 1,360 1.250 901
Foreign 949 481 758 548
Total write-offs (1) 2171 1,841 2.038 1,449
Note:
(1) Exchudes £2 mihon written-off in respect of loans and acvancas te banks 1 2005,
Analysis of racoveries
The following table analyses recoveries of amounts written-off by geographical area and type of domestic customer.
FRS
2007 2000 2005 200
o o e i £m fip em fan
Domestic
Manufacturing —_ — 1
Construction —_— — 1 —
Finance — — - 2
Service industries and business activilies 7 53 2 1
Property — 1 e —
individuals ~ home morigages — — 1
Individuals -~ others 143 1M 54 78
Finance leases and instalment credit 8 t2 H 2
Total domestic 158 148 97 85
Forexgn 232 98 75 59
Total recoveries 390 2156 172 144

.
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Additional information continued

Amounts in accardance with IFRS (continued)

Risk elaments in lending and potential problem loans

The Group’s loan control and review procedures do not include
the classification of loans as non-accrual, accruing past due,
restructured and potential problem loans, as defined by the
SEC in the US. The following table shows the estimated amount
of loans that would be reported using the SEC's classifications.
The figures are stated before deducting the value of security
held or related provisions.

IFRS require interest to be recognised on a financial asset
(or a group of financial assets) after impairment at the rate of
interest used to discount recoveries when measuring the
impairment loss. Thus, interest on impaired financial assets Is
credited to profit or loss as the discount on expected
recoveries unwinds. Despite this, such assets are net
considered performing. All loans that have an impairment
provision are classified as non-accrual. This is a change from
practice in 2004 and earlier years where certain loans with
provisions were ciassified as past due 90 days ar potential
problem loans {and interest accrued on them).

2007 2005 2nnd
£m T i
Loans accounted for on a non-accrual basis @
Domestic 5,599 4.977 3,658
Foreign 4,763 949 1075
_ Total 10,362 5926 4733
Accruing loans which are contractually everdue 80 days or more as to principal or interest @y T
Domestic 217 at 2 G634
Foreign 152 24 H 78
Total 369 5 B 713
Loans not included above which are classified as ‘troubled debt restruciurings’ by the SEC:
Domestic —_ — 2 id
Forgign — — — it
Total T e 24
Total sk efements n lending 10737 6337 BO37 | 5470
Potential problem loans i)
Domastic 63 7 14 173
Foreign 608 4 A 107
Total potentlal problem loans 671 e} 19 jeiing
Closing provisions for impairment as a % of total risk elements in lending 60% 3% 85% T6%
Closing provisions for impairment as a % of total risk elements in lending and potential
problem loans 56% 3% B5% 720,
Risk elements in lending as a % of gross lending to customers excluding reverse repos 1.55% 1.55% 1.60% 1.83%
Notas:
(1) For tha lysis above, ‘D 3 of the United Kingcom domeste transactons of the Group. 'Foreign’ comprises the Group's transactions conducted through offices

outside the UK and through these off.ces in the UK specifically organised to service inlernabonal banking ransacuions.
(2) All loans against which an impairment provision is belo are reported in the non-accrual categony

{3) Loans where an imparment ewent has taken place bul no impairment recognisea. This category is used for fully collaleralisad non-revahang credit faciibes.
{4) Loans for wheh an impaymanl event has occurred but no impairment provisicn is necessary. This calagory is used for fully colialeralsed advances and revolving credi facilibes

whera idontfication as B0 days overdue is not feasible.

s
2007 A 2 2004
£m ke in €
Gross income not recognised but which would have been

recognised under the original terms of non-accrual and restruciured loans
Domestic 390 370 334 235
Foraign 155 77 62 i)
545 447 386 283

Interest on non-accrual and restructured loans included in net interest income
Domestic 165 142 130 58
~_ Foreign L i6 15 id 7
T 7 181 157 1da 65
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Analysis of deposits — product analysis

The following table shows the distribution of the Group's deposits by type and geographical area:

IFRS
2007 s
£m ‘m £ime
UK
Domestic:
Demand deposits - interest-free 43,724 39,142 28,833
- interest-bearing 121,343 116315 91,564
Time deposits - savings 41,185 31.686  I27.0%1
- other 207,247 206 73,007
Overseas residents:
Demand deposits - interest-free 563 573 396
- interest-bearing 25129 37,729 26683
Time deposits - savings 605 1,122 1,168
-~ other B7 437 51,568 53 ‘39?
Toval UK offices 527,230 360608 362,749
Oversaas T ’ T
Demand deposits - interest-free 27,959 12173 13,248
- interest-bearing 70,758 27,441 17.8R6
Time deposits - savings 52,381 16,049 21891
- other 316,670 G7 0594 7700
Tota! ovarsaas offices (see below) 467,768 1 57 150.525
Tora! deposils 994,998 518,365 45327,
Held-for-trading 125916 04250 66,712
Designated as at fair value through profit or loss 7.505 3922 3,683
Amoriised cost 861,577 403,194 3BZETS
Totafdepusits ) ’ T e e 994,098 516,365 453,374
Overseas
us 152,324 115121 120,105
Rest of the World 315,444 40,538 30,520
Total overseas ’ 467,768 155757 150,55
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Additional information continued

22

Amounts in accordance with IFRS (rontinuea)

Short term borrowings

2007 e 205
£m £ m

Commereal paper

QOutstanding at year end

Maximum outstanding at any month end during the year
Approximate average amount during the vear

Approximate weighted average interest rate during the year
Approximate weighted average interest rate at year end

Cther shorl term borrowings

Quistanding at year end

Maximum outstanding at any month end during the year
Approximate average amount during the year

Approximate weighted average interest rale during the year
Approximate weighted average interest rate at year end

78,612 12675 14110
81,187 14,402 168.853
32,498 13,226 15329
4.8% 4.9% 3.7%
5.5% 540% 4.2%

280,526 122576 105,483
312,667 130867 117913
188,326 112,006 10063

46% 4.5% 34%

4.1% <4.8% 3.5%

Average interest rates during the year are computec by
gividing total interest expense by the average amount
borrowed, Average interest rates at year end are average rates
for a single day and as such may reflect one-day market
distortions which may not be indicative of generally prevailing

Certificates of deposit and cther time deposits

rates. Qriginal maturities of commercial paper are not in
excess of one year. 'Cther short-term borrowings' consist
principally of borrowings in the money markets included within
‘Deposits by banks’ and *‘Customer accounts’ in the accounts,
and generally have original maturities of one year or less.

The following table shows getalls of the Group's certificates of deposit and other time deposits over $100,000 or eguivalent by

remaining maturity.

Over 3 months Over 6 months

Wilhin but within but within Over 2007
3 months 6 months 12months 12 montng Tetal
£m £m £m £m £m

LK based companies and branches
Certificates of deposit
Other time deposits

Oversaps based companies and branchas
Certificates of deposit
Otner time deposits

18,747 4,832 1.897 1064 26,540
98,943 6.467 3734 12,085 121,229

30039 6797 2213 27,683 75732
131,701 12745 5077 13227 162,750

Total
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Amounts in accordance with UK GAAP

o o
Summary consolidated profit and loss account - UK GAAP “on s
Net interest income 9,208 8,301
Non-interest incoms 13,548 10,280
Total income 28, 704 19.281
Operating expenses excluding goodwill amortisation 9,931 2752
Goodwill amortisation R 83
General insurance claims {net) 3,480 2,185
Profit before provisions 8.428 7,570
Provisions for bad and doubiful debts 1.428 1,461
Amounts written off fixed asset investmenis a3 n
Profit on ordinary activities before tax 6,917 8.076
Tax on profit on ordinary activities 2,155 1.838
Profit on ordinary activities after tax 4,762 4,188
Minority interests (including non-equity) 250 210
Preference dividends - non-equity 256 281

4.256 3,747
Additional Value Shares dividend - non-equity . 1,463
Proft attributable to crdinary sharehoiders 1056 DoBA

Nota:

(1) Includes intagration axpendiure of £269 milion in 2004 (2003 - £229 million).

Summary consolidated balance sheet - UKGARP _

Loans and advances to banks {net of provisions) 56,260

Loans and advances 10 customers (net of provisions) 345,489 28251
Debt securities and equity shares Gd, 171 A2,249
Intangible fixed assels AT 134
Other assets 57,991 54,628
Total assets 583,467 154,428
Cailed up share capital g0 769
Share premium account 12,964 8175
Other reserves 10,656 11.307
Profit and loss account 7223 8847
Shareholders’ funds T ) 31,665 26,(1@6
Minarity interests 3.529 2713
Subordinated liabilities 20,366 16,948
Total capital resources 56,080 45,609
Deposits by banks 96,081 87,323
Customer accounts 285062  238.963
Debt securties in issue 58,960 41018
Other liabilities 84,304 83.317
Total liabilities o ST T Tt/ " 5B3.467 454,478
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Additional information continued

Amounts in accordance with UK GAAP (continued)

The per share data in the table below have been restated for the effect of the bonus issue of ordinary shares in May 2007.

Other financial data based upon UK GAAFP o o 2004 L
Earnings per ordinary share - pence 43,0 286
Diluted earnings per ordinary share - pence () 45,6 254
Adjusted earnings per ordinary share — pence 575 524
Dividends per ordinary share - pence 19,3 16.8
Dividend payout ratio 2 35% 32%
Share price per ordinary share at period end - £ 584 5.49
Market capitalisation at period end - £bn 556 288
Net asset value per ordinary share — £ 2.87 2.6i
Return on average total assets ) 0.82%, 0.51%
Return on average equity sharehalders' funds 16.0% 9.d%
Adjusted return an average equity shareholders’ funcs s 20.1% 20.3%
Average sharsholders' equity as a percentage

of average total asseis 8.7% 5.48%
Risk asset ratio - Tier 1 7.0% 7.4%

- Total 11.7% 11.8%

Ratio of earnings to combined fixed charges and preference

shara dividends (s}

- including interest on deposits §as 1.85

- ex¢luding interest on deposits 7.06 7.0B
Ratio of earnings to fixed charges only g

- including interest on deposits 1.90 2.04
__ —excluding interest on deposits a.26 973

Notes:
(1} Convertble prefgranco shares have not been included in the computation of diluted earmings por share as their alfect was anu-dihutive,

(2) Dividend payout ralio represents tha interim dividend paid and the current year final dividend propesed Bs 8 percontage of profit attributabia to orcinary sharehciders before
Integraticn costs, goodwill amartisation, and tha AVS dividand in 2003, (net of Lax),

(¥) Raturn on average total assets represents proft attributable lo ordinary shareholders as s percentage of average lotal assets.
{4) Return on gverage equity shareholders’ funds represenls profil atributabla lo ordinary shareholders expressed as a percentage cf average egu:ty shareholkders' funds.

{5) Adjusted raturn on average eguity shareholders” funds represants profit attributatre to erdinary sharaholders before integration costs, goodwill amortsation and the AVS
dividend, in 2003 expressod as a percentage of average equity sharehcicers’ funcs.

{€) For this purpo3a, earnings censist of income before tax and minorly interests, plus fixed charges less the unromitied income of associatec undertakings (share of profits less
dividends receved). Fixed charges consist of lotal interest expanse, including or excluding intorest on deposits and dabt secunties in issue, as appropriate, and the proportion
of rantal expense deemed regresentatvg of the interas! facior {one third of olal fantal expenses).
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Analysis of loans and advances to customers

The following table analyses loans and advances {0 customers before provisions by geographical area and type of customer.

UK GARP
2004 00T
im Cm

UK
Central and local government 1.866 1.247
Manufacturing 8.202 6,584
Construction 5.024 3,950
Finance 25157 15,848

Service indusiries and business activities
Agriculture, forestry and fishing

36,850 28290
2,480 2,562

Property 26,445 19.670

Individuals — home morigages 57,528 44,117
— other 27863 25,528

Finance leases and instalment credit i3.083 14703

Tata, domeslin 1SB.580 167,377

Overseas residents 44053 27,168

Total UK offices ) . 20542 184,545

Overseas

us 74,045 40,373

Rest of the Warld 35,004 21,535

Tatal overseas offices T T T T T T 09099 61,008

Loans and advances to cuslomers - gross 349,59

Provisions for bad and coubtiul debts (4.2 { vi

Loans and atdvancas 1o custemers - net 345 46 52,531

Fixed rate 00,729

Variable rate 248,962

Loans and advances to customers - gross 348,691

Cross border exposures

The table below sets out the Group's cross border outstandings in excess of 0.75% of Group total assets (including acceptances),
which totalled £583.8 billion at 31 December 2004 (2003 - £455.0 billion). None of these countries has experienced repayment

difficulties that have required refinancing of outstanding debt.

United States
Germany
France
Netherfands
Cayman Islands
Spain

Japan

LK Gasp
2004 2000
o o Em faid
28,795 18,61
14.050 15,673
.60 7,524
a3.a71 £,830
7.258 6,654
5,248 3421
4,810 4141

RBS Group = Annual Report and Accounts 2007

X% RBS

225

e
o
2
"
£
H
[
2
£
3
£
2
£
©
|




Additional information continued

Amounts in accordance with UK GAAP (continued)

Provisions for bad and doubtful debts

The following table shows the elements of provisions for bad and doubtfu! debts under UK GAAR

LY GadlP
R VI,
e . L EAN
Provisions at the beginning of the year
Domestic 2,452 2581
Foreign 1,477 1,348
3.929 3027
Currency ranslation and other adjustments T
Domestic 8) {2)
Foreign {a0) (60)
— SN 1) I |4
Acquisitions of businesses - T
Domeslic 2 —
Foreign 283 50
- 20
Amounts written—off T ST
Domestic (£20) {1,007
Foreign 154R) {422)
{1,468)_ (1.519)
Recoveries of amounts written-off in previous years
Domestic 85 38
Foreign 59 34
147 7z
Charged 1o proit and loss accournt T T oo
Domaestic o486 832
Foreign 442 529
- 1426 1461
Provisions at the end of tﬁe—ﬁar_&:—_ | T o= T T
Domestic 2,600 2452
Foreign 1,828 1477
4,228 3,800
Gross loans and advances to customers
Domestic 196,580 167.377
Foreig 183,102 BR.078
T 310681 256453

Closing customer provisions as a % of gross loans and advances to customers iz

Domestic
Foreign

Total

Custemer charge against profit as a % of gross loans and advances to customers

Domestic
Foreign

Total

Neles:
{1) Includes closing provisions against loans and advances to banks of E8 milbon tn 2004 (2003 - £7 millian).
{2) Ciostng customar provisions excluda closing provisions against loans and advances 1o banks.
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The following table shows additionat information with respect o the provisiens for bad and doubtful debis under UK GAAR

UK (AR
2004 o
fn Em
Loans and advances o customers (gross) 340,691 256,453

Provisions at end of year:

Specific provisions - customers
- banks

General provision

Customer provision at end of year as % of loans and
advances 0 customers at end of year:

Specific provisions 1.04%
General provision o 0.17%

1.21%
Average loans and advances to customers {gross} o 298,150 245798

As a % of average loans and advances to customers during the year:
Total customner provisions charged to profit ang loss 0.48% 04.5%%

Armounts written-off (net of recoveries) - customers X 0.4d% 0.59%

Analysis of ¢los ng provisions ‘or tad and doubtful getits
The fellewing table analyses customer provisions for bad and doubtful debts by geographical area and type of domestic customer,

_U!’: GAar
2004
ol inans

i Cloabg

Ingng Pareel aan

o In

Domaslic

Central and local gavernment — 0.5 — 0.5
Manufacturing ie7? 1.8 156 a5
Construction 71 1.4 56 1.8
Finance &e 7.7 A 74
Service industries and business activities 516 B.8 440 14
Agriculture, forestry and fishing 23 0.7 20 1.0
Property 64 7.6 58 7.7
Individuals — home mortgages 32 1B.5 35 18.8
- other 1,313 8.0 1,003 a9
Finance leases and instalment credit 122 37 138 4.8
Total domestic ' 2327 362 2097 £33
Forewgn 1.321 43.8 1.250 34.7
Specific provisions 3648 100.0 3,358 000
General provision 574 866

Tolal provisions 4002 34972
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Additional information continued

Amounts in accerdance with UK GAAP (continusd)

Analysis of write-offs
Tha following table analyses amounts written-off by geographical area and type of domestic customer

LIS BASE
2004 2003
S o I R U, ___Ew ke
Domestic
Manufacturing 55 ag
Canstruction 12 vt
Finance 19 S
Service industries and business activities 163 393
Agriculture, forestry and fishing g 4
Property 33 &
Individuals — home mortgages 4 2
- others 535 357
Finance leases and instalment credit 490 160
Total domestic 920 1,087
Foreign DA3 432

T1268 1519

Total write-affs

Analysis of recoveries
The following table analyses recoveries of amaounts written-of{ by geographical area and type of domestic customer.

UK GASP

004 7303

o £ e
Domesic

Manufacturing 1 -

Finance 2 —

Service industries and business activities 1 3

Individuals — home mortgages i o

- others 81 26

Finance leases and instalment credit 2 8

Total domastic ’ ) 85 38

Fore:gn 59 u

Total recoveries 147 T2

28
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Risk elements in lending and potential problem loans
The Group's lean contrel and review procedures do not include the classification of loans as non-accrual, accruing past due,
restructured and potential problem loans, as defined by the SEC in the US. The following table shows the estimated amount of
loans that would be reported using the SEC's classifications. The figures incorporate estimates and are stated before deducting
the vaiue of security held or related provisions.

Loans accounted for on a nen-accrual basis

Domestic
Foreign i o - o

o total S } . o )

Accruing loans which are contractuzlly overdue 90 days ar mare as to principal or interest ay:
Domestic 626 561
Fareign 713 §1
Domestic 14 93
Foreign 0 a0

Total

Potential oroklem loans &

Domestic 173 482
Foreign 07 it
Towad potenral proble 280 549
—————————————————"

Closing provisions for bad and doubtful debts as a % cof total risk elements in lending
Closing provisions for bad and deubtful debis as a % of total risk elements in lending and potential problem loans
Risk elements in lending as a % of gross lo vances to cuslomers excluding reverse repos

Noles:

{1) For the analysis abowe, ‘Domestic’ consists of the UK domeslic transaclions of the Group. ‘Fareign’ comprises Ihe Group's transactions conducted through affices cutside the UK
and through those offices in tha UK specifically organised (o servica international banking transactians.

{2) The classification of a loan as non-accrual, past due 90 days or troublad debt restructuring does nol necassarily ingicate that the principal of the loan is uncolleclable in whole
or in parl. Caliechion depends in each case on the indivicual circumstances of the ioan, inclugding the adequacy of any collateral secunng the loan and therefore classificalion of
& l0an as non-accrua’, pasi due $0 days or troubled debt restructunng doses nol always require that a provision be made agalnst such a loan. In accordance wilh the Group’s
provisioming policy for bad and doubtiul debts, it is consicered that adeguate previsians for tha above risk alemants in landing have been made.

(2) The Group’s UK banking subsidlary undertakings account for 19ans en a nan-accrual basis from the point in lime at which the callectability of interest is in significant deublt.
Cerain subsdiary underlakings of the Group, principally Citizens, genarally account for loans on a non-accrual basts when interest or principal is past due 90 days.

{4) Overdrafis generaly hava ne fixag repaymant schedule and consequently are not included in this category:

{5) Loans that are current as to the payment of principal and interest bul in respact of which management has sericus doubts about the ability of the barrowar lo comply with
conbractual repayment terms. Substantial security is hefd in respect of these loans and approgpriate provisions have already bean made in accordance with the Group's
provisicning policy for bad and doubtful debts.

UK GaarE

Gross income not recognised but which would have been
recognised under the original terms of non-accrual and restructured loans
Domestic
Foreign

Interast on non-accrual and restructured loans included in net interest income

Domestic [x] B0
Foreign - 7 3
65 83
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Additional information continued

30

Exchange rates

Except as stated, the following tables show, for the dates or periods indicated, the Noon Buying Rate in New York for cable transfers

in sterling as certified for customs’ purposes by the Federal Reserve Bank of New York (the “Noon Buying Rate”):

January  December November Oclober  Saptembar August
US dollars per £1 2008 2007 2007 2007 2007 2007
Moon Buying Rata
High 19895 20658 21104 20777 20389 2.0426
Low 19515 19774 20478 2.0279 19920 19813
2007 2006 2008 2004 2003
Noon Buying Rate
Period end rate 1.9843 1.9588 1.7138 1.9160  1.7242
Average rate for the period (1 2.0073 185682 18147 1.8356 1.6450
Consolidation rate
Period end rate 2.0043 1.8651 1.7214 1.9326 1.7857
Average rate for the period 2.0015 1.8436 18985 1.8325 1.5354

Notes:
(1} The averaga of the Noon Buying Rates on the lasl business day of each manth during the period.
(2) The rates used by the Group for translating US dollars into sterling in the preparation of iis financial statemants,
(3) On 28 Fabruary 2008, the Noon Buying Rata was £1.00 = US$1.8747.
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Economic and monetary environment

The Group's earnings are affected by the economic and
monetary environment in its key markets (UK, US, Eurozone
and Asia Pacific).

Global financial markets entered a period of unprecedented
strain in the second half of 2007, with reference interbank
lending rates spiking sharply and parts of the short-term
money market seizing up. This temporarily tightened monetary
conditions, affecting credit supply and denling investoer risk
appetite, at a time when a slowdown in global economic
activity had started, After a series of individual efforts, central
banks in Canada, the Eurozone, Switzerland, the UK and the
US intervened in concert to improve liquidity conditions in
money markets in December, This measure was successful in
bringing interest rate spreads in interbank markets back
towards historic averages, but uncertainties about the full
impact on the real economy and the future evolution of debt
markets remain.

The UK interest rate cycle peaked in 2007, with the Monetary
Policy Committee {MPC) first hiking the Bank Rate from 5% to
5.75% in three successive 25bps moves in January, May and
July, before cutting it back to 5.50% in December and most
recently to 5.25% in February. The rate increases were due to a
combination of above-trend growth at 3.1% and CPl-inflation
exceeding the official target of 2% for most of the year on the
back of high commedity prices. Upside risks 1o inflation over
the medium-term prevailed, preventing the MPC from cutting
more aggressively in response to the liquidity squeeze in
financial markets in December. On batance, monetary
conditions were probably in restrictive territory in 2007, which
is expected to lead to slower growth In 2008. Sterling's 6%
depreciation on a trade-weighted basis only partly offset the
dampening impact from strains in money markets and high
inflation-adjusted interest rates, which only started to fall
towards the end of the year.

US monetary conditions were close 10 neutral at the start of
2007, with policy rates on hold at 5.25% unlil the onset of the
liquidity crisis in August. A marked slowdown in the US
housing market, deterioration in consumer and business
confidence and the liquidity squeeze in financial markets
prompted the Federal Qpen Market Commitiee (FOMC) to
bring the federa! funds rate down to 4.25% by the end of the
year. Despite a 10% decline in the value of the dollaron a
trade-weighted basis and the resulting stimulus for US exports,
the overall outlook for the US economy darkened materially in
the first two months of 2008. The FOMC continued to react
aggressively in the face of more evidence of downside risks to
economic growth, and further reduced the policy rate by
126bps at two meetings in January, bringing it to 3.00% at the
end of February 2008. Even thcugh CPI-inflaticn ran above 4%
by the end of 2007, US bond markets did not seem overly
concerned about rising inflationary pressure in the longer term,
as the long-end of the yield curve shifted downwards too.
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Against the backdrop of robust demand, and an upward trend
in CPl-inflation, the European Central Bank raised the official
refinancing rate twice in the first half of 2007, from 3.5% to
4%, and staying an hold for the rest of the year. Rapid
econemic growth in emerging market econcmies resulted in
strong demand for Eurozoneg export goods, despite a 5%
trade-weighted appreciation of the euro. Overall, the Eurozone
appeared 10 be less affected by the liquidity squeeze than the
UK or the US, parily because domestic demand had been less
refiant on credit,

Asia Pacific was the most dynamic region in 2007, with
economic growth outpacing the rate of expansion recorded in
other regions. Exports remained the main driver of eccnemic
growth, resulting in a large current account surplus, and
correspending inflows of foreign exchange into the region.
Some countries in the region continued to manage their
currencies, to prevent appreciation. This loosening of monetary
conditions boosted domestic investment. Inflationary pressures
started to emerge, possibly requiring a tighter stance of
manetary policy further out.

In addition to influencing the leve! of effective demand
countries face, exchange rates affect earnings reported by the
Group's non-UK subsidiaries, and the value of non-sterling
denominated assets and liabilities. Sterling remained strong
against the dollar in 2007, gaining ancther 1%, but slipped by
8% against the eura. These movements have mixed effects on
the Group's reported earnings, assets and liabilities, boosting
their sterling-value when denominated in euro but depressing
their sterling-value when denominated in dollars.

Supetvision and regulation

1. United Kingdom

1.1 Authorised firms in the Group
The UK Financial Services Authority (FSA) is the
consolidated supervisor of the Group and the Royal Bank.
As at 31 December 2007, 31 companies in the Group
{excluding subsidiaries of the ABN AMRO Group),
spanning a range of financial services sectors {banking,
insurance and investment business), were authorised to
conduct financial activities regulated by the FSA.

The UK authorised banks in the Group include the Royal
Bank, NatWest, Coutts & Co and Uister Bank Ltd.
Wholesale activities, other than Group Treasury activities,
are concentrated in the Group's Corporate Markets division
and are undertaken under the names of the Royal Bank
and NatwWest. UK retail banking activities are managed by
the Retail Markets division. The exception is Ulster Bank
Ltd, which is run as a separate division within the Group.
Ulster Bank Ltd provides banking services in Northern
Ireland while the banking service to the Republic of Ireland
is provided by Ulster Bank Irelang Ltd which is primarily
supervised by the Irish Financia! Services Regulatory
Authority.

.. Additional information
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Additional information continued

1 2 Regula

Investment management business is principally ungertaken
by companies in the Retail Markets division, including
Adam & Cempany Investment Maragement Limited, and in
the Corporate Markets division, RBS Asset Management
Limited.

General insurance business is principally undertaken by
companies in the RBS Insurance division, inctuding Direct
Line Insurance plc and Churchill insurance Company
Limited. Life assurance business is undertaken by Royal
Scottish Assurance plc and National Westminster Life
Assurance Limited (with the Group's pariner, the AVIVA
Group) and Direct Line Life tnsurance Company Limited.

deveropments and mplementabion,

Basel Il is the most significant change to regulation of the
banking industry for many years and will have a lasting
effect on our relationships with customers, investors and
other key stakeholders, The FSA in the UK has endorsed
the Group's approach o managing credit risk under Basel
IIl. This puts us amang the small number of UK financial
services organisations that are using Advanced Internal
Ratings Based approach for the calculation of credit risk
capital requirements from 1 January 2008. From 2008, the
Group will apply the Standardisec Approach for
operatioral risk, migrating to the Advanced Measurement
Approach {AMA) in line with the US timescales. The Group
has implemented Pillar 2 andg Pillar 3 in tine with regulatory
reguirements.

In addition, the Group successfully implemented the
Markets in Financial Instruments Dirgctive (‘MiFID’} by the
implementation date of 1 Novernber 2007. MiFID
established a comprehensive legislative framework at the
European lavet, which is now implemented in the UK, for
the establishment and conduct of investment firms,
multilateral trading facilities and regulated markets.

The FSAs high level principles require all regulated firms to
treat their customers fairly and a specific industry wide
project on Treating Custemers Fairly ('TCF') was launched
in 2004. The FSA emphasised that TCF will be a key area
of focus for the regulator over the coming years. In the
summer of 2007 it followed this up by setting out specific
targets that it would expect all firms to meet during 2008 in
relation to management information required to evidence
TCF embeddedness. The Group already had several
underlying principles built into the existing customer
propasition which clearly demonstrated the concept of
fairness in action, These fundamental business values
include demanstrating fairness, transparency and honesty
througheut the whole relationship with our customers,
ensuring that any representations we make are clear, fair
and not misleading, and having mechanisms in place to
avoid things going wrong and correct any deficiencies.
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1.3 Infermation Commigginner

UK FSA authorised firms must also comply with rules
designed to reduce the scope for firms to be used for
financial crime and in particular money laundering.
Revised Joint Money Laundering Steering Group Guidance
Notes were Issued on 13 November 2007 to take into
account the new Money Laundering Regulations 2007,
These Regulaticns came into force on 15 December 2007
and implemented the EL's Third Money Laundering
Directiva. Amongst their other provisions, the Regulations
endorse a risk based approach to combating money
laundering, while also prescribing ‘enhanced due
diligence’ for non face to face customers, 'politically
exposed persons' {PEPs) and correspendent banking.
Whilst for all material purposes the Group is already
comptiant — these provisions having been anticipated in
industry guidance for some time - internal processes are
continually reviewed to ensure best practice standards are
met. In particular, the Group has issued new internal poficy
guidelines based on the regulations and supporting
Industry guidance against which al divisions have
underiaken a gap analysis as a basis for further action
plans where necessary.

5 Qifice

The Infermation Commissioner's Cffice (1CQ) is the UK's
independent public body set up lo promote access to
officiat information and to protect personal information. The
ICO enforces the Data Protection Act 1998, the Freedom of
Information Act 2000, the Privacy and Electronic
Communications Regulations 2003 and the Environmental
Information Regulations 2004, regulaling the organisations
that come within their remits. They promote awareness of
infarmation rights and obligations and ensure compliance.
The Commissioner reports direclly to Parliament and has
the power 1o order compliance, using enforcement and
prosecution. The Group takes data praotection very
seriously and follows the guidance provided by the ICQ.
The Group continues to improve its processes in line with
changing guidelines and in order to meet customers
increasing expectations in relation to information security.

2. international
2.1 ABN AMRD

The consalidated supervisor of ABN AMRC is the Dutch
central bank, De Nederlandsche Bank (CNB). 1t operates
partly as the Dutch central bank and prudential supervisor
of banks and insurance companies; and also as part of
the European System of Ceniral Banks. Following the
acquisition of ABN AMRO the Group now cperates in over
50 countrigs.

2.2 United States

The Group is bath a bank holding company and financial
hotding company within the meaning of the US Bank
Holding Company Act of 1956, As such, it Is subject to the
regulation and supervision of the Board of Governors of



the Federal Reserve System {the “Federal Reserve”).
Among other things, the Group's direct and indirect
activities and investments in the United States are limited 1o
those that are ‘financial in nature’ or ‘incidental’ or
‘complementary’ to a financial activity, as determined by
the Federal Reserve, The Group is also required to obtain
the prior approval of the Federal Reserve before acquiring,
directly or indirectly, the ownership or control of more than
5% of any class of the voting shares of any US bank or
bank ho'ding company.

Under current Federal Reserve policy. the Group is
required to act as a source of financial strength for its US
bank subsidiaries. Among other things, this source of
strength chiigation couid require the Group to inject capital
into any of its US bank subsidiaries if any of them becama
undercapitalised.

The Group's US bank and non-bank subsidiaries and
RBS's US branches are also subject 1o supervision and
regulation by a variety of other U.S. regulatory agencies.
As of 1 September 2007, Citizens Financial Group's state-
chartered bank subsidiaries (with the exception of its bank
subsidiary in the State of Pennsylvania) were merged and
consolidated into a single nationally chartered bank, RBS
Citizens, NA. As a resuilt, RBS Citizens, NA is now
supervised by the Office of the Comptrolier of the
Currency. a bureau of the US Department of the Treasury
charged with the regutation and supervision of nationally
chartered banks. Citizens Financial Group remains under
the supervision of the Federal Reserve as a bank holding
company. Citizens Bank of Pennsylvania is subject to the
regulation and supervision of the Pennsylvania Department
of Banking and the US Federal Depasil Insurance
Corporation. RBS's New York branch is supervised by the
New York State Banking Department, and its Connecticut
branch is supervised by the Connecticut Department of
Banking. Both branches are also subject to supervisory
oversight by the Federal Reserve, through the Federal
Reserve Bank of Boston.

The Group's US insurance agencies are regulated by state
insurance authorities. The Group's US broker dealer,
Greenwich Capital Markets, Inc., is subject to regulation
and supervision by the US Securities and Exchange
Commission and the Financial Industry National Regulatory
Association (FINRA) with respect fo its securities activities.
With respect to its futures activities, Greenwich Capital
Markets, Inc. is also subject 1o regulation and oversight by
the US Commadity Futures Trading Commission and the
Chicago Board of Trade.
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The Group is subject to extensive regulations that impose
obligations en financia! institutions to maintain appropriate
policies, proceduras and controls to detect, prevent and
report money laundering and terrorist financing and to
ensure compliance with US economic sanctions against
designated foreign countries, nationals and others. Anti-
money laundering, anti-terrarism and economic sanctions
regufations have become a major focus of US government
palicy relating to financial institutions and are rigorousty
enlorced by US government agencies.

2.3 Qirer winsdictions
The Group and Bank of China have established an
exclusive strategic partnership. The Group and Bank of
China have agreed o co-operate across a range of
business activities, building on Bank of China's distribution
strength and the Group's praduct skills in areas including
credit cards, wealth management, corporate banking and
personal lines insurance. The Group also continues 1o
grow its other Asian activities, having recently set up new
branches in the Midd!e East and Far East. As in all
jurisdictions in which the Group undertakes business, it
considers regulatory risk as a key compaonent of is new
products approval process to ensure that it meets with
local regulatory requirements,

Department of Justice invostigation

As previously disclosed by ABN AMRO, the United States
Department of Justice has been conducting a criminal
investigation into ABN AMRC's dollar clearing activities, Office
of Foreign Assets Conirol compliance procedures and other
Bank Secracy Act compliance matters. ABN AMRQO has
cooperated and continues to cooperate fully with the
investigation, Prior to the acquisition by the Group, ABN AMRO
had reached an agreement in principle with the Department of
Justice that would resoive all presently known aspects of the
ongoing investigation by way of a Deferred Prosecution
Agreement in return for a settlement payment by ABN AMRO
of US3500 million {(which amount was accrued by ABN AMRO
in its interim financial statements for the six months ended 30
Jung 2007). Negotiations are continuing to enable a written
agreement to be concluded.

Sub-prime exposures

Certain of the Group’s subsidiaries have received requests for
information from various US governmental agencies and self-
regutatory organisations including in connection with sub-pfime
morigages and securitisations, collateralised debt obligations
and synthetic products related to sub-prime mortgages. The
Group and its subsidiaries are cooperating with these various
reguests far information and investigations.
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Additional information continued
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Description of property and equipment

The Group operates from a number of locations worldwide,
principally in the UK. At 31 December 2007, the Royal Bank
and Natwest had 649 and 1,628 retail branches, respectively,
in the UK. Ulster Bank and First Active had a network of 282
branches in Narthern Ireland and the Republic of Ireland.
Citizens had 1,616 retail banking offices {including in-store
pranches) covering Connecticut, Delaware, illinois, Indiana,
Massachusetts, Michigan, New Hampshire, New Jersey, New
York, Ohig, Pennsyivania, Rhode Island and Vermont. A
substantial majority of the UK branches are owned by the
Royal Bank, NatWest and their subsidiaries or are held under
leases with unexpired terms of over 50 years. The Group's
principal properties include its headquarters at Gogarburn,
Edinburgh, its principal offices in London at 135 and 280
Bishopsgate and the Drummond House administration centre
located at South Gyle, Edinburgh.

Total capital expenditure on premises {excluding investment
properties), computers and other equipment in the year ended
31 December 2007 was £1,792 million {2006 - £1,140 million;
2005 - £1,275 mitlion}.

Major sharehelders
Details of major shareholders of the company’s ordinary and
preference shares are given on page 98.

There have been no significant changes in the percentage
ownership of major shareholders of the company’s ordinary
and preference shares during the three years endec

27 February 2008, All shareholders within a class of the
company's shares have the same voting rights. The company
is not directly or indirectly owned or controlled by another
corporation or any foreign government and the company is
unaware of any arrangement which might result in a change
of control.
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At 27 February 2008, the directors of the company had options
to purchase a total of 8,603,307 ordinary shares of the
company.

As at 31 December 2007, glmost all of the company's US$
denominated preference shares and ADSs representing
ordinary shares were held by shareholders registered in the
US. All other shares were predominantly held by shareholders
registered outside the US.

Material contracts

The company and its subsidiaries are party lo various
contracts in the ordinary course of business. During the year
ended 31 December 2007, the company entered into a
Consortium and Shareholders' Agreement dated 28 May 2007,
among the company, Banco Sartander Central Hispano, S.A.
Fortis N.V,, Fortis SA/NV and RFS Holdings B.V., which governs
the relationships amongst these parties in refaticn to the offers
by RFS Holdings B.V. to the holders of ABN AMRO ordinary
shares and American Depositary Shares, as more fully
described in the section entitled 'Summary of the Consertium
and Shareholders’ Agreement’ included in the company's Form
F-4, as amended (Reg. No. 333-144752). Other than the
aforementioned agreement, there have been no material
contracts entered into outside the ordinary course of business.

FSA Listing Rules disclosure

With effect from 17 Octoher 2007, the Group transferred to
Santander (a related party for the purposes of the FSA Listing
Rules) its rights and obligations under the Consortium and
Shareholders’” Agreement in respect of the ABN AMRO Global
Clients business in Brazil for €750 million.
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Shareholder information

Financial calendar
Annual Generat Meeiing

Inlerim results

Dividends
Payment dates.
Crdinary shares (2007 Final)
Ordinary shares (2008 Interim)
Cumulative preference shares
Non-cumulative preference shares
Ex-cinndend daes:
Ordinary shares {2007 Final}
Cumulative preference shares
Record dates:
Ordinary shares {2007 Final)
Cumutative preference shares

Shareholder enquiries

Sharehgoldings in the company may be checked by visiting our
website (www.rbs.com/shareholder). You will need the
sharehaolder reference number printed on your share certificate
or tax voucher (o gain access to this information.

Dividend payments

The company pays its dividends in paunds steding although
shareholders may choose to receive payment in US dollars or
euros.

Shareholders wishing to receive payment in either US dollars
or eurcs should reguest an instruction form from the
company’s registrar:

Computershare Investor Services PLC
PO Box 82

The Pavilions

Bridgwater Road

Bristol BS99 622

Telephone: 0870 702 0135

Fax; 0870 703 6009

Email: web.queres@computershare.co.uk

Shareholders may also download an instruction form via our
website (www.rbs.com/shareholder).

Completed instruction forms must be returned to the registrar
ne fater than 15 working days befare the refevant dividend
payment date.

Braulle and auaip Annual Revisw andg

Summary Financial Stalement

Shareholders requiring a Braille or audio version of the Annual
Review and Summary Financia! Statement should contact the
Registrar on 0870 702 0135,
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23 April 2008 at 2.00 pm
Edinburgh International Conference Centre,
The Exchange, Morrison Street, Edinburgh

8 August 2008

6 June 2008

October 2008

30 May and 31 December 2008

31 March, 30 June, 30 Seplember and 31 December 2008

5 March 2008
30 April 2008

7 March 2008
2 May 2008

ShareGift

The company is aware that shareholders who hold a small
number of shares may be relaining these shares because
dealing cosls make it uneconomical to dispose of them.
ShareGift, the charity share donation scheme is a free service
operatad by The Orr Mackintosh Foundation {registered charity
1052686} to enable shareholders to donate shares to charity.

Should you wish to donate your shares to charity in this way
you should contact ShareGift for further information:

ShareGift, The Orr Mackintosh Foundation,

17 Carlton House Terrace, London SW1Y 5AH
Tel: 020 7930 3737

www.ShareGift.org

Donating your shares in this way wil not give rise to either a
gain or a loss for UK capital gains tax purposes and you may
be able to rectaim UK income tax on gifted shares. Further
informaticn can be obtained from HM Revenue & Customs.




Capital gains tax

For sharehalders who held RES ordinary shares at 31 March
1982, the market value of one ordinary share held was 103p.
After adjusting for the 1 March 1985 rights issue, the 1
September 1989 capitalisation issue, the bonus issue af
Additional Value Shares on 12 July 2000 and the bonus issue of
ordinary shares on 8 May 2007, the adjusted 31 March 1982
base value of one ardinary share held currently is 15.4p.

For shareholders who helc NatWest ardinary shares at 31
March 1982, the market value of one ordinary share held was
28.39p for shareholders who accepted the basic terms of the
RBS offer. This takes account of the August 1984 and June
1986 rights issues and the June 1989 bonus issue of NatWest
ordinary shares as well as the subsequent issue of Additional
Value Shares and the bonus issue of orginary shares on 8 May
2007.

Whan disposing of shares, shareholders are also entitled to
indexation allowance (te April 1998 only in the case of
individuals and non-corporate holders), which is calculated on
the 31 March 1982 value, on the cost of subsequent
purchases from the date of purchase ang on the subscription
for rights from the date of that payment. Further adjustments
must be made where a shareholder has chosen to receive
shares instead of cash for dividends. Individuals and non-
corporate shareholders may also be entitled to some taper
relief to reduce the amoun: of any chargeable gain on
disposal of shares.
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It was announced in the Pre-Budget Report on 9 October 2007
that the capital gains tax treatment for individuals will change
for gisposals made on or after 6 Aprii 2008, There will be a
single rate of capital gains tax set at 18%. Indexation
allowance and taper rellef will no longer be available and for
assets held on 31 March 1982, the market value of the asset
on that date will automatically be used for the purpose of
calculating the gain or loss arising on a dispasal.

The information set out above Is intended as a goneral
guide only and is based on current United Kingdom
legislation and HM Revenue & Customs practice as at this
date. This information deals only with the position of
individual shareholders who are resident in the United
Kingdom for tax purposes, who are the beneficial owners
of their shares and who hold their shares as an investment.
It does not deal with the position of shareholders other
than individuat shareholders, shareholders who are
resident outside the United Kingdom for tax purposes or
cartain types of shareholders, such as dealers in
securities.
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Shareholder information continued
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Analyses of ordinary shareholders at 31 December 2007 Number
e __ Bharghoidings u—fr::;:?or:: %
Individuals 174,438  693.7 69
Banks and nominee companies 25,434  B,B9B. 88.9
Investment trusts 172 4.3 01
Insurance companies 329 5.1 0.1
QOther companies 2,148 32186 32
Pension trusts 45 32.7 0.3
Other corporate bodies 94 50.7 0.5
202,660 10,006.2 100.00
Range of sharenoidings:
11,000 84,387 345 0.3
1,001 - 10,000 99,951 336.1 3.4
10,001 - 100,000 16,400 351.8 a5
100,001 - 1,000,000 1,202 420.8 4.2
1,000,001 - 10,000,000 569 1,853.4 18.5
10,000,009 and over 151  7,009.6 70.1
202,660 10,006.2  100.00

RBS Group * Annual Report and Accounis 2007




Trading market

Non-cumulative dollar preference sharas

On 26 March 1997, 8 February 1999, 30 September 2004, 26 August 2004, 19 May 2005, 9 November 2005,
25 May 2006, 27 December 2006, 28 June 2007, 27 September 2007 and 4 October 2007 the company issued the following
American Depositary Shares (“ADSs") representing non-cumutative dollar preference shares of the company, in the United States,

which were outstanding at 31 December 2007:

8,000,000 Series F {“Series F ADSs") representing 8,000,000 non-cumulative dollar preference shares, Series F;

12,000,000 Series H (“Series H ADSs") representing 12,000,000 non-cumu'ative dollar preference shares, Series H;

34,000,000 Series L (“Series L ADSs") representing 34,000,000 non-cumulative dollar preference shares, Series L;

37,000,000 Series M {“Series M ADSs") representing 37,000,000 non-cumnulative dollar preference shares, Series M,

40,000,000 Series N (“Series N ADSs™) representing 40,000,000 non-cumulative dollar preference shares, Series N;

22,000,000 Series P ("Series P ADSs") representing 22,000,000 non-cumulative do!lar preference shares, Series P;

27,000,000 Series Q (“Series Q ADSs") representing 27,000,000 non-cumulative dollar preference shares, Series Q.

26,000,000 Series R (“Series R ADSs") representing 26,000,000 non-cumulative dollar preference shares, Series R:

38,000,000 Series S (*Series S ADSs") representing 38,000,000 non-cumutative dollar preference shares, Series S;

64,000,000 Series T {“Series T ADSs") representing 64,000,000 noncumulative dollar preference shares, Series T, and

15,000 Series U (“Series U ADSs") representing 15,000 non-cumulative dollar preference shares, Series U.

Each of the respective ADSs set out above represents the right
to receive one corresponding preference sharg, and is
evidenced by an American Depositary Receipt ("ADR"} and is
listed on the New York Stock Exchange. a subsidiary of NYSE
Euronext (“NYSE™).

The ADRs evidencing the ADSs above were issued pursuant to
Deposit Agreements, among the company, The Bank of New
York, as depoesitory, and all holders from time-to-time of ADRs
issued thereunder. Currently, there is no non-United States
trading market for any of the non-cumulative dollar preference
shares. All of the non-cumulative dollar preference shares are
hetd by the depository, as custodian, in bearer form.

In January 2007, the company redeemed the B million Series E
non-cumulative preference shares of US$0.01 each, the 10
million Series G non-cumulative preference shares of US30.01
each and the 16 million Series K non-cumulative preference
shares of US30.01 each.

At 31 December 2007, there were 100 registered shareholders
of Series F ADSs, 63 registerea shareholders of Series H
ADSs, 25 registered sharehalders of Series L ADSs, 1
registered sharehaolder of Series M ADSs, 47 registered
shareholders of Series N ADSs, 55 registered shareholders of
Series P ADSs, 17 registered shareholders of Series Q ADSs,
1 registered shareholder of Series R ADSs, 1 registered
shareholder of Series S ADSs, 23 registered shareholders of
Series T ADSs and 1 registered shareholder of Series U ADSs.
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PRQs

On 20 August 2001, the company issued US$1.2 billion of
perpetual regulatory tier one securities ('PROS’) in connection
with a public offering in the United States. The PROs are listed
on the NYSE.

ADSs representing ordinary shares

On 17 October 2007, the company listed ADSs, each
representing one ordinary share, nominal value 25p each (or a
right to receive one ordinary share), and evidenced by an ADR
or uncertificated securities, on the NYSE. On the same day,
trading commenced on a ‘when issued” basis and on 18
QOctober 2007, regular trading commenced. As of 31
December 2007, 62.9 million ADSs were outsianding. The
ADSs were issued in connection with the company's bid for tha
outstanding share capital of ABN AMRQ Holding N.V.

The ADSs described in the above paragraph were issued
pursuant to a Deposit Agreement, amang the company, The
Bank of New York Mellon, as depositary, and all owners and
holcers from time to time of ADSs issued thereunder. The
ordinary shares of the company are listed and traded on the
London Stock Exchange. All ordinary shares are deposited
with the principal London office of The Bank of New York
Mellon, as custodian for the depositary.
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The following table shows, for the periods indicated, the high and low sales prices for each of the outstanding ADSs representing
non-cumulative doltar preference shares and PROs, as reported on the NYSE composite tape:

Figures in USS
By month

January 2008
December 2007
November 2007
Qctober 2007
September 2007
August 2007

By quarter

2007: Fourth quarter
2007 Third quarter
2007: Second quarter
2007: First quarter
2006: Fourth guarter
2008: Third quarter
2006; Second gquarter
2006: First guarter
By year

2007

2008

2005

2004

2003

Note:

(1) Price quoted as a % of US$1,000 nominal.
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High
Low
High
Low
High
Low
High
Low
High
Low
High
Low

High
Low
High
Low
High
Low
High
Low
High
Low
High
Low
High
Low
High
Low

High
Low
High
Low
High
Low
High
Low
High
Low

25.85
23.60
26.23
25.25
26.50
25.39
25.76
25.26
26.73
25.29
2691
25.58
26,07
25.45
27.25
25.72

26.50
23.60
27.25
25.29
28.00
26.02
28.45
25,65
29.05
27.03

SereaH Seresl
ADFs

25.15
24.21
25.10
22.70
2525
2277
25.50
24.98
25.60
24.95
25.52
25.00

25.50
22.70
25.60
24,95
2578
2510
25.85
2521
25.95
2547
2575
25.16
25.49
250
25.78
25.25

25.85
22.70
25.95
25.01
26.19
25.20
25.87
24.45
26.40
25.10

22.20
18.80
20.66
17.90
20.89
18.44
21.34
20,76
21.98
20.67
21.91
20.30

21.34
17.80
22.23
20.30
2436
21.80
2475
24,02
24.62
23.80
24,08
21.71
23.39
21.15
24.50
23.09

24.75
17.90
2462
21.15
24,99
22,67
24.68
23.51

Senes M

A

2412
20.88
2244
19.68
23.01
20.19
23.23
22.57
23.98
22.22
24,54
22.90

23.23
19.68
24,60
22.22
25,88
24.10
25.99
25.50
26.08
2523
25.44
24.05
25.03
23.58
25.62
25.08

25.99
19.68
26.08
23.58
26.75
2477
26.16
25.13

Toros N

buras P

Suras G

bares B

Hares §

bares T

Swriga U

ADSs ADEs ADSs ADSS A8 ADSs AL“?" PRGe 111
2400 2385 2483 2352 2466 2550 10561 107.55
2054 2010 21.80 1990 2139 2400 101.72 10413
2242 2199 2369 2150 2275 2522 10281 10664
1950 19.25 20.71 18896 2026 2261 9834 10049
2281 2260 2452 2183 2330 2525 10494 109.95
2014 1994 21.30 1944 2073 2335 101.16 103.08
2310 2289 2480 2254 2411 2548 107.98 109.95
2250 2221 2426 2178 2352 2500 103.43 10580
2382 2337 2503 2285 2449 2510 — 112,14
2188 2176 2349 2120 2277 2495 — 10494
2387 2349 2524 2325 25.20 — - 111.88
2293 2245 2420 21.76 2322 —_ — 108.28
2340 2289 2480 2254 2411 2548 107.98 100.95
19,50 19.25 2071 1896 20.26 2261 98.34 10049
2430 2414 2588 2355 2520 2510 — 112.88
2198 2176 2349 2120 2277 2495 — 104.54
2567 2578 2640 2535 25.00 — — 118.15
2381 2351 2495 2330 2495 — — 11017
2575 2583 2691 2550 — — - 122,07
2535 2525 2608 24.79 — — — 11581
2596 2607 2676 — —_— — — 121.54
2521 2491 2597 — — — — 114.47
2530 2533 26.24 — — — — 117.81
2369 2364 2508 — — — - 106,96
2504 2470 25.55 _ — — — 1114.90
23.32 2276 2467 — — — — 106.06
2560 2535 — — --- — — 122.23
2610 2472 — — — — — 11475
2575 2583 2691 2550 2520 2548 107.88 12207
1950 1925 2071 1896 2026 2261 9834 10049
2596 2607 26.76 — — — — 12223
2332 2276 2467 —_ — — — 106.06
26.23 25.50 — — — — - 129.57
24,70 2460 — - -_— — — 116.70

— -— - — — — — 125.14
— — — —_ — — — 110.58
— — - - — — — 130.78
— — — - — — — 111.06




(rdinary shonas

The following table shows, for the periods indicated, the high and low sales prices for the company’s ordinary shares on the London
Stock Exchange, as derived {rom the Daily Office List of the UK Listing Authority:

Figures in £

By month
January 2008
December 2007
Novemnber 2007
October 2007

September 2007

August 2007

High
Low
High
Low
High
Low
High
Low
High
Low
High
Low

e sary

L

4.4250
34275
4.9000
4.2426
4.9875
3.9725
5.6950
5.0200
5.8350
5.0850
5.9900
5.4300

Figuresin £

By guarter

2007: Fourth quarter
2007: Third quarter
2007: Second quarter
2007: First quarter
2006: Fourth quarter
2006: Third quarter

2006: Second quarter

2006: First quarter

High
Low
High
Low
High
Low
High
Low
High
Low
High
Low
High
Low
High
Low

T ory

St

5.6850
3.9725
6.4250
5.0850
6.9000
6.2300
7.1900
6.5100
6.6600
6.0800
6.1200
5.5600
6.2500
5.5800
6.4400
5,6700

Flgures in £
By year
2007

2006

2005

2004

2003

High
Low
High
Low
High
Low
High
Low
High
Low

On 26 February 2008, the closing price of shares on the London Stock Exchange was £4.135, equivalent 1o $8.17 per share
{ranslated at the Noon Buying Rate of $1.9747 per £1.00 on 26 February 2008.

ADSe

[ SPENIY
shuin

7.1900
3.9725
6.6600
5.5600
6.1000
5.0700
5.8700
4,8800
5.9300
4,1200

The fallowing table shows, for the periods indicated, the high and low sales prices for the company's ordinary ADSs, as reported on
the NYSE composite tape:

Figures in US$
By month
January 2008
Dacember 2007
November 2007

Qctober 2007

High
Low
High
Low
High
Law
High
Low

8.90
7.50
10.26
8.64
10.58
8.43
11.30
10.50

Figures in US$
By quarter
2007: Fourth quarter

High
Low

AD%s

11.30
8.43

Figures in US$
By yoar
2007

On 26 February 2008, the clcsing price of ordinary ADSs on the New York Stock Exchange was $8.34.
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High
Low

ADim

11.30
8.43
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Shareholder information continued

Dividond history

Preference and other non-equity dividends

2007 pres Xxn
Subortinated Sebeadiplid
Eabvdities Equity B Moy [ Fra
AmcrE per sh3re L 5 £ 3 [ ¥ i b
Non-cumulative preference shares of US$0.01
- Series B (redeemed January 2003) — — — — — 0143
- Series C (redeemed January 2003} — — — — — on
— Series [ (redeemed March 2006) —_— - 0.21 1.13 .41 1.23
- Series E (redeemed January 2007) 008 0.04 1.10 1.12 140 121
- Series F 191 096 1.03 1.06 104 145
- Series G (redeemed January 2007) 0.08 0.04 1.00 1.02 .00 N
- Series H 1.81 091 0.98 1.00 098 1.09
- Series | {redeemed March 2006) — — 0.20 1.10 1.08 1.20
- Series J (redeemed November 2005} — - —_ 1.06 1456 127
- Series K {redeemed January 2007) 0.08 0.04 1.06 1.09 1.07 1.8
- Series L 1.44 Q.72 0.78 0.79 0.19 —_
- Series M ‘ 160 0.80 0.87 0.88 030 —
- Series N 1.5 079 0.86 0.55 — —
- Series P 1.56 0.78 0.85 0.13 - —
- Series 1.69 084 0.53 - — —
- Serles R 1.4 077 — — — —
- Serigs S {issued June 2007} 083 041 — — —- -
— Series T (issued September 2007) 047 023 — —_ —
Non-cumulative convertiple preference shares
of US$0.01
- Series 1 91.18 45.58 50.26 50,33 49.05 54.89
- Series 2 (redeemed March 2005) -— —_ — 11.60 47,43 53.08
- Series 3 (redeemed December 2005) —_ — —_ 43.03 41.74 45.57
Non-curnulative convertible preference shares
of €0.01
~ Series 1 {redeemed March 2005) — —_ — 11,54 44,19 49,58
Non-gumulative preference shares of €0.01
- Series 1 79.43 39.63 37.18 41,14  3.45 —
- Series 2 71.19 3552 36.22 - — —
Non-cumulative convertible preference shares
of £0.01
- Series 1 148.06 73.87 73.87 73.87 73.87 7387
Addilional Value Shares of £1 e —_ — — — — 055

Qrdinary dividends
QOrdinary dividends per share for prior years in the table below have been restated for the effect of the borus issue of ordinary
shares in May 2007.

2007 R s o
Arqeur b e shome 0 A can Damaaicry Lodids 1) cants parce piEe A erce: ML)
Interim 20.1 1041 8.1 6.5 56 49
Final @ 458 231 221 177 137 119
Total dividends on equity shares 65.9 3.2 30.2 242 19.3 16.8

Hotes:

{1) Each American Depasitary Share represonts ona ordinary share. The historical Bmounts isted in the Lable apply 1o 1he ordinary shares, as tha American Depasitary Shares were
nat issued untl Oclober 2007 as descnbed abave under Trading Marksl,

{2) 2007 final dividends are proposedt.

For further information, see Notes 6 and 7 on the accounts.
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Taxation for US Holders

The fallowing discussion summarises certain US federal and
UK tax consequences of the acquisition, ownership and
disposition of ordinary shares, non-cumulative dollar
preference shares, ADSs representing ordinary shares
("ordinary ADSs"), ADSs representing non-cumulative dollar
preference shares {"preferenca ADSS™) or PROs by a
beneficial owner that is a citizen or resident of the United
States or that otherwise will be subject to US federal income
tax on a net income basis in respect of the ordinary shares,
non-cumulative dollar preference shares, ordinary ADSs,
preference ADSs or PROs {3 “US Holder"). This summary
assumes that a US Holder is holding ordinary shares, non-
cumulative dollar preference shares, ordinary ADSs,
preference ADSs or PROs, as applicable, as capital assets.
This summary does not address the tax consequences to a US
Holder (i) that is resident {or, in the case of an individual,
ordinarily resident) in the UK for UK tax purposes or {ji)
generally, that is a corporation which alone or together with are
of more associated comgpanias, controls, directly or indirectly,
10% or more of tha voting stock of the company.

The statements and praclices set forth below regarding US
and UK tax laws, inciuding the US/UK double taxation
convention relating to income and capital gains which entered
into force on 31 March 2003 (the “Treaty"), and the US/UK
double taxation convention relating to estate and gift taxes (the
“Estate Tax Treaty”), are based on those laws and practices as
in force and as applied in practice on the date of this Report.
This summary is not exhaustive of all possible tax
considerations and holders are advised 1o satisfy themselves
as 1o the overall tax consequences, including specifically the
consequences under US federal, state, local and other laws,
and possible changes in taxation law, of the acquisition,
ownership and disposition of crdinary shares, non-cumulative
dollar preference shares, ordinary ADSs, preference ADSs or
PROs by consulting their own tax advisers.

The following discussion assumes that the Company is not,
and will not become, a passive foreign investment company
{'PFIC’) - see ‘Passive Foreign Investment Company
Considerations' on page 246.
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Crdinary shares, preference shares, ordinary ADSs snd
preference ADSs

Taration of dvdends

For the purposes of the Treaty, the Estate Tax Treaty and the
US Internal Revenue Cede of 1986, as amended (the “Code™),
US Holders of ordinary ADSs and preference ADSs should be
treated as owners of the ordinary shares and the non-
cumulative dollar preference sharas underlying such ADSs.

The US Treasury has expressed concerns that parties 10 whom
ADSs are pre-released or intermediaries in the chain of
ownership between US Holders and the issuer of the security
underlying the ADSs may be taking actions that are
inconsistent with the claiming of foreign tax credits for US
Holders of ADSs. Such actions would also be inconsistent with
the claiming of the reduced rate of tax applicable to dividends
received by certain non-corporate US Holders, Accordingly,
availability of the reduced tax rate for dividends received by
certain non-corporate US Helders of ardinary ADSs could be
affected by actions taken by such parties or intermediaries.

The company is not required 10 withhotd UK tax at source from
dividend payments it makes or from any amount (including any
ameunts in respect of accrued dividends) distributed by the
company. US Holders who are not resident or ordinarity
resident in the UK and wha do not carry on a trade, profession
or vocation in the UK through a branch, agency or permanant
establishment in connection with which their ordinary shares,
non-cumulalive preference shares, ordinary ADSs or
preference ADSs are held used or acguired will not be subject
1o UK tax in respect of any dividends received on the relevant
shares or ADSs.

Distributions by the company will constitute foreign source
dividend income for US federal income tax purposes to the
extent pald out of the current or accumulaled earnings and
profits of the company, as determined for US federal income
tax purpeses. Because the company does not maintain
calculations of its earnings and profits under US federal
inceme tax principles, it is expected that distributions will be
reported to US Holders as cividends. Payments will not be
eligible for the dividends-received deduction allowed to
corporate US Holders.

Subject o applicable limitations that may vary depending upon
a holder's individual circumstances, dividends paid to certain
non-corporate US Holders in taxable years beginning before

1 January 2011 will be taxable at a maximurn tax rate of 15%.
Non-gcorporate US Holders should consult their own tax
advisers 10 determine whether they are subject to any special
rules that limit their ability to be taxed at this favourable rate.

Dividends will be included in a US Holder's income on the date
of the US Holder's (or In the case of ADSs, the Oepositary's)
receipt of the dividend. The amount of any dividend Incore
paid in pounds sterling or eurcs will be a US dollar amount
calculated by reference to the relevant exchange rate in sffect
on the date of such receipt regardless of whether the payment
is in fact converied into US dollars. If the dividend is converted
into LIS dollars on the date of receipt, the US Holder generatly
should not be required to recognise foreign currency gain or
loss in respect of the dividend income. If the amount of such
dividend is not converted into US dolfars on the date of
receipt, the US Holder may have foreign currency gain or loss.

%< RBS
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Shareholder information continued

Taxation of sapie

A US Holder that is not resident {or, in the case of an
individual, ordinarily resident) in the UK will not normally be
liable for UK tax on capital gains realised on tha disposition of
an grdinary share, a non-cumylative dollar preference share,
an ordinary ADS or a preference ADS unless at the time of
the disposal, in the case of a corporate US Holder, such US
Holder carries on a trade in the UK through & permanent
establishment or, in the case of any other US Holder, such US
Helder carries on a trade, profession or vocation in the UK
through a UK branch ar agency and such ordinary share,
non-cumulative dollar preference share, ordinary ADS or
preference ADS is or has been used, held or acquired by or
for the purposes of such trade (or profession or vocation),
permanent establishment, branch or agency. Special rules
apply to individuals who are temporarily not resident or
ordinarity resident in the UK.

A US Holder will, upon the sale or other disposition of an
ordinary share, a non-cumulative dollar preference share, an
ordinary ADS or a preference ADS, or upon the redemption of
a non-cumulative dollar preference share or preference ADS,
generally recognise capital gain or loss for US federal income tax
purposes (assuming that in the case of a redemption of a non-
curmulative dallar preference share or a preference ADS, such US
Helder coes nol own, and is not deemed to own, any ordinary
shares or ordinary ADSs of the company) in an amount equal to
the difterence between the amount realised {excluding in the
case of a redemption any amount treated as a dividend for US
federal income {ax purposes, which will be taxed accordingly)
and the US Holder’s tax basis in such share or ADS. This capital
gain or loss will be long-term capital gain or loss if the US
Holder held the share or ADS sao sold, disposed or redeemed
for more than one year,

A US Holder who is liable for both UK and US tax on a gain
recognised on the disposal of an ordinary share, a non-
cumulative dollar preference share, an ordinary ADS or a
preferance ADS will generally be entitled, subject to certain
limitations, to credit the UK tax against its US federal income
tax liability in respect of such gain.

If a corporate US Holder is subject to UK corporation tax by
reason of carrying on a trade in the UK through a permanent
establishment and its ordinary share, non-cumulative dollar
preference share or ADS is, or has been, used, held or
acquired for the purposes of that permanent establishment,
certain provisions introduced by the Finance (No. 2) Act 2005
will apply if the US Holder holds its ordinary share, non-

| cumulative dollar preference share or ADS for a “tax avoidance

' purposa”. If these provisions apply, dividends on the ordinary
share, non-cumulative dollar preference share, ordinary ADS or
preference ADS, as well as certain fair value credits and debits
arising in respect of such share or ADS, will be brought within
the charge 1o UK corperation tax on income and the UK tax
position outlined in the preceding paragraphs will not apply in
relation 1o such US Holder.
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Estaie and ot fax

Subject ‘o the discussion of the Estate Tax Treaty in the next
paragraph, ordinary shares, non-cumulative dollar preference
shares, crdinary ADSs or preference ADSs beneficially owned
by an individual may be subject to UK inheritance tax {subject
to exemptions and reliefs) an the death of the individual or in
certain circumstances, if such shares or ADSs are the subject
of a gift {including a transfer at less than market value) by such
individual. (Inheritance tax is not generatly chargeable on gifts
to individuals made more than seven years before the death of
the danor). Ordinary shares, non-cumnulative dollar preference
shares, ordinary ADSs or preference ADSs held by the trustees
of a settlement will also be subject to UK inhentance tax.
Special rules apply to such settlements.

An ordinary share, a non-cumulative dollar preference share,
an ordinary ADS or a preference ADS beneficially owned by
an ingividual, whose domicile is determined to be the United
States for purposes of the Estate Tax Treaty and who is not a
natignal of the UK, will not be subject to UK inberitance tax on
the individual's death or on a lifelime transfer of such share or
ADS, except in certain cases where the share or ADS (i) is
comprised in & seftiement (unless, at the time of the
settlement, the settlor was domicited in the United States and
was not a national of the UKY); {ii} is part of the business
property of a UK permanent establishment of an enterprise; ar
(iii} pertains to a UK fixed base of an individual used for the
performance of independent personal services. The Estate Tax
Treaty generally provides a credit against US federal estate or
gift 1ax liability for the amount of any tax paid in the UK in a
case where the ordinary share, nan-gumutative dollar
preference share, erdinary ADS or preference ADS is subject
to both UK inheritance tax and US federal estate or gift tax.

Uk stamg duly and stamp duiy resenve tas {"SORTT)

The following is a summary of the UK stamp duty and SDRT
consequences of transferring an ADS or ADR in registered
form (otherwise than to the custodian on cancellation of the
ADS) or of transferring an ordinary share or a non-cumulative
daltar preference share. A transfer of a registered ADS or ADR
executed and retained in the Unlted States will not give rise (o
stamp duly and an agreement 1o transfer a registered ADS or
ADR will not give rise to SDRT. Stamp duty or SORT will
normally be payable on or in respect of transfers of ordinary
shares or non-cumulative dollar preference shares and
accordingly any holder who acquires or intends 1o acquire
ordinary shares or non-cumulative dollar preference shares is
advised to consult its own tax advisers in relation to stamp
duty and SDRT.




PR~

Unied Slates

Payments of interest on a PRQ {including any UK withhelding
tax, as o which sea below) will constitute foreign source
dividend incame for UIS federal income tax purposes to the
extent paid out of the current or accumulated earnings and
profits of the company, as determined for US federal income
tax purposes. Payments will not be eligible for the dividends-
received deduction allowed to corporate LS Holders, A US
Holder who is entitled under the Treaty to a refund of UK tax,
if any, withheld on a payment will not be entitled to claim a
foreign tax credit with respect to such tax.

Subject to applicable limitations that may vary depending upon
a holder’s individual circumstances, dividends paid te certain
non-corporate US Holders in taxable years beginning before 1
January 2011 will be taxable at a maximum tax rate of 15%.
Non-corporate US Holders should consult their own tax
advisers 10 delermine whether they are subject to any special
rules that limit their ability to be taxed at this favourable rate.

In addition, bills have been introduced in both the LIS House
and the US Senate which would, if enacted, deny the
favourable tax rates described in the preceding paragraph for
dividends paid in respect of certain securities, including
securties such as PROs, where the issuer of the securities is
allowed a deduction under the tax laws of a foreign country
with respect to such dividend. The proposed legislation would
apply to dividends received after the date of its enactment. it
is not possible to predict whether the proposed legislation wili
be enacted, either in it§ present form or any other form. Non-
corporate US Holders should consult their tax advisers with
respect (o the potential enactment of currently proposed
legislation and its applicatien in their particular circumstances.

A US Helder will, upon the sale, exchange or redemption of a
PRO, generally recognise capital gain or loss for US federal
income tax purpeses (assuming that in the case of a
redemption, such US Holder does not own, and is not deemed
to own, any ordinary shares or ordinary ADSs of the company)
in an amount equal to the difference between the amount
readlised {excluding any amount in respect of mandatory
interest and any missed payments which are to be satisfied en
a missed payment satisfaction date, which would be treated as
ordinary income} and the US Holder's tax basis in the PRO.

recognised on the disposal of PROs will generally be entitled,
subject to certain limitations, to credit the UK tax against its US

A US Holder who is liable for both UK and US tax on gain
‘ federal income tax liability in respect of such gain.
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Unied Kingdom

Tasation of paymenis on the PROs

Payments on the PROs will constitute Interest rather than
dividends for UK withhg!ding tax purposes. However, the PROs
will constitute 'quotec eurobonds’ within the meaning of
section 987 of tha Income Tax Act 2007 and therefore
payments of interest will not be subject to withholding or
deduction for or on account of UK taxation as long as the
PROs remain at all times listed on a 'recognised stock
exchange' within the meaning of section 1005 of the Income
Tax Act 2007. In all other cases, an amount must be withheld
on account of UK income tax at the savings rate (currently
20%) subject to any direction to the contrary by HM Revenue
& Customs under the Treaty and except thal the withhglding
obligation is disapplied in respect of payments to persons who
the company reasonably believes are within the charge to
corporation tax or fall within various categorles enjoying a
special tax status {including charities and pension funds),

or are parinerships consisting of such persons (unless HM
Revenue & Customs directs otherwise). Wherg interest has
been paid under deduction of UK withholding tax, US Holders
may be able to recover the tax deducted under the Treaty.

Any paying agent or other person by or through whom interest
is paid to, or by whom interest is received on behalf of, an
individual, may be required to provide information in relation to
the payment and the individual concerned to HM Revenue &
Customs. HM Revenue & Customs may communicate this
inforrnation to the tax authorities of other jurisdictions.

HM Revenue & Customs confirmed at around the time of the
Issue of the PROs that interest payments would not be treated
as distributions for UK tax purposes by reason of (i} the fact
that interest may be deferred under the terms of issue; or

{ii} the undated nature of the PROs, provided that at the time
an inerest payment is made, the PROs are not held by a
company which is ‘associated’ with the company or by a
funded company'. A company will be associated with the
company if, broadly speaking, it is part of the same group as
the company. A company will be a ‘funded compaay' for these
purposes if there are arrangements involving that company
being put in funds (directly or indirectly) by the company, or an
entity associated with the company. In this respect, HM
Revenue & Customs has confirmed that a company helding an
interest in the PROs which incidentally has banking {acilities
with any company associated with the company will not be a
‘funded company’ by virtue of such facilities. Interest on the
PROs constitutes UK source income for UK tax purposes and,
as such, may be subject to income tax by direct assessment
even where paid without withholging. However, interest with a
UK source received without deduction or withholding on
account of UK tax will not be chargeable to UK tax in the
hangs of a US Holder unless, in the case of a corporate US
Holder, such US Holder carrles on a trade in the UK through a
UK permanent establishment or in the case of other US
Holders, such persons carry on a trade, profession or vocation
In the UK through a UK branch or agency in connection with
which the Interest is received or to which the PROs are
atiributable. There are exempltions for interest received by
certain categories of agents (such as some brokers and
investment managers).
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Shareholder information continued

ELI Direclive o axaion of sanngs iNncome

The European Union has adopted a directive regarding tha
taxation of savings income. The Direclive requires member
states of tho European Union to provide 1o the tax autharities of
othar member states details of payments of interest and other
similar income paid by a person to an individual or certain
other persons resident in another member state, except that
Belgium, Luxembourg and Austria may instead impose a
withholding system for a transitional period unless during such
peniod they elect otherwise.

Cisprosal {(p-chuding rocemphbon

A dlIsposal {including redemption} of PROs by a non-corporate
US Holder will not give rise to any liability to UK taxation on
capital gains unless the US Holder carries on a trade {(which
for this purpose includes a profession or a vocation) in the UK
through a branch or agency and the PROs are, or have been,
held or acquired for the purposes of that trade, branch or
agency.

A transfer of PROs by a US Holder will not give rise to a
charge to UK tax on accrued but unpaid interest payments,
unless the US Helder is an individual or other non-corporate
taxpayer and at any tima in the relevant year of assessment or
accounting period carries on a trade in the UK through a
branch or agency to which the PRCOs are atiributable.

Anrug iax charges

Corporate US Holders of PROs may be subject to annual UK
tax charges (or relief) by reference to fluctuations in exchange
rates and in respect of profits, gains and losses arising from
the PROs, but only if such carpaorate US Holders carry on a
trade, profession or vocation in the UK through a UK
permanent establishment to which the PROs are attributable.

irheance Tav

In relation to PROs held through DTC {(or any other clearing
system), the UK inheritance tax position is not free from doubt
in respect of a lifetime transfer, or death of, a US Holder who
is not domiciled nor deemed to be domiciled in the UK for
inheritance tax purposes; HM Revenue & Customs is known to
consider that the situs of securities held in this manner is not
necessarily determined by the place where the securities are
registered. In appropriate circurnstances, thera may be a
charge to UK inheritance tax as a result of a lifetime transfer at
less than market value by, or on the death of, such US Holder.
Inheritance tax is not generally chargeable on gifts to
individuals made more than seven years before the death of
the donar. However, exemption from, or a redugtion of, any
such UK tax liability may be available under the Estate Tax
Treaty (see below). US Holders should consult their
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professional acivisers in refation to such potential liability.

PROs beneficially owned by an individual, whose domicile is
determined to be the United States for the purposes of the
Estate Tax Treaty and who is not a national of the UK, will not
be subject to UK inheritance tax on the individual's death or on
a lifetime transfer of the PRO, except in certain cases where
the PRO (i) is comprised in a settlement (unless, at the time of
the settlement, the sottlor was domiclled in the United States
and was not & national of the UK); (il) is part of the business
property of & UK permanent establishment of an enterprise; or
{iii) pertains 10 a UK fixed base of an individual used for the
performance of independent personal services, The Estate Tax
Treaty generally provides a credit against US federal estate or
gift tax liability for the amount of any tax paid in the UK in a
case where the PRO Is subject to both UK inheritance tax and
US federal estate or gift tax.

Swarnp duty and SORT
No stamp duty. SDRT or similar tax is imposed in the UK on the
Issue, transfer or redemption of the PROs.

Passive: Furaugn bvosbinent Compsmy Conaideraions

A foreign corporation will be a PFIC in any taxable year in
which, after taking irto account the income and assets of the
corporation and certain subsidiaries pursuant to applicable
“look-through rules,” either {i} at teast 75% of its gross income
is “passive income” or (ji) at feast 50% of the average value of
its assets is attributable to assets which produce passive
income or are held for the production of passive income. The
company does not believe that it was as a PFIC for its 2007
taxable year. Although interest income is generally passive
income, a special rule allows banks to ireat their banking
business incoma as non-passive, To qualily for this rule, a bank
must satisfy certain requirements regarding its licensing and
activities. The company beligves that it currently meets these
requirements, The company’s possible stalus as a PFIC must
be determined annually, however, and may be subject to
change if the company fails to qualify under this special rule
for any year in which & US Helder holds ordinary shares, non-
cumulative dollar preference shares, ordinary ADSs,
preference ADSs or PROs, If the company were 10 be treated
as a PFIC in any year during which a US Holder holds ordinary
shares, non-cumulative dollar preference shares, ordinary
ADSs, preference ADSs or PRQOs, US Holders would generally
be subject to adverse US federal income tax consequences.
Holders should consult their own tax advisers as 1o the
potential application of the PFIC nvles to the ownership and
disposition of the company’s ordinary shares, non-cumultative
dollar preference shares, ordinary ADSs, preference ADSs or
PROs.




Exchange controls

The company has been advised that there are currently no UK
laws, decrees or regulations which would prevent the import or
export of capital, including the availability of cash or cash
equivalents for use by the Group, or the remittance of
dividends, interast or othar payments to non-UK resident
holders of the company’s securities.

There are no restrictions under the Articles of Association of
the company or under UK law, as currently in effect, which limit
the right of non-UK resident owners to hold or, when entitled to
vote, freely 1o vote the company’s securities.

Memorandum and Articles of Associaiion

The company's Memorandum of Association and Articles of
Association as in effect at the date of this annual reporl are
registered with the Registrar of Companies of Scotland. The
Articles of Association were last amended on 29 April 2004
and have been filed with the SEC.

A resolution amending the Articles of Association will be
proposed at the Annual General Meeting to be held on 23 April
2008. The proposed amendments arg designed to update the
Articles of Association primarily to take account of changes in
company faw introcuced by the Companies Act 2006.

For a description of certain provisions of the company’s
Memarandum ang Arlicles, see the Additional Information -
Memaorandum and Articles of Assaociation’ section of the
company's Annual Report on Form 20-F for the fiscal year
ended 31 December 2004.
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Incorporation and registration

The company was incorporated and registered in Scotland
under the Companies Act 1948 as a limited company on 25
March 1968 under the name National and Commarclal Banking
Group Limited. On 10 March 1882, it changed its name to its
present name and was registered under the Companies Acts
1948 to 1980 as a public company with limited liability. The
campany is registared under Company No. 5C 45561,

Coda of ethics

As discussed on page 95, the Group has adopted a code of
ethics that is applicable to all of the Group's empioyees, which
will be provided 1o any person without charge, upon request,
by contacting Group Secretariat at the telephone number listed
on page 248,
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Shareholder information continued

impartant addresses Principal officos

Shareholder enguiries The company

Roglstrar PO Box 1000 Gogarburn Edinburgh EH12 1HGQ
Computershare Investor Services PLC Telephone: 0131 626 0000

The Pavilions

Bridgwater Road The Royal Bank of Scotland plc

Bristol BS99 627 PO Box 1000 Gogarburn Edinburgh EH12 1HG
Telephone: 0870 702 0135 280 Bishopsgate London EC2M 4RB

Facsimile: 0870 703 6009

Email: web.queries@computershare.co.uk Nattehal Westminster Bank Plc

135 Bishopsgate London EC2M 3UR
ADR Depositary Bank

The Bank of New York Mellon Citizons

Investor Services Citizens Financial Group, Inc.

PO Box 11258 Cne Citizens Plaza Providence Rhode Island 02903 USA
Chureh Street Station

New York NY 10286-1258 Uister Bank

Telephone: 1 888 269 2377 (US callers) 11-16 Donegall Square East Belfast BT1 5UB
Telephone: 212 815 3700 (International) George's Quay Dublin 2

Email: sharepwners@bankofny.com
RBS Insurance

Group Secretariat Direct Line House 3 Edridge Road Croydon Surrey CRS 1AG
The Royal Bank of Scotland Group plc Churchill Court Westmoretand Road Bromiley BR1 10P

PO Box 1000

Business House F RBS Greenwich Capital

Gogarburn 600 Steamboat Road

Edinburgh EH12 1HQ Greenwich Connecticut 06830 USA

Telephene: 1131 556 8555

Facsimile: 0131 626 3081 Coutis Group

440 Strand London WC2R 0QS
Investor Relations

280 Bishgpsgate Tho Royal Bank of Scotland international Limited
London ECZM 4RB Royal Bank House 71 Bath Street
Telephone: 0207 672 1758 St Helier Jersey Channel lslands JE4 8PJ

Email; investorrelations@rbsircom

NatWaest Offshore
Regiztered office 23/25 Broad Street
36 St Andrew Square St Helier Jersey Channel Islands JE4 8QJ
Edinburgh EH2 2YB
Telephone: 0131 556 8555 ABN AMRQ Holding M.V,
Registered in Scotland No. 45551 Gustav Mahlertaan 10
1082 PP Amsterdam The Netherlands
Website
wwwirbs.com
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Isuring our success

1s on growth and efficiency

Adjusted cost:income ratio

Group operating profit*

(%) (Em)
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p's total income grew by 11%
5 million in 2007.

d earnings per share™”

Tha Group's costiincome ratio was 43.9%. Excluding ABN AMRO,
the Group’s cosl:income ratio improved by 1.4 percentage points
lo 40.7%. The costincome ratio is calcutaled exclucking purchased
intangibles amortisation, intagration costs and net gain on sale of
strategic irvestments and subsidiaries in 2005, and afier netting
operating lease depreciation against rental income.

Dividend per ordinary share™*

Group operating profit increased by 9% to

£10,282 million in 2007.

* profit before tax, purchased intangibles ameriisation, integration
costs, and net gain on sale of strategic imvestments and
subsidiares in 2005.

Cumulative growth in ordinary dividends per share
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per share increased by 18% to 78.7p for 2007, adjusted The directors have recommended a final dividend of 23.1p 100 mt’ﬁ” - -J>-——-‘ e
sed intangibies amortisation, integration costs, and naet per ordinary share which, when added to the interim dividend !
ale of strategic investments and subsidiaries in 2005, of 10.1p, makes a total for 2007 of 33.2p, an Increase of 10%. 0
1999 2000 2001 2002 2003 2004 2005 2006 2007

ar data have been restated to reflect the two for ane banus issue of ordinary shares in May 2007,

perating profit™ 2%(:: Z%E:ﬁ
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* operating prolit for each division is profit befare tax,
purchased intangibles amortisation and integration
costs and after allocation of Manufacturing costs
where appropriate.

The accounts are prepared in accordance with International
Financial Reporting Standards. Certain standards relating to
financial instruments were not adopted until January 2005.
The Group has provided comparative informaticn on a pra
forma basis that includes the estimated effect of these
standards for the year ended 31 December 2004.




ponse rate year on year progress

ir people — annual employee opinion survey

Job satisfaction and engagement
(%)

TP-ISR Global High
Performance Norm 2007

05§ o __ T AN
04 VE7| trisr GlobalHigh
03 rw‘w"m‘“"“m“] 80 Perlormanca Norm 2007

RBS Empioyee Opinion Survey is conducled independently
year by {SR and circulated to all employees. Last year we
bved our highest response rale ever, ahead of the Global
Performance Norm.

tk-Out data
Inber of events)

One of the indicators we watch most carefully is Job Salisfaction
and Engagement. In 2007 we once again out performed the
Global High Performance Norm.

Work-Out data
{number of emplayees participating)

-Out is designed to remave unnecessary process from the
hisation, improve team performance and customer service.
ntire Work-Out programme is driven by our employees who
ify the potential areas for impravement, The programme has
b significant impact and in 2007 we had a record number of
s taking place.

ployees — Geographic analysis

including ABN AMRO %
46

rope 19
est of World 14
11

ia-Pacific

03[ " "Jes42

The profile and success of the Wark-Cut inltiative has grown every
year and in 2007 we had a record number of employees panicipating
across the globe. Empioyees who participate in Work-Out sessions
consistently record higher levels of job satisfaction and engagement
in the annual Employee Opinian Survey.

invested in our
communities.

new savings accounts
opened in the UK

reduction in the Graup's
carbon footprint,

reduction in global
fraud losses

customers served
in six continents

in the UX for reduction
in internet fraud




up profile

was named Global Bank of the Year 2007 by The Banker magazine

it Britain

Americas

CorporatelVakets) R

|

H

yal Bank of Scotland has operated in Great Britain since 1727.
oup enjoys leading positions in a number of markets, including
ate and SME banking, current accounts, merchant acquiring and
urance. In corporate banking, RBS is the number gne brand in

d & Wales and Scotland while RBS and NatWest rank first and

i among major high street banks for customers who say they are
ely satisfied’ with their matn current account provider.

as RBS and NatWest, cur brands include Direct Line, Churchill,
and Lombard. Last year saw the tenth anniversary of our Tesco
al Finance joint venture, In 2007 we expanded our UK businesses
e attractive options for continued organic growth.

pperate the largest free-in-use ATHM natwork in the UK
aver 6,800 machings,

Globzai Banking & Markets division {GBM') has a relatronship
moeve than 95% of the FTSE 100 compares.

Insurance ig the UK's number ong car insurer and
bar two for general and household insurance.

Citizens Financial Group ('CFG’) was a small Rhode Island company
when RBS acquired it in 1988. It has since grown to become the ninth
largest US commercial banking group based on deposits. With the
NatWest acquisition in 2000, Greenwich Capital joined the Group. RBS
Greenwich Capital is among the principal supptiers of corporate finance
and debt capital markets services across the US.

Qur US brands include Citizens, Charter One, RBS Greenwich Capital,
RBS Lynk and the Kroger Personal Finance joint venture. The ABN AMRO
acquisition extends our presence in the Americas, a market of 750 million
people and GDP of $19,000 billion in 2007. We will continue to develop
our strong US franchises while capitalising on these new opportunities,

* Crizens 1s the ninth largest hank in the US ranied hy deposits,

* Global Banking & Markets in North America has a relationship
with 80% of the Fortune 100 companies.

* RBS Greenwich Capital's Interest Rate Derivatives business is
ranked in the top five in the US.



pe and Middle East

Asia-Pacific

Bank became part of RBS on the acquisition of NatWest in 2000,
the Group a presence in retail and corporate banking across the
of Ireland. In recent years we have achieved strong organic growth
orate markets in continental Europe and the Nordic region through
ith the acquisition of ABN AMRO, GBM ranks number one in
e in terms of relationships with large corporates and financial
ons. Direct Line operates in Germany, Italy and Spain. We have
y developed our presence in the Middle East, most notably
our private banking and wealth management businesses.

¥, the countries in which we have a presence in Europe and the
East had a combined population of more than 750 million pecple.

SDP of over $15,000 billion makes the region more than seven

ne size of the UK.

irope. our BB Division's income grow by 39%,

o Bank has more thar 1,100 ATMs.

RBS has grown organically in Asia-Pacific, building on our strengths in
businesses such as wealth management and project finance. in 2005
we entered into a strategic partnership with the Bank of China. The
acquisition of ABN AMRO enhances our presence in the fastest-growing
region of the world economy.

In 2007, the countries in which we have a presence in the Asia-Pacific
region had a combined population approaching 3.4 billion people.

With GDP of more than $27,500 billion, its economy is already more than
twice the size of the US. Between 2000 and 2007, these countries are
estimated to have grown by 86%. Despite their rapid growth, and including
Japan, GDP per person in the Asia-Pacific countries in which we operate
stood at only 17% of the US leve! in 2007, implying that there remains
scope for continued growth over the long term.

+ R83 is the number five corporate Dank in Asiz-Pacdic, exciuding
Javan, ey measured by number of corpo! rolatinnships,

* With the ABN AMRO acyuisition, we have access 0 3.7 million
new retail cuslomears,

+ RBS Coutls grew income by 51% in US dollar 1erms.



isional profile

prate Corporate Markets is focused on the provision of debt and risk GBM - 2007 key global rankings
pts management services to medium and large businesses and s He magazine named us Sterling Bond Housa
financial institutions in the UK and around the world. Its activities of the Year in 2007,
have been organised into two businesses, Global Banking & > In the Risk Magazine Awards, we were ramed
Markets and UK Corporate Banking, in order to enhance our Inflation Dervatives House of 2007
focus cn the distinct needs of these two customer segments.,
Contribution {frn)
Global Banking & Markets is a leading banking partner to
major corporations and financial institutions around the world, 13'332
providing an extensive range of debt financing, risk 06 [ 4 3.823
management and investment services to its customers.
UKCB - 2007 key hlqhhghis
UK Corporate Banking is the largest provider of banking, s mparment iosses feil 5%, refiecting the sirong
finance and risk management services to UK corporate guaiity of the DO”T ’lu
customers. Through its network of relationship managers » Avarage loans and advan C:Cs were up 119% and
across the country it distributes the full range of Corporate average deposits ware up 14%
Markets' products and services to companies.
Contribution (£m)
2,398
06 2,193
| Retail Markets comprises Retail and Wealth Management. Rotosl - 2007 key mghlqu\ts
2ts !
Retail comprises both RBS and NatWest retail brands. It offers
a full range of banking products and related financial services
{o the personal, premium and small business (SMEs) markets sles Dy Z8% 1o £342 million,
through the largest network of branches and ATMs in the UK,
by telephone and internet. Retail is the UK market leader in
SME banking. Retail issues credit and charge cards and f ; z 7 4,073
other financial products through RBS, NatWest and other 08 | 13,830
brands, including MINT, First Active UK and Tesco Personal . o
Finance. It is the leading merchant acquirer in Europe and Wealth Manaqe'nent - ZUG’ key hﬁghllqhts
ranks third globally. - (n,oum Y 22%.
= Ao am & Company market
Wealth Management provides private banking and Tadm_] . ) o L"c;)ezfa%mﬁs. rgportmg
. j i . and _,Jurfcmm Ce 5='~r ces o wealth managers
investment services to its global clients through Coutts v
Group, Adam & Company, RBS International and NatWest
Offshere, in the UK and internationally in selected markets Contributicn {£m)
in Europe and Asia-Pacific. o7 55
06 [ ] 462
r Ulster Bank, including First Active, provides a comprehensive 2007 key highlights

range af financial services across the island of Ireland. Retail
Banking has a network of branches and operates in the
personal, commercial and wealth management sectors.
Corporate Markets provides services in the corporate and
institutional markets.

b Busmess lendimg graw by 28%, spread acress a vanety
of incustnal seciors

v Innovative products I‘,.t inchad in 2007 inciuded £8ovings,
First Active Regular Saver and Reward Reserve.

Contribution (£m)

732

06 636




bns Citizens is engaged in retail and corporate banking activities 2007 key highlights
threugh its branch network in 13 states in the US and through > RBS Lynk, our US + ne) BUSHIESS,
nen-branch offices in other states. Citizens was ranked the processed 30% mors thar in 2008,
ninth largest commercial banking organisation in the US based » Kroger Personal Fingnce, aur joint venturg with the
on deposits as at 30 September 2007. Citizens Financial Group second fargest US suparmarket group, sold over
includes the two Citizens Banks, RBS Lynk, our US merchant wo million products.
acquiring business, and Kroger Personal Finance, our
credit card joint venture with the second largest US
supermarket group.
Contribution {$m)
2,647
06 | 12917
RBS Insurance selis and underwrites retail and SME insurance 2007 key highlights
ance over the telephone and internet, as well as through brokers » Home Insurs warhy brancds in
and partnerships. Direct Line, Churchill and Privilege sell the second ciicies threugh our
general insurance products direct to the customer. Through its Dank brasche
International division, RBS insurance sells general insurance, » Az g founds ! 2f‘u of the ClimateWise
mainly motor, in Spain, Germany and Italy. The Intermediary itn govarament end customers
and Broker division sells general insurance products through o e“ibed ervircoinent Hy pehaviour
independent brokers.
Contribution {(£m}
902
06 1:_"_‘_:] 964
facturing  Manufacturing supports the customer-facing businesses 2007 key highlights
and provides operational technology, customer support in - We h st growth w 1%. (Icm;p' WESHNG 10
telephony, account management, lending and money 3
transmission, global purchasing, property and other services.
Manufacturing drives efficiencies and supports income growth
across multiple brands and channels by using a single, :
scalable platform and common processes wherever possible. atements and account & nalances through
It alsc leverages the Group's purchasing power and has
become the centre of excellence for managing large-scale
and complex change. fotat costs (Em)
AMRO ABN AMRQO is a major internaticnal banking group with 200 ke,y highlaqms

a leading position in international payments and a strong
investment banking franchise with particutar strengths in
emerging markets, as well as offering a range of retail financial
services in Asia and the Middle East, ABN AMRO has regional
business units in Europe, the Netherlands, North America,
Latin America and Asia. The businesses of ABN AMRO to be
retained by RBS comprise principally its global wholesale
businesses and its international retail businesses in Asia,
Eastern Europe and the Middie East.

V

Gontribution {Xm) - tum date of asquisition

7 Quisher 2007,

07 [ 128




airman’s statement

-

RBS enjoyed another successful year in 2007
daespite some of the most challenging market
conditions in the financial and credit markets
for some time. The hard wark of our employees
aliowed us to deliver a strong financial and
operational periormance as well as successfully
completing the acquisition of ABN AMRQO, the
largest banking acquisition ever undertaken.

{n 2007 the Group's iotal income grew by 11%
o £31,115 million (20086 - £28,002 million} and

ordinary share nsing 18% to 78.7p. The Board 13
recommending a tolal dividend of 33.2p, 10%
higher than in 2006.

Acquisition of ABN AMRO

The Group entered 2007 focused on continued organic growth,
for which we had created a range of attractive options. When it

emerged that ABN AMRO was seeking alternative options for
that company's growth, it was incumbent on us to consider
the implications and cpportunities raised by that decision.

Following very thorough analysis and debate by the Board, and

consultation with shareholders, the Group decided to bid for
ABN AMRO as part of a consortium involving our partners
Banco Santander and Fortis.

It was, and remains ihe Board’s view that the acquisition of
ABN AMRO will deliver good, long-term value enhancement to
shareholders. The businesses which the Group has secured
wilt enable us to accelerate the implementation of our growth
strategy and also provide the Group with a significant

presence and options for expansion in the world's most rapidly

growing economies.

Financial market and economic developments

Rising mortgage delinquencies and declining house prices

in the US combined to trigger a significant disruption to credit
markets in the second hali of the year One consequence has
been a decline in the value of a range of assets and resultant,

operating profit increased by 9% 10 £10,282 million
(2006 - £9,414 million}, with adjusted earnings per

often substantial write-downs for banks around the world. |
Anather was to hasten a slowdown in the pace of activity in |
some economies, especially in the US.

We have witnessed the benefits of the Group's long-standing
focus on credit quality and the diversification of our income '
streams which have allowed us to deliver record profits despite

the challenging environment.

Board of directors

There were no changes 1o the composition of the Board
during the year. This stability and continuity served the Group
well and is particularly important in the current environment,
| would like to thank my colleagues for their support and
commitment in 2007.

The environment

| was pleased that others have recognised the seriousness of
the Group's approach to the environment. RBS was included in
the Carbon Disclosure Project’s Climate Disclosure Leadership
Index, while Innovest, a ratings agency, upgraded us (o AAA
for our management of social and enviranmental risks and
opportunities, culminating in RBS being named as one of the
100 most sustainable companies globally at the Davos World
Economic Forum in 2008. Qur commitment to the environment
is also good for our business and in 2007 we remained one of
the world's leading financiers of renewable energy projects.

2008

We have a great deal to do in 2008, Markets will continue to
be demanding and we have a major integration to deliver.

But we also have an unparalleled set of opportunities and their
realisation will allow us to continue on the impressive growth
trajectory that has characterised RBS over the past decade.

Sir Jom McKillop
Chairman
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The Royal Bank of Scotland Group, 2007 was
ined by another strong operating performance
1 by the acquisition of ABN AMRO.

: diversity and guality of cur business platform
ibled us to deliver geood financial resulis, with
srating profit for the eniarged RBS Group rising
9% to £10,282 million. Cur earnings momentumn
wained powerful, notwithstanding the impact of
illenging cradit market conditions in the second
{ of the vear.

results demonstrate the resilience of the Group in the face
esting circumstances. The summer floods came during the
test May tc July in England and Wales since records began
766. While RBS Insurance responded magnificently to meet
needs of customers in distress, the impact on profits is
dent. The pace of activity in the US slowed as the housing
ket weakened, leading to challenging cenditions for Global
king & Markets (‘'GBM') and Citizens. Later in the summer
an the dislocation in credit markets, which made the second
a turbulent period for the financial services sector.

vering such a rebust financial performance in this
ironment is the consequence of action in two areas: over
umber of years we have diversified the Group’s income
ams and last year also saw us benefit from our focus on
Jit quality and risk management with our impairments,
luding ABN AMRO, down 1%.

- customers and businesses

Group now serves over 40 million customers in 53 countries
Idwide. In each of those markets we will continue our

ntless focus on customers’ needs.

vl enjoyed another strong first hall performance and took
acdvantage of the volatility in the second half (¢ deliver
ellent performances in interest rate and currency trading.
itably, the second half witnessed significantly lower origination
imes in credit markets and write-downs on US merigage-
ted exposures. Our UK Corporate Banking business enjoyed
ther very successful year maintaining its consistent record
igh single-figure income growth and further advancing its
ket share from a position of leadership. By continuing to invest
ervice quality we have achieved market-leading customer
sfaction scores and customer numbers increased by 4%.

Retail delivered strong growth in savings and investment
products while maintaining a cautious approach to unsecured
credit. Qur success is built on customer satisfaction, and on
this metric RBS and NatWest maintained their lead over the
other major high street banks. Wealth Management's trajectory
remains very strong. We continued to expand Coutts UK's
regional franchise and achieved significant growth in Asia-Pacific.

Ulster Bank maintained its strong growth record and we have
continued to invest in the good epportunities for future growth
presented by the Irish market. Citizens further developed its
franchise, increasing its consumer banking customer base by
2% and achieving good results in its growing corporate and
commercial banking operations.

In RBS Insurance, we have built on our strong position as

the UK's leading persaonal lings insurer by further sharpening
our focus on selective underwriting of the more profitable
segments, reducing volumes in others. Of course, results were
held back by the floods, but excluding this, operating profit
grew strongly.

Manufacturing is central to the way we operate, underpinning
our determination to detiver service to our customers whiie
deriving scale benefits achievable from sharing infrastructure,
processes and services across our businesses. We held cost
growth to just 1%, despite continued investment in technology
and property to support increased transaction volumes and
the development of our business.

Capital

The Group's Tier 1 capital ratio at 31 December was 7.3%
and our total capital ratio 11.2%, within our target ranges.

At the time of the bid for ABN AMRGO we indicated our intention
1o rebuild our capital ratios. We remain cornmitted to this goal,
and the improved financial returns now expected on the
acquisition will help te accelerate delivery of the Group's
capital regeneration commitments.

Positioned for growth

This decade has seen considerably stronger economic
growth in the developing world, especially Asia, than in the
West. Trade and capital flows have been the main drivers of
rising prosperity. This growth has spurred demand for many
commodities, notably energy. Within the dynamic Asian
economies, the number of wealthy people is growing and
around the world afiluence is increasingly common.

b S alal o




up Chief Executive’s review continued

In recent years we have created options that wili allow the
Group to pursue the opportunities for profitable growth
stermming from these economic changes. Rapid economic
growth raises demand for the routine risk management and
payments services in which we have excellent capabilities.
Economic development requires infrastructure investment,
playing to our strengths in project finance. Growing demand
for commodities was among the factors prompting our
forthcoming joint venture with Sempra Commodities. We
increased the number of private bankers in Coutts Asia to
capitalise on the region's growing weaith management market.

We had also pesitioned the Group for continued growth in
mature markets, In UK retail banking we anticipated that
households would save more and successfully boosted our
sales of savings and investment products. We focused on
investing in custemer service in UK Corporate Banking and
have strengthened cur market leading position. In the US our
distribution and product capabilities now provide an excellent
platform in the corporate and commercial markets.

ABN AMRO

The acquisition of ABN AMRO gives us the ability to accelerate
our existing strategies for growth outside the UK, particularly

in rapidly expanding markets, while adding complementary
capabilities and customer franchises to our portfolio of
businesses. The integration has made a strong start, and
synergies are now expected o total €2.3 billion, compared
with our original estimate of €1.7 billion.

Our employees

The quality and hard work of our employees are the source
of the Group's success. Each year we seek their views,
benchmark their responses against our peers and then act on
what they tell us. While the weakening external environment
and the demands of the ABN AMRG transaction made 2007
a challenging year for many employees, a record 90% of our
employees participated in Your Feedback 2007. We made
progress on all of the 15 measures, exceeding the Global
Financial Services Norm on every indicatar.

Group structure

RBS's organisational architecture has remained largely
unchanged since 2000. It now needs to evolve to recognise the
fact that we are present in over 50 countries and to facilitate
the integration and operation of the ABN AMRO businesses.
This new crganisational structure will give us the right

framework for managing the enlarged Group in a way that
fully capitaiises on the enhanced range of attractive growth
opportunities now available to us.

Some of aur businesses can best serve customers’ needs

by organising themselves on a global basis. Others are best
managed with a more regional focus. We have therefore
established Global Markets which comprises two divisions,
Global Banking & Markets ('GBM') and Giobal Transaction
Services ('GTS"). The first corresponds largely to the existing
GBM, enhanced by the product capabilities and customer
franchises of ABN AMRO. GTS will combine ABN AMRO's
world ¢lass capability in international payments with our existing
corporate transaction banking and merchant acquiring activities,
It ranks among the top five payments businesses in the world
with operating profit of approximately £1.6 billion in 2007.

The remainder of cur barking franchises have more distinctively
national or regicnal characteristics. It makes sense to continue
to manage them on this basis. We are now represented in an
expanded range of countries, and in order to ensure effective
coordination and control we have regrouped our retail and
commercial banking activities into four regional divisions: UK
Retail and Cormmercial Banking, US Retail and Commercial
Banking, Europe and Middle East Retail and Commercial
Banking, Asia Retail and Commercial Banking.

RBS Insurance will retain its existing structure and strategy.
We will further extend our manufacturing model across the
enlarged Group glcbally.

Cutlook

It is tempting to think of the task before us in 2008 only in
terms of the integration of ABN AMRO, and delivery of the
substantial cost and revenue synergies. To do so, however,
would overlook the real opportunities for the enlarged Group.

Whilst the future seems as difficult as ever to predict, it is
clear that we enter 2008 with real momentum behind our
organic growth, and with our product range, distribution
capabilities and customer franchises materially enhanced.
Coupled with our greater presence in the world's largest and
fastest growing econemies, there is much to be done, but a
confidence that it will be, to the benefit of our shareholders,
our customers and our employees.

Sir Fred Goodwin
Group Chief Executive




visional review

brporate Markets — Global Banking & Markets

thlights

terms of relationships with large corporales and
ancial institutions, we are now number oneg in the
K and Europe and number five in the US and Asia-
pilic, excluding Japan.

BM was named Inflation Derivatives House of the
par in the Risk Awards by Risk magazine.

magazine named us Sterling Bond House of the
bar and Eurcpean and North American Securitisation
ouses of the Year

tribution (£m)

- 13923

GBM division enjoyed another strong first half performance
throughout 2007 made good progress, in our Contingntal
pean and Asian businesses in particular We took full
ntage of market volatility in the second half to deliver

llent performances in interest rate and currency trading,
income growth of 78% and 48%, respectively. These same
et conditions resulted in significantly fower originaticn

mes in the credit markets as well as write-downs on US

tgage-retated exposures. Overall, we continued to benefit
the diversity of our income streams.

ontinued to build GBM around the globe, making significant
siments in people, infrastructure and technelogy to support
h ana develop new preduct capabilities. Qur Beijing
e attained branch status, enabling us to deliver a wider
e of products to clients in China. We moved to new
ises in Paris to accommodate growth.

ing on our already extensive relationships, ABN AMRO
xtend our presence ta more than 50 countries, improving
bility to meet clients’ needs around the globe. Integration
BN AMRO's wholesale businesses within GBM brings
iderable strengths in equities, corporate finance and
sory services, emerging markets and transaction services,
ding cash management and trade finance.
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sional review continued

Corporate Markets — UK Corporate Banking

Highlights

+ An independent survey showed our market share in
Scolland rising to 46%. Even where we have a significant
presence, we can grow if we deliver a high quality
of service,

* RBS is the No.1 brand for service in England & Wales
and Scotland according o an independent survey.

Contribution (£m)

QOur UK Corporate Banking business enjoyed another very
successful year maintaining its consistent record of high
single-figure ingcome growth and further advancing its market
share from & position of leadership.

An imporiant reason for this sustained performance is our
relationship banking moedel, which involves a long-term
commitment to customers. In 2007, we invested in several
hundred more Relationship Managers, and co-located
relationship and specialist product teams across the UK to
provide ‘joined-up’ local delivery for customers. We also
invested in simplified and easier-to-use documentation, and
in new mobile technology which allows our people to spend
more time with the companies we serve.

Product innovation has been central to meeting customers’
needs. We greatly improved delivery channels with the launch
of new Bankline, our advanced web-based electronic banking
platform. 50,000 corporate and business customers enjoyed
access to new Bankline and gave us strongly positive feadback
about it. Lombard introduced a vehicle carbon offset scheme,
while our services to businesses that trade internationally were
enhanced by Supplier Finance - a new global supply chain
finance product - and Tradeflow — an automated online trade
finance service.

We maintained our rigorous focus on credit quality and risk
management. As a result, while the amount we lent increased
the guality of the portiolio remainad stable and impairment
losses fell.




tail Markets — Retall

jhlights

mong major high street banks, RBS and NatWest are
umber one and number two, respectively, for customers
'ho say they are ‘extremely satisfied’ with their main
urrent account provider.

fith 2,278 RBS and NatWest branches, our network is
e UK's largest. We opened, upgraded or refurbished
24 branches in 2007,

0% of first year fuli-time undergraduates in England

nd Wales wilh a student account have one with RBS
r NatWest.

tribution (Em)

focus on customer service, strong products and a

sured approach to risk were the foundations for success
007. We ariginated more personal loans through branches
fewer through direct channels. Recognising consumers’
from borrowing to saving we focused on selling savings
investment preducts and NatWest opening more than one
©on new savings accounts.

usiness Banking we maintained our leading share of the
market and invested in pecple, technology and service
lity to secure fulure growth, including returning 500 managers
ranches where they can work more closely with customers.

o Personal Finance celebrated its tenth birthday, attracting
million new accounts, taking the total above 5.2 million.

7 was another successiul year for our credit card partnership
Bank of China. A total of 2.3 million new cards were issued
ss all channels, and our strength as a co-brand partner
reflected in seven new co-brand deals with major companies

[hina, including one with Air China.

ailer Solutions — the number one merchant acquirer in the
and number three worldwide - benefited from consumers'
wving preference for cards over cash, and for e-shopping.
se helped boost transactions by 11%, with online

shases up 39%.
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sional review continued

Retail Markets — Wealth Management
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Highlights

« Coutts’ UK customer numbers rose by 7%.

* 41,000 clients worldwide invest more than £8 billion in
securities markets using Coults & Co's Discretionary
Investment Management Scheme.

* Euromoney rankeg Coutts & Co Best in the UK for Super
Affluent and High Net Worth clients.

Contripution (Em}

558

06 [T 462

Wealth Management delivered strong organic growth,
reflecting our brand strength, product portfolio and geographic
reach. There are significant, long-term opportunities in this
market, with the wealth of the world's High Net Worth Individuals
forecast to reach US$51.6 trillion by 2011, growing at an
annual rate of 7%.

Coutts' UK regional expansicn programme continued and
outside the UK, momentum was maintained particularly in
the Asia-Pacific region. From the beginning of 2008 we have
re-branded Coutts International as RBS Coutts 1o draw on
the global brand strength of the Group.

As part of our partnership with the Bank of China, our new
joint private banking initiative opened for business in Beijing
and Shanghai in March.

Coutts & Co launched its first financial education pragramme
for children of clients in July 2007. The 2'/2 day Assets &
Responsibilittes Course was designed o engage young people
in wealth management and empower them to become
financially successful.



ster Bank

jhlights

ister Bank Corporate Markets won the KPMG Business
anking Excellence Award for the third consecutive year

ith more than 1,100 machines our ATM network is now
e second largest on the island of Ireland.

‘e funded the first large scale biodiese! production plant
Ireland, helping treland to meet its EU Biofuels
irective obligations.

er Bank Group achieved impressive results while expanding
potprint and introducing innovative new products, Across
hnd we opened seven joint Ulster Bank branch and business
tres, three First Active stores and refurbished 46 locations.
new mobile branches enabled us to improve further the
ice provided to customers in rural locations.

built on our integration with the RBS IT platform te launch
products including a number unigue to the Irish market.
se included a new business banking propasition for start-

: OneCard, the first all-in-one card in the trish market allowing
hller companies to rationalise their payments process; and
first personalised credit card, allowing customers to brand
r cards with the image of their choice.

t Active delivered a record year in investments, capitalising
he opportunity presented by the maturity of the Special
ings Account Ireland, a government-backed savings scheme.

Corporate Markets business leveraged the strengihs of
wider Group to finance construction of the N6 motorway and
ening of the M50 ring road around Dublin. The consortium
hese Public Private Partnerships involved contractors from
in and Ireland, and Ulster Bank worked closely with GBM
adrid, the relationship bankers to the Spanish firms.

Uister Bank Group continued to
expand its footprint across the
island of Ireland. In 2007, we
opened seven new joint branch and
business centres for Ulster Bank

- and three: new First Active stores.
* This is the new branch and

business centre at Blackpoot
in County Cork.
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sional review continued

Citizens

Highlights

* We remained No.1 US Small Business Administration
lender in New England, Pennsylvania and Delaware.

* Since the late 1980s, Citizens has approved mere than
41,000 Small Business Administration loans totalling
more than $2 billion.

* We introduced e-Statements in 2007 and expect (o
save at least 10 million sheets of paper in 2008.

+ The Customer Relationship Review, an aulemated
profiling and customer data management tcol, was
introduced to enhance and improve customer service.

Contribution ($m)

2,647
0 [ | 2917

Very challenging econemic conditions affected our personal
lending, mortgage and auto loans businesses. However,
Citizens continued to make progress in developing its corporate
and commercial franchise. In doing so it drew on the strengths
of the wider Group, enabling us to make private placements,
public bond offerings and loan syndications and to provide
cross-border solutions to clients. Citizens' Foreign Exchange
and Derivatives revenue grew by mere than 20%.

Kroger Personal Finance, our joint venture with the second
largest US supermarket group, sold over two million products,
including 1-2-3 Rewards® MasterCards®, and prepaid and
gift cards.

Our colleagues who serve customers every day often know
best what we can do to improve our service. So last year we
undertook a range of activities o make sure those ideas came
to the fore. This resulted in more than 270 improvements to
service provision. Our investment was rewarded with an increase
in the customer satisfaction score 10 85%.




3S Insurance

jhlights

rpically we receive 350 flood claims in a surnmer month.

etween 14 June and 22 July we received nearly 11,500
ood claims, Including 3,800 in one day.

/e managed £4 billion of claims and answered
.5 million claims calls.

ur Claims area received the Investors in Excellence
ward while our garage network achieved the BSI
iterark for Vehicle Body Repair

hurchilt, Direct Line and Green Flag all received
lest Of awards from Your Money in 2007,

ribution (£m)

are justifiably proud of how RBS Insurance responded to
floods of June and July. By any measure it was a major
llenge. By invoking our Severe Weather Event Plan, we were
 to handle the large increase in the numbers of calls and
5, ensuring our customers got the help they needed as
kly as possible.

king closely with Retail Markets, we have made excellent
ress in selling home insurance through the RBS and

lest brands. We continued to develop our low cost operating
el, streamlining our processes by bringing together the

s, Service and Claims functions, enabling us to provide
ient and consistent service standards 1o our customers.

icontinued to diversify our income streams from the

itional core of UK household and motor insurance. Direct

: *Open for Business' was introduced in September offering
ple, accessible insurance products for small businesses,

e our International division returned strong growth, with

or policies up by 7%.
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sional review continued

Manufacturing

CERITEEIIRT Q. Yearde
LRl ORI A C T Chl e T
T e A RilEne ek
R TIO R T SRR KSR TR ST Wy

Sl T Lkt ohileinte,

b SR I 1 IR I T L O3Y) £
Itc-z=> TR DR, SR s sl
(s Qe vl e

o AR oaHmS s e

:f% ¥ RAIT GfF Gt

Highlights

« Manufacturing played a central role in developing Tesco
Compare, a website allowing customers to compare and
buy motor insurance from more than 30 different brands
in the UK.

if a customer's debit card is lost or stclen, we can help
them access emergency cash from over 7,000 ATMs.

Qur Property team managed the development of new
offices in India, Singapere and Paris, as weil as refurbishing
and expanding the Ulster Bank branch network.

Total costs {£m)

07 E
06 [

2914
—Jaasr2

Qur Manufacturing division had a very strong year, supporting
the development of our businesses while continuing our
rigorous focus on cost control,

We invested significantly to protect our custemers from fraud

in 2007, introducing Chip & PIN to our branches in the UK and
Ireland and launching 2 Factor Authentication for online banking
transactions, Qur Identity Theft Support Team now helps
victims of crime in the UK; and the introduction of improved
processes means we now aim to refund those customers who
have suffered fraud within 24 hours of contact.

Manufacturing was at the forefront of a range of innovations.
In August, RBS became the first UK bank to use Contactless
Payment technology. Manufacturing also supported the launch
of mobile phone banking in September.

Qur eSourcing programme continues to deliver savings,
helping us limit total cost growth to 1%. This online toal is
used across all divisions and geographies to source goods
and services. Savings are realised more quickly through
reducing tender time, helping to make this programme one
of the top ten in the world.




i
L)N AMRO
|

hlights

etail banking customer numbers in Asia increased

v 12% to 3.7 million, with growth driven principally by
=an Gogh Preferred Banking, our relationship banking
arvice for mass affiuent clients.

he number of credit cardholders in Asta grew by
8% 10 3.3 million.

sia corperate banking income saw good growth
cross the region in 2007,

e opened 16 new branches across China, India,
donesia, Hong Kong and Malaysia.

tribution (Em} - rom date of acquisiion 17 Qctober 2007.

128

be we completed the acquisition of ABN AMRO in October

confidence in the apportunities it offers the Group has

lpened. It brings many excellent people, strong franchises

| products, and extends our presence in the world's fastest
ing markets, as well as further diversifying our income

ams. We expect to secure greater cost savings and revenue

efits than originally anticipated.

have made good prograss on integration. Appointments
been made to the Supervisory and Managing Boards
to senior management positions. We have confirmed bank-in Europe in terms of
ch businesses RBS will retain. Migration to RBS brand relationships with large corporates
modet has begun, g o WA 5 and financial fnstitutions. This is
' the Paris office of ABN AMRO.

A Combinad witf AMRI
RBS is now the leading corporate

le credit market activities reflected the prevailing market :
ditions, equities, rates and financial institutions performed TN 4 India is already an importani
. Transaction banking maintained good momentum, IS ) ) market for ABN AMRQ. It has
cting strong growth in cash management balances and ' : . _ a network of 28 branches,
Eiﬁcant expansion in trade finance. International retail 3 ’

king businesses performed well over the whole of 2007.
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‘porate Responsibility

ounted offers on products which,
Ice their carbon foolprint,

RBS is a responsible company. We carry out
rigorous research so that we can be confident we
know the issues that are most important (o our
stakeholders and we take practical steps to
respond to what they tell us. in 2007 we extended
that research, engaging more fully the stake-
holders of Ulster Bank and RBS Insurance, and
stakehelders in the US. In this section we outline
some of our stakeholders’® priorities and describe
the actions we have taken in response. [

Combating crime

Stakeholders have told us that financial crime is their leading
concern. This reflects the fact that identity fraud is the UK's
fastest-growing crime and the media coverage that high profile
cases receive. We understand the reasons for stakeholders'
concerns and work hard to achieve our vision of RBS being
the safest place o do business.

We have taken a range of actions to protect our customers,
Working with others, our contribution to industry initiatives in
2007 was equivalent to 14,000 days of police officers’ time.
RBS was among the first banks to load data onto the new
Fraud Intelligence Sharing System. Our internal team dedicated
to improving security and combating fraud employs more than
900 pecple in the UK alone. During 2007 the Group implemented
30 initiatives to tackle fraud. In the US, Citizens' Fraud Stopper
Program rewards employees who go above and beyond their
normal job responsibilities to prevent fraud against the Group,

Qur focus on crime makes good business sense. In an
independent survey of customers who had experienced fraud
on their cards, the satisfaction score for RBS and NatWest
was over 80%.

Bullding financial capability

When people have been educated about money and how to
work with financial services firms they are mare likely to make
the right decisions and to avoid difficulties. Our commitment to
building financial capability began over 14 years ago with the



B 100% of electricity purchased in the UK and for the
island of lreland came from renewable energy sources

> Employee double matching programmes extended
to the US, Europe and Asia-Pacific

2Face with Finance for Schools programme. During
time we have invested more than £40 million in related
ities, from providing lessons to aimost 1.5 million school
ren to supporting 20,000 free training courses for debt
isers. In 2007 our employees delivered more than 16,000
ons to over 635,000 pupils,

nsure we have a sound evidence base for our activities
is field we have established the MoneySense Research
el, a cohort of 10,000 secondary school pupils aged

een 11 and 18 years. We will keep in touch with this

p of young people over the next five years to understand
different levels of financial education and understanding
ct the capabilities, aspirations and decisions they make
hey enter early adulthood.

work we do to build financial capability extends beyond
ng people in schools. In October, Face2Face with Finance
brought even more firmly into the heart of our business
rebranded as MaoneySense.

reached beyond our customer base in building capability
’ugh media partnerships with two UK national newspapers.

Metro Debt Alert campaign, run in partnership with Citizens
.Lice sought to help people better understand their finances
| encouraged those with concerns to seek help early. Our
tnership with the Daily Mail offered its readers a free guide
How to Take Control of Your Money.

moting financial inclusion

ne people can find it difficult to access financial services,
 challenges in three areas: bank accounts, credit and

it advice. We are the UK’s largest provider of Basic Bank
ounts, which are designed for customers who have had
culty in entering the banking system.

recognise that some people's financial needs may be

er fulfilled by arganisations outside the banking sector and
work with Third Sector bodies to improve the provision of
rdable credit to people on low incomes. In January, RBS

, chosen as the main banking partner of Scotcash, a new
nmunity Development Finance Institution set up o provide
ess to affordable credit to peaple in Glasgow who have not
| full access to mainstream financial services.

< 20 employess from Wealth
Management spent a week working
with charity, Habitat for Humanity,
constructing five houses for a rural
community near Bangalore, India,

In supplying money advice, our work aims to improve the
quality and availability of information for people facing
difficulties managing their finances. Of course, much of what
we do in this area is part of the service we routingly offer to
customers. In additicn to general advice, available through
MeoneySense, our research shows that customers value
tailored money management advice that helps them when they
are making specific decisions. In 2007, our response included
recruiting an additional 1,000 Customer Service Advisers in
our RBS and NatWest branches and undertaking 1.2 million
persenal financial reviews with our customers.

We also support the money advice sector. OQur efforts here are
channelled through the Money Advice Trust (‘'MAT"), a charity
formed in 1991 to improve the supply of free and independent
money advice. We continue to be the largest corporate sponsor
of MAT. Our support allows the MAT to train Debt Advisers,
More than 90% of the free money advice sector is trained
using RBS funded materials and our funding supports 5,000
free places on training courses each year. We have chosen to
focus our support specifically on face-to-face advice because
it is the preferred channel for those on lowest incomes.

In the US, Citizens’ Individual Development Account offers low
income families incentives to save for home ownership, post-
secondary education or business ownership. This anti-poverty
strategy combines learning about financial management with
incentives to save for long-term assets that improve the economic
security and lifetime earning power of participants.

L 'S alatal




porate Responsibility continazc

December, we gave £1 millien

children's charities, chosen by
and readers of the Daily Mail.
dren's Minister, Rt Hon Beverley
hes MP handed over £100.000
e winning charity, Tommy's,

Ister Bank's musical oulreach
ramme is designed to nurture
g primary school talent across
sland of Ireland, Children from
aul’s Junior National School in
lin enjoy their workshop.

Customer service

Our consistent leadership among the main high street banks in
customer satisfaction is a consequence of our desire to make
it as easy as possible to use our services. We operate the
largest branch network in Britain and the second largest in the
island of Ireland and continue to extend them in both locations.
We operate one in five of all free-to-use ATMs in the UK, the
largest free-to-use network in the country. However, our
stakeholders told us that some communities in the UK do not
have reasonable access to a free-to-use ATM. To address this,
we committed to installing additional free-to-use ATMs in
neighbourhoods without existing provision and with 484 in
place we will soon reach our target of 500 machines.

People living in remote communities across Scotland, England
and Wales, often distant from a branch and other services,
can use one of our 20 mobile branches. They make more than
25,000 stops each year and cover in excess of 190,000 miles.
Last year we introduced four new mobile branches in North
Wales and Yorkshire, operated by RBS, and in Cumbria and
Devon under the NatWest brand,

In January we launched a new product designed to meet the
needs of the UK's growing Polish community. The NatWest
Welcome Account provides easy access to banking services
for Polish speakers in the UK. Since we know that sending
meoney home is impertant to them, we have made
arrangements with PKO Bank Polski, Poland's largest retail
bank, so that customers can make free money transfers
between their NatWest Welcome Account and any account

at PKO Bank Polski. The Welcome Account won the Best
Innovation in Banking award from Scottish Financial Enterprise.

Ulster Bank has added foreign language specialists to a
number of its branches, as well as publishing a 'Welcome
Brochure' with sections in Pelish, Portuguese, Lithuanian and
Chinese Mandarin.

Citizens in the community

In the US, Citizens has a proud tradition of community involvement
and investment. During 2007, we invested $25 million with more
than 4,000 non-profit organisations and over the last six years




B £57.7 million invested in our communities during 2007

> RBS achieved the highest AAA rating from Innovest for
managing social and environmental risks

charitable investments have grown by 500%. We extended
UK Give As You Earn programme to the US; under the
eague Matching Gift Program launched in August, Citizens
ches the charitable denations qualifying employees make
ligible organisations up to $1.000 per year.

Community Reinvestment Act (CRA) in the US encourages
cial institutions to help meet the needs of low and moderate
me communities. There are four CRA ratings: Outstanding,
factory, Needs to Improve and Substantial Non-Compliance.
ens has Qutstanding ratings in every state where it

rates and we have retained the Qutstanding CRA rating
ughout all of our acquisitions.

employees

Ivement in voluntary work is one example of how our
loyees support the communities in which they work.

give employees more hours off work to participate in
ritable activities than any company in the UK. We launched
eagues in Action in Citizens 1o give greater prominence

e voluntary work of our employees. More than half of our
loyees report that the Group does ‘a very good job® in
porting charitable giving and almost nine out of ten say we
socially responsible in the communities in which we operate.

supportive approach to community involvement is one of
reasons for the consistently strong results achieved in the
ual Employee Opinion Survey where we consistently exceed
performance of our peers. More than 80% of employees
they are treated with respect at work. Two out of three
loyees believe RBS does a good job in developing our
ple to their full potential. We seem to get right the balance
een work and home life, with eight in ten employees
ng the hours they put in to get the job done are reasonable.
ost ning out of ten employees feel they are sufficiently
rmed about the Group's performance and maore than 80%
'we are good at keeping them informed more generally. In
f these instances, and more, our results exceed the Global
h Performance Norm, the results achieved by the world's
t performing companies.

>e we believe thal our people are the source of our enduring
cess we invest to develop them. The RBS Business School
entral to our commitment to our people to bring out the best
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in them. it also helps us to develop the products and services
to meet our customers' needs, and 10 sustain and enhance the
value we return to our shareholders. Last year we convened
the new Strategic Advisory Board of our Business School, with
membership drawn from some of the world’s leaders in executive
education. Our Senior Manager Development Programme,
designed and delivered for us by Harvard Business School,
was supplemented by the Executive Leadership Programme
which was developed by Duke Corporate Education.

RBS and the environment

We recognise the threats posed by climate change and
endeavour 10 make a difference where we can. That involves
reducing the Group's carbon footprint and wider ernwvironmental
impacts, helping our employees as they change their behaviour
and lending responsibly to the highest internationally-agreed
standards. In 2007 we elevated the priority given to the
environment and brought greater coherence to our activities
with the establishment of the Group Environment Programme.

Our feotprint

Financial services is an industry with a low carbon footprint
and RBS has one of the lowest among UK banks, We are
committed to reducing further the carbon intensity of our
operations and the initiatives we have taken should reduce our
carbon dioxide emissions by as much as one-fifth by 2011.
We will achieve that in a number of ways. Since October 2007,
all of our electricity in the UK and Ireland has come from
renewable sources. Phase one of our £55 million property

S PP~




porate Responsibility continuec

17 took'a two .
Hh sabbatical {o work at the
llok Crangulan Sancluary

investment programme is nearing completion and will cut our
annual carbon dioxide emissions by 97,000 tonnes. We are
piloting energy efficient technologies at our 'Buitding for the
Future' sites in Blackpool and Rotherham in England. Last year
the Group recycled 21,000 tonnes of paper and the introduction
of e-statements in November will reduce significantly the

15 million statements we send through the post each month.

Qur employees

Our employees have told us that they take seriously their
perscnal impact on the environment and strive to minimise it
where they can. We ook a major step to helping them with
the launch of “Your World'. Through this web-based service,
employees in the UK, Ireland and the US can calculate their
carbon footprint, obtain advice about how to reduce it and
buy competitively-priced energy and transport services that
will also help them to reduce their emissions.

Qur lending

RBS is one of the ten initial adopters of the Equator Principles,
a benchmark for managing the social and environmental impact
of financing projects. We lend only to projects which satisfy
these exacting standards. Qur regard for the environment also
makes good business sense and the Group is among the
largest funders of renewable energy projects in the world.

Recognition

Cur efforts in managing the Group’s environmental impact
have been recognised by others. The ratings agency Innovest
upgraded us to AAA for managing socia! and environmental
risks and opportunities, and we were again included in the
BDow Jones and FTSE4GOOD sustainability indices. RBS was
included in the Carbon Disclosure Project’s Climate Disclosure
Leadership Index and we ware one of only four banks globally
to receive a score of 95% or higher. At the World Economic
Forum in Davos, we were included among the world's 100 most
sustainable companies for the first time.
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ird of directors and secretary

2

jrman

it Tom McKillop (age 64)
R

ointed to the Board as Deputy Chairman in

ember 2005, Sir Tom is a non-executive director of

Executive directors

Group Chigf Exacubive

2, Sir Fred Goodwin (age 49)
DUniv, FCIBS, FCIB, FIB, LLD
C

pd.c., and president of the Science Council. He was Appointed to the Board in August 1988, Sir Fred

erly chief executive of AsiraZeneca PLC, and was
iously president of the European Federation of
maceutical Industries and Associations and

rman of the British Pharma Group. He is a frustee
e Council for Industry and Higher Education.

it Executnvge, Corporate Markets

ohnny Cameron {age 53) FCIBS

ointed to the Board in March 2006, Johnny

eron joined RBS from Dresdner Kleinwort Benson

398. In 2000, he was appoinied Oeputy Chief
utive of Corporate Banking & Financial Markets
M} with responsibility for the integration of the
est and RBS Corporate Banking businesses.
ciober 2001 he was appointed Chief Executive
M, subsequenily renamed Corporate Markets

anuary 2006,

»t Executive, Retail Markets

ordon Pell {age 58) FCIRS, FUIB

ointed to the Board in March 2000, Gordan Pell
formerly group director of Lloyds TSB UK Retail
king before joining National Westminster Bank Plg
i director in February 2000 and then becoming

of Executive, Retail Banking. He is also a director
ace for Opportunity and a member of the FSA
stitioner Panel. He was appointed chairman of the
iness Commission on Racial Equality in the
kplace in July 2006 and deputy chairman of the
rd of the British Bankers Association in September
7.

is a Chartered Accountant. He was formerly chief
executive and director, Clydesdale Bank PLC and
Yorkshire Bank PLC. He is chairman of The Prince's
Trust, a non-executive director of Bank of China Limited
and a former president of the Chartered Institute of
Bankers in Scotland.

Chairman, RBS America and

Citizens Financial Group, inc.

5. Lawrence Fish (age 63)

Appointed to the Board in January 1993, Lawrence Fish
is an American national. He is a career banker and was
previously a director of the Federal Reserve Bank of
Boston. He is a an incorperator of the Massachusetts
Institute of Technology (MIT), a trustee of The Brookings
Institution, and a director of Textron Inc. and numerous
community organisations in the US.

Non-executive directors

8. Colin Buchan® {age 53)

ACR

Appointed to the Board in June 2002, Colin Buchan
was educated in South Africa and spent the early part
of his career in South Africa and the Far East. He has
considerable international investment banking
experience, as well as experience in very large risk
management in the equities business. He was formerly
a member of the group management board of UBS AG
and head of equities of UBS Warburg, and was the
farmer chairman of UBS Securities Canada Inc. He is a
director of Standard Life plc, Merrill Lynch World Mining
Trust Plc, Merrill Lynch Gold Limited, Royal Scottish
National Crchestra Society Limited and World Mining
Investment Company Limited.

Group Fiance Director
3. Guy Whittaker (age 51)
(s

Appointed to the Board in February 2006, Guy
Whittaker joined RBS after spending 25 years with
Citigroup. He was formerly the Group treasurer based
in New York and prior to that had held a number of
management pgsitions within the financial markets
business based in London.

Chairman, Managing Board, ABN AMRQO

6. Mark Fisher (ago 47) FCIBS

Appointed to the Board in March 2006, Mark Fisher is a
career banker having joined National Westminster Bank
Plc in 1981. In 2000, he was appointed Chief Executive,
Manufacturing with varicus respensibilities including the
integration of RBS and NatWest systems platforms.
Mark Fisher is Chief Executive Officer of ABN AMRO
and was appointed as Chairman of the Managing
Board in November 2007.

9. Jim Currie* (age 68) D.Litt

R

Appointed to the Board in November 2001, Jim Currie
is a highly experienced senior international civil servant
who spent many years working in Brussels and
Washington. He was formerly director general ai the
European Commission with responsibility for the EU's
enviranmental policy and director general for Customs
and Excise and Indirect Taxation. He is currently a
director of Total Upstream UK Limited, The Met Office
and Vimetco N.V. as well as an international adviser to
Eversheds.




Bill Friedrich® {age 59)

ointed to the Board in March 2006, Bill Friedrich is
ormer deputy chief executive of BG Group plc. He
tously served as general counse! for British Gas plc
is a former partner of Shearman & Steriing where
bractised as a general corporate lawyer working for
bral of the world's leading financial institutions.

anis Kong* (age 57) OBE, DUniv

ointed to the Board in January 2006, Janis Kong
formerly executive chairman of Heathrow Airport
ted, chairman of Heathrow Express Limited and a
ctor of BAA ple. She is currently a non-executive
lor of Kingfisher pic and Portmeirion Group ple.
is also chairman of Forum for the Future and a
ber of the board of Visit Britain.

Bob Scott* (age 66) CBE, FCIBS

i R {Chairmian)

ointed to the Board in January 2001, Bob Scott is

hustralian national. Me is the senior independent

tor. He has many years' experience in the

national insurance business and played a leading

in the consglidation of the UK insurance industry,

s a former group chief executive of CGNU pic (now

a plc) and former chairman of the board of the
ciation of British Insurers. He is currently chairman

FII Group plc and a non-executive director of Swiss

surance Company and Jardine Lloyd Thompson

up plc. He is also a trustee of the Crimestoppers

1. an adviser to Duke Street Capital Private Equity

a board member of Pension insurance Corporation

dings LLP

11. Archie Hunter* (age 64)

A {Chairmany, C. N

Appointed to the Board in September 2004, Archie
Hunter is a Chartered Accountant. He was Scottish
senior partner of KPMG between 1992 and 1999 and
president of The Institute of Chartered Accountants of
Scotland in 1997/1998. He has extensive professional
experience in the UK and North and South America. He
is currently chairman of Macfarlane Group plc, 2
director of Edinburgh US Tracker Trust plc and a
governor of the Beatson Institute for Cancer Research.

14. Joe MacHale* {age 56)

A

Appointed to the Board in September 2004, Joe
MacHale is currently the senior independent director
and chairman of the audit commitiee of Morgan
Crucible plc, a non-executive director and chairman of
the remuneration commitiee of Brit Insurance Holdings
ple, and a trustes of MacMillan Cancer Support. He
held a number of senior executive positions with J P
Mergan between 1979 and 2001 and was latterly chief
executive of J P Morgan Europe, Middle East and
Africa Region.

17. Pater Sutherland* (age 61) KCMG

CoN R

Appeinted to the Board in January 2001, Peter
Sutherland is an Irish national. He is a former attorney
general of Ireland and from 1985 to 1989 was the
European Commissioner responsible for compatition
policy. He is chairman of BP p.l.c. and Goldman Sachs
International. He was formerly chairman of Allied Irish
Bank and director general of GATT and its successor,
the Werld Trade Qrganisation.

12, Charles ‘Bud’ Koch (age 61)

Appointed to the Board in September 2004, Bud Koch
Is an American national. He has extensive professional
experience in the US and is immediate past chairman
of the board of John Carrall University and a trustee of
Case Western Reserve University. He was chairman,
president and chief executive officer of Charter One
Financial, Inc. and its wholly owned subsidiary, Charter
One Bank, N.A. between 1973 and 2004. He is also a
director of Assurant, Inc and a public interest director
of the Federal Home toan Bank of Cincinnati.

15. Sir Steve Robson* (age 64)

A

Appointed to the Board in July 2001, Sir Steve

is a former senior UK civil servant, who had
responsibility for a wide variety of Treasury matters. Hig
early career included the post of private secretary to
the Chanceller of the Exchequer and secondment to
ICFC (now 3i). He was also a second permanent
secretary of HM Treasury, where he was managing
director of the Finance and Regulation Directorate. He
is a non-executive director of JP Morgan Cazenove
Holdings, Xstrata Ple, The Financial Reporting Council
Limited and Partnerships UK plc, and a member of the
Chairman’s Advisory Committee of KPMG,

Group Secretary and General Counsel

18. Miller McLean {age 58)

FCIBS, FiB

c

Miller McLean was appointed Group Secretary in
August 1994, He is a trustee of the Indusiry and
Parliament Trus!, non-executive chairman of The
Whiteha!l and Industry Group, director of The Scottish
Parliament and Business Exchange and president of
the Chartered Institute of Bankers in Scotland.

menber of the Audit Commitiee

member of the Chairman's Advisory Group
member of the Neminations Caonunitiee
memper of the Reruneration Committes
mndepandent non-axacuive direclor

TAZTOP
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nmary remuneration report

Remuneralion policy

The Remuneration Committee conducted a comprehensive
review of all aspects of the remuneration package in 2005,
and the executive remuneration policy outcome was approved
by sharehoiders at the company's Annual General Meeting in
2006. A new execulive share option plan was approved by
shareholders at the company's 2007 Annual General Meeting.
During 2007 the Remuneration Committee continued to review
policy in tight of business needs, market changes and
shareholder comments.

The abjective of the executive remuneration policy is o provide,
in the context of the company's business strategy, remuneration
in form and amount which will attract, motivate and retain
high-calibre executives. In order to achieve this objective,
the policy is framed around the folilowing core principles:

» Total rewards will be set at levels that are competitive
within the relevant market, taking each executive director's
remuneration package as a whole. The relevant market
is FTSE top 20 companies and major UK, European and
LS Banks.

» Total potential rewards will be earned through achievement
of demanding performance targets based on measures
consistent with shareholder interests over the short,
medium and longer term.

« Remuneration arrangements will sirike an appropriate
balance between fixed and performance-retated rewards.
Performance-related elements will comprise the major part
of executive remuneration packages.

* Incentive ptans and performance metrics will be structured
to be robust through the business cycle.

+« Remuneration arrangements will be designed to support
the company's business sirategy, to promote teamwork
and to conform to best practice standards.

Compenegnts of exgcutive remuneration

Uh-based directors

Salary

Salaries are reviewed annually as part of total remuneration,
having regard to remuneration packages received by
executives of comparable companies. The Remuneration
Committee uses a range of survey data from published and
proprietary sources and reaches individual satary decisions
taking account of the remuneration environment and the
performance and respensibilities of the individual director.

Benefits

The Group operates The Royal Bank of Scetland Group
Pension Fund ('the RBS Fund'), a non-contributory defined
benefit fund for employees (including executive directors) who
jeined the Group prior to 1 Octaber 2006. Any new executive
directors will not be eligible to participate in the RBS Fund
unless they were already a member pricr to 1 October 2006;
instead they will receive a cash allowance.

Executive directors also receive additional cover for death-in-
service benefits.

Executive directors are eligible to receive a choice of various
employee benefits or a cash equivalent, on a similar basis to
other employees. In addition, as employees, executive
directors are eligible 1o participate in Sharesave, Buy As You
Earn and the Profit Sharing scheme. These schemes are not
subject to performance conditions since they are operated on
an all-employee basis.

Short-term annual incentivas

UK-based executive directors normally have a maximum
annual incentive potential of between 160% and 200% of
salary. For exceptional performance, as measured by the
achisvement of additional challenging objectives, executive
directors may be awarded incentive payments of up to 200%
of salary, or 250% of salary, in the case of the Group Chief
Executive, the Chief Executive, Corporate Markets and the
Chief Executive, Retail Markets. Awards wifl normally be based
on the delivery of a combination of appropriate Group and
individual financial and operational targets approved each year
by the Remuneration Committee.

For the Group Chief Executive, the annual incentive is primarily
based on specific Group financial performance measures such
as operating profit, earnings per share growth and return on
equity. The remainder of the Group Chief Executive's annual
incentive is based on a range of non-financial measures which
may include measures relating to sharehelders, customers

and staff.

For the other executive directors, a proportion of the annual
incentive is based on Group financial performance and a
proportion on divisional financial performance. The remainder
of each individual's annual incentive opportunity is dependent
on achievement of a range of non-financial measures, specific
objectives and key result areas. Divisional performance
includes measures such as operating income, costs, loan
impairments or operating profit. Nen-financial measures
include customer measures (e.g. custoner numbers, customer
satisfaction), staff measures {e.g. employee engagement) and
efficiency and change objectives.

In respect of 2007, the Remuneration Committee reviewed the
annual incentive payments for all executive directors taking into
account performance against targets set at the beginning of
the year and covering Group financial performance, each
director's operational targets, and where appropriate, divisional
financial targets. For all directors operational targets included
specified strategic developments and improvement in customer
and employee satisfaction scores.

Group operating profit targets were met in full notwithstanding
the impact of challenging credit market conditions in the
second half of the year, and customer and employee
satisfaction scores showed improvement in line with or above
expectations. Financial performance in most divisions
exceeded target. As a result, the Remuneration Committee
proposed and the Board {excluding executive directors)
agreed annual incentive payments of up to 112.5% of normal
maximum levels. Levels of incentive payments to executive
directors covered a wide range, reflecting variations in
divisional performance.




g-ierm incentives

company provides long-term incentives in the form of share

ons and share or share equivalent awards. Their objective
encourage the creation of value over the long term and to
the rewards of the executive directors with the returns to

Teholders.

i

wm-term Performance Plan

Medium-term Performance Plan {{MPP*) was approved by

Leholders in April 2001. Each executive director is eligible

En annual award under the plan in the form of share or

e equivalent awards. Whilst the rules of the plan allow

rds over shares worth up to one and a half times earnings,

Remuneration Committee has adopted a policy of granting

rds based on a multiple of salary. Normally awards are

e at one times salary to executive directors, with one and a
times salary being granted in the case of the Group Chief

cutive. No changes will be made to this policy without prior

sultation with shareholders. All awards under the plan are

hect {o three-year performance targets.

rds made in 2006 and 2007 are subject to two

Formance measures; 50% of the award vests on a relative

| Shareholder Return (‘TSR’) measure and 50% vests on
h in adjusted earnings per share {'EPS') over the three

F\performance period.

the TSR element, vesting is based on the level of
erformance by the Group of the median of the comparator
p TSR over the performance period. Awards made under
plan will not vest if the company's TSR is below the median
e comparator group. Achievement of median TSR
ormance against comparator companies will result in
ing of 25% of the award. Outperformance of median TSR
formance by up to 9% will result in vesting on a straight-line
is from 25% to 125%, ouiperformance by 9% to 18% will
ilt in vesting on a straight-line basis from 125% to 200%.
ting at 200% will eccur if the company owiperforms the
dian TSR perfermance of the comparator group by at least
». For awards made in 2006 and 2007, the companies in
comparator group were ABN AMRO Holdings N.V.; Banco
tander Central Hispano, S.A.; Barclays PLC; Citigroup Inc;
S plc; HSBC Holdings plc; Lloyds TSB Group plc and
dard Chartered PLC. Following the acquisition of ABN
RO by the Consortium Banks in October 2007, the
Euneration Committee agreed that Fortis NV, would replace
AMROQ in the comparator group for awards made in 2006
| 2007, and also for awards 1o be made in 2008.

EPS element ensures a clear line of sight for executives to
rove long-term financial performance. For this element, the
| of EPS growth over the three year period is calculated by
\paring the adjusted EPS in the year prior to the year of
1t with that in the final year of the performance peried.

h year the vesting schedule for the EPS growth measure is
2ed by the Remuneration Committee at the time of grant,
ing regard to the business plan, performance relative to
\parators and analysts’ forecasts.

the awards made in 2006 and 2007, the EPS element of
awards will not vest if EPS growth is below 5% per annum
pound over the three year period, Where EPS growth is

between 5% per annum and 10% per annum vesting will occur
on a straight-line basis from 25% to 100%. Vesting at 100% will
occur if EPS growth is at least 10% per annum compound.

Cptions

A new executive share option plan was approved by
shareholders at the company's 2007 Annual General Meeting.
QOptions were subsequently granted to executive directors over
shares worth up to a2 maximum of three times salary with an
EPS performance condition. The performance condition is
based on the average annual growth in the Group's adjusted
EPS over the three year performance period commencing in
the year of grant. The calibration of the EPS growth measure is
agreed by the Remuneration Committee at the time of each
grant having regard to the business plan, prevailing economic
conditions and analysts' forecasts.

in respect of the grant to executive directors in 2007, options
will only be exercisable if, over the three year period, the
growth in the company’s adjusted EPS has been at least 6%
per annum {'the threshold level’). The percentage of oplions
that vest is then determined on a straight line basis between
30% at the threshold level and 100% at the maximum level for
growth in adjusted EPS of 12% per annum.

Shareholding guidelines

In 2006, the Remuneration Committee reviewed the policy on
shareholding requirements and the Group has now adopted
shareholding guidelines for executive direciors.

The target shareholding level is 200% of gross annual salary
for the Group Chief Executive and 100% of gross annual
salary for executive directors. Target shareholding levels are
determined by reference to ordinary shares held, together
with any vested awards under the Group's Medium-term
Performance Plan. Executive directors have a period of five
years in which o build up their shareholdings to meet the
guideline levels.

US based director - Larry Fish,

Larry Fish was previously Chairman and Chief Executive
Officer of Citizens Financial Group, Inc. From 23 March 2007,
he was appointed Chairman, RBS America and Citizens. With
effect from 1 January 2008 he has undertaken that role in a
non-executive capacity and is being paid a fixed fee of
US$600,000 per annum (inclusive of fees as a non-executive
director of the company with effect from 1 May 2008).

He will not participate in any annual bonus plan nor will he be

eligible for further grants under any long term incentive plans.

Existing long term incentive awards will vest 1o him, subject to

achievement of all relevant service and performance conditions,
at the completion of the appropriate performance period,

Accrual of pension entitiement will cease at 30 April 2008.
He will participate in the Citizens medical insurance plan to
this dlate, after which he is eligible to join the Citizens retiree
medical plan.

N I~
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Total sharghaolder relurn performance

The undernoted perfermance graph illustrates the performance
of the company over the past five years in terms of total
shareholder return compared with that of the companies
comprising the FTSE 100 Index. This Index has been selected

Total shareholder return

because it represents a cross-section of leading UK companies.
The total shareholder return for FTSE barnks for the same
period has been added for comparison. The total shareholder
return for the company and the indices have been rebased to
100 for 2002

T

T~
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- RBS

- FTSE 100
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Source: Dalastream
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Service coniracts

The company's policy in relation to the duration of contracts
with directors is that executive directors’ contracts generally
continue until termination by either party, subject to the required
notice, or until retirement. The notice period under the service
contracts of executive directors will not normally exceed 12
manths. In relation to newly recruited executive directors,
subject to the prior approval of the Remuneration Committee,
the notice period from the employing company required to
terminate the contract will not normally exceed 12 months
untess there is a clear case for this. Where a longer period of
notice is initially approved on appointment, it will normally be
structured such that it will automatically reduce to 12 months
in due course.

2006 2007

All new service contracts for executive directors are subject
{0 approval by the Remuneration Committee. Those contracts
normally include standard clauses covering the performance
review process, the company's normal disciplinary procedure,
and terms for dismissal in the event of failure to perform or in
situations involving actions in breach of the Group’s policies.

Any compensation payment made in connection with the
departure of an executive director will be subject to approvat
by the Remuneration Commitiee, having regard 1o the terms
of the service contract and the reasons for termination.




ctors’ remuneration

Salary/ Performance Pension 2007 2006
fees bonus(1) allowance Benefits Total Total
£000 £000 £000 £000 £000 £000

17 marn

Jom McKillop 750 — — — 750 471
;cutive direciors

Fred Goodwin 1,280 2,860 — 40 4,190 3,986
~ameron 988 1,800 341 27 3,256 3,496
Fish (2 999 200 — 54 1,253 2,679
Cisher @ 726 1,428 178 26 2,358 1,864
Pell 825 1,377 — 2 2,204 2,120
Whittaker 760 1,425 262 3 2450 4.475

i
cdes 10% profit sharing.

sh is a non-executive director of Textron Inc. and retains the fees paid 1o him in this respect. For 2007, he received a remuneration package from Textron Inc. equivalent to
pximatety USS87,565

's appoeintment as Chairman of the Managing Board of ABN AMRO on 1 November 2007, Mr Fisher iransferred to the Netherlands. in line with the Group's international
inment policy he was eligivle for assistance in moving his home and family to the Netherlands and for engoing tax equalisaticn, cost of living, housing and other

ndment benefits, the value of which is £15,419 and is included under benefits, abave,

Board 2007 2008

Board fees committee fees Total Total

executive directars £000 £000 £000 £000
Buchan 70 52 122 120
Currie 70 15 85 a0
Friedrich 70 30 100 &9
unter 70 92 162 158
ochp 70 — 70 &h
Kong 70 15 85 73
acHale 70 30 100 65
teve Robson 70 30 100 a5
cottez 160 155
utherland o 70 27 97 a8

5
dition 1o his rola as & non-executive director, Mr Koch had an agreement with Citizens Financial Group, Inc, to provide consulting services for a period of three years, which
d on 1 September 2007, following the acquisition by Citizens of Charter One Financial, Inc. For these services Mr Koch received $268,333 in 2007,

ctt's senior independent director fee covers all Board and Board Committee work inctuding Chairmanship of the Remuneration Committes.

director received any expense allowanges chargeable to UK income tax or compensation for loss of officeftermination payment.
non-executive directors did not receive any bonus payments or benefits,

N S~




mary remuneration report continued

Madium Ferm Performance Plan

Scheme interests at 1 January 2007 and the related market price on award in the table below have been restated to reflect the bonus

issue of ardinary shares in May 2007.

Market Share interest End of period
Scheme interests Awards price on Awards Awards (share for qualifying
{share equivalents) at granted award vested in exercised equivalents) at conditions 1o
1 January 2007 in 2007 £ 20071 in 2007 31 December 2007 ke fulfilled
Sir Fred Goodwin 279,120 545 279120 vested 31.12.03
101,565 6.20 101,565 vested 31.12.04
286,293 5.76 Nil — lapsed 31.12.07
291,579 8.17 291,579 31.12.08
278,970 6.99 278,970 31.12.09
958,557 951,234
Mr Cameron 167,472 545 167,472 wvested 31.12.03
66,234 6.20 66,234 vested 31.12.04
138,810 576 Nil - lapsed 31.12.07
145,791 8.17 145,791 31.12.08
143,064 6.99 143,064 31.12.09
518,307 522,561
Mr Fish 31,485 5.76 Nil - lapsed 31.12.07
93,351 6.17 93,351 31.12.08
85,905 6.99 85,905 31.12.09
124,836 179,256
Mr Fisher 60,000 5.45 60,000 vested 31.12.03
24,000 6.20 24,000 wvested 31.12.04
104,102 5.76 Nil - lapsed 31.12.07
105,294 6.17 105,294 31.12.08
100,146 6.99 100,146 31.12.09
283,403 289,440
121,458 5.76 Nil - lapsed 31.12.07
124,731 6.17 124,731 31.12.08
- 115,881 6.99 115,881 31.12.00
246,189 240,612
Mr Whittaker 113,391 6.17 113,391 31.12.08
107,298 6.99 107,298 31.12.09
113,391 220,689

Note:

(1) Awards were granted on 28 April 2005 and these awards have now lapsed.

For any awards that have vested, participants holding option-based awards can exercise their right over the underlying share

equivalents at any ime up to ten years from the date of grant.

No variaticn was made to any of the terms of the pian during the year.




ricied Stock Award
rests at 1 January 2007 and the related prices on award and vesting in the table below have been restated to reflect the bonus
e of ordinary shares in May 2007.

End of the
Awards Market Market Value of Awards period far
held at price on Awards price on awards held at qualifying
1 January award vested in vesting vested 31 December  conditions to
2007 £ 2007 £ £ 2007 be fulfilled(2)
Whittakern 168,855 6.46 168,855 6.78 1,144,837 —
91,449 6.46 91,449  01.02.08q
75,966 6.46 759866  01.02.09
37,263 6.46 37,263 01.02.10
373,533 204,678

B
ds were granted to Mr Whittaker in lieu of unvested share awards from his previous employer.

bnd period for qualifying conditions is subject to any restrictions on dealing in the Group's shares which may be in place and to which Mr Whittaker may be subject.
result of the close period prior t¢ the announcemsnt of the Group's results, the end of the pericd for qualifying conditions 1o be fulfilled in 2008 is 28 February 2008.

d has now vested and shares will be released to Mr Whiltaker on 28 February 2008.

bans Long Term Incentive Plan o

Benefits received

interests at 1 January 2007  Awards granted during year _during year Interests et 31 December 2007
ish LTIP awards for the LTIP award for the LTIP award for the LTIP awards for the
3 year periods: 3 year period: 3 year period: 3 year periods:
01.01.04 - 31.12.06 01.01.04 - 31.12.06
was US$1,389,148
01.01.05 - 31.12.07 01.01.05 -31.12.07
01.01.06 - 31.12.08 01.01.06 - 31.12.08
01.01.07 - 31.12.09 01.01.07 - 31.12.09

w cash LTIP was approved by shareholders at the company’s Annual General Meeting in April 2005. Perfarmance is measured on a combination of Growth in Profit before
nd Relative Return on Equity based on a comparisen af Citizens with comparator US banks,

variation was made to any of the terms of the plan during the year.

N e~




ancial results

Summary financial statement

Impeortant note

This summary financial statement is a summary of information
in the 2007 Report and Accounts {the ‘R&A). It does not
contain sufficient information to allow for a full understanding
of the results of the Group and of the state of affairs of the
company or of the Group. For further infermation, the 2007
R&A, the auditors' report on those accounts and the report of
the directors should be consulted. A copy of the R&A may be
obtained, free of charge, from the company's registrar at the
address shown on the inside back cover.

Shareholders who wish to receive the R&A may also
complete (if they have not done so previgusly) the request
card which accompanies this document and return it to the
company’s registrar.

The income statement set out below shows amortisation of
purchased Intangible assets and integration costs separately.
In the statutory summary consolidated income statement on
page 41, these items are included in operating expenses.

Summary consolidated income statement for the year ended 31 December 2007 - nan statutory

2007 20
£m cm

Net interest income

12,668 10,596

Non-interest income (excluding net insurance premium income)

Net insurance premium income

12,338 11.433
6,109 5,973

Non-interest income

18,447  17.408

Total iIncome
Operating expenses

31,i15 28,002
14,053 12,252

Profit before other operating charges

17,062 15.750

Insurance net claims 4,652 4,458
Operating profit before impairment losses 12,410 11,262
Impairment l0sses 2,128 1,878
Profit before tax, amortisation of purchased intangible assets and integration costs 10,282 9.414
Amortisation of purchased intangible assets 274 84
Integration costs” 108 134
Profit before tax 9,900 8,186
Tax 2,052 2.689
Loss from discontinued operations, net of tax 136 —
Profit for the year 7712 6,497
Minority interests 163 104
Other owners 246 151
Profit attributable to ordinary shareholders 7,303 6.202
Baslc earnings per ordinary share™ 76.4p 64.9p
Adjusted earnings per ordinary share™ 78.7p 66.7p

* Integration costs compnse expenditure incurred in respect of cost reduction and revenue enhancement targets set in connection

with the various acquisitions made by the Group.

** Pricr year per share data have been restated to reflect the bonus issue of ordinary shares in May 2007.




DOrae governancs

company is commitled to high standards of corporate
ernance, business integrity and professionalism in all
ctivities.

ughout the year ended 31 December 2007, the company
complied with all of the provisions of the revised Combined
g issued by the Financial Reporting Councll in June 2006
2pt in relation to the authority reserved to the Board

\ake the final determination of the remuneration of the
cutive directors.

mmary directors’ report

vities and Dusiness review

view of the activities and business of the Group for the

r ended 31 December 2007, of recent events and of likely
re developments is contained on pages 4 to 26.

ctors
tographs and biographical details of the directors are
wn on pages 28 and 29.

Under the US Sarbanes-Oxley Act of 2002 (the Act’), specific
standards of corporate governance and business and financial
disclosures apply to companies with securities registered in

the US. The company complies with all applicable sections of
the Act,

A full explanation of how these principles are applied is
contained in the corporate governance and remuneration
reports in the Group's 2007 Report and Accounts.

Report of the auditors

The auditors’ report on the full accounts for the year ended
31 December 2007 was unqualified and did not include a
statement under sections 237(2) (inadequate accounting
records or returns or accounts not agreeing with records and
returns) or 237(3) (failure to obtain necessary information and
explanations) of the Companies Act 1985,

following additional information is required to be disclosed by Part 7 of the Companies Act 1885 as amended.

re gapial

ails of the ordinary and preference share capital are provided below.

Allotted, called up
ana fully paid Authorised
31 December 21 December

2007 2007

£m £m
inary shares of 25p 2,501 3,018
-voting deferred shares of £0.01 27 323
litional Value Shares of £0.01 — 27
-cumulative preference shares of US$0.01 2 2
-cumulative convertible preference shares of US$0.01 — —
-cumulative preference shares of €0.01 — —
-cumulative convertible preference shares of €0.01 — —
-cumulative convertible preference shares of £0.25 — 225
-cumulative convertible preference shares of £0.01 — —
nulative preference shares of £1 1 1
-cumulative prefereﬂrjce shares of £1 1 300

aber of shares - thousands

Allotted, called up
and fully paid Authorised
31 December 31 December
2007 2007

inary shares of 25p

-vating deferred shares of £0.01

litional Value Shares of £0.01

-cumulative preference shares of US$0.01
-cumulative convertible preference shares of US$0.01
-cumulative preference shares of €0.01
-cumulative convertible preference shares of €0.01
-cumulative convertible preference shares of £0.25
-cumulative convertible preference shares of £0.01
nulative preference shares of £1

-cumulative preference shares of £1

10,006,215 12,070,492
2,660,556 32,300,000

— 2,700,000
308,015 419,500
1,000 3,900
2,526 66,000
- 3,000

— 900,000

200 1,000
900 900

750 300,000

W e




hncial results continued

The rights and obigations attaching to the company's ordinary
shares and preference shares are set out in the company's
Articles of Association, copies of which can be obtained from
Companies House in the UK or by writing to the Company
Secretary.

On a show of hands at a general meeting of the company
every holder of ordinary shares and cumulative preference
shares present in person or by proxy and entitled to vote shall
have one vote. On a poll, every holder of ordinary shares
present in person or by proxy and entitled to vote shall have
one vote for every share held. On a poll holders of cumulative
preference shares present in person or by proxy and entitled
to vote shalt have four votes for every share heid. The Notice of
the Annuat General Mesting specifies the deadlines for exercising
voting rights and appeinting a proxy or proxies to vote in
relation to resolutions tc be passed at the general meeting.

The cumulative prefaerence shares represent less than 0.04%
of the total voting rights of the company, the remaining being
represented by the ordinary shares.

There are no restrictions on the transfer of ordinary shares in
the company other than certain restrictions which may from
time to time be imposed by laws and regulations {ior example,
insider trading laws). Pursuant to the Listing Rules of the
Financial Services Authority certain employees of the company
require the approval of the company to deal in the company's
shares.

A number of the company’s share plans include resirictions on
transfer of shares while the shares are subject to the plans, in
particular the Empltoyee Share Ownership Plan,

Non-cumuiative preference shares

Non-cumulative preference shares entitle the holders thereof
{subject to the terms of issue) to receive periodic non-
cumulative cash dividends at specified fixed rates for each
Series payable out of distributable profits of the company.

The non-cumulative preference shares are redeemable at the
option of the company, in whole or in part from time to time at
the rates detailed below plus dividends otherwise payable for
the then current dividend periog accrued to the date of
redemption.

Number Redemplion Redemption
of shares Interest date an price Debi or

Class of preference share i issue rate or after per share aguity (1)
Non-cumulative preference shares of US$0.01

Series F 8 million 7.65% 31 March 2007 us$25 Debt

Senes H 12 million 7.25% 31 March 2004 US$25 Debt

Series L 34 millicn 5.75% 30 September 2009 US$25 Debt

Series M 37 million 6.4% 30 September 2009 US$25 Equity

Series N 40 millicn 6.35% 30 June 2010 US$25 Equity

Series P 22 million 6.25% 31 December 2010 Us$25 Equity

Series Q 27 millicn 6.75% 30 June 2011 Us$25 Equity

Series R 26 million 6.125% 30 December 2011 LIS%25 Equity

Series 5 38 million 6.6% 30 June 2012 Us$25 Equity

Series T 64 million 7.25% 31 Decembper 2012 Uss$25 Equity

Series U 15,000 7.64% 29 September 2017  US$100,000 Equity
Non-cumulative convertible preference shares of US$0.01

Series 1 1 million 9.118% 31 March 2010 US$1,000 Debt
Non-cumulative preference shares of €0.01

Series 1 1.25 millicn 5.5% 31 December 2009 €1,000 Equity

Series 2 1.25 million 5.25% 30 Jure 2010 €1,000 Equity

Series 3 26,000 7.0916% 29 September 2017 €50,000 Equity
Non-cumulative corvertible preference shares of £0.01

Series 1 200,000 7.387% 31 December 2010 £1,000 Debt
Non-cumutative preference shares of £1

Seres 1 750,000 8.162% 5 Cctober 2012 £1,000 Equity
Note:

(1} These preference shares where the Group has an obligation o pay dividends are classified as debi; those where distributions are discretionary are classified as equity.

The cenversion rights attaching to the convertible preference shares may result in the Group delivering a variable number of equity shares to preference shareholders:; these

corvertible preference shares are treated as debt.




event that the non-cumulative convertible preference

s are not redeemed on or before the redemption date, the
r may convert the non-cumulative convertible preference
s into ardinary shares in the company,

r existing arrangements, no redemption or purchase of
on-cumulative preference shares may be made by the
any without the prior consent of the UK Financial

ces Authority.

winding-up or liquidation of the company, the haolders of the
umulative preference shares will be entitled to receive, out

y surplus assets available for distribution to the company's
holders (after payment of arrears of dividends on the

lative preference shares up to the date of repayment) par

U with the cumulative preference shares, and all other shares
company ranking pari passu with the non-cumulative

rence shares as regards participation in the surplus assets
company, a liquidation distribution per share equal to the

cable redemption price detailed above, together with an

nt equal to dividends for the then current dividend period
ed to the date of payment, before any distribution or

ent may be made to holders of the ordinary shares as

ds participation in the surplus assets of the company:.

pt as described above, the holders of the non-cumulative
rence shares have no right to participate in the surplus
ts of the company.

ers of the non-cumuiative preference shares are not

ed to receive notice of or attend general meetings of the
any except if any resolution is proposed for adoption by
hareholders of the company to vary or abrogate any of

eholdings

the rights attaching to the non-cumulative preference shares or
proposing the winding-up or liquidation of the company. In any
such case, they are entitled to receive notice of and to attend
the general meeting of shareholders at which such resolution
is to be proposed and are entitled {o speak and vote on such
resolution (but not on any other resolution). In addition, in the
event that, prior to any general meeting of shareholders, the
company has failed to pay in full the three most recent
quarterly dividend payments dug on the non-cumulative dollar
preference shares (other than series U}, the two most recent
semi-annual dividend payments due on the non-cumulative
convertible dollar preference shares and the most recent
dividend payments due on the non-cumulative euro preference
shares, the non-cumulative sterling preference shares, the
series U non-cumulative dollar preference shares and the non-
cumulative convertiple sterling preference shares, the holders
shall be entitled to receive notice of, atiend, speak and vote at
such meeting on all matters together with the holders of the
ordinary shares, and in these circumstances only, the rights of
the holders of the non-cumulative preference shares so 1o vote
shall continue unti! the company shall have resumed the
payment in full of the dividends in arrears.

Authorily 1o repurchase shares

Al the Annuat General Meeting in 2007, shareholders renewed
the authority for the company to make market purchases

of up 1o 958,712,195 ordinary shares. The directors have not
exercised this authority to date. Shareholders will be asked to
renew this authority at the Annual General Meeting in April 2008.

able below shows the shareholders that have notified us that they hold more than 3% of the voling rights in the underncted

es of shares.

Number of shares % held Number of shares % held
nary shares: 5% % cumulative preference shares:
| egal & General Group plc 504,686,799 5.04 Mr P S and Mrs J M Allen;
cumulative preference shares:; Miss C L Allen, and Miss J C Allen 451,796 28.23
[Suardian Royal Exchange Assurance plc 129,830 25.97 Commercial Union Assurance plc 91,429 22.86
P Vindsor Life Assurance Company Limited 51,510 10.30 Bassett-Patrick Securities Limited* 46,255 11.56
Mr 5. J. and Mrs J. A. Cackburn 15,520 3.10 E M Behrens Charitable Trust 20,000 5.00
Mr Stephen J Cockburn 15,290 3.06 Mrs Gina Wild 19,800 4,85
[Cleaning Tokens Limited 25,500 5.10 Trusteas of The Stephen Cockburn
Limited Pension Scheme 19,879 4.97
Miss Elizabeth Hill 16,124 4,03
Mr W T, Hardison Jr. 13.532 3.38

fication has been received on behalf of Mr A. W. R. Medlock and Mrs H. M. Medlock that they each have an interest in the hoiding
+% cumulative preference shares registered in the name of Bassett-Patrick Securities Limited noted above and that there are
er holdings of 5,300 and 5,000 shares, respectively, of that class registered in each of their names.
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ncial resuits continued

The company is not aware of any agreemenis between
shareholders that may result in restrictions on the transfer of
securities and or voting rights. There are no persons holding
securities carrying special rights with regard to control of the
company.

Under the rules of certain employee share plans eligible
employees are entitled to acquire shares in the company and
shares are held in trust for participants by The Royal Bank of
Scotland plc and Utster Bank Dublin Trust Company as
Trustees. Voting rights are exercised by the Trustees on receipt
of participants’ instructions. If a participant does not submit an
instruction to the Trustee no vote is registered.

The Royal Bank of Scotland Group plc 2001 Employee Share
Trust and The Royal Bank of Scotland plc 1992 Emplayee
Share Trust are used to hold shares on behalf of the Group's
executive share schemes. The voting rights are exercisable by
the Trustees, however, in accordance with investor protection
guidelines, the Trustees abstain from voting. The Trustees
wauld take independent advice before accepting any offer for
the company in a takeover bid situation.

Independent auditors’ statement to the members of

The Roya!l Bank of Scotland Group plc

We have examined the summary financial statement which
comprises the summary consolidated income statement
(statutory basis), the summary consolidated balance sheet, the
summary directors' report and the summary remuneration
report.

This report is made solely to the company’s members, as a
body, in accordance with section 251 of the Companies Act
1885. Our work has been undertaken so that we might state to
the company's members those matters we are required to
state to them in an auditors’ report and for no other purpose.
To the fullest extent permitted by law, we do not accept or
assume responsibility to anyone other than the company and
the company's members as a body, for our audit work, for this
report, for our audit report, or for the opinions we have formed.

Respective responsibiities of directors and auditors

The directors are responsible for preparing the Annual Review
and Summary Financial Statement in accordance with United
Kingdom faw.

Our responsibility is to report to you our opinion on the
consistency of the summary financial statement within the
Annual Review and Summary Financial Statement with the full
annuat accounts, the directors’ report and the directors’
remuneration report, and its compliance with the relevant
requirements of section 251 of the Companies Act 1985 and
the regulations made thereunder.

At each Annual General Meeting, one third of the directors
retire and offer themselves for re-election and each director
must stand for re-election at least once every three years. Any
non-executive directors who have served for more than nine
years will also stand for annual re-glection and the Board will
consider their independence at that time. The proposed
re-election of directors is subject to prior review by the Board.

The company's Articles of Association may only be amended
by a special resolution at a general meeting of shareholders.

A change of control of the company following a takeover bid
may cause a number of agreements to which the company is
party 1o take effect, alter or terminate. in addition, a number of
executive directors’ service agreements and employee share
plans would be affected on a change of control. In the
context of the company as a whole, these agreements are

not considered to be significant.

We also read the other information contained in the Annual
Review and Summary Financial Statements as described in the
contents section, and consider the implications for our report if
we become aware of any apparent misstatements or material
incensistencies with the summary financial statement,

Basis of opimion

We conducted our work in accordance with bulletin 1999/6
‘The auditors' statement on the summary financial statement’
issued by the Auditing Practices Board fer use in the United
Kingdom. Our report on the company's full annuat financial
statements describes the basis of our audit opinion on those
financial statemenis and the part of the directors’ remuneration
repart described as having been audited.

Opinion

In our opinion, the summary financial statement is consistent
with the full annual accounts, the directors’ report and the
directors’ remuneration repori of The Royal Bank of Scotland
Group plc for the year ended 31 December 2007 and complies
with the applicable requirements of section 251 of the
Companies Act 1985, and the regulations made thereunder.

Celoitte & Touche LLP

Chartered Accountants and Registered Audilors
Edinburgh

27 February 2008



mmary consolidated income statement for the year ended 31 December 2007 (statutory basis)
2007
£m
nterest income 12,668 10,5496
interest income {excluding net insurance premium income) 12,338 11,433
nsurance premium income 6,109 5,977
interest income 18,447 17,406
income 31,115 28,002
inistrative expenses 12,465 10,802
eciation and amortisation 1,870 1,678
ating expenses” 14,435 i2.480
jt before other operating charges and impairment losses 16,680 15,502
Fance net claims 4,652 4.458
hirment losses 2,128 1,878
Fating profit bofore tax 9,900 0186
2,052 2.689
from discontinued cperations, net of tax 136
it for the year 7,712 6,497
it attributable to:
rity interests 163 104
r owners 246 141
ary shareho'ders 7,303 6,202

7,712 6,487

ings por 25p ordinary share™ 76.4p 64.90
ed earnings per 25p ordinary share™ 75.7p 84 40

ration costs included in operating expenses comprise:

2007 230
£m Em
inistrative expenses 48 118
reciation and amortisation 60 16
. 108 134
- year per share data have been restated to reflect the bonus issue of ordinary shares in May 2007.
ciors' remuneration
2007 P
£000 ECG
-executive directors — emoluments 1,081 GaR
irman and executive directors — emoluments 16,461 19,448
- contributions and allowances in respect of defined
contribution pension schemes 30 101
17,572 20547
— amounts receivable under long-term incentive plans 1,839 3,867
- gains on exercise of share options 1,474 2

20,885 24,546

ement benefits are accruing to five directors (2006 - five) under defined benefit schemes, one {2006 - twao) of whom also accrued
ofits under defined contribution schemes.
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ncial results continued

Summary consolidated balance sheet at 31 December 2007

2007 2R
£m £m

Assets
Cash and balances at central banks 17.866 65,121
Treasury and other eligible bills 18,229 5,431
Loans and advances to banks 219,460 82,600
Loans and advances to customers 829,250 466,893
Debt securities 276,427  127.251
Equity shares 53,026 13,504
Settliement balances 16,589 7.425
Derivatives 337,410 116,681
Intangible assets 48,492 18.904
Property, plant and equipment 18,750 18,420
Prepayments, accrued income and other assets 19,066 8,130
Assets of disposal groups 45,954
Total assets 1,900,519 871,432
Liabllities
Deposits by banks 312,633 132143
Customer accounts 682,365 384,222
Detr securities in issug 273,615 85963
Settlement balances and short positions 91,021 49,476
Derivatives 332,060 118112
Accruals, deferred income and other liabilities 34,024 15,660
Retirement benefit liabilities 486 1.982
Deferred taxation 5510 3,264
Insurance liabilities 10,162 7.456
Subordinated liabilities 37,979 27 654
Liabilities of disposal groups 29,228 —
Total Habilities 1,809,093 825,842
Mingrity interests 38,388 5.2683
Equity owners 53,038 40,227
Total equity 91,426  45.4%0
Total liabilities and equfty 1,900,519 671,432
Memorandum iems
Contingent liabilities and commitments 400,089 264,203

At 31 December 2007, provisions for loan impairment amounted to £6.441 million (2006 — £3,935 million).

The summary financial statement on pages 36 to 42 was approved by the Board of directors on 27 February 2008.

Sir Tom McKillop Sir Fred Goodwin Guy Whittaker
Chairman Group Chief Executive Group Finance Director



areholder information

nelal calendar
1al General Meeting

i results

iends

nant dates:

Drdinary shares {2007 Final)
Prdinary shares (2008 Interim)
Cumulative preference shares
Non-cumulative preference shares
ividend dates:

Prdinary shares {2007 Final)
Cumulative preference shares
are dates:

Drdinary shares {2007 Final)
Cumulative preference shares

yses of ordinary shareholders at 31 December 2007 Number
Shareholdings ifrrs\:’;lliiéﬁz %
iduals 174,438 £693.7 6.9
ks and nominee companies 25,434 8,898.1 88.9
thent trusts 172 43 0.1
[ance companies 329 5.1 01
r companies 2,148 3216 3.2
jon trusts 45 32.7 0.3
r corporate bodies 94 50.7 05
202,660 10,008.2 100.00
e of shareholdings:
,000 84,387 345 0.3
1 — 10,000 98,951 336.1 34
D1 - 100,000 16,400 3518 3.5
D01 - 1,000,000 1,202 420.8 4.2
0,001 — 10,000,000 569 1,8534 18.5
00,001 and over 151 7,009.6 70.1
202,660 10,006.2  100.00

23 April 2008 at 2.00 pm

Edinburgh Internationa! Conference Centre,
The Exchange, Morrison Street, Edinburgh

8 August 2008

6 June 2008
Octaober 2008
30 May and 31 December 2008

31 March, 30 June, 30 September and 31 December 2008

5 March 2008
30 April 2008

7 March 2008
2 May 2008
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reholder Information continued

Corporaie Responsibility Report
If you wish to obtain a copy please contact:

Corporate Responsibility
The Royal Bank of Scotland Group pic
PO Box 1000
Gogarburn

Edinburgh EH12 1HQ

It is also available on our website at www.rbs.com/crreports

investor Relzlions
Sharehoiders can access updated information on RBS via our
website (www.rbs.com/ir).

Shareholder enquines

Shareholdings in the company may be checked by visiting

our website (www.rbs.com/shareholder). You will need the
shareholder reference number printed on your share certificate
or tax voucher to gain access to this information.

Dividend payments

The company pays its dividends in pounds sterling although
sharehoiders may choose to receive payment in US dollars
or euros.

Shareholders wishing to receive payment in either US dollars
or euros should request an instruction form from the
Company's Registrar:

Computershare Investor Services PLC
PO Box 82

The Pavilions

Bridgwater Road

Bristol BS99 627

Telephone: 0870 702 0135

Fax: 0870 703 6009

Email: web.queries@computershare.co.uk

Shareholders may also download an instruction form via our
website (www.rbs.com/shareholder).

Completed instruction forms must be returned to the Registrar
no later than 15 working days before the relevant dividend
payment date.

Braiile end audio Annuat Review and

Sumpary Financiat Staterment

Shareholders requiring a Braille or audio version of the Annual
Review and Summary Financial Statement should contact the
Registrar on 0870 702 0135.

ShareGift

The company is aware that shareholders who hold a small
number of shares may be retaining these shares because
dealing costs make it ungconomical to dispose of them.
ShareGift, the charity share donation scheme is a free service
operated by The Orr Mackintosh Foundation (registered charity
1052686) to enable shareholders to donate shares to charity.

Should you wish to donate your shares to charity in this way
you should contact ShareGift for further information:

ShareGift, The Orr Mackintosh Foundation,

17 Carlton House Terrace, London SW1Y BAH
Telephone: 020 7930 3737

www.sharegitt.crg

Donating your sharas in this way will not give rise to either a
gain or a loss for UK capital gains tax purposes and you may
be able to reclaim UK income tax on gified shares. Further
information can be obtained from HM Revenue & Customs.

Capital gains tax

For shareholders who held RBS ordinary shares at 31 March
1982, the market value of one ordinary share held was 103p.
After adjusting for the 1 March 1985 rights issue, the

+ September 1989 capitalisation issue, the bonus issue of
Additional Value Shares on 12 July 2000 and the bonus issue of
ordinary shares on 8 May 2007, the adjusted 31 March 1982
base value of one ordinary share held currently is 15.4p.

For shareholders who held Natwest ordinary sharas at 31 March
1982, the market value of one ordinary share held was 28.39p
for shareholders whao accepted the basic terms of the RBS offer.
This takes account of the August 1984 and June 1986 rights
issues and the June 1989 bonus issue of NatWest ordinary
shares as well as the subsequent issue of Additional Value
Shares and the bonus issue of ordinary shares on 8 May 2007.

When disposing of shares, sharehalders are also entitled to
indexation allowance (1o April 1868 only in the case of
individuals and non-corporate holders), which is calculated
on the 31 March 1982 value, on the cost of subsequent
purchases from the date of purchase and on the subscription
for rights from the date of that payment. Further adjustments
must be made where a sharehalder has chosen to receive
shares instead of cash for dividends. Individuals and non-
corporate shareholders may also be entitled to some taper
relief to reduce the amount of any chargeable gain on
disposal of shares.

It was announced in the Pre-Budget Report on 8 October 2007
that the capital gains tax treatment for individuals wili change
for disposals made on or after 6 April 2008. There will be a
single rate of capital gains tax set at 18%. indexation allowance
and taper relief will no longer be available and for assets held
on 31 March 1982, the market value of the asset on that date
will automatically be used for the purpose of calculating the
gain or loss arising on a disposal.

Tha Information set out above is Intended as a general guide
only and Is based on current United Kingdom legislation
and HM Revenue & Customs practice as at this date. This
information deals only with the position of Individual
shareholders who are resident in the United Kingdom for tax
purposes, who are the beneficial owners of their shares and
who hold their shares as an investment. It does not deal with
the pasition of shareholders other than individual
shareholders, shareholders who are resident outside the
United Kingdom for tax purposes or certain types of
shareholders, such as dealers in securities.




tant addresses

holder enguirias
trar
utershare Investor Services PLC

BS99 627

one: 0870 702 0135

ile: 0870 703 6009
web.queres@computershare.co.uk

epositary Bank

ank of New York Mellon

or Services

x 11258

h Street Station

ork NY 10286-1258

one: 1 B88 269 2377 (US callers)
one: 212 815 3700 {International)
shareowners@bankofny.com

Secretariat
oyal Bank of Scotland Group pic

rburn

urgh EH12 1HQ
one: 0131 556 8555
ile; 0131 626 3081

tered office
Andrew Square

urgh EH2 2YB

one: 0131 556 8555

tered in Scotland No. 45551
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