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Chairmans statement

Despite the bet eve strongly the R130 can no ar ccessful cc

again am pnvileged to have been von the opporturuty

chair the Group This rena ns trniy in ernational company wth

many excellent bus nesses Our roots may be in Scotland rind

our largest market in the UK but we also en ploy 10000 people

India enioy strong positrons on the island of Ireland throur

stm Rank and in our United States mark ts thro gh tizens

The Oh bal Markets cue nesses are prerasely that globe oy

will corrhnue to operate in the leading tinarrcral ent PS suppurt ng

our corp rate institutional and fin social sector cl orts around

the world Ih intornalonal nature tt Grrrup is ofloeterl ny

ho tact that dunng 2008 we were able to benetit ic liquidity

support provided by central burrks in rmtx jul rsdictior

With hard work det rmirratiorr ar wil rrrgness to take tougi

cocos ons we have the people and eapsb lities to able the

Group to recover We can make it prot table rnvestn or

rrrodel corporate citizen all of the countries tech it

operates and an excellent place to work

Juatffyrng the support of our sharehoders

wice our rrg
20u8 ne Group sought acorn onal pinal rrom

shareholders to enable it to weather the very testing cove or erect

and to achieve the higher capital ratios ft at markob now demand

On tire cecond occasion the capwl ra sing was nderwr by

ho UK gover nrrierrt and in November it becarr tire Groups

majority shareholder

The UK qovernimc on wants RBS to operate on znnrercial

bass arid rrrtends to act as an arnie lerrith commercial

shareho der which will sell its interests in RRS ann other be ks

at the earl est attract ye tirnr Our interests corric hr We are

workinq to cstore the Tee eps financial pci torrniar cc rc en to

show us ha repay lhc taxpayer ci ceticablc

An 0ev tar Ic but regrettable conseque see of ho successive

capihal ra siriq exenc sos tree been the dilut orr of nitenest

of existinq shareholders My predecessor Sir Tom McKillop

apoloq sed to shareholders for the impact on them of the

erosion of their nvestrr cots sertiment echo rose Of 05

now chaiged with leading RBS are committed tc inplementrnq

measures wh ch allow us to restore the Group to standal we

rinancierl health in the interests of nIl shareholder

It not appropnate to pay any dividend wr Se srd mary shai

C09 zeve the Beaid ve rn it that li tends arc an

extremely irr portant part of sharelrolder returr an ncome It

the Boarde intention over time to returr to pay ng dividende

akog account of the Groups car tal positron rr nod

ear nings and prospects To that end we we com the Mci tat

the cx sting proh bitron on the payn cot of vidends on the

riinary shares will removed when it prefere sharrrs

800 by LKI are edeemed



Changing the way we work

To achieve its objectives the company needs to change not

just the business we do but how we do business That includes

our governance arrangements The directors decided that

restructured Board with fewer members would b.e better able

to engage In the restructuring process which the óompany will

undertake As result number of Non-Executive Directors

resigned from the Board in February 2009 would like to thank

each of them for their service to the company In particular Wish

to acknowledge the contribution of Sir Tom McKillop who chaired

RBS through testing times with great dedication and
integrity

We will appoint further three Non-Executive Directors in due

course

Our people

Last year was also period of great anxiety and uncertainty for

our employees Despite this the vast majority of them contributed

to profitable year for their own businesses and they demonstrated

the commitment that will be needed to return the Group to good

health Unfortunately however the uncertainty is not over and

many of our people will be affected by the steps we must take

to restore RBS to strength My experience of leading businesses

through periods of significant change has taught me that

people are resilient and work best when they have certainty

over strategic direction clarity about the role they are being

asked to play and feel engaged in pursuing shared objectives

We have already begun to provide certainty and clarity over

strategy and management structures My further commitments

to our people are that we will move as swiftly as possible where

change is required and that we will work to ensure that those

affected by change are the first to know about it

We must also engage our people with new employment

proposition which sets incentives that reward them for delivering

sustained and sustainable success

Aligning remuneration with long-term shareholder value

In recognition of the crisis in global financial services and the

unprecedented losses incurred by the RBS Group in 2008 the

Remuneration Committee of the Board has been working to

bring about fundamental change to the way remuneration works

throughout the Group There is an obvious need for very

significant change to compensation policies and practice

across the industry and we intend that RBS will be fully

engaged in the necessary process of change

Our approach has sought to balance the reality of our current

losses at Group level with need to offer competitive remun

eration package for teams and individuals that are performing

well and in manner that is sustainable in the long-term

Our customers and communities

Most of our businesses were profitable in 2008 That was

because they met their customers needs consistent hallmark

of RBS has been the ability to work with our customers and to

provide them with high quality of service whether they are

personal or corporate customers be they in the UK Ireland the

USA or across continental Europe and Asia RBS has frequently

led our peers in service quality league tables

We are grateful for the support our customers gave us during

2008 when their faith in us might understandably have been

dented and recognise that our plans will succeed only if we

continue to serve them well

In every country where RBS operates we do so within

wider community Our activities affect and are affected by the

customers governments suppliers and other stakeholders with

which we interact On joining the company it was encouraging

to learn that we provide banking services to more small firms

than any other UK bank and that our flagship money advice

and financial education programme MoneySense has been

in place for many years As an international company we have

extended MoneySense to Ireland and the US We support the

causes our staff care about and invest to improve the capacity

of community to generate wealth These programmes are more

relevant than ever to the challenges that lie ahead

We recognise that our reputation has been damaged by the

events of the last year So too has the reputation of the banking

industry in countries across the globe We are determined to

rebuild our reputation and to demonstrate leadership in the

industry in this respect partly through our core purpose of

business success but also by playing constructive and

responsible role in the communities in which we operate

The way forward

am confident that we can must and will restore the RBS Group

to standalone financial strength Last year was undeniably tough

and worsening economic environment means that 2009 will

present significant challenges in all of our markets The path to

recovery will be neither smooth nor straight But we build on

number of strengths excellent businesses talented people and

above all millions of loyal customers around the world who

recognise the quality of service that we provide By doing our

best by them In all of our enduring franchises around the world

we will take the actions that will deliver once again sustainable

returns for our shareholders

Philip Hampton

Chairman

RBS Group Arrj e.or1 Acourt
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Globa Banking Markets

In 2008 the division was orgarused atonq four prft cipal buwriess

lines rates ow roncies and commodita includ RBS So pra

Cornmudit es the commodities marketing mint venture beta eon

SOS and Sen pm rgy which was formed on April 20013

oouihes credit markets and asset and porttolio unagemer

The poor results recorded by G8M in SF08 should oct be allowed

to disguise the fact that many businesses producud good

perlurmances most notably rates snd currcnoies and that the

activtcs wh oh directly support our reOtierrships th custc in ers

rovide the platform tor return to susta rrable pr fitability

total income before cmdit market wr tcdowns and unusual

items was 10214 rnilliorr down 6% frcrrr 2001 Ii addition

to tosses on previously identtied credit market xpnsures of

07181 million 3M irrrui rod 5776 million in Ii siting asset

write downs Althnugh direct expenses were cut Fy 18

we addressed the challenges facing the businic ss credit

npa rn cots rose sharply The uperatirirj loss for tl year was

10994 million On an indicative basis the returr on equ ty

ROE of iBM was 35S

These losses occurred relatvely narrow parts the

business tocused on proprietary trad ng structur rd credit

counrerparry exposure More tnan 50 losses ertained mc

ABN AMROwrijinated portfolios

Despte the disappointing headlines and the tficult es

or countered by md vidual eusiness lines market volatility

provided opportunities the rates arid Lirrei cies business



Djvlslonal fttVlOW

ochievsd pcrticularly strong perk rrrance with high volumes

of istoms activity and flow troding resulting in 40% increase

in noorne from rates tradir to k3513 million and 55% growth

in cirioncies income to 016% million The Sempra Commod ties

joint venture performed well in the no months after its formation

wit GOlds commod tee income reaching 178 million for thc yeai

quities saw reducod customer flow and writmdowns on tradrr

lions as rr arkc Is deterioiated rapidly Credit markets acli oved

some succn .ssr in ranging debt financing for its cusfnmc ro

ho remained on sorely affeofnd by rrarket dislocation

if ask thof GOM faces is to rebuild husrnrss in wh of Profit

is ustainable stait ii cci vory solid fouridat on of strong

undc.rlyrng rover ues In add ton we nntoy global top five inkir go

in corporate lending fore gn exchange rates commodit es and

interest robs and options Our problems have largely arisen in

trodi mg .troctured credt products and taking significant mnjer

teim undeiwmmtnq risk In doing so we strayed from the mode

wh oh hod originally brought us succesw of focus ng onm bbs

needs 01 our co torn ore and lrading in markets only in or icr to

on pport fri err As iesult our ealarice shoot has grown ii ways

that added isk wilt out corresponding returns

ollowing ifs ievicw GOM intends to for us its business arc md

its cow oor orate arid iiistitn tonal customei oct across Ce

wo Id These ol onto are global in naturo and are rnultsproducf

ow no 2PM will deploy cop SrI and resources in support of this

customor msc and will continue to anrangs and diem bute rodit

loan on mnds arid build sustainieri competitive advanfagm

in eric financing ok manaqemcnt and invesimn rodu 15

and 110w trad ng businw sos

8118 is ronewrnq its commtrnont to product areas wherr Clvi

has market-leading compcttivo positions across us customc

cnn trio onuginat cii advisory arid trad mg activities It has sIre ig

rrrarket positrons in loans bonds foreign exohorigs rates

commodities and oqurtics and will drive tkree businesses

restructured whore necessary inc foes scd manner wound

custom ers needs GBM will discontunuo all ulliquic proprietary

trod ng activities and correlation trading ri equity arid credit

mai kets It
wI drast cally scale back act vity in structured real

estate leveraged and piojectfunanrce and exit loni ng in these

areas eritinmIy
All businesses and notably GOlds asset finance

businesses will be managed with nr St Oct capital uidel nec

Cl ibally the intention is for GI3M to move increasu rgly towards

hub-and-spoke model Risk will be managed fro ii regional

fobs It is intended that distribution and coverage will hrm

dcl vered trorn mix of hub countries arid soak d-back

presence in some local otfines rho aim yen limo will be

reduce riruch of the on-shore trailing activity outs do the kc

financial centres

Ass rs producrs and geographies Inst fit OhMs new client-

focused pioposution will he defined as core and II coma

with the division Assets business lines and some geogiapriucs

that are non-core will be tiansferrod to he new Norm Core

Div sian These non-core activities accounted for ppnoximap ly

205 billion of third party assets at end 2008

None of this will be easy The difficu onomic euuvironmenrt

around the world will make 2009 anothei challeng rig year We

are confident however that at the core of GOM Ms an excellent

Iranoh so whioh can deliver enduring profitability thre Gro



GobaI Transaction Services

038
lye strong yam Income giew by 2% to 2472

miUiun The growth rotc being maintained tho second half of

thc you despite dif cult marK cond tines Direct expcnses

wer t.t hiqhcr ott 94 million ma nly as result of invest mc ot

in thu franchise to support growth Operahnq profit rcruuscd

by 1/K tot 339 mi lion On an indicative basis the 801 of

OTS was 6/

Growin was or von cy strong pedormancc in cash managorncent

WI ion rovides cflents wth tqoidity management and

international and domestic payment sorvoes Income oso 3/

em tin year to 1514 million with good gi owth cm intr rnational

ca Th anagemer markets and steadier growth in UK and US

domcstic rearM Thc Divis on was successful throughout the

yc.ae in winning now rtc rnational cash management mom Ia as

Ii om existing SOS Group cIa nt.s duo to Kr strengtf of the

inter lational payinc its pla ft rm an nctw

Trade finance cxc cutcs and advises on customers tiade related

oar cc and risk icqucemonts It made significant proqrcss witn

ome mrina og Lu gmm alrcer gly throughout the ca 51

on 2007 GTS has substantially improved its pane ration into

the AsiaAacitic market increasing trade finance mcome in me

region by 14% and has expanded os CL ppiy cha nancr

activ ties with an enhanced product suih

Merchant serv cos arid corrimnorcial cards offers ustomc rs

wide range of card issuing and acquirriq solutiors products

and services It dclivcrcd 58 incroasc in inconie to 594

neil ion Acquiring volumes were up 23% in the your driven by

good gi owth online volumes although weaker consumer

coot dence in the latter part of the year nioarit thu average

transact on values decreased slow ng income gre wth

Commercial cards income qrew by 16%

GTS has rriaintanod its market share and is ranked fifth worldThdc

toi transact err banking in terms of both revenue ml constant

exchange rates and network In the UK it is faint or one fo

CHAPS cheque processing and BAGS ti ansmissic no Strea ne

merchant services retained its number one pesitic tile UK

rniarket handing marc than or ri three of all carl transactions

lhe business successfully exploits econorn us at scam

and scopc On scale

lrternational Cash Managcinent processes ever one hillioi

payments and collections annually

Domestic Cash Management precc sacs three billion BASS

transact ens in the UK each year

radc Finance processes II en cohlcctiens ared lotte

of credit annually and

our cards businesses process blliari tram em tions per

annuim werth 233 trillion peakumg at lpproximnteIy 500

transact ens per second



Div sionl rovkw

On scope an integral part of the offenng of 0DM and

our req onal commercial and corporate isnesses wh oh in

tc rn irifroduco customers to 015

OTS rmmrts strategicafly attractrvc busmess tor 15135

providing important working capital and payment solutions to

thu Groups customers and substantial scope remains to cross

soil glooal transaction services to our corp rate and tinanc

institutions clients particularly those in the UK OTS plans

right siao it global retwc consstent with dcvi loping crc pe

as its core base twill rota the capability to c.ontirioe to sorvc

both locally arid globally all rrirlti-natioriul cusP mci who at

thi cart ci the oro Of proposition whilst at all times

airitairring Service levels during the change Thu busrncs also

ans to inc reuse efficiency hrouglr development of lower

cost fr arid back offico opcrating model and explore joint

venturer for growth 3nd selective disposals

Although the year he id will present challenges as slowing

plc hal grow Ii affects tnadc flows arid transactori volurres

0Th roe ains an attractive component of trie Groups pci folio

for the fofuie

UK RetaU Commerca Banking

RBS UK holds leading rnarkr share across all the business

commercial and corporate sectors Through its retwork of

relationship rnranagers it distributes fcill range of banking

finance and risk management services including marketlectdinq

invoice finance and asset finance offer rgs

The UK wealth management arm offers high quell private

banking and investment services through the Coo ts Adam

Gonrpany 1585 International and NafWiO Offsfion brands

The results for the year reflect woakei second ut with rr pi Sly

detcniorifinig economic cnnrditions the UK Total income pow
modcstly up on 200 to 10814 rn II err rroirs stem tfic.mc

across ft re businesses was the weakness of nonintcrest

rceme which was down 5% reflecting generally locir deniand

for range of products Direct expenses increast by 6/0 to

11 million and impairment losses by 440/ to 964 mil inn

with marked deterioration in the second half of tIre ycar

Operating profit declined by 18/a to 283 million The

indicative ROE of UK Retail Cornrmnercral Ranking was 18/

Total income was unchanged cii the year at 6791 million

Dii cot costs roso modestly by 1% to 832 cr11 on

Impairments increased by 8% to 1.28 ci fion Operating oefrt

declined by 12% Pr 64 ci liren

In testing environment Retail Dunking supported customers

by maintaining the availabil ty of lending wI lie managing risk

Bus ness Banking cent nued to grow inn ntaining market

leadc rsbip with share ef 26% cans and advances to tinall

business customers were rip 7% desoite sign frcant

curifwction in demand

In the re all market RS IlK serves over 15 rc rllion prrrsonral

customers throcrgh tne PBS id NatWest brands It offers full

rang of banking products and related fnanc al servers

inc riding rnortgaqes hancaasurance products deposit

accoun and cdit and charge cards



Mortg3ge balances 31 December 2008 were 11% gh The Comm tted Overdraft facdity provides customers wrtf is-

than year earl er in the fees of weaker demand in ftc

second alt of the year Market sharr of net mortgage

boding increased to 13% from 2% at the end of 2007

number of specific tratives woro taken to help -ustoi rers

do ci th the effects of market turbulence and the recession

Under the Mortgage Repossess on Initiative BBS has extended

the options for customers unable to nest their mortgage

payrrren follcwirg chcnge in circumstances such as loss

of ernploymrrnt by allow ng nrc flexrbil ty to agree redun ed

paymen for period or short payment holidcys

As pert of our Help Mn egramme wc proactively identify

custornris showir signs financial stress enabling us to

ontact cus en crs to olfer advice arid solutions to help them

roniage their nirori We are continually nhancing our systems

nd pi ocesses to gair greater nsights rite our costcm rs

behav or and ensure we offer the appropriate solution at the

ght tirrie arid throogt the rglrt channel for cacti customer

Spec fically to provide advice to customers and others

oncernrd ehout their personal nanees 2008 saw an

extension of cur long-standirg MoneySense programrre

t000 MorirySens advisrrs were introduced to NatWest

arid BBS branches all whom have received train ng

credited by thE ind perdent charity Consumer Cred

ounselling Servk

Steps were also taken to assist Husiness Benkung custom ers

thror gh the downturn

Uroor iron Pr so 13 onrinse to arriall business custorirci wi

assurance that their facility wrll remai in place or the agreed

term usually 12 months

Bus ness Lifeline is source of advice and irrfoi oration wh ch

complements the work of relationship managers Open from

to Monday to riday the telephone help disk allowu

customers to speak directly to experi weed bankers

Almost 100000 Business Banking customers hove recoived

guide to support them through the downturn cverirrg teens

such as managing cash-flow and spreading rs and

din rory of sources of cdv cc arid informatron

Ito Retail Banking frar chrsc exhibits number of strengths that

position it well for the long-term the BBS and NatWest braids

enjoy reputation for excellence in cus omer serv cc fast year

according to leading in dependent rese rrch RBS etarned top

pos tren and NatWest was again joint second for ustorrrer

satisfaction arrrengst main high street banks The Group ranks

second in terms of market share in the critical current account

mar set and regularly secures the largest snare of current

accourrts opened by first year higher education students

samples for 2008 which ilbostrale ti strength of the franceise

include

personal savings grew by 9% arid business deposits by

3% despite increased cornipetitioni
and sbowin

.t

market

for deposits and

BBS and NatWest attracted rriore thai one mnillic rr new

current accounts in the year

ave uirdo taken not to ion reese

margins err overdrafts for existing custorrrers at feel ty

review wt crc th re is rn change to the sk Pr ofile and

star dard fees Icir err arrgiog an overdraft



Divisionol rtview

tOtal income increased by 5% to 3161 miltor with growth

slowing the second half of the ysar as the economy

detenorated lirect expensas ncreased by 13% to 1015
million prircipally result of 26% rise in operating lease

depreciaton to 401 milton rcflechng both higher volumes and

lower than expected residual values the ombard veh Is

leasing business Lxcluding fbi tern direct expenses increased

by 6% to 04 rn II as ddUonal rclationship managers were

recruited tmpau merit losses increased from the historu ally low

1ev of 200/ by 271 to 1%/i llion Operat nq profit fell by

30Y tot 1116 rrirllien

Support for cusS or is evident tlr 18% growth of avci

loans or advanccs Avcrage dupes balances irrcreased uy

35 dep to ilatility end acutc compet ton that market

BPS njeys leading positiorrs ri
the corporate and eornrrier lot

rke Customer atisfac tion in corporatc strong and

increased in 2008 ever 700/ both overall and the kcy area

of th qual ty of relationship managers Almost 19 out of 20

cust mers surveyed said triat ey wourd advocate BBS to other

bui iesses These are strong fnurrdatrors on wh2h to build

en luring profitability

Total income grew robustly by 9% to 859 million Direct

expc rtss increased by 13 to 324 million th figure

ir cli ded onm Af cost Pr ovisionr items resulting frero econrermric

coiditiens Operating prof ncrcased by 5% to 403 million

UK Wealth generates earnings from hoih private ankrng ai

investrncnt services his balanced income base iltewed it to

mainta robust organic growth despite market conri lions

Ceutts Ce pemfurrrrcd particularly well with contribution up

Our UK wealth businesses have strong brands and are well

positioned in their markets Adam Cenrpany is umber erie in

Scotland with RBS International also number one in the Channel

Islands arrd the Isle of Man Coutts Co is number two ac usa

the UK trr addition to their profit contribution they gerreraS

deposits for the Group We believe that attractive ipportunities

exist for further sustainable profitable devetopnieot of our 34

wealtt businesses hu tdrng on these ox at ng strengths

Rota and Comm encral Banking retains an extermrely stror

ranch so arid represents the core of the RBS Group ewsvr

the external environment ovur thu next tow years will present

significant challenges with pressure on ocome as result of

very low interest rates lower fee incom and inrpairmeiit costs

which are kely to increase further

The business plans to rmuspond to this envirenmeni by reduc

cost and increasing productivity through nvestment in online

serv cc channels automation of activities and rcdesiqrr of ntw

mend processes tre busrn ss wilt tailor the ces ct servic tom

different client segments men closely to their value generati wr

Wealth rranagement remains strong growth opportuni ord

tIre business plans to pursue mu ore consolidates approach

the market throuqh mere comrdinatren moss ttre multiple

brands with which it currently faces the market wrilst inverting

add tienal Relationship Manage and platform functionality



th Divvion will pursue above market growth customer

deposits to improve ts funding rontrrbutron to the Droop and

will divei sify Is custonrr Icr ding reducing its exposure to

commercial property

US Retail Commercial Banking

Citizens is nijaqed in retail and corporate rnkrng aravities

through its branch network in 13 states in the Un ted States and

through in branch offices in other states Citizens was ranked

thr tentn4urgcst commm rcial bankng or ganisat on in the United

States base deposits as at 30 September 2008 and is top

tier bank in its New rigla nd an Mid Atlantic re onal markets

In yeai of ontinu 3d acute market turbulence and sharp

slow lown in economic act vity the Divisions total income was

ossontially unchanged at 5/8 million rise of 8% in sterling

lcrm to 03 010 rn Ilion crating rot tell by 57 to S972

milliorr and by 54/ ii sterling terms 1574 mill on lircct

expc no .5e by iS to $2012 million mc fleet ng both the

continued expansion of commercial banking relationship

managemo it toanis and wnitodowns on mortgage an rvicirig

rights other coss left to loan workout and collection

activity The indicat se ROt US Retail Commercial

Dinking was 0/

Rio nq mnpm irmc ots were tIc main cause of the decline in

Opel itrrrq proiS ono reflected an environrr cnn in which ouse

prior conl nruco to fall and urierrploymont to rse credit spreads

widened arrd household wealth contracted lnipair irient los es

increased by 184/ to Si 929 million impared rtn 2001

In the externally sourced home equity portfolio irs pa rrnrlnts

rose by 80% to $592 million although the secmnd half figure it

5269 million was lower than the first halts $324 or Ilion In the

corc US Retail Commercial portfolio mpa rmen swore 281%

higher than in 2101 at $133/ eon with rriarke deterioiat on

in the second half of the year Stress was evident in all sectcrs

Cit zens loss rates were low relative to its peers

Average core customer deposits declined by 5% aid the

drvsion further reduced its reliance on hrokercd deposits ty

80A leadir to an overall dccl no of liT10 in avern ge custo rer

dc posits Net interest margin was held steady retlectrrrg

wi ienirrg asset margins and .arefuI marragemerrt of savinps

rates irr competitive depos market

the Drvson continued to evaluate opportunities to optirnise

capital allocation by exitimrg or reducing exposure to lower

growth or suhwcale segments In the tourth quarter of 7008

18 ru al branches in the Adirondack regiorr ef New York wcre

sold to Community Dank Systorrr Arr agreement his also bce

reached 10 sell tIre lrrdiana retail branch network cons sting of

15 branches arid the Indiana husirress banking an reqi000

banking activities to Old National Bank hese and other

rrreasures will also assist in containing costs rrr tot ire

One herretit of irrcreasod volatility thc econonry was that thu

Cornirnercial Markets bus rress generated strong venues

customers sought to manage risks Revenues from interest rate

and fore gn exchange products increased signitic intly on 2001

figures with fore gn exchange particularly strong rhe Drvrsr

comrtinued to innovate to enhance custorrier service tizen

pgraneo irs Online Dank nq and Dill lay system ivirrg

customers the ability to pay bills more quickly arid to track arro

.r



Division ruview

sge payments from new seefnendly interface

2008 saw the launch of Deposit This service enables

bu anesa owners to scan deposits and to delver the imaqes

electronically to the bank via secure inter net connection from

their own premises ohm nates the need to vis be och

as well as reducing the tirr before deposits reach accounts

Citizens has gh quality retail and commercial bankinq

fra rchise ir the rror eastern IJS New Loqlon and the Mid

Atlsotic ie attr ntive bankir markets and Oiiiens is well

positioned in thc in forms of market shai and key local

market cove rage business intends to invest in this corc

bu iiresa through in ascd marketing activity and targeted

technology investments whilst reduc ng activity in its out of

foot riot notional businesses in consumer arrd commercial

firrar cc This strategy will allow Citiiens to be become fully

fur dod from its own customer deposits ovcr time and will

support low risk profile

Europe Middle East Retail Commercial Banking

Ulster provide comprchensive range of financial servcos

across tire island of Ireland Its retcil bank ng arm has network

of branches and operates in the pens snal comnmcrcial and wealth

marrageracrt sectors whilc eorpoiate markets operotians

In weakened economic conditions operating prof after

Manufacturing costs fell by 85% to 70 million total income

reached 1518 million an increase of flY in stenl rig terms

although reflecting drop of 5% when stated on constant

currency basis Direct expenses rose by 12% mi cr1 ng terms

although were flat when viewed on constant currency basis

reflectng disciplined management of tire cost base particularly

in the second half of 2008 The main impact on performaoc rio

the division was significant increase impairmor flosses Sboit

from low base particularly in Ulster whore impairments

rose to 394 mill on This retlects the pout on credit quality of

the slowdowrr ci the Irish economy and the imrcreased flow ut

cases into the problem debt rraoagemeot procos

Average loans and advances to custoreers increased by

25% versus prior yeai or 2/ when stated on srrstant

currency basis

Average deposit balances in the division were 13% higfrer

sterling terms and largely flat at constant exchange rates

reflecting panticulaily the highly compot tve market for resources

lieland in 2008 Ueposit in Ulster Bank were strorro ii

the lattoi part of the year arid into the early montts of 200

Over 119 000 personal current accounts were opened by Lllstei

Bank across the island of Ireland in 2008 up 17/ on 2007 In

the UA BBS issued 10000 credit cards in 2005 taking the

total rrumher in ch culation over 430 000

Exteinal recogrr tier of the Dvisiors achievements in 2008

ncluded Ulster Bank rrninq the KPMG Business Bans og

xcellenco Award for an unprecodontoit fourth su scessive yan

while BBS UAE won Prcmium/Priorily Banking Service

Award or the 2008 Banker Middle casl Aoduct Awardspiovioe wrvices in tot corpeiatc and nstirut anal marsets

43



In roland Ulster Bank has been prmactive in responding to tie The EMI Retat and bommeicial franchises outs de of Irelard

ch Iter ng kcal and global market condit ons through

prograrnrnr of nit 1ives which scludes the move to as rigle

brand strategy undc the Ulster Bank brand This Wi see the

merger of the perotions cf Ulster Bank and trrst Active in The

Bc oublic ot Ireland Br by the end of 2009 series of cost

man 3gement in tNt yes has also omrnencod across the bus ness

SB ps to support custorrrers through th difficult economic

period have also been ireti bed ri Ireland Ulster Bank

announced in ebruary 2019 that it viW he rrraking available

gnrtrcant fin is for he Nor thorn Ireland NI SMF sector with

smiai supp irritiative wn to launch in RI Ulster Bank nas

also adoptc the Crc ups pte ige regardrng certainty of

ovei draft limits tor sc gment

To support personal custom rs the Groups ineySense

financial ed ic000n prograrni ire is being rolled out across the

island of Irn land with trained advisors herog introduced to all

UIter lank branches fhe Mcmerrturm arrd Secure Step

mortgages have boerr launched NI and RI respectively to

support iie euyens

Ulster tar remains core rsrt of the Groups global banking

op aliens It has strong franchise in lneland and has the

product era distributiorn capah ty to grow profitably and well in

normal market corrd lions The busiress plans to manage its

balance shc et over tire rricriium term with particular focus err

educirr irsk concentrations as man ket conditions allow wlr 1st

rrrcm asirrg
aid diversify nq its customer depos base

lack scale arid breadth they would require very siqniticant

investment of capital and management resource to he ahk to

acheve levels of shareholder return eguivalent to tfrose possible

from nrore cstablished core frairchises in the Groc We frave

coormnenced review to consider future options these

businesses irncluding options for sale

Asia Retail Commercial Banking

It provides financial services across four segments affluen

banking cards and consumer finance business banking and

ntei nat onal wealth management which offers private bank ng

arid investment services to clients in selected markets through

the RBS Co itts brand

Asias economies slowed sharply in 2009 and especially tfr

second half end
rrq

decade of consist nt widespread arid often

rapid growth the region This was reflected in the performance

Asia Retail Commercial Ranking although con iparisons th

the
prior year arm at fcc cd by the marked depreciation of sB rI

nçj

curing the year While incomo increased by 12% Ia 781 Ihion

err operating loss after manufacturing costs of nnillion was

incur red compared with loss of 20 Ilion in 107



Divisiondi ICVIEW

Direct expenses increased by 30/a to 483 million ibis

ieflccted qher collection costs and intinuod investment fl

tho Crc ups nfrastructure ri the region including the

reciuitrnent of additional experienced private bankcrs in RBS

Cuutts Asia Impairment losses increased by 44/ to 11

million larqcly as rssult of pressures on the Indian or sumar

finarce book The ii dicative ROL of Asia Recoil Commercial

Ban ong was 13%

Volalile markct cenditic ns re Juced demand among ci enfs tot

structured arid equ ty fund roducts at led to slowing ir

ifflir nIt snkinq inconie uspit this oyal Preferred llinkin

which was launched in ai umbcrof countnes outing the ycai

saw client riumf crs increase by 133 arid assets under

man ige mont icr the Iffluent sccjment grew by 3A Reyil We alIt

Man rqernent was launc bed in India mphrsisinq our

corn nitrnei to that market

Credit ecrds and osurnor finance mob ics how continually

becr reviewed over ti penod resulting in further tightening of

consumer lend rg policies lbs has led to lower levels of card

and oar acquisition cc has also been slowdown in toe

nurribor and transactions Despite this thc cards ard

consumer ti lance business reported irceme growth of 20C
Business banking saw strong growth across roost regions with

nevunue increasing oy 2P/ having performed particularly we

ri India Pak stun and China

BBS Coot our wealth rrranagemerrt business continued to

dot vet good income growth of 18% and stnmg levels of client

acqc isitinn up 5%
ri

the ycur Despite adverse nancial

rriarkeis an sign mt 1ev Is of clx fit de4rvm.raginq ussr ts

uridc rnsnaqerne fit in ft international wealth bus ness qrr try

ti We to rub ad outts buncsos oulsidu 80 uI

to 85 000tH

Fetal assets under management for the Division at St Deeenihei

2008 were 1% higher than year earlier at 21.2 Ilion wh Ic

customer depes ts were 4Ft3 high ir partly reflect nq excra nqo

rote movcments

Asia Retail Ccc rnercial Banking has establ shed operations

icr number of fast growing arid attractive market Flewever

the franchise is thinly spread and ge leral has rot yet

achieved sign ficant scale The Group intends to exit its rota

and commercial activities in these areas RBS CoLitts will

remain core business

RBS Insurance

Its brands include Direct Line wh oh sells general insurance

pioducts direct to the customer while the Chu chr and

Pr lege hi rinds sell both directly to the customer and via

selected price cnmparison websites In addition NO sells

penieral insurance products through ioclcpendent brokers ar

Green Hag is BBS Insurances provider of the rescue produc

Inturriutionally RBS Insurance sells general insurance mairly

motor in Spain Germany and Italy under the Direct Line brand



RI3S re moms tho UKs largest motor nsurer and its second

largest horre usurer This supported by the strength of the

Drrect Line and Churchif brar ds which maintained their

posrtorrs as the two leading motor insurance brands The total

number of nUorce policies was 1% higher December 2008

than 12 months carter

135$ Ins rnce ade strong progress in 2008 Operating profit

after manufac turing costs rose by 99 million to record i80
million an increase of 15/ Fxcludmng the rnpact of the 200/

floods prior year reserve releases ope rating profit grew by

Direct expenses qiew by 4Yo to 771 million Net clams fell

by 1/ to 3133 million and by 3Sf it thc effects of tIe 2101

floods and reserving review are excluded The nd at ye 1305

1388 Iris irance was 38/

During 2008 13138 Insurance contnued ts strategy of grow rig

rrwn brand business witfr income increasing 1% With the

partrrersh in arket 130$ Insurance continued to focus on tfre

mere profit IhIe opportu cities which resulted in discc
ntrrrJmnJ

some of the less pr frtable partnership contracts Corscquerrtly

the urneer of partnensh anru broker pulicres ri fur cc

Decemler 008 was dcwn 9Sf compared with year earlier

althc uql corrtributiorr irrcreaaed by 21 Sf0

ri 20 13138 sur anc continued to develop its syrrenqies with

the wider Group xcellerrt sales growth was achieved thruegh

the 1358 arid NatWest brands where rome insuronce new

buiness sales crc ased by 289% the equivalent of one policy

every ci rite di
ring

bra rc mope eg hours

The icternational businesses performed well with income

rip 24 /o and contribution up 37% These husirresses now hIve

mcii than 2.5 nrrllron customers 130$ Insurance under the

Jim ect line brand is the largest direct motor insurer ri Span

the secerrd largest in Italy and tIre third largest iii Germany

lhe success of R8S Insurance ri 2008 was delivered by

another strong performance from our people TIns was

illustrated by the Groupw de Your Feedback survey whicI

strewed that 138$ Insurance improved its position 11 out

15 categories conerpared with 2007 and exceeded the global

financial servi ces ncrrrn in 12 of the 15 cat egora

Throughout 2008 RBS Inserrance continued to develop ane

enhance its operat ng model This nvolved focus on Iowcost

customer acquisition through multiple distribut on channels

efficiency enhancements to our iowcost opr natiors and

rrrproved underwriting risk selection and claims nndlin0 this

has given tIre company st
ruing

foundation and leaves II

placed for future profitable growtfr despite the onqoing mnipa Us

cf the current econom market conditions

Die Group has decided tu retain lOSS
In surance reflecting the

strength of its franchise as the leading UK personal lines insurer

It pruvrdes fnrgh quality earnings wfrich are differenfralud from

the Groups banking bijeircesses ovidirrg valuahl diversity and

Orong returns The business plans to pursue addr ional growth

through building its position in the online rnsunancm agqnegatom

channel through the hank channels and in the core mercial

market The business retains competitice advanrtaqe througo its

market lead ng brands low cost operat ng model Ind the

henefts of scale en its claims coGs

roup



Our approach

As weH as respond rig to what we learn trom stakohoiders

we have to be flexible adapting what we do as cumstances

change The turbulence in financal markets in 2Y8 and its

effects on our customers were precisely the typEs of events to

which responsible fir ancial serv ces company has to respond

During the year we gave much greater mphasis to support rrq

ow customers through the economic downturn while cent ng

to work un tIre prior ties which niad previously uCofl derrtrfrert

What ths demonstrates above all is that at RBS social

responsib lity is business as usual

Progress against prortes hi 2008

Consultation with our stakeholders had led to the dentificalion

of 10 priority areas for actiorn in 2008 oil details of these or

available at wrbs comcr Three leading priority areas were

financial crime

customcr service arid

how we market and sell our products

Frnarc ci crime is at the heart of our most bas resporrsrb lrty

as barrk to keep our customers money secure Dur ng

year we

prornnted Risk Guardian fraud screen nq product to

help reduce merchant ability from card fraud



eontnucd to offer customers the additional secunty for online

transact one affoidod by two factor authentication with over

throe mill on customers now registered to use it

increased the use of online customei identificat on and

address ver fication systems

Given the importare to stakeholders and to PBS of customer

se cc it was errcouraging that according to loading

inc ependont reseoreh PBS retained top position and NatWost

was aga ri 10 nf second for customer satisfaction among ma

high street banks Saturday perring was extended so that 41

of the PBS Nul West bctr oh network nc opens on Saturdays

Wr reased the number of Gustorrrer Advisors in NatWcst

branches by 200 in 008

To respond to stuks holders rtcrest si our approach to how

wr iai set and sell our products we

inicr asingly focused our servi err cusurrtr is who get into

financial If culty and

developed ors sport Managed Solutions product

Pr oposition enabling customers to access industrywide

fund rrrariagement expr rtise

nvestieg rn frnancia educaUon

Understand nq ane con idrrrtly rrianaqing money are crucial fe

skills PBS has long standing commitment to firrarcial

teats one which was expuridod in 2008 to help people

nay qatc dirficult ecorrorn times

The Groups finarrer rI education activities are built around the

Muir ySerisu Pr oyr ar rrr mr
WI cli has beer or ire to rio hen

10 years It provides free an impartial guidarrce about money

and financial services and is the largest financ ci educatro

progranrme of its kind MoneySense aims to ensu that ar

everanereasing number of people whether or nc they choose

to bank with the Group are able to nrake infermt decisions

based on solid understanding of thei money ar how

financial products and services work

MoneySense for Schools is accredited by the Personal nar cc

dueafion Group an iridr pendent char ty that helps school to

plarr and teach personal fnarrce education

lhc core of Moneyserise for Schools is lussorls delivered to

young people in their classrooms Sinec 2004 alone more fi

two nrilliurr MonreySerrse lessons have been delivered to pup Is

with the figure for 2008 exceeding 700000 Some lessons are

delivered by PBS arid NatWest employees who virit school in

ti
eir local eorrmunities and others by teachers Resources rove

been developed to support teachers arrd include

err lirre tutorials

free In phc nrc nelplrne wricrr gives teachers Ire

epporturrityte speak to MoneySense rducational expertm and

Teacher /one art area from which registered users can

download support materials arid resources for te modules

School Money allows young people to practise the skills tIro

have learned It is school bank run by pupils arid for pupils

art was established ir 2008 Last year saw tfre ning 01ff

1C0h inner ty school hank with total of 332 in operatiorr

Bu Iding naneral capab lily is inrportant for adults as well

young people That re Why the programme wac ox ended to

Jude MoneySerlse for Adults It offers advicc ar guidarc

sOP ucup



orporate Rosponsibrity

in ranclies through pubtehed guides and leaflets ond over

the irternet ach month more than 10000 copies of thr

MoneySense guide are distnbuted to customers and the

MonoySenso websito receivos an average of 60000 visitors

Boo xjnising the impact that worsening economic conditiocs

would how on household budgets BBS expanded Moor ySense

for Adults in December 2008 following successful pilot

exeriisc which had already taken place eai tier in the year in

NotWest hr cn Thee in Lonrti ii the Group siqriificantly increased

ts
ii

vestrr cot ir the
pi wision financial advice An additir net

000 MoricySense Adv sers were introduced to BBS ann

Na West brat ches this mudo BBS thu first batik to offer free

impurtiol finar Sal guidance everyone including customers

of uthcr banks ai people without batik accounts rho Oro jp

wed ed wilt the onsurner Credit Counselling Service

oh soty whi offenc free and corif dentiN advice and support

to nyonc worried about debt to tiairr retail customei servcc

of rs for this rule these cw MoneySense Advisers were

rio ri rioted for ft positions based on the exceptional

stonir cnented skills their job is to focus on helpful

go dat not selling products

MoneyScnse is also be ng expanded to other countnes in which

thr Cror cperates In the tinited States of America towns

aiicial Group is involved in riumbc of finarcial rictus on

and co ab liy initiatves In Vermont Citizi ns runs Federel

Deposit Insurance Corporation Money Sniart Series through the

brar ch network fhe Money Smart cui nculumn helps ridiv duals

ho fineru ial knrwledqe develop financial confidence and

use ank op services effectively Citizcns Batik Corrrir cticut

los partner wi mpcwer New Havens Financial itewc

pioqrammc New lavcn TAVI Chis initial ye promotes

otfening accounts for first tirrre homebuycrs ond young pee

saving for higher education Financial education und asset

pc cific training are required arid participants are matcher

S2 for every $1 saved up to total of $2000 Plans are

ci rrentiy in progress to introduce MoneySense across the IS

through Citizens tli additional oqramnrnes laur ching in 2009

Ulster Rank is introducing MoneySense to bolh RI and NI

MoneySense for Schools modules have been made availahlr

online and plans are in development to broaden the schools

orograrnme and launch MoneySense services for adults dir ng

2009 Ulster Bank in NI also provides financial support for the

provision of independent debt advice by sponsor rig the

Citizens Advice Debt Advice handbook This is reference

book for face-toCace debt advisers working in NI

Supporting business customers

BBS has implemented range of measures designed to ass et

both businesses and households in the curiorit ficult

conomic climate

In Novemhei ten Group made scnies of premisE to ama

businiss customers of BBS and NatWost Under the Commi od

Overdraft promise customers corrrrriittcd facrl ties remain ii

lace for 12 months from the date they are agreed ra her than

being repayable on demand The Price Promise ii cans that

comm tted overdraft prcing is guaranteed usually fur 12 months

front the dote it is agreed At renewal the price II not increase

unless there has been rise in the risk associatec with lending

to the customer

As well as this fir ancial support BBS also extended the facwto

face advice and support that is already available to custom crc

econonni securiry for low noome tarriil vs in Nc avon tlrrough fIrer reletrorrslrip orarregors vain of 000 highly

experienced managers was selected provide business

customers with hands on support to manage their businesm cc

through the downturn Th was followed in Deceniber 2008

the launch of Business ltd ne specialist helpline which BBS

has establisned to provide advice and support to small

business cusfonners



In ebruary 2009 the Group announced additional funding for

smafi and mcdium-sied entorpnses SME This wUt be dehvered

rough 8eg noel SME Funds nglanci Wales and Scotland

with Ulster Bonk provioinq the ond for businesses ri NI

Along with providing tradit noel debt finer cc the onUs will

offer buanessos the opportunity to occess other avenues to

notp them manage their capital and cash low thiouqh the

cc womic downturn

Supportmg personal customers

In Onceinber 2008 BBS arid NatWest introduced measu cc to

roortq op customers should thcy face financ ci difficult

rt repossess on proceedings will not pioceod foi full

months ct8 ustornei first falls into arrears Secondly

cut mers in arreau wilt given the opportunity to seek

advice frnn odependerit money advice orqanisctioos before

any or ps takcn by the Group rhese commitments will

cc iou place at Ic 1st until the end of 7009

Environment

fho ugh the BBS Ci cup nvironrnent Programme we have

ocori cc nuioutiriq tci toe glocal sort to more sustainable ann

eff en use of natural ftources Wc have piovidod number

of financial prod acts and services that support the environmental

obloc tives ef our cuslomc rs such as our ti2eos Bank

Grm rikense accec twO ch towards coy ronmentat behaviour

ord our highly successful green savings products In 2008 we

weo one the worlds leading arrangers of finance to

renewable power piojects and we continued to procure

renewable oF clii nity for oui UK properlies We completed

largesc ate energy efficiency up ji ades to sevni ci of our ma

ho
clings at unct the world oct continue to hr lp our coy ioyocs

p11 their pai tin protecting the envu content

Our efforts in rnaoajiog eniv ronmeotal risks arid opportu lit CS

re recognised thr logo cur inclusion for the second yeir

neon ng in the Carbon sure Projects Leadership Index

unct ur score the Dow Jaoes Sustainahihity Index increased

2008 highlights

More than three milhon cuslonlet regIstered to uae

two factor authenticatIon which provtdes additional

securIty for onlIne ansactions

Saturday opening extended in NatWest and

RBS branches

MeneySense lessons delivered to mono

than 00000 puoils

00th inner city school bank opened

An addittonal 1000 MorreySense Advse

intrc.duced to NatWest and RBS braocnes

MoncySense being introduced in the

island of lteland by Ulster Bank

Additional booing fur small and

medium-s zed ortterprlsea

New mortgage re ossessior policy to

help custorriers who fall Into arrears

lncluston in the Carbon Disclosure Projects

Leadership Index for the secortd year running
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Presentation of information

In the Report and Accounts and unless specified otherwise the term

company means The Royal Bank of Scotland Group plc RBS or the

Group means the company and its subsidiaries the Royal Bank

means The Royal Bank of Scotland plc and NatWest means National

Westminster Bank Plc

The company publishes its financial statements in pounds sterling or

sterling The abbreviations Em and Ebn represent millions and

thousands of millions of pounds sterling respectively
and references to

pence represent pence in the United Kingdom UK Reference to

dollars orS are to United States of America US dollars The

abbreviations $m and $bn represent millions and thousands of

millions of dollars respectively and references to cents represent

cents in the US The abbreviation represents the euro the European

single currency and the abbreviations and bn represent 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

Groups 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 Groups yields

spreads and margins of the Groups 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 on which the Group is managed UK in this context includes

domestic transactions and transactions conducted through the offices

in the UK which service international banking transactions

The results assets and liabilities of individual business units are

classified as trading or non-trading
based on their predominant activity

Although this method may result in some non-trading activity being

classified as trading and vice versa the Group believes that any

resulting misclassification is not material

international Financial Reporting Standards

As required by the Companies Act 1985 and Article of the European

Union lAS Regulation the consolidated financial statements of the

Group 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 Committee of the IASB together IFRS as

adopted by the European Union It also complies with IFRS as issued by

the IASB On implementation of IFRS on January 2005 the Group

took advantage of the option in IFRS First-time Adoptipn of

International Financial Reporting Standards to implement lAS 39

Financial Instruments Recognition and Measurement lAS 32 Financial

Instruments Disclosure and Presentation and IFRS Insurance

Contracts from January 2005 without restating its 2004 income

statement and balance sheet The date of transition to IFRS for the

Group and the company and the date of their opening IFRS balance

sheets was January 2004

Acquisition of ABN AMRO

On 17 October 2007 RFS Holdings B.V RFS Holdings company

jointly owned by RBS Fortis Bank Nederland Holding N.y Fortis

and Banco Santander S.A Santander together the consortium

members and controlled by RBS completed the acquisition of ABN

AMRO Holding NV ABN AMRO

On October 2008 the State of the Netherlands acquired Fortis Bank

Nederland Holding N.y
including

the Fortis participation in RFS

Holdings that represents the acquired activities of ABN AMRO and their

participation in Dutch Insurance activities

RFS Holdings is implementing an orderly separation of the business

units of ABN AMRO with RBS 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 Hollandi and

Business Unit Europe excluding Antonveneta

Certain other assets will continue to be shared by the Consortium

members

Pro forma results

Pro forma results have been prepared that include only those business

units of ABN AMRO that will be retained by RBS and assuming that the

acquisition of ABN AMRO was completed on January 2007 No

adjustments have been made for the placing and open offer in

December 2008 The per share data have been calculated on the

assumption that the
rights

issue of 11 shares for 18 held for 200 pence

per share and the capitalisation issue of share for every 40 held

occurred on January 2007 The financial review and divisional

performance in the Business review include the pro forma results The

basis of preparation of the pro forma results are detailed on page 74

Given the
significant

write-downs on the Groups credit market

exposures and in order to provide basis for comparison of underlying

performance these write-downs and other one-off items including write-

down of goodwill and other intangible assets are shown separately in

the pro forma income statement

Statutory results

RFS Holdings is jointly owned by the consortium members It is

controlled by the company and is therefore fully
consolidated in its

financial statements Consequently the statutory results of the Group for

the year ended 31 December 2007 and 2008 include the results of ABN

AMRO for 76 days and the full year respectively The interests of Fortis

and its successor the State of the Netherlands and Santander in RFS

Holdings are included in minority interests
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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 words expect

estimate project anticipate believes should intend plan

probability risk Value-at-Risk VaR target goal objective will

endeavour outlook optimistic prospects and similar expressions or

variations on such expressions including but not limited to sections

such as Chairmans statement and Group Chief Executives review

In particular this document includes forward-looking statements

relatIng but not limited to the Groups potential exposurs to various

types of market risks such as interest rate risk foreign exchange rate

risk and commodity and
equity price risk Such statements are subject

to risks and uncertainties For example certain of the market risk

disclosures are 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

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

document include but are not limited to general economic conditions in

the UK and in other countries in which the Group has significant

business activities or investments including the United States the

monetary and Interest rate policies of the Bank of England the Board of

Governors of the Federal Reserve System and other G7 central banks

inflation deflation unanticipated turbulence in interest rates foreign

currency exchange rates commodity prices
and

equity prices changes

in UK and
foreign laws regulations and taxes changes in competition

and pricing environments natural and other disasters the inability to

hedge certain risks economically the adequacy of loss reserves

acquisitions or restructunngs technological 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 report and the Group does not undertake to

update any forward-looking statement to reflect events or circumstances

after the date hereof or to reflect the occurrence of unanticipated

events

For further discussion of certain risks faced by the Group see Risk

factors on pages 27 to 34
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Business review

Description of business

Introduction

The Royal Bank of Scotland Group plc is the holding company of

large global banking and financial services group Headquartered in

Edinburgh the Group operates in the United Kingdom the United States

and internationally through its two pnncipal 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 United States the

Groups subsidiary Citizens is large commercial banking organisation

The Group has large and diversified customer base and provides

wide range of products and services to personal commercial and large

corporate and institutional customers in over 50 countries

Following placing and open offer in December 2008 HM Treasury

currently own approximately 58% of the enlarged ordinary share capital

of the company and billion of preference shares The company

subject to shareholder approval intends to issue new ordinary shares

by way of an open offer the proceeds from which will be used to repay

the billion non-cumulative sterling preference shares issued to HM

Treasury together with the accrued dividend The open offer will be

underwritten by HM Treasury and this may result in their shareholding

increasing to approximately 70% of the enlarged ordinary share capital

of the company

The Group had total assets of 2401.7 billion and owners equity of

58.9 billion at 31 December 2008 The Groups capital ratios which

include the equity minority interest of Fortis Bank Nederland and

Santander in ABN AMRO were total capital ratio of 141 per cent

core Tier capital ratio of 6.8 per cent and Tier capital ratio of

10.0 per cent as at 31 December 2008

Organisational structure and business overview

The Groups activities are organised in the following business divisions

Global Markets comprising Global Banking Markets and Global

Transaction Services Regional Markets comprising UK Retail

Commercial Banking US Retail Commercial Banking Europe

Middle East Retail Commercial Banking and Asia Retail Commercial

Banking RBS Insurance and Group Manufacturing description of

each of the divisions is given below

Global Banking Markets is leading banking partner to major

corporations and financial institutions around the world providing an

extensive range of debt and equity financing risk management and

Investment services to its customers In 2008 the division was organised

along four principal business lines rates currencies and commodities

including RBS Sempra Commodities LLP the commodities-marketing

joint venture between RBS and Sempra Energy which was formed on

April 2008 equities credit markets and asset and portfolio

management

Global Transaction Services ranks among the top five
global

transaction services providers offering global payments cash and

liquidity management as well as trade finance United Kingdom and

international merchant acquiring and commercial card products and

services It includes the Groups corporate money transmission activities

in the United Kingdom and the United States

UK Retail Commercial Banking RBS UK comprises retail corporate

and commercial banking and wealth management services It operates

through range of channels including on-line and fixed and mobile

telephony and through two of the largest networks of branches and

ATMs ri the UK

In the Retail market RBS UK serves over 15 million personal customers

through the RBS and NatWest brands It offers full range of banking

products and related financial services including mortgages

bancassurance products deposit accounts and credit and charge

cards

RBS UK holds leading market share across all of the Business

Commercial and Corporate sectors Through its network of relationship

managers it distributes full range of banking finance and risk

management services including market-leading Invoice Finance and

Asset Finance offerings

The UK wealth management arm offers high quality private banking and

investment services through the Coutts Adam Company RBS

International and NatWest Offshore brands

US Retail Commercial Banking provides financial services primarily

through the Citizens and Charter One brands

Citizens is engaged in retail and corporate banking activities through its

branch network in 13 states in the United States and through non-

branch offices in other states Citizens was ranked the
tenth-largest

commercial banking organisation in the United States based on

deposits as at 30 September 2008

Europe Middle East Retail Commercial Banking comprises Ulster

Bank and the Groups combined retail and commercial businesses in

Europe and the Middle East

Ulster Bank provides comprehensive range of financial services

across the island of Ireland Its retail banking arm has network of

branches and operates in the personal commercial and wealth

management sectors while its corporate markets operations provides

services in the corporate and institutional markets

Asia Retail Commercial Banking is present in markets including

India Pakistan China Taiwan Hong Kong Indonesia Malaysia and

Singapore It provides financial services across four segments affluent

banking cards and consumer finance business banking and

international wealth management which offers private banking and

investment services to clients in selected markets through the RBS

Coutts brand

RBS Insurance sells and underwrites retail and SME insurance over the

telephone and internet as well as through brokers and partnerships Its

brands include Direct Line Churchill and Privilege which sell general

insurance products direct to the customer as well as Green Flag and

NIG Through its international division RBS Insurance sells general

insurance mainly motor in Spain Germany and Italy The Intermediary

and Broker division sells general insurance products through

independent brokers
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Group Manufacturing comprises the Groups worldwide manufacturing

operations It supports the customer-facing businesses and provides

operational technology customer support in telephony account

management lending and money transmission global purchasing

property and other services Manufacturing drives efficiencies and

supports income growth across multiple brands and channels by using

single scalable platform and common processes wherever possible

It also leverages the Groups purchasing power and has become the

centre of excellence for managing large-scale and complex change

The Centre comprises group and corporate functions such as capital

raising finance risk management legal communications and human

resources The Centre manages the Groups capital resources and

Group-wide regulatory projects
and provides services to the operating

divisions

Comp.tition

The Group faces strong competition in all the markets it serves

However the global banking crisis has reduced the capacity of many

institutions to lend and has resulted in the withdrawal or disappearance

of number of market participants and significant consolidation of

competitors particularly in the US and UK Competition or retail

deposits has intensified significantly reflecting the difficulties in the

wholesale money markets

Competition for corporate and institutional customers in the UK is from

UK banks and from large foreign financial institutions who are also

active and offer combined investment 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 institutional banking markets the

Group competes with the large 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 and life assurance companies In

the mortgage market the Group competes with UK banks and building

societies number of competitors have either left or scaled back their

lending in the mortgage and unsecured markets The Groups life

assurance businesses compete with Independent Financial Advisers

and life assurance companies

In the UK credit card market
large

retailers and specialist card issuers

including major US operators are active in addition to the UK banks In

addition to physical distribution channels providers compete through

direct marketing activity and the Internet

In Europe Asia and the Middle East the enlarged Group now competes

in retail banking with local and international banks In number of these

markets there are regulatory barriers to entry or expansion and the

state ownership of banks Competition is generally intensifying as more

players enter markets that are perceived 10 be de-regulating and offer

significant growth potential

In Wealth Management The Royal Bank of Scotland International

competes with other UK and international banks to offer offshore

banking services Coutts and Adam Company compete as private

banks with UK clearing and private banks and with international private

banks Competition in wealth management remains strong as banks

maintain their focus on competing for affluent and high net worth

customers

RBS Insurance competes in personal lines insurance and to limited

extent in commercial insurance There is strong competition from

range of insurance companies which now operate telephone and

internet direct sales businesses Competition in the UK motor market

remains particularly intense and price comparison Internet sites now

play major role in the marketplace RBS Insurance also competes with

local insurance companies in the direct motor insurance markets in

Spain Italy and Germany

In Ireland Ulster Bank and First Active compete in retail and

commercial banking with the major Irish banks and building societies

and with other UK and international banks and
building

societies active

in the market

In the United States 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 finance

markets and in fixed-income trading and sales Competition is

principally with the large US commercial and investment banks and

international banks active in the US

Risk factors

Set out below are certain risk factors which could affect the Groups

future results and cause them to be materially different from expected

results The Groups results are also affected by competition and other

factors The factors discussed in this report
should not be regarded

as complete and comprehensive statement Of all potential risks

and uncertainties

The company may face the dsk of full nationalisafiori and under such

circumstances shareholders may lose the full vIue of their shares

Under the provisions of the Banking Act substantial powers have been

granted to HM Treasury the Bank of England and the FSA as part of

the Special Resolution Regime to stabilise banks that are in financial

difficulties and may fail The Special Resolution Regime gives the

authorities three stabilisation options private sector transfer transfer to

bridge bank established by the Bank of England and temporary

public ownership nationalisation

The stabilisation options may only be exercised if the FSA is satisfied

that UK-incorporated institution with permission to accept deposits

is failing or is likely to fail to satisfy
the threshold conditions set out in

the FSAs Handbook and ii it is not reasonably likely that action will be

taken that will enable the relevant entity to satisfy those threshold

conditions The threshold conditions are conditions which an FSA

authorised institution must satisfy in order to retain its FSA authorisation

They are relatively wide-ranging and deal with most aspects of

relevant entitys business including but not limited to minimum capital

resource requirements It is therefore possible that the FSA may trigger

the Special Resolution Regime before relevant entity is in severe

difficulties
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Business review contjnued

The stabilisation options may be exercised by means of powers to

transfer property rights or liabilities of relevant entity and shares and

other securities issued by relevant entity NM Treasury may also take

the parent company of relevant entity such as the company into

temporary public ownership provided that certain conditions set out in

Section 82 of the Banking Act are met Temporary public ownership is

effected by way of share transfer order

If HM Treasury makes the decision to take the holding company of

relevant entity such as the company into temporary public ownership it

may take various actions in relation to securities issued by the holding

company including

to transfer securities free from any or contractual or legislative

restrictions on transfer

to transfer securities free from any trust liability or encumbrance

to extinguish rights to acquire securities

to delist securities or

to convert securities into another from or class

Where NM Treasury has made share transfer order in respect of

securities issued by the hoding company of relevant entity HM

Treasury may transfer property nghts or liabilities of the Jiolding

company of the relevant entity or of any bank in the group to

company wholly owned by the Bank of England or I-tM Treasury or

nominee of NM Treasury

Shareholders may have claim for compensation under one of the

compensation schemes provided for in the Banking Act For the

purposes of determining an amount of compensation an independent

valuer must disregard actual or potential financial assistance provided

by the Bank of England or NM Treasury

Over the last six months the UK Government has taken action under the

Banking Special Provisions Act 2008 and the Banking Act in respect of

number of UK financial institutions including in extreme

circumstances full and part nationalisation There have been concerns

in the market in recent months regarding the risks of such

nationalisation in relation to the Group and other UK banks If economic

conditions in the UK or globally
continue to deteriorate or the events

described in the following risk factors occur to such an extent that they

have materially adverse impact on the financial condition perceived or

actual credit quality results of operations or business of any of the

relevant entities in the Group the UK Government may decide to take

similar action in relation to the Group Given the extent of NM Treasurys

and the Bank of Englands powers under the Banking Act it is difficult

to predict what effect such actions might have on the Group and any

securities issued by it However potential impacts may include full

nationalisation of the Group and the total loss of value in RBS shares

It the company does not raise sufficient capital ihrough the Placing

and Open Offer Including as result of the Resolutions not being

approved or the termination of the
underwriting commitments of NM

ireasurv may be unable to access additional funds or find

altevnativ methods of increasing its Core Tier capital ratio and

redee.rriing the Preference Shares

The purpose of the Placing and Open Offer is to allow the Group to

raise sufficient funds to effect the Preference Share Redemption

thereby improving the quality of the Groups capital structure by

increasing its Core Tier capital ratio and enhancing significantly its

financial flexibility in the face of continuing turbulence and uncertainty in

the global economy If the Resolutions are not approved by independent

shareholders that is shareholders excluding NM Treasury and/or the

company is unable to raise sufficient funds through the Placing and

Open Offer to effect the Preference Share Redemption including as

result of the termination of the underwriting commitment of NM

Treasury the Group will remain subject to the terms and conditions of

the Preference Shares and will be required to find alternative methods

for increasing Its Core Tier capital ratio Such methods could include

an accelerated reduction in
risk-weighted assets disposal of certain

businesses increased reliance on alternative government supported

liquidity schemes and other forms of government assistance There can

be no assurance that any of these alternative methods will be available

or would be successful in increasing the companys Core Tier capital

ratio to the desired level or on the timetable
currently envisaged or

enable the Group to redeem the Preference Shares If the company is

unable to raise sufficient funds through the Placing and Open Offer and

increase its Core Tier capital ratio sufficiently and redeem the

preference shares its business results of operations and financial

condition may suffer its credit
ratings may drop its ability to access

funding will be further limited its cost of funding may increase and its

share price may decline

The Grouos businesses earnings and financial condition have been

and will continue to be affected by the continued deterioration

in the global economy as well as ongoing instability
in the global

financial markets

The performance of the Group has been and will continue to be

influenced by the economic conditions of the countries in which it

operates particularly the United Kingdom the United States and other

countries throughout Europe and Asia Recessionary conditions are

present in many of these countries including
the United Kingdom and

the United States and such conditions are expected to continue or

worsen over the near to medium term In addition the global financial

system is continuing to experience the difficulties which first manifested

themselves in August 2007 and the financial markets have deteriorated

significantly since the bankruptcy filing by Lehman Brothers in

September 2008 These conditions have led to severe and continuing

dislocation of financial markets around the world and unprecedented

levels of illiquidity resulting in the development of significant problems

at number of the worlds
largest corporate institutions

operating

across wide range of industry sectors many of whom are the Groups

customers and counterparties in the ordinary course of its business In

response to this economic instability and illiquidity in the market

number of governments including the UK Government the

governments of the other EU member states and the US Government

have intervened in order to inject liquidity and capital into the financial

system and in some cases to prevent the failure of these institutions
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Despite such measures the volatility and disruption of the capital and

credit markets have continued at unprecedented levels and global

recessionary conditions are expected to continue These conditions

have produced and will continue to produce downward pressure on

stock prices and on availability and cost of credit for financial

institutions Including the Group and will continue to impact on the

credit
quality

of the Groups customers and counterparties Such

conditions alone or in combination with regulatory changes or actions

of other market participants may cause the Group to experience further

reductions in business activity increased funding costs and funding

pressures lower share prices decreased asset values additional write

downs and impairment charges and lower profitability or losses

In addition the Group will continue to be exposed to the risk of loss if

major corporate borrowers or counterparty financial institutions fail or are

otherwise unable to meet their obligations The Groups performance may

also be affected by future recovery rates on assets and the historical

assumptions underlying asset recovery rates which may no longer be

accurate given the unprecedented market disruption and general

economic instability The precise nature of all the risks and uncertainties

the Group faces as result of current economic conditions cannot be

predicted and many of these risks are outside the Groups control

Lack of liquidity is risk to the Groups business and its abitty

to access sources ol liquidity has been arid will continue to

he constrr.od

Liquidity risk is the risk that bank will be unable to meet its obligations

including funding commitments as they fall due This risk is inherent in

banking operations and can be heightened by number of enterprise

specific factors including an over-reliance on particular source of

funding Including for example short term and overnight funding

changes in credit ratings or market-wide phenomena such as market

dislocation and major disasters Credit markets worldwide have

experienced and continue to experience severe reduction in liquidity

and term-funding in the aftermath of events in the US sub-prime

residential mortgage market and the current severe market dislocation

Perception of counterparty risk between banks has also increased

significantly following the bankruptcy filing by Lehman Brothers This

increase in perceived counterparty risk has led to further reductions in

inter-bank lending and hence in common with many other banks the

Groups access to traditional sources of liquidity has been and may

continue to be restricted

The Groups liquidity management focuses on maintaining diverse and

appropriate funding strategy for its operations controlling the mismatch

of maturities and carefully monitoring its undrawn commitments and

contingent liabilities However the Groups ability
to access sources of

liquidity for example through the issue or sale of financial and other

instruments or through the use of term loans during the recent period

of liquidity stress has been constrained to the point where it like other

banks has had to rely on shorter term and overnight funding with

consequent reduction in overall liquidity and to increase its recourse to

liquidity schemes provided by central banks

In addition there is also risk that corporate and institutional

counterparties with credit exposures may look to reduce all credit

exposures to banks given current risk aversion trends It is possible that

credit market dislocation becomes so severe that overnight funding from

non-goveroment sources ceases to be available

Furthermore like many banks the Group relies on customer deposits to

meet considerable portion of its funding requirements and such

deposits are subject to fluctuation due to certain factors outside the

Groups control such as loss of confidence competitive pressures or

the encouraged or mandated repatriation of deposits by foreign

wholesale or central bank depositors which could result in significant

outflow of deposits within short period of time Any material decrease

in the Groups deposits could particularly if accompanied by one of the

other factors described above have negative impact on the Groups

liquidity unless corresponding actions were taken to improve the

liquidity profile of other deposits or to reduce assets

The governments of some of the countries in which the Group operates

have taken steps to guarantee the liabilities of the banks and branches

operating In their respective jurisdiction
Whilst in some instances the

operations of the Group are covered by government guarantees

alongside other local banks in other countries this may not necessarily

always be the case This may place subsidiaries operating in those

countries such as Ulster Bank Ireland Ltd which did not participate in

such government guarantee schemes at competitive disadvantage to

the other local banks and therefore may require the Group to provide

additional funding and liquidity support to these operations

There can be no assurance that these measures alongside other available

measures will succeed In improving the funding and liquidity in the

markets in which the Group operates or that these measures combined

with any increased cost of any funding currently available in the market

will not lead to further increase in the Groups overall cost of funding

which could have an adverse impact on the Groups financial condition

and results of operations or result in loss of value in RBS shares

Governmental support schemes are subject to cancellation or change

which may have negative impact on the availability of funding in the

mrkots in wliich the Group operates

Governmental support schemes are subject to cancellation or change

based on changing economic and political conditions in the jurisdiction

of the relevant scheme Furthermore certain schemes which have been

recently announced have in fact not been fully implemented or their

terms have not yet been finalised To the extent government support

schemes are cancelled or changed in manner which diminishes their

effectiveness or to the extent such schemes fail to generate additional

liquidity or other support in the relevant markets in which such schemes

operate the Group in common with other banks may continue to face

limited access to have insufficient access to or incur higher costs

associated with funding alternatives which could have material

adverse impact on the Groups business financial condition results of

operations prospects and result in loss of value in RBS shares

rho financial performance of the Group has been and will be affected

by borrower credil Quality

Risks arising from changes in credit quality and the recoverability of

loans and amounts due from counterparties are inherent in wide

range of the Groups businesses The outlook for the global economy

over the near to medium term has continued to deteriorate particularly

in the UK the United States and other European economies For

example there is an expectation of further reductions in residential and

commercial property prices higher unemployment rates and reduced

profitability of corporate borrowers As result the Group has seen and

expects to continue to see adverse changes in the credit quality of its
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Business review continued

borrowers and counterparties with increasing delinquencies defaults

and insolvencies across range of sectors This trend has led and may

lead to further impairment charges higher costs additional write downs

and losses for the Group or result In loss of value in RBS shares

The actual or perceived failure or worsening credit of the Groups

counterparties could adversely affect the Group

The Groups ability to engage in routine funding transactions has been

and will continue to be adversely affected by the actual or perceived

failure or worsening credit of its counterpartles including other financial

institutions and corporate borrowers The Group has exposure to many

different industries and counterparties and routinely executes transactions

with counterparties
in the financial industry including brokers and

dealers commercial banks investment banks mutual and hedge funds

and other institutional clients As result defaults by or even the

perceived creditworthiness of or concerns about one or more corporate

borrowers financial services institutions or the financial services industry

generally have led to market-wide liquidity problems and could lead to

losses or defaults by the Group or by other institutions Many of these

transactions expose the Group to credit risk in the event of default of the

Groups counterparty or client In addition the Groups credit risk is

exacerbated when the collateral it holds cannot be realised or is

liquidated at prices not sufficient to recover the full amount of the loan or

derivative exposure that is due to the Group which is most likely to occur

during periods of illiquldity and depressed asset valuations such as

those currently experienced Any such losses could have material

adverse effect on the Groups results of operations and financial condition

or result in loss of value in RBS shares

The Groups eamirics and financial condition have been and its future

earnings arid financial condition are likely to continue to be effected

by depressed asset valuations resulting
from poor market conditions

Financial markets are currently subject to significant stress conditions

where steep falls in perceived or actual asset values have been

accompanied by severe reduction in market liquidity as exemplified by

recent events affecting asset backed collateralised debt obligations

COOs the US sub-prime residential mortgage market and the

leveraged loan market In dislocated markets hedging and other risk

management strategies have proven not to be as effective as they are in

normal market conditions due in part to the decreasing credit quality of

hedge counterparties including monoline and other insurance

companies and credit derivative product companies Severe market

events have resulted in the Group recording large write-downs on its

credit market exposures in 2007 and 2008 The Group expects that the

deterioration in economic and financial market conditions will lead to

further impairment charges and write-downs during the current financial

year Moreover recent market volatility and illiquidity has made it difficult

to value certain of the Groups exposures Valuations in future periods

reflecting among other things then-prevailing market cogditions and

changes in the credit ratings of certain of the Groups assets may result

in significant changes in the fair values of the Groups exposures even in

respect of exposures such as credit market exposures for which the

Group has previously recorded write-downs In addition the value ultimately

realised by the Group may be materially different from the current or

estimated fair value Any of these factors could require the Group to

recognise further significant write-downs or realise increased impairment

charges any of which may adversely affect its financial condition and

results of operations or result in loss of value in RBS shares

Tlie value or eftuciiveriess of any credit proteclion lid the Group

has purchased from monoline and other insurers and other market

counterparties including credit derivative product companies depends

on th value of the underlying assets and the tinanciai condtion of the

insurers and such countermrtios

The Group has credit exposure arising from over-the-counter derivative

contracts mainly credit default swaps CDSs which are carried at fair

value The fair value of these CUSs as well as the Groups exposure to

the risk of default by the underlying counterparties depends on the

valuation and the perceived credit risk of the instrument against which

protection has been bought Since 2007 monoline and other insurers

and other market counterparties including credit derivative product

companies have been adversely affected by their exposure to

residential mortgage linked and corporate credit products As result

their actual and perceived creditworthiness deteriorated significantly in

2008 and may continue to be so impacted in 2009 If the financial

condition of these counterparties or their actual and perceived

creditworthiness deteriorates furthet the Group may record further

credit valuation adjustments on the CUSs bought from these

counterparties in addition to those already recorded

Changes itt internal rates foreign exchange rates bond equity and

commodity prices and other market factors have significantly affected

end will continue to affect the Groups business

Some of the most significant market risks the Group faces are interest

rate foreign exchange bond equity and commodity price risks

Changes in interest rate levels yield curves and spreads may affect the

interest rate margin realised between lending and borrowing costs the

effect of which may be heightened during periods of liquidity stress

such as those experienced in recent months Changes in currency

rates particularly in the sterling-US dollar and sterling-euro exchange

rates affect the value of assets liabilities income and expenses

denominated in foreign currencies and the reported earnings of the

Groups non-UK subsidiaries principally ABN AMRO Citizens and RBS

Greenwich Capital and may affect income from foreign exchange

dealing The performance of financial markets may affect bond equity

and commodity prices and therefore cause changes in the value of the

Groups investment and trading portfolios This has been the case

during the period since August 2007 with market disruptions and

volatility resulting
in

significant reductions in the value of such portfolios

While the Group has implemented risk management methods to mitigate

and control these and other market risks to which it is exposed it is

difficult particularly in the current environment to predict with accuracy

changes in economic or market conditions and to anticipate the effects

that such changes could have on the Groups financial performance and

business operations or result in loss of value in RBS shares

The Groups borrowing casts and its access to the debt capital

markets depend sqniticantly on Is credit ratings

On 19 January 2009 Fitch cut the Groups individual rating to from

B/C and downgraded the Groups Tier preference shares to BB- from

and upper tier hybrid capital instruments to BB from The long-

term credit rating for senior unsecured debt of AA- and short term

rating of Fl were affirmed On the same date Standard Poors
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lowered its
ratings on the Groups hybrid capital issues to BB from 8BB

The long-term and short-term credit ratings of the Group of and A-i

respectively were affirmed The outlook of the Group was confirmed as

stable On 20 January 2009 Moodys lowered the Bank Financial

Strength Rating of to C- and downgraded the senior long-term debt

and deposit ratings of the Group to Al from Aa2 both with negative

outlook The short-term P-I
rating was affirmed these and any future

reductions in the long-term credit ratings of the Group or one of its

principal subsidiaries particularly the Royal Bank could further

increase its borrowing costs Any further reductions may also limit the

Groups access to the capital markets and trigger additional collateral

requirements in derivative contracts and other secured funding

arrangements Credit
ratings of the Group and the Royal Bank are also

important to the Group when competing in certain markets such as

over-the-counter derivatives As result any further reductions in the

Groups or the Royal Banks credit ratings could adversely affect its

access to liquidity and competitive position increase its funding costs

and have negative impact on the Groups earnings and financial

condition or result in loss of value in RBS shares

The Groups business periornance could he adversely affected if its

capital not managed effectively

Effective management of the Groups capital is critical to its ability to

operate its businesses to grow organically and to pursue its strategy

The Group is required by regulators
in the United Kingdom the United

States the Netherlands and in other jurisdictions in which it undertakes

regulated activities to maintain adequate capital The maintenance of

adequate capital is also necessary to enhance the Groups financial

flexibility in the face of continuing turbulence and uncertainty in the

global economy Accordingly the purpose of the First Placing and Open

Offer and the issue of the Preference Shares was to allow the company

to strengthen its capital position As at 31 December 2008 the Groups

Tier and Core Tier capital ratios were 9.9 per cent and 6.6 per cent

respectively as reported on proportional consolidated basis using the

Basel Il methodology Although the net proceeds of the First Placing

and Open Offer and the Preference Share Issue have strengthened the

Groups capital base significantly and the net proceeds of the Placing

and Open Offer will be used to redeem the existing billion of

Preference Shares and thereby improve the quality of the Groups

capital by increasing the Groups Core Tier capital ratio any change

that limits the Groups ability effectively to manage its balance sheet

and capital resources going forward including for example reductions

in profits and retained earnings as result of write-downs or otherwise

increases in risk-weighted assets delays in the disposal of certain

assets or the inability to syndicate loans as result of market conditions

or otherwise or to access funding sources could have material

adverse impact on its financial condition and regulatory capital position

or result In loss of value in RBS shares

The value ot certain tirianctal instruments recorded at fair value is

deterrrfned using financial models incorporating assumptions

judgemeits and estimates that may change over time or may

ulimately not turn out to be accurate

Under IFRS the Group recognises at fair value financial instruments

classified as held-for-trading or designated as at fair vØlue through

profit or loss ii financial assets classified as available-for-sale and

iii derivatives each as further described in Accounting Policies on

page 182 of the financial statements Generally to establish the fair

value of these instruments the Group relies on quoted market prices or

where the market for financial instrument is not sufficiently active

internal valuation models that utilise observable market data In certain

circumstances the data for individual financial instruments or classes of

financial instruments utilised by such valuation models may not be

available or may become unavailable due to changes in market

conditions as has been the case during the current financial crisis In

such circumstances the Groups internal valuation models require the

Group to make assumptions judgements and estimates to establish fair

value In common with other financial institutions these internal valuation

models are complex and the assumptions judgements and estimates

the Group is required to make often relate to matters that are inherently

uncertain such as expected cash flows the ability of borrowers to

service debt residential and commercial property price appreciation

and depreciation and relative levels of defaults and deficiencies Such

assumptions judgements and estimates may need to be updated to

reflect changing facts trends and market conditions The resulting

change in the fair values of the financial instruments has had and could

continue to have material adverse effect on the Groups earnings and

financial condition Also recent market volatility and illiquidity has

challenged the factual bases of certain underlying assumptions and

has made it difficult to value certain of the Groups financial

instruments Valuations in future periods reflecting prevailing market

conditions may result in further significant changes in the fair values of

these instruments which could have negative effect on the Groups

results of operations and financial condition or result in loss of value

in RBS shares

The Groups future earnings and financial condition fl part depend on

success of the Groups strategic reiucus on core strengths ard its

disposal programme

The Group is undertaking strategic review of its operations in light of

the recently changed global economic outlook which is expected to

focus on achieving appropriate risk-adjusted returns under these

changed circumstances reducing reliance on wholesale funding and

lowering exposure to capital Intensive businesses The Group will also

continue with its disposal programme and review its portfolio to identify

further disposals of certain non-core assets Although the Group

expects the proceeds of the Placing and Open Offer to improve the

quality of its capital by replacing the existing billion of Preference

Shares with billion of Core Tier capital the global credit markets

remain challenging and the Groups execution of its current and future

strategic plans may not be successful In connection with the

implementation of these plans the Group may incur restructuring

charges which may be material Furthermore if the Groups plans

including any planned disposals are not successful or fail to achieve

the results expected the Groups business capital position financial

condition results of operations and future prospects may be negatively

impacted or this could result in loss of value in RBS shares

The Group operates ri rnenlcels flail are liighty competitve arid

consolidaung If the Group is urrable to perform ettectivety Is business

and results of operattons will he adversely affected

Recent consolidation among banking institutions in the United Kingdom

the United States and throughout Europe is changing the competitive

landscape for banks and other financial institutions This consolidation

in combination with the introduction of new entrants into the US and UK

markets from other European and Asian countries could increase

competitive pressures on the Group Moreover if financial markets

continue to be volatile more banks may be forced to consolidate
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Business review continued

In addition to the effects of consolidation increased government

ownership of and involvement in banks generally may have an impact

on the competitive landscape in the major markets in which the Group

operates Although at present it is difficult to predict what the effects of

this increased government ownership and involvement will be or how it

will differ from jurisdiction to jurisdiction such involvement may cause

the Group to experience stronger competition for corporate institutional

and retail clients and greater pressure on profit margins Since the

markets in which the Group operates are expected to remain highly

competitive in all areas these and other changes to the competitive

landscape could adversely affect the Groups business margins

profitability and financial condition or result in loss of value in RBS

shares

The Group has agreed to certain undertakings in relation to the

operation of its business in the First Placing and Open Offer Agreement

and the Second Placing and Open Offer Agreement

Under the terms of the First Placing and Open Offer Agreement the

Group provided certain undertakings aimed at ensuring that the

subscription by HM Treasury for the relevant Ordinary Shares and the

Preference Shares and the Groups potential participation In the

guarantee scheme promoted by HM Treasury as part of its support for

the UK banking Industry
is compatible with the common market under

EU law These undertakings include supporting certain Initiatives in

relation to mortgage lending and lending to SME5 until 2011 ii

regulating management remuneration and iii regulating the rate of

growth of the Groups balance sheet These undertakings while not

having material effect on the Group may still serve to limit the Groups

operations In addition pursuant to the terms of the Second Placing and

Open Offer Agreement the Group is Subject to further undertakings

which are to extend the lending commitments made to HM Treasury in

the First Placing and Open Offer Agreement and ii to increase the level

at which competitively priced lending is made available and actively

marketed by the Group in the United Kingdom by billion

The Group could fail to attract or retain senior management or other

key employees

The Groups ability to implement its strategy depends on the ability and

experience of its senior management and other key employees The

loss of the services of certain key employees particularly to competitors

could have negative impact on the Groups business The Groups

future success will also depend on its ability to attract retain and

remunerate competitively with its peers and retain highly
skilled and

qualified personnel which cannot be guaranteed particularly
in

light
of

heightened regulatory oversight of banks and heightened scrutiny of

and In some cases restrictions placed upon management compensation

arrangements in particular those in receipt of Government funding

such as the Group The Group recently announced changes to its

compensation structure which included significant reductions in

bonuses to be paid in respect of 2008 and limitations on pay rises in

2009 Details of these changes are outlined in the letter from the

Chairman of the Remuneration Committee on page 159 In addition to

the effects of such measures on the Groups ability to retain senior

management and other key employees the marketplace for skilled

personnel is becoming more competitive which means the cost of

hiring training and retaining skilled personnel may continue to increase

The failure to attract or retain sufficient number of appropriately skilled

personnel could prevent the Group from successfully implementing its

strategy which could have material adverse effect on the Groups

financial condition and results of operations or result in loss of value

in RBS shares

Each of the Groups businesses is subject to substantal regulation

and oversight Any significant regulatory developments could have an

effect on how the Group conducts its business and on its results of

operations and financial condition

The Group is subject to financial services laws regulations

administrative actions and policies in each location in which it operates

All of these are subject to change particularly in the current market

environment where there have been unprecedented levels of

government intervention and changes to the regulations governing

financial institutions Including recent nationalisations in the United

Kingdom the United States and other European countries As result of

these and other ongoing and possible future changes in the financial

services regulatory landscape including requirements imposed by

virtue of the Groups participation in any government or regulator-led

initiatives the Group expects to face greater regulation in the United

Kingdom the United States the Netherlands and other countries in

which it operates Including throughout the rest of Europe Compliance

with such regulations may increase the Groups capital requirements

and costs and have an adverse impact on its business the products

and services it offers and the value of its assets or result in loss of

value in RBS shares

Other areas where governmental policies and regulatory changes could

have an adverse impact Include but are not limited to

the monetary interest rate capital adequacy and other policies of

central banks and regulatory authorities

general changes in government or regulatory policy or changes in

regulatory regimes that may significantly
influence investor decisions

in particular markets in which the Group operates or may increase the

costs of doing business in those markets

changes to financial reporting standards

other general changes in the regulatory requirements such as

prudential rules
relating to the capital adequacy framework and the

imposition of onerous compliance obligations restrictions on

business growth or pricing and requirements to operate in way that

prionitises objectives other than shareholder value creation

changes in competition and pricing environments

further developments in the financial reporting environment

differentiation amongst financial institutions by governments with

respect to the extension of guarantees to bank customer deposits

and the terms attaching to such guarantees including requirements

for the entire Group to accept exposure to the risk of any individual

member of the Group or even third party participants in guarantee

schemes failing

implementation of or costs related to local customer or depositor

compensation or reimbursement schemes

transferability and convertibility of currency risk

expropriation nationalisation confiscation of assets

changes in legislation relating to foreign ownership and
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other unfavourable political military or diplomatic developments

producing social Instability or legal uncertainty which in turn may
affect demand for the Groups products and services

The Groups results have been and could be luriher adiersely affected

in the event 01 goodwill lrnpairrnont

The Group capitalises goodwill which is calculated as the excess of the

cost of an acquisition over the net fair value of the identifiable assets

liabilities and contingent liabilities acquired Acquired goodwill is

recognised initially at cost and subsequently at cost less any

accumulated impairment losses As required by IFRS the Group tests

goodwill for impairment annually or more frequently at external

reporting dates when events or circumstances indicate that it might be

impaired An impairment test involves comparing the recoverable

amount the higher of value in use and fair value less cost to sell of an

individual cash generating unit with its carrying value The value in use

and fair value of the Groups cash generating units are affected by

market conditions and the performance of the economies in which the

Group operates Where the Group is required to recognise goodwill

impairment it is recorded in the Groups income statement although it

has no effect on the Groups regulatory capital position

The Group may be required to make further contributions to its

pension schemes the value of pension tbnd assets is not suffiGiCOt

to cover potential obliqa Lions

The Group maintains number of defined benefit pension schemes for

past and current employees Pensions risk is the risk that the liabilities of

the Groups various defined benefit pension schemes which are long

term in nature will exceed the schemes assets as result of which the

Group is required or chooses to make additional contributions to the

schemes The schemes assets comprise Investment portfolios that are

held to meet projected liabilities to the scheme members Risk arises

from the schemes because the value of these asset portfolios and

returns from them may be less than expected and because there may be

greater
than expected increases in the estimated value of the schemes

liabilities In these circumstances the Group could be obliged or may

choose to make additional contributions to the schemes and during

recent periods the Group has voluntarily made such contributions Given

the current economic and financial market difficulties and the prospects

for them to continue over the near and medium term the Group may be

required or elect to make further contributions to the pension schemes

and such contributions could be significant and have negative impact

on the Groups capital position results of operations or financial condition

or result in loss of value in RBS shares

The Group sand may ba subiect to litigation arid regulatory

investigations that may impact its business

The Groups operations are diverse and complex and it operates in

legal and regulatory environments that expose it to potentially significant

litigation regulatory investigation and other regulatory
risk As result

the Group is and may in the future be involved in various disputes

legal proceedings and regulatory investigations in the United Kingdom

the United States and other
jurisdictions including class-action litigation

Furthermore the Group like many other financial institutions has come

under greater regulatory scrutiny over the last year and expects that

environment to continue for the foreseeable future particularly as it

relates to compliance with new and
existing corporate governance

employee compensation conduct of business anti-money laundering

and anti-terrorism laws and regulations Disputes legal proceedings

and regulatory investigations are subject to many uncertainties and

their outcomes are often difficult to predict particularly in the earlier

stages of case or investigation Adverse regulatory action or adverse

judgements in litigation could result in restrictions or limitations on the

Groups operations or result in material adverse effect on the Groups

reputation or results of operations or result in loss of value in RBS

shares For details about certain litigation and regulatory investigations

in which the Group is involved see Note 32 on the financial statements

Operational risks are inherent in the Groups operations

The Groups operations are dependent on the ability to process very

large number of transactions efficiently and accurately while complying

with applicable laws and regulations where it does business The Group

has complex and geographically diverse operations and operational risk

and losses can result from internal or external fraud errors by

employees or third-parties failure to document transactions properly or

to obtain proper authorisation failure to comply with applicable

regulatory requirements and conduct of business rules including those

arising out of anti-money laundering and anti-terrorism legislation

equipment failures natural disasters or the inadequacy or failure of

systems and controls including
those of the Groups suppliers or

counterparties Although the Group has implemented risk controls and

loss mitigation actions and substantial resources are devoted to

developing efficient procedures and
identifying

and
rectifying

weaknesses in existing procedures and to training staff it is not

possible to be certain that such actions have been or will be effective in

controlling each of the operational risks faced by the Group Any

weakness in these systems or controls or any breaches or alleged

breaches of applicable laws or regulations could have materially

negative impact on the Groups business reputation results of

operations and share price Notwithstanding anything contained in this

risk factor it should not be taken as implying that either the company or

the Group will be unable to comply with its obligations as company

with securities admitted to the Official List or as supervised firm

regulated by the FSA

The Group is exposed to the risk of changes in tax leqislation and its

interoretation and to increases in the rate of corporate and olher taxes

in the jurisdictions In which it operates

The Groups activities are subject to tax at various rates around the

world computed in accordance with local legislation and practice

Action by governments to increase tax rates or to impose additional

taxes would reduce the Groups profitability Revisions to tax legislation

or to its interpretation might also affect the Groups results in the future

The acquisition of majority shareholciing in the Group by HM Treasury

could lead to certain a0verse tax consequences for Ihe Grouts

The acquisition by HM Treasury of majority shareholdirig in the Group

in consequence of the First Placing and Open Offer could in certain

circumstances have adverse tax consequences which could affect the

post-tax profitability of the Group
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Business review continued

The Groups insueince businesses are subject to inherent risks

involving claims

Future claims in the Groups general and life assurance business may
be higher than expected as result of changing trends in claims

experience resulting from catastrophic weather conditions

demographic developments changes in mortality and other causes

outside the Groups control These trends could affect the
profitability of

current and future insurance products and services The Group

reinsures some of the risks it has assumed and is accordingly exposed

to the risk of loss should its reinsurers become unable or unwilling to

pay claims made by the Group against them

The Groups operations have inherent reputetiorml 1sk

Reputational risk meaning the risk to earnings and capital from negative

public opinion is inherent in the Groups business Negative public

opinion can result from the actual or perceived manner in which the

Group conducts its business activities or from actual or perceived

practices in the banking and financial
industry Negative public opinion

may adversely affect the Groups ability to keep and attract customers

and in particular corporate and retail depositors The Group cannot

ensure that it will be successful in
avoiding damage to its business from

reputational risk

in the United Kingdom and in other UhSdiCtlOflS the Grotip is

responsible for contributing to compensation schemes respect of

banks and other authomised tinncil services firms that are unable to

meet their oblgatioas to custormlers

In the United Kingdom the Financial Services Compensation Scheme

the Scheme was established under the FSMA and is the UKs

statutory fund of last resort for customers of authorised financial

services firms The Scheme can pay compensation to customers if firm

is unable or likely to be unable to pay claims against it and if the

Banking Bill is enacted in its current form may be required to make

payments either in connection with the exercise of stabilisation power

or in exercise of the bank insolvency procedures under that Bill The

Scheme is funded Ly levies on firms authonsed by the FSA including the

Group In the event that the Scheme raises funds from the authonsed

firms raises those funds more frequently or significantly increases the

levies to be paid by such firms the associated costs to the Group may
have material impact on its results of operations and financial

condition During the financial year ended 31 December 2008 the Group

made provision of 150 million related to levy by the Scheme

In addition to the extent that other jurisdictions where the Group

operates have introduced or plan to introduce similar compensation

contributory or reimbursement schemes such as in the United States

with the Federal Deposit Insurance Corporation the Group may make

further provisions and may incur additional costs and liabilities which

may negatively impact its financial condition and results of operations or

result in loss of value in RBS shares

The Groups business and earnings rosy he affected by

geopoliilcal conditions

The performance of the Group is significantly influenced by the

geopolitical and economic conditions
prevailing at any given time in the

countries in which it operates particularly the United Kingdom the

United States and other countries in Europe and Asia For example the

Group has presence in countries where businesses could be exposed

to the risk of business interruption and economic slowdown following

the outbreak of pandemic or the risk of sovereign default following

the assumption by governments of the obligations of private sector

institutions Similarly the Group faces the heightened risk of trade

barriers exchange controls and other measures taken by sovereign

governments which may impact borrowers ability to repay Terrorist

acts and threats and the response to them of governments in any of

these countries couid also adversely affect levels of economic activity

and have an adverse effect upon the Groups business

The restructuring proposais for AEN AMRO are complex and may not

realise the
anticipated benefits for the Group

The restructuring plan in place for the integration and separation of

ABN AMRO into and among the businesses and operations of the

consortium members is complex involving substantial reorganisation of

ABN AMROs operations and legal structure In addition the plan

contemplates activities taking place simultaneously in number of

businesses and jurisdictions Although integration efforts are well

underway and are being advanced on number of fronts the

implementation of the reorganisation and the realisation of the forecast

benefits within the planned timescales particularly given current market

and economic conditions remains challenging although the Group

remains confident that such goals will be achieved Execution of the

restructuring requires management resources previously devoted to the

Group businesses and the retention of appropriately skiiled ABN AMRO
staff The Group may not realise the benefits of the acquisition or the

restructuring when expected or to the extent projected It is not expected

that the State of the Netherlands acquisition of Fortis Bank Nederiands

shares in RFS Holdings which was effected in December 2008 will

materially affect the
integration benefits envisaged by the Group

The recoverability of certain deferred tax assets recognised by the

Group depend on the Groups ability to generate sufficient future

taxable profits and there being no adverse changes to tax legislation

in accordance with IFRS the Group has recognised deferred tax assets

on losses available to relieve future profits from tax only to the extent

that it is probable that they will be recovered The losses are quantified

on the basis of current tax legislation and are subject to change in

respect of the rate of tax or the rules for computing taxable profits and

allowable losses Failure to generate sufficient future taxable profits or

changes in tax
legislation may reduce the recoverable amount of the

recognised deferred tax assets
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2008 O7 2008

for the year ended 31 December Cm Cm

Total income 26875 935t34 25868 3I%
UnderlyIng profit2 80 1094

Loss/profit before tax 8127 t1%2 40.667 9.802

Loss/profit attributable to ordinary shareholders 24051 823 24137
Costlncome ratio 59.2% .195% 208.9% 45.9%

Basic loss/earnings per share pence 61.Op 40.8 145.7p 64.0

Adjusted loss/earnings per share pence 5.2p 445c

Pro forma Statutory

2008 00/ 2008

at 31 December Cm Cm

Total assets 2218693 %ib096 2401652 .84u.9

Loans and advances to customers 731165 21 874722 28S38

Deposits 780395 i2 897556 %4..Y

Owners equity 58879 500.15 58879 J20ii

Risk asset ratio Tier 9.9% 1.0% 10.0%

total 14.2% 14.1% 11.9%

Notes

Pro forms total scorns exdudes credit market wilts-downs and erie-ott items and share of shared assets In the statutory consolidated income statement err page 174 these Items are Included In

total income

Undedhdng profit represents pro Irma profit before tax credit market wTltedowns and one-off items impairment losses on redassif art assets purchased Intangibles amortisaiton write-down of

goodwill and other lntangthla assets integralion costs restructuring costs and snare of shared assets

Pro forms excludes write-down of goodwiN and other lntangthle assets.

Pro Irma coatincrne ratio represrerts operating expanses excluding purchased Intangibles amortisaterr write-down of goodwill and other Intangible assets Integration costs restructuring costs

and share of shared assets expressed asa percentage of total Income excluding credo market write-downs and one-off items

PrIor year per share data have been restated to reflect the rights Issue In June2008 and the capitalisatbon Issue in September 2008

AdJusted earnings per share is based on earnings adjusted for purchased intangthies amortisation write-down of goodwiN and other Intangible assets integration costs restructuulrg costs share

of shared assets and merit market write-downs and one-oft ferns

2008 data are on Basalt basis data for 2007 are on Basal basis

Overview of results

As discussed on page 24 the results of ABN AMRO are fully

consolidated in the Groups financial statements Consequently the

statutory results of RBS for the year ended 31 December 2007 and

2008 include the results of ABN AMRO for 76 days and the full year

respectively The interests of the State of the Netherlands and

Santander In RFS Holdings are included in minority interests

Pro forma results have been prepared that include Only those business

units of ABN AMRO that will be retained by RBS and assuming that the

acquisition
of ABN AMRO was completed on January 2007 The per

share data have been calculated on the assumption that the rights issue

in June 2008 and the capitalisatiott issue in September 2008 occurred

on January 2007 The financial review and divisional performance in

the Business review focus on the pro forma results The basis of

preparation of the pro forma results are detailed on page 74
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Business review continued

Net interest income

Fees and commissions receivable

Fees and commissions payable

Other non-interest income

insurance net premium income

Non-interest income excluding credit market write-downs and one-off items

Credit market write-downs and one-off items

Non-interest income

Total income

Operating expenses excluding one-off items

One-off items

Profitlloss before other operating charges

Insurance net claims

Operating profit before impairment

Impairment losses before reclassified asset impairment

Impairment losses on reclassified assets

Group operating loss/profit

Amortisation of purchased intangible
assets

Integration costs

Restructuring costs

Share of shared assets

Loss/profit before tax

Tax

Basic earnings per ordinary share 21

Intangibles amortisation

Write-down of goodwill and other intangible assets

Credit market write-downs and one-off items

Integration costs

Share of shared assets

Restructuring costs

Adjusted earnings per ordinary share

2008 2008 211

15939 12.382 18675 2069

8839 9.171 9831 82713

2391 12.14 2386 219i
1221 6578 6125

5709 982 6326 605
10936 21182 7193 18297

5641 1268
5295 19914 7193 125

21234 3229i 25868 715366

15916 i531i 54033 3942

242

5318 15.620 28165 16424

3917 4533 4430 4524

1401 11.392 32595 1160

6962 2.154 8072 1968

466

6027 92121 40667 51.432

443 124

1050 1718

307

61.Op 40.8p 145.7p 64.01

0.9p

41.lp

10.8p 2..4

1.9p U.5p

0.5p

0.6p

5.2p 44.Sp

Notes

Pm torma Group operating Ioss/profll excludes purchased lntanglbes amortisatlon write-down of goodwill and other intangible assets Integration costs restructuring costs and RBS share of

consortium shared assets

Prior year data have been restated to reflect the rights Issue in June 2008 and the capitalisatlon issue in September 2008

Summary consolidated Income statement for the year ended restructuring costs and share of shared assets are shown separately In

31 December 2008 the
statutory

consolidated income statement set out below and on page

In the pro forma Income statement set out below credit market write- 174 these items are included in non-interest income operating

downs and one-off items amortisation of purchased intangible assets expenses and impairment as appropriate

write-down of goodwiil and other intangible assets integration costs

300 94

8127 8962 40667 9632

1280 1739 2323 2.044

Loss/profit after tax from continuing operations 6847 7253 38344 7.789

Profit/loss from discontinued operations net of tax 3971 16

Loss/profit for the year 6847 725 34373 77

Minority interests 412 134 10832 163

Otherowners 596 2413 596 266

Loss/profit attributable to ordinary shareholders

before write-down of goodwill and other intangible assets 7855 823 24137 7313

Write-down of goodwill and other intangible assets net of tax 16196

24051 13523 24137 73i3
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2008 compared wIth 2007 pro forma

Profit

Group operating profit excluding credit market write-downs and one-off

items impairment losses on reclassified assets amortisation of

purchased intangible assets write-down of goodwill and other

intangible assets integration costs restructuring costs and share of

shared assets was 80 million compared with profit of 10314
million in 2007 The reduction is primarily result of substantial

decline in non-interest income number of specific losses such as

counterparty failures and marked increase in the credit impairment

charge reflecting weakness in financial markets and
deteriorating

global economy

Losses from previously disclosed credit market exposures increased to

7781 million compared with 2387 million in 2007 with the great

majority
incurred in the first half of the year Other one-off items

amounted to credit of 1674 million 23% higher than in 2007

principally as result of 1232 million increase in the
carrying

value

of own debt carried at fair value After integration costs restructuring

costs amortisation of purchased intangibles write-down of goodwill

and other intangible assets and share of shared assets the Group

recorded loss before tax of 25038 million compared with profit

before tax of 8962 million in 2007

After tax minority interests and preference share dividends the loss

attributable to ordinary shareholders was 24051 million compared

with an attributable profit of 6823 million in 2007

Total noons

Total income excluding credit market write-downs and one-off items

declined by 20% to 26875 million with significant deterioration

experienced during the second half of the year principally as result of

5.8 billion of trading asset write-downs counterparty failure and

incremental
reserving

within GBM While income increased in 2008 in

Global Transaction Services and held steady in Regional Markets and

Insurance significant reduction occurred in Global Banking

Markets where strong performance in rates currencies and

commodities was offset by marked deterioration in credit markets and

equities

Net interest income

Net interest income increased by 29% to 15939 million with average

loans and advances to customers up 17% and average customer

deposits up 6% Group net interest margin rose from 2.00% to 2.10%

largely reflecting the success of the rates business in declining

interest rate environment However margins tightened within Regional

Markets as market interest rates fell with deposit markets remaining

competitive and price adjustments on lending taking some time to feed

through to the back book

Nointerost income

Non-interest income was severely affected by the weakness in financial

markets experienced over the course of the year particularly in the

fourth quarter Excluding credit market write-downs and one-off items

non-interest income totalled 10936 million 48% lower than in 2007

While the decline was particularly marked in GBMs credit markets and

equities businesses with reduced business volumes and mounting

mark-to-market trading losses Regional Markets also saw non-interest

income fall in the latter part of the year as declining consumer

confidence led to lower demand for credit and other financial products

Operating e.xperlses

Total operating expenses were reduced by 4% to 15916 million with

cost growth in the Groups core retail and commercial banking

franchises offset by efficiency programmes and significant reduction

in Global Banking Markets staff costs The Group costincome ratio

deteriorated to 59.2% compared with 49.5% in 2007 largely reflecting

the impact on income of the years difficult market conditions

Net insurance claims

Net insurance claims fell by 13% to 3917 million General insurance

claims fell by 7% reflecting improved risk selection better claims

management and the non-recurrence of the severe floods experienced

in 2007 Bancassurance claims declined by 64% as result of

movements in financial market values

rnipairmnont lss
Credit impairment losses excluding reclassified assets increased to

6962 million in 2008 compared with 2104 million in 2007 The Group

experienced pronounced deterioration in impairments in the second

half of the year as financial stress spread to broad range of

customers The greatest increase in impairments occurred in GBM
where fourth quarter impairments totalled 2938 million including

loss of approximately 900 million on the Groups exposure to

LyondellBasell However the Regional Markets businesses in all

geographies also experienced noticeable increase in impairments in

the second half particularly in the UK and Irish corporate and US

personal segments

Impairments represented 0.46% of gross loans and advances excluding

reverse rapes in the first half but reached 1.41% in the second halt For

2008 as whole impairments amounted to 0.91% of loans and

advances excluding reverse repos compared with 0.37% in 2007

Risk elements in lending and potential problem loans at 31 December

2008 represented 2.69% of loans and advances excluding reverse

repos compared with 1.49% year earlier Provision coverage was

50% compared with 59% at 31 December 2007
reflecting

the higher

proportion of secured loans included in risk elements in
lending and

potential problem loans

Crethtrnmarkat losses

Losses for 2008 relating to the Groups previously identified credit

market exposures totalled 7781 million net of hedging gains of

1642 million This includes impairment losses of 466 million incurred

on credit market assets reclassified out of the held-for-trading category

in line with the amendments to lAS 39 Financial Instruments

Recognition and Measurement issued in October While the majority of

these write-downs were incurred in the first half of 2008 the severity of

the financial market dislocation intensified in the fourth quarter resulting

in further losses in particular on the Groups structured credit portfolios
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Business review confinued

Writedown gooiwill md other intengible assets

After reviewing the carrying value of goodwill and other purchased

intangible assets the Group has recorded an impairment charge of

16196 million net of tax credit of 715 million Of this charge

7678 million relates to part
of the

goodwill
in respect of the

acquisition of ABN AMRO while other significant impairments have

been recorded on part of the Citizens/Charter One goodwill of 4382

million part of the NatWest goodwill principally allocated to Global

Banking Markets of 2742 million and other goodwill of 720 million

Other intangible asset impairments of 1389 million principally relate to

the wnte-down in the value of customer relationships recognised on the

acquisition of ABN AMRO

These impairments have no cash impact and minimal impact on the

Groups capital ratios

Other non-Operating items

Integration and restructuring costs totalled 1357 million primarily

reflecting the
integration

of ABN AMRO into the Group while the

amortisatlon of purchased intangibles increased to 443 million from

124 million

Txticn

The Group recorded tax credit of 1280 million in 2008 compared

with tax charge of 1709 million in 2007

Eerriings

Basic earnings per ordinary share decreased from 40.8p to 61.Op

Adjusted earnings per ordinary share fell from 44.5p to loss of 5.2p per

share The number of shares in issue increased to 39456 million at

31 December 2008 compared with 10006 million in issue at

31 December 2007 reflecting the Groups capital raisings in June

and December and the capitalisation issue in lieu of the interim

dividend for 2008

Salance sheet

Total assets of 2218.7 billion at 31 December 2008 were up 623.6

billion 39% compared with 31 December 2007 At constant exchange

rates the increase was 313 billion or 16%

Loans and advances to banks decreased by 81.6 billion 39% to

129.4 billion Reverse repurchase agreements and stock borrowing

reverse repos were down by 115.7 billion 66% to 58.8 billion

Excluding reverse repos bank placings increased by 34.1 billion 93%

to 70.6 billion

Loans and advances to customers were up 31.0 billion 4% at 731.2

billion Within this reverse repos decreased by 72% 102.8 billion to

39.3 billion Excluding reverse repos lending rose by 133.8 billion

24% to 691.9 billion reflecting both organic growth of 44.8 billion 7%

and the effect of exchange rate movements of 89.0 billion following
the

weakening of sterling during the second half of 2008

On proportionally consolidated basis the Groups Core Tier ratio at

31 December 2008 was 6.1% compared with 4.0% at January 2008

on Basal II basis The Tier ratio was 9.9% at 31 December 2008

6.8% at January 2008 and the total capital ratio 14.2% 10.9% at

January 2008
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2008 comparud with 2007 statutory

Loss

Loss before tax was 40667 million compared with profit of 9832

million in 2007 The results have been adversely affected by credit

market write-downs of 7781 million and write-down of goodwill and

other intangible assets of 32581 million

Total income

Total income was down 15% to 25868 million principally due to the

credit market write-downs

Net interest income increased to 18675 million and represents 72% of

total income 2007 40%

Non-interest income decreased to 7193 million principally due to the

credit market write-downs of 7781 million offset by movement in the

fair value of own debt of 1232 million and represents 28% of total

income 2007 60%

Operating expenses

Operating expenses rose to 54033 million Integration and

restructuring costs were 1357 million compared with 108 million in

2007 WrIte-down of goodwill and other intangible assets was 32581
million

Net insurance claims

Bancassurance and general insurance claims after reinsurance

decreased by 4% to 4430 million

Impairmert losses

Impairment losses were 8072 million compared with 1968 million

in 2007

Risk elements in lending and potential problem loans represented

2.52% of gross loans and advances to customers excluding reverse

repos at 31 December 2008 2007 1.64%

Provision coverage of risk elements in lending and potential problem

loans was 51% 2007 57%

Taxation

The effective tax rate for 2008 was 5.7% compared With 20.8% in 2007

harrangs

Basic earnings per ordinary share decreased from 64.Op to loss

of 145.7p

Oslance sheet

Total assets of 2401.7 billion at 31 December 2008 were up 560.8

billion 30% compared with 31 December 2007

Loans and advances to banks decreased by 81.3 billion 37% to

138.2 billion Reverse repurchase agreements and stock borrowing

reverse repos were down by 117.2 billion 67% to 58.8 billion

Excluding reverse repos bank placings increased by 35.9 billion

83% to 79.4 billion

Loans and advances to customers were up 46.2 billion 6% at 874.7

billion or 68.0 billion 8% following the disposal of the Banco Real and

other businesses to Santander and Tesco Personal Finance Within this

reverse repos decreased by 72% 103.0 billion to 39.3 billion

Excluding reverse repos lending rose by 149.2 billion 22% to 835.4

billion reflecting both organic growth and the effect of exchange rate

movements following
the weakening of

sterling during the second half

of 2008

Capital ratios at 31 December 2008 were 6.8% Core Tier 10.0%

Tier and 14.1% Total
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Business review contThued

Analysis of results

Net Interest income
Prc knr

2008 2008

fin

41942 3f64 49.938

26447 25370 31 .707 2.0./i

15495 122.14 18231 .5r31

Noths

Intevest-earnlng assets and interest-beanng liabilities exclude the Retell bancassurance assets and liabilities attributable to policyholders in view of their distinct nature As result net interest

income has been adjusted by 84 miJion 2007- 85 miNion

Interest income has been adjusted by 332 miNion 2007 313 rnlltiinr and interest expense by li80 millIon 2007 1536 mIllion to record Interest on financial assets and liabilIties designated as

at fair value through profit or loss Related Interest-earning assets and interest-bowing liabilities have also been adjusted

Gross yield Is the Interest rate earned on average Interest-earning assets of the banking business

Interest spread Is the difference between the gross yreld and the Interest rate paid on average interest-bearing liabilities Of fie banking business

Net interest margin Is net Interest income of the banking business an percentage of average interest-earning assets of the banking business

Interest receivable

Interest payable

Net interest income

11

Gross yield on interest-earning assets of the banking business 5.69 5.63 0.21

Cost of interest-bearing liabilities of the banking business 3.83 05 3.81 .36
Interest spread of the banking business 1.86 1.51 1.82 .65
Benefit from interest-free funds 0.24 0.39 0.23 0.42

Net interest margin of the banking business 2.10 2.0 2.05 2.27

Yields spreads and margins of the banking business

Gross yield ls

Group 5.69 i3.5 5.63 7.21

UK 5.71 3.7 5.73 601

Overseas 5.66 5.57 5.56 5.52

Interest spread

Group 1.86 1.82 .7.5

UK 1.93 2.3 1.90 2.71

Overseas 1.79 RhO 1.77 121

Net interest margin 15

Group 2.10 2.00 2.05 .27

UK 2.33 2.30 245

Overseas t87 LOS 1.89 2271

The Royal Bank of Scotland plc base rate average 4.67 77i 4.67 5.31

London inter-bank three month offered rates average

Sterling 5.51 271 5.51 55I

Eurodollar 2.92 5.29 2.92 5.2.9

Euro 4.63 41.18 4.63
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18909 939 4.97 221 156 .81

28474 1311 4.60 212 1.323 L.8

321066 19.055 5.93 27o.5lf0 10.032 till

275000 16030 5.83 23413 3G4 .60

35.725 1493 4.18 1114 3.21

57998 3114 5.37 35.102 105

737172 41942 5.69 311354 31.1334 316

___________________ ________________
425.454 49140

372633

1824175 1..33

42.5%
________

46217 1739 3.76 50/5.1 33

109705 4630 4.22 013 1133 4i0
99852 2796 2.80 i3/3 3.36 .u3

36108 672 1.86 31011 504 2.61

42870 1691 3.94 3051 43
23753 570 2.40 21570

95181 3964 4.16 310us 1269 4./I

88570 3426 3.87 301 51 .6
111099 4617 4.16 6/141 4I25 5.31

106.207 4734 4.46 6652 3535 .3

26799 1369 5.11 23/52 1.312

8068 413 5.12 2..5s 5135

85664 3445 4.02 .13334 23261

18090 729 4.03 57.5353 2.33 41.0

690.675 26447 3.83 .513211 25320

466610 -u322O

1157285 1.02505

Percentage of liabilities applicable to overseas operations 42.8%

Notes

1The analysis into UK and Overseas has been compiled on Vie basis of location of office

Interest-earning assets and interest-bearing liabilities exclude the Retali bancassurance assets and liabilities attributable to policyholders In view of their distInct nature Au result net interest

income has been adjusted by 84 mIllion 12007 85 milan

Interest Income has been adjusted by 332 million 2007 313 million and interest expense by 860 million 2007 536 million to record interest on Iinanclat assets and liabilities designated as

at fair value through proilt or loss Related lnlerest-earnlng assets and interest-bearing liabilities have also been adjusted

Interest receivable and Interest payable on trading assets and liabilities are included in income from iradtng activities

Average balance sheet and related Interest

Pro fcnrna 2008 ir

Average

balance Interest Rate t.Ini

tim It .ii

Assets

Loans and advances to banks UK

Overseas

Loans and advances to customers UK

Overseas

Debt securities UK

Overseas

Total Interest-earning assets banking business 23
tradina business 141

Total assets

Total interest-earning assets 1.162626

Non-interest-earning assets 2.3 661549

Percentage of assets applicable to overseas operations

Liabilities and owners equity

Deposits by banks UK

Overseas

Customer accounts demand deposits UK

Overseas

Customer accounts savings deposits UK

Overseas

Customer accounts other time deposits UK

Overseas

Debt securities in issue UK

Overseas

Subordinated liabilities UK

Overseas

Internal funding of trading business UK

Overseas

Total Interest-bearing liabilities banking business 12

trading business 41

Total interest-bearing liabilities

Non-Interest-bearing liabilities

Demand deposits UK 24300

Overseas 9721

Other liabilities 34 574325

Owners equity 58.544

Total liabilities and owners equIty 1.824175
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Business review continued

Averag balanc sheet and related lnt.r.st

Statutory 2008 rI1T

Average

balance Interest Rate ticr

Assets

Loans and advances to banks UK 18.909 943 4.99 2159 1128 499

Overseas 31.680 1465 4.62 2651 545 32

Loans and advances to customers UK 321066 19.066 5.94 269150 1554 5.5.8

Overseas 393724 22893 5.81 fSii4 4105 il
DebtsecuritiesUK 35.725 1.493 4.18 1.1554 91.1 7.28

Overseas 86.090 4078 4.74 31.8/

Total Interest-earning assets banking business 2.3 887194 49938 5.63 525457 12850 1121

trading business 425.454 4131

Total interest-earning assets 1312648 8.385137

Non-interest-earning assets 2.3 728037 284.401

Total assets 2040.685

Percentage of assets applicable to overseas operations 48.6%

Liabilities and owners equity

Deposits by banks UK 46217 1804 3.90 92551 2234 22
Overseas 113592 4772 4.20 IL73 1.170 7.77

Customer accounts demand deposits UK 99852 2829 2.83 93 so
Overseas 70399 1512 2.15 39119 .035

Customer accounts savings deposits UK 42870 1708 3.98 4/7334 1.697 1.66

Overseas 72473 2203 3.04 2/94 322 3.26

Customer accounts other time deposits UK 95181 4011 4.21 440 47
Overseas 106306 4097 3.85 43913 27.195 478

Debt securities in issue UK 111099 4617 4.16 311710 3682 .32

Overseas 138297 6171 4.46 491348 2627 6.27

Subordinated liabilitiesUK 26799 1369 5.11 23.752 .312 5.52

Overseas 13019 788 6.05 .1599 2312 9.0

Internal funding of trading business UK 85.664 3445 4.02 483.95 3307 4./34

Overseas 18.090 729 4.03 7.1511 321

Total Interest-bearing liabilities banking business 23 832350 31707 3.81 .14391 20.715 .9 23

trading business 466610 .115493

Total interest-bearing liabilities 1298.960 791144

Non-Interest-bearing liabilities

Demand deposits UK 27700

Overseas 9721

Other liabilities 34 645.760

Owners equity 58.544

Total liabilities and owners equity 2.040.685

Percentage of liabilities applicable to overseas operations 46.8%

Notes

The analysis into UK and Overseas has been compiled on the basis ci Iocaflcn of office

Interest-earnIng assets and interest-bearing liabilitIes exclude the Retail bancassurance asses and liablilees attlbUtable to pdlCyhoiders In view of their distinct nature As result net interest

Income has been adjusted by 84 million 2007 85 million

Interest Income has been actusted by 332 million 2007 313 million and interest expense by 860 million 2007 536 million to record interest on financial assets end lIabilitIes designated as

at fair value through profit or loss Ralated Interest-earning assets and interest-bearing lIabilIties have also been adjusted

Interest receivable and interest payable on trading assets and liabilities are inciuded in lncomn from trading activities
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Analysis of chang In n.t interest income volume and rate analysis

Volume and rate variances have been calculated based on movements in average balances over the period and changes in interest rates on average

interest-earning assets and average interest-bearing liabilities Changes due to combination of volume and rate are allocated pro rata to volume and

rate movements

2008 aver 2007- pro forma 2008 orer 2007- statutory

Increase/decrease due to changes In lncrease/decrease due tO changes in

Average Average Net Average frn.erage Net

volume rate change volume rate change
Em Em Em Em Em Em

interest-earning assets

Loans and advances to banks

UK i61 34 127 104 19 85
Overseas 60 72 12 877 42 919

Loans and advances to customers

UK 2.832 2839 3.267 2.742 525

Overseas 2.330 336 2666 12.663 124 12787

Debt securities

UK 957 378 579 968 389 579

Overseas 1197 12 1209 2568 2563

Total interest receivable of the banking business

UK 3.628 3183 445 4131 3112 1019

Overseas 3.587 276 3863 16.108 161 16269

7215 2.907 4308 20.239 2951 17288

interest-bearing
liabilities

Deposits by banks

UK 186 255 441 271 159 430

Overseas 477 372 105 3452 150 3602
Customer accounts demand deposits

UK 152 725 573 204 671 467

Overseas 121 253 132 958 481 477

Customer accounts savings deposits

UK 266 230 36 276 226 50
Overseas 59 149 90 1.367 66 1301

Customer accounts other time deposits

UK 233 538 305 293 484 191

Overseas 81 1094 1175 2474 476 1998
Debt securities in issue

UK 1.933 911 1022 1.948 913 1035
Overseas 1.841 642 1199 4.004 460 3544

Subordinated liabilities

UK 160 103 57 160 103 57
Overseas 265 259 508 50 558

Internal funding of trading business

UK 1135 646 489 751 613 138

Overseas 1590 1584 430 22 408

Total interest payable of the banking business

UK 1.423 2.116 693 1.859 1943 84

Overseas 4272 2.522 1750 12333 1261 11072

5695 4.638 1057 14.192 3204 10988

Movement in net interest income

UK 2.205 1.067 1138 2272 1169 1103

Overseas 685 2.798 2113 3775 1422 5197

1520 1731 3251 6.047 253 6300
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Business review continued

Non-lnt.r.st Income

2008 2008

Em Em

Fees and commissions receivable 8839 9831 5278

Fees and commissions payable 2391 2Vi 2386 103

Loss/income from trading activities 1647 4836 8.477 1222

Other operating income excluding insurance net premium income 426 33761899 4833

5227 152.5i 867 13.210

Insurance premium income 6009 6271 6626 6376

Reinsurers share 300 289 300 126i1

5709 5282 6326 0281

10936 2i12 7193 18.20r

Note

Pro fma excludes credit market exile-downs and one-off items

2008 compared with 2007 pro forma

Non-interest income excluding credit market write-downs and one-off

items decreased by 48% 10246 million to 10936 million

Non-interest income was severely affected by the weakness in financial

markets experienced over the course of the year While the decline was

particularly marked in Global Banking Markets credit markets and

equities businesses with reduced business volumes and mounting

mark-to-market trading losses Regional Markets also saw non-interest

income fall in the latter part of the year as declining consumer

confidence led to lower demand for credit and other financial products

Excluding general insurance premium income non-interest income fell

by 9973 million to 5227 million

Within non-interest income fees and commissions receivable decreased

by 332 million 3% to 8839 million while fees and commissions

payable increased by 244 million 11% to 2391 million

Income from trading activities was down 6455 million to loss of

1647 million Currency trading activities benefitted from increased

volatility
in the markets However this improvement was more than offset

by credit markets write downs and reduced interest rateincome

impacted by the reduction of base interest rates

Other operating income also decreased falling by 87% 2942 million

to 426 million This was principally due to fall in the fair value of

securities and other financial assets and liabilities

General insurance premium income after reinsurance decreased

by 5% to 5709 million primarily reflecting fall in insurance

premium income following the discontinuation of less profitable

partnership contracts

2008 compared with 2007 statutory

Non-interest income decreased by 61% 11104 million to 7193

million Non-interest income was severely affected by the weakness in

financial markets experienced over the course of the year While the

decline was particularly marked in Global Banking Markets credit

markets and equities businesses with reduced business volumes and

mounting mark-to-market trading losses Regional Markets also saw

non-interest income fall in the latter part of the year as declining

consumer confidence led to lower demand for credit and other financial

products

Excluding general insurance premium income non-interest income fell

by 11343 million to 867 million

Within non-interest income fees and commissions receivable increased

by 19% or 1553 million to 9831 million while fees and commissions

payable increased by 9% 193 million to 2386 million

Income from trading activities was down from 1292 million to loss of

8477 million Currency trading activities benefited from increased

volatility
in the markets However this improvement was more than offset

by substantial credit markets write downs during the year

Other operating income also decreased falling by 61% 2934 million

to 1899 million This was principally
due to fall in the fair value of

securities and other financial assets and liabilities partially offset by

profits from the sale of subsidiaries and associates

Insurance premium income after reinsurance increased by

4% to 6326 million primarily reflecting full year of ABN AMRO

businesses in comparison with 76 days in 2007 This was partly offset by

the discontinuation of less profitable partnership contracts
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Credit market exposures

2008

Net Wrlte-dovens Average

eaposuret before tax price

Em Em

Asset-backed COOs

High grade 1231 1836 29 28i
Mezzanine 144 1140 125

1375 2.976 7934

Monolines 4804 3557 n/a 2.4

US residential mortgages

Sub-prime 353 n/a 1792

Alt-A 1071 n/a 2.2.32 53

Other non-agency 43 n/a 794

1467 -.319

US commercial mortgages 437 95 87 1809 97

Leraged finance

Held-for-trading 103 1088 64 i199. 99

Loans and receivables 5920 n/a 2. na

6023 1088 1.11.6

CLO8 520 240 81 399

9423

CDS hedging 1.642
Total net of CDS hedging 7781

Notes

Net of hedges and lte-dvns

Figures represent the Groups remaining net ercposure to Its preniously reported credit market exposures

Includes commitments to lenri

Additional disclosures on these and other related exposures can be found In the rest of this document as follows

Disclosure Section Sub-section Page

Further analysis Risk management Credit market and related disclosures 122 144

Valuation aspects Financial statements Note Financial instruments 201 206

Valuation of financial instruments Financial statements Critical accounting policies 186 187

general and level Note 11 Financial instruments 199 206

Reclassification of financial instruments Financial statements Note 11 Financial instruments 208

Asset-backed COOs Risk management Market risk 109

Notes

ills preparing these disclosures the Group took Into coneideralion the leading practice recommendations of the Financial Stability Forum issued in April 2008 and the reporl of the IASB Advisory

Panel measuring and disclosing fair value of financial inslruments in markets that are no longsr acitve Issued In October 2008
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Business review continued

Operating expenses

2008 2008

Administrative expenses

Staff costs 7726 9345 10.241 0.38

Premises and equipment 2084 1.60 2593
Other administrative expenses 4315 3767 5464 7.969

Total administrative expenses 14125 4921 18298 2019

Depreciation and amortisatlon 1791 1607 3.154 1932
Write-down of

goodwill and other intangible assets 32.581

15916 166 IC 54033 0.942

Note

Pro forma excludes one-off Items write-dawn of goodwill and ohm intangible assets purchased intangibles amortisatirer integration costs restructuring costs and share of shared assets

2008 compared with 2007 pro forma

Operating expenses excluding purchased intangibles amortisation and

integration costs fell by 4% 702 million to 15916 million with cost

growth in the Groups core retail and commercial banking franchises

offset by efficiency programmes and significant reduction in Global

Banking Markets staff costs

The Groups ratio of operating expenses excluding one-off items write-

down of goodwill and other
intangible assets purchased intangibles

amortisation integration Costs restructuring costs and share of shared

assets to total income was 59.2% compared With 49.5% in 2007

largely reflecting the impact on income of the years difficult market

conditions

2008 compared with 2007 statutory

Operating expenses increased by 40091 million to 54033 million

primarfiy reflecting the write-down of goodwill and other intangible

assets of 32581 million
following

review of the carrying value of

goodwill and other purchased intangible assets Cost growth in the

Groups core retail and commercial banking franchises was offset by

efficiency programmes and significant reduction in Global Banking

Markets staff costs The 2008 costs reflect full year of the retained

ABN AMRO businesses in comparison with 76 days in 2007

The Groups ratio of operating expenses to total income was 208.9%

compared with 45.9% in 2007 largely reflecting the impact on income

of the years difficult market conditions and the write-down of goodwill

and other intangible assets
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Integration costs

2008

Em

503 18

25

Integration costs in 2008 were 1050 million compared with 108 million in 2007 The significant increase reflects full year of integration costs

being Incurred in respect of the AEN AMRO acquisition compared to 76 days in 2007

Accruals in relation to integration costs are set out below

At Currency Charge Utifised At

31 December translation to income durIng 31 December

2007 adlustments statement the year 2008

Em Em Em Em Em

Staff costs 503 502

Premises and equipment 25 26
Other 522 521

1050 1049

Restructuring costs

2008

Em

Staff costs 251

Premises and equipment 15

Other administrative_expenses 41

307

Accruals in relation to restructuring costs are set out below

At Currency Charge IJIllised At

31 December translation to Income durIng 31 December

2007 adJustments statement the year 2008

Em Em Em Em

Staff costs 33 251 284

Premises and equipment 15 15

Other 10 41 51

43 307 350

Staff costs

Premises and equipment

Other administrative expenses 486 2.6

Depreciation and amortisation 36 60

1050 10i
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Business review continued

Impairment

New impairment

less recoveries of amounts previously written-off

Charge to income statement

Comprising

Loan impairment 6478 2682 7091 1.945

Impairment of available-for-sale securities 484 ii 981 22

Charge to income statement 6.962 2164 8.072 1.968

Naa

Pro lorma exdudes impairment losses on reciassified assets

2008 compared witi 2007 pro torm

Credit impairment losses excluding reclassified assets increased to

6962 million in 2008 compared with 2104 million in 2007 The Group

experienced pronounced deterioration in Impairments during the year

as financial stress spread to broad range of customers The greatest

increase in impairments occurred in Global Banking Markets

However the Regional Markets businesses in all geographies also

experienced noticeable increase in impairments during the year

particularly
in the UK SME and US personal segments

Total balance sheet provisions for impairment amounted to 9451

million compared with 4956 million in 2007

Total provision coverage the ratio of total balance sheet provisions for

impairment to total risk elements in lending decreased from 60% to

50% The ratio of total balance sheet provisions for impairment to total

risk elements in lending and potential problem loans also decreased to

50% compared with 59% in 2007

2008 oornpared wili 2007 statutory

Credit impairment losses increased to 8072 million in 2008 compared

with 1968 million in 2007 The Group experienced pronounced

deterioration in Impairments during the year as financial stress spread

to broad range of customers The greatest increase in impairments

occurred in Global Banking Markets However the Regional Markets

businesses in all geographies also experienced noticeable increase in

impairments during the year particularly in the UK SME and US

personal segments

Total balance sheet provisions for impairment amounted to 11016

million compared with 6452 million in 2007

Total provision coverage the ratio of total balance sheet provisions for

impairment to total risk elements in lending decreased from 60% to

52% The ratio of total balance sheet provisions for impairment to total

risk elements in lending and potential problem loans also decreased to

51% compared with 57% in 2007

2008

Em

7223 2379

261 275
6962 2164

2008

Em

8.391 211

319 342

8072 1968
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Expected tax credit/charge

Non-deductible goodwill impairment

Unrecognised timing differences

Other non-deductible items

Non-taxable items

Taxable foreign exchange movements

Reduction in deferred tax liability following change in the rate of UK corporation tax

Foreign profIts taxed at other rates

Losses in year not recognised

Losses brought forward and utilised

Adjustments in respect of prior periods

Actual tax credit/charge

11 8292

274 29 274 29

323 222 330 292

491 99 491 693

80 16 80

99 1691

271 203

942 942

11 11
352 i87 352 36

1280 1719 2323 2944

On statutory basis the effective tax rate for the year was 5.7% 2007 20.8% The tax credit is lower than that arising from applying the standard

rate of UK corporation tax of 28.5% to the loss for the period principally due to non-deductible goodwill impairment and certain carried forward

losses on which no tax relief has been recognised The effective tax rate on pro forma basis was 15.7% 200719.1%

Taxation

2008 YJi 2008

Em Em

Tax 1280 1719 2323 9944

UK corporation tax rate 28.5 30.0 28.5 300

Effective tax rate 15.7 91 5.7 20.8

Note

Pro forms excludes the tax effect on the wflte-down of goodwill mid other Intangible assets of 715 m8ion

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

2008 2008

Em .rn Em

2316 1689 11590 272
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Business review continued

DMslonal performance divisions control their direct expenses whilst Manufacturing is

The results of each division on both the statutory and pro forma basis responsible for shared costs In 2008 the Group did not allocate these

are set out below The pro forma divisional results are stated before shared costs between divisions in the day-to-day management of its

credit market write-downs and one-off items amortisation of purchased businesses and the way in which divisional results are presented

intangible assets write-down of goodwill and other intangible assets reflects this However in order to provide basis for market comparison

integration costs restructuring costs share of shared assets and after the pro forma results below also include an allocation of Manufacturing

allocation of manufacturing costs where appropriate Group operating costs to the customer-facing divisions on basis management

profit The Group manages costs where they arise Customer-facing considers to be reasonable

2008

Ler

Global Markets

Global Banking Markets 3570 10515
Global Transaction Services 1339 1818

Total Global Markets excluding credit market write-downs and one-off items 2231 83 8697

Regional Markets

UK Retail Commercial Banking 3283 5679 /25

US Retail Commercial Banking 524 883

Europe Middle East Retail Commercial Banking 70 429

Asia Retail Commercial Banking 113 127

Total Regional Markets 3764 7.118

RBS Insurance 780 1020

Group Manufacturing 4793
Central items excluding one-oft items 2.233 675
Share of shared assets 300
RFS Holdings minority interest 41

Underlying profltlloss 80 6286 it

Credit market write-downs and one-off items 6107
Amortisation of purchased intangibles 443

Integration
and

restructuring costs 1.357

Write-down of goodwill and other intangible assets 32581

Group operating loss/profit 6027 40.667 0.8

The performance of each of the divisions is reviewed on pages 51 to 67

Pvc forma Statutory taty
2008

Liii

Pro forma Group operating loss/profit Is before purchased intangibles amortisation write-down of goodwill and other intangible assets integration

costs restructuring costs and RBS share of consortium shared assets

Risk-weighted assets of each division were as follows

Global Markets

Global Banking Markets

Global Transaction Services

Total Global Markets

Regional Markets

UK Retail Commercial Banking

US Retail Commercial Banking

Europe Middle East Retail Commercial Banking

Asia Retail Commercial Banking

Total Regional Markets

Other

BaselU

31 December

2008

Lbn

278.5 21I.t .23.1

19.6 3.8 8.1

298.1 228.1 22.1

152.5 53.1 1131.0

78.0 00

30.9 10 36.1

6.4 29 3.3

267.8 212

11.9 0.3 9.8
..

577.8 .33 4.3.1
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Global Markets Global Banking Markets

2008

4r

Net interest income from banking activities 4034 2.2k 1544

Net fees and commissions receivable 1562 2.35

Income from trading activities 4043 4.407 1.09

Other operating Ilicome net of related funding costs 575 1.105

Trading asset write-downs 5.776

Non-interest income before credit market wntedowns 40486657001
Total income before credit market and other trading asset write-downs 4438 10.50.10 0.505

Credit market write-downs and one-off items 6958 .71St .775

Total income 2520 9.104 78

Direct expenses

staff costs 2687 .155.3 2.131

other 1441

operating lease depreciation 224 365 404

4352 Slill 2.09

Contribution before impairment 6.872 3773 3.720

Impairment before reclassified asset impairments 3.177 12 Eli

Reclassified asset impairments 466

Contribution 10.515 so.oi 3.553

Allocation of manufacturing costs iii 479

Operating Ioss/protlt 10.994 2203 3.1352

Operating loss/proflt before credit market write-downs one-off items and reclassified asset impairments 3.570 1.04 5.002

Note

Only pro forma results

thn

Loans and advances 354.3 254

Reverse repos 96.1 .105.9 328.1

Securities 163.2 229.5 2.39.5

Cash and eligible bills 26.1 2ft 20.0

Other assets 52.2 44 .4 .5

Total third party assets excluding derivatives mark to market 691.9 073.8 813.9

Net derivative assets after netting 146.0 04.1 04

Customer deposits excluding repos 105.0 06.7 126.7

Non-performing loans 6.2 1.3 1.0

includes Fair value of own debt but excludes reclassified asset impairments

excluding repos

2008 compared with 2007 pro forma Net interest income grew by 82% to 4034 million with the rates

While Global Banking Markets produced good performances in business benefiting from the declining interest rate environment Before

number of its businesses most notably in rates and currencies the credit market write-downs other one-off items and trading asset write-

turmoil In financial markets severely
affected the divisions results in downs non-interest income reduced by 29% to 6180 million with fees

2008 with
particularly

adverse impact in the fourth quarter GBM and commissions falling as origination volumes declined and income

incurred 5776 million of losses write-downs or reserves largely on from trading activities decreasing by 8% to 4043 million Other

credit trading counterparty risk including CDPCs counterparty failure operating income fell sharply from 1908 million to 575 million

notably Lehman and Madoff and sovereign events as the effects of the reflecting losses incurred on European loan sales and much reduced

down-turn widened In addition losses on previously identified credit gains on other portfolio assets partially offset by the gain on sale of

market exposures totalled 7781 million including impairments of 466 Angel Trains of 570 million

million on reclassified assets These were only partly offset by gains on

the fair value of own debt By business line the rates and currencies business achieved

particularly strong performance in 2008 with high volumes of customer

Total income before these credit market write-downs and unusual items activity and flow trading resulting in an 40% increase in income from

was 10214 million down 6% from 2007 After these items GBM rates trading to 3543 million and 55% growth in currencies income to

recorded negative income of 2520 million Although direct costs were 1697 million The Sempra Commodities joint venture performed ahead

cut by 18% credit impairments rose sharply resulting in 2008 of expectations in the nine months since its formation with GBMs

operating loss of 10994 million commodities income reaching 778 million for the year
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Business review confinued

Equities saw reduced customer flow arid also experienced losses on

illiquid trading positions as markets deteriorated rapidly leading to

drop in income from 1169 million in 2007 to 415 million

In reduced market for debt origination credit markets improved its

market positions in number of key areas such as international bond

issuance Results however were severely affected by the
continuing

market weakness with income even excluding write-downs on

previously disclosed credit market exposures and one-off items falling

by 50% to 1366 million

Asset and portfolio management income remained resilient but some

losses were incurred including on capital and credit exposure

management and income declined by 28% to 2415 million

Direct expenses were reduced Dy 18% to 4352 million with staff

costs falling despite the inclusion of Sempra by 30% to 2687 million

as result of sharp reduction in bonus payments Non-staff expenses

increased by 13% principally reflecting increased transactional legal

and professional costs inflation and foreign exchange movements

offset by reduced operating lease depreciation following the sale of

Angel Trains

Credit Impairments increased sharply to 3643 million including

466 million on assets reclassified out of the held for trading category

following the amendments to lAS 39 issued in October Of the total

impairment charge 2938 million was incurred in the fourth quarter

of 2008 including 918 million relating to the Groups exposure to

Lyondell Basell

GBMs total third party assets were reduced by 182 billion to 692

billion at 31 December2008 reduction of 21% from ayear earlier or

31% at constant exchange rates Within this total loans and advances

to customers were 354 billion an increase of 14% at constant

exchange rates This increase was more than offset by significant

reductions in reverse repos and securities holdings both of which have

been managed down over the course of the year Net derivative assets

totalled 146 billion compared with 64 billion at the end of 2007

Although GBM took steps to reduce underlying risk-weighted assets

these measures were masked by the impact of foreign exchange

movements and of Basel II pro-cyclicality with the result that RWAs at

31 December 2008 totalled 279 billion up 31% from year earlier or

14% at constant exchange rates

Stragic revew

Following the review GBM intends to focus its business around its core

corporate and institutional customer set across the world These clients

are global
in nature and are multi-product users GBM will deploy

capital and resources in support of this customer base and will

continue to arrange and distribute credit loans and bonds and build

sustained competitive advantage in its core financing risk management

and investment products and flow trading businesses

RBS is renewing its commitment to product areas where GBM has

market-leading competitive positions across its customercentric

origination advisory and trading activities It has strong market positions

in loans bonds FX rates commodities and equities and will drive these

businesses restructured where necessary in focused manner around

customers needs GBM will discontinue all illiquid proprietary trading

activities and correlation trading in
equity and credit markets It will

drastically scale back activity In structured real estate leveraged and

project finance and exit lending in these areas entirely All businesses

and notably GBMs asset finance businesses will be managed within

strict capital guidelines

Globally the intention is for GBM to move increasingly towards hub

and-spoke model Risk will be managed from regional hubs It is

intended that distribution and coverage will be delivered from mix of

hub countries and scaled-back presencein some local offices The

aim over time will be to reduce much of the on-shore trading activity

outside the key financial centres

Assets products and geographies that fit GBMs new client-focused

proposition will be defined as coreS and will remain within the division

Assets business lines and some geographies that are non-core will be

transferred to the new Non-Core Bank These non-core activities

accounted for approximately 205 billion of third party assets at end 2006

2008 compared with 2007 statutory

Global Banking Markets contribution fell from 3653 million in 2007 to

loss of 10515 million This sharp decline reflected the effect of the

market turmoil on the enlarged business

Total income before credit market write-downs and one-off items and

trading asset write-downs was 10214 million up 19% The increase

reflects good performances in number of businesses most notably in

rates and currencies and the inclusion of the ABN AMRO businesses

for full twelve months After credit market write-downs and one-off

items and trading asset write-down GBM recorded negative income of

2520 million Direct costs were up by 40% with the inclusion of the

acquired business of ABN AMRO for full year outweighing reduced

bonus payments Credit impairments rose sharply from very low level

E67 million to 3177 million resulting in 2008 operating loss of

10994 million
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Global Markets Global Transaction ServIces

r.f 2U3tUuL/

2008

Em

Net interest income 909

Non-interest income 1563 1350 1.153

Total Income 2.472 2205

Direct expenses

staff costs 392 317 271

other 202 177

594 5.44 442

Contribution before impairment 1878 1551 1320

ImpaIrment 60 15

Contribution 1818 1345 1.115

Allocation of manufacturing costs iii 479

Operating profit 1.339

Lbs

Total third party assets 24.0 22 225

Loans and advances 18.6 57 8.7

Customer deposits 60.9 08 55.8

Note

Only for pro forms results

2008 cOmpared w8h 2007 pro forma

Global Transaction Services grew income by 12% to 2472 million and

operating profit by 12% to 1339 million for the full year 2008 reflecting

the strength and enhanced international capability of its cash

management trade finance and merchant acquiring platforms The

income growth rate was maintained in the second half of the year

despite difficult market conditions

Growth was driven by strong performance in cash management

where income rose 9% to .514 million with good growth in

international cash management markets and steadier growth in UK and

US domestic markets Average customer deposits were 14% higher

mitigating
the impact of lower interest rates International overdrafts

have been re-priced reflecting the increased cost of funds and higher

risk premia during the second half of the yeac Fee income from

payment transactions increased stronglt particularly in the US and

internationally The division was successful throughout the year in

winning new international cash management mandates from existing

RBS Group clients due to the strength of the international payments

platform and network

Trade finance made good progress with income continuing to grow

strongly
in the second half of the year and was up 57% for the full year

GTS has substantially improved its penetration into the Asia-Pacific

market increasing trade finance income in the region by 74% and has

expanded its supply chain finance activities with an enhanced product

suite Margins improved throughout the year reflecting the additional risk

premium in the prevailing market conditions

Merchant services and commercial cards delivered 6% increase in

income to 694 million Acquiring transaction volumes were up 23% in

the year driven by good growth in online volumes but weaker consumer

confidence in the latter part of the year meant that average transaction

values decreased slowing income growth Commercial cards income

saw strong second half growth of 26% and rose 16% for the full year

driven by higher interchange income particularly in the small and

middle markets

Direct expenses rose by 9% to 594 million with second half cost

growth lower than the first half The full year cost growth reflected

investment in
staffing

and infrastructure to support GTSs development

Impairment losses were 60 million up from 15 million in 2007

reflecting in particular the downturn in the global economy and some

growth in defaults amongst mid-corporates and SMEs

Strategic review

GTS remains strategically attractive business for RBS providing

important working capital and payment solutions to the Groups

customers and substantial scope remains to cross-sell global

transaction services to our corporate and financial institutional clients

particularly those in the UK GTS plans to right-size its global network

consistent with developing Europe as its core base it
will retain the

capability to continue to serve both locally and globally all multi-national

customers who are at the heart of the Core GBM proposition whilst at

all times maintaining
service levels during the change The business

also plans to increase efficiency through development of lower cost

front and back-office operating model and explore joint ventures for

growth and selective disposals

2008 with 2007 statutory

Global Transaction Services grew income by 39% from 1778 million to

2472 million and contribution by 38% to 1818 million Those results

reflect strong business performance and full years contribution from

the ABN AMRO acquired business The key driver of this growth has

been the acquisition of the ABN AMRO business With the historic RBS

business contributing year on year growth of 5%

Direct expenses rose by 32% to 594 million reflecting
the full year

costs of the ABN AMRO business

Impairment losses were 60 million up from 14 million in 2007

reflecting in particular the downturn in the global economy and some

growth in defaults amongst mid-corporates and SMEs
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Business review continued

Regional Marketa UK Retail Commercial Banking
fOU4 AntSt

2008

Net interest Income 7090 000t 0.0003

Net fees and commissions banking 2886 3050 3030

Other non-interest income 838 490

Noninterest income 3724 33 3.920

Total income 10814 10303 050t

Direct expenses

staff costs 1978 1.2iO 39
other 1193 .36 10/5

3171 2990 2.905

Contribution before impairment 7643 7.593

Impairment 1964 343 1365

Contribution 5679 5.220 5.225

Allocation of manufacturing Costs 2396 2240

Operating profit 3283 O22

Note

II Only kw pro forms results

bn

Total banking assets 249.4 25233 232.8

Loans and advances to customers gross

UK Retail Banking 117.5 113 t1.2

UK Corporate Commercial Banking 110.4 2.3 99.3

UK Wealth 10.1 8.4

Customer deposits 186.1

Investment management assets excluding deposits 22.5 28 /5.13

Non-performing loans 7.9 4.5 5.5

net of Insurance daons

exdudlng bancassurance

2005 corrtpwod with 2007 pro forma and
statutory

UK Retail and Commercial Banking retains an extremely strong

franchise and represents the core of the RBS GroupL Howeveç the

external environment over the next few years will present significant

challenges with pressure on income as result of very low interest

rates lower fee income and impairment costs likely to increase further

The business plans to respond to this environment through reducing

costs and increasing productivity by investing in online service

channels automation or activities and re-design of end-to-end

processes The business will tailor the cost of service for different client

segments more closely to their value generation

Wealth management remains strong growth opportunity and the

business plans to pursue more consolidated approach to the market

through more co-ordination across the multiple brands with which it

currently faces the market whilst investing in additional Relationship

Managers and platform functionality

The division will pursue above market growth in customer deposits to

improve its funding contribution to the Group and will diversify its

customer lending reducing its exposure to commercial property

54 RBS Group Artn..al Raport ana Apjn 2005



Regional Markets UK Retail Commercial Banking

UK Retail Banking

pr

2008

Net interest income 4390 72 41
Net fees and commissions banking 2186 2331 2.33.1

Other non-interest incom 218 271 271

Non-nterest income 2.404 2122 2622
Total Income 6794 6794 8.774

Direct expenses

staff costs 1.258 1288 12Ff

other 574 34 343

1832 16 1311

Contribution before impairment 4.962 4983 4.983

Impairment 1281 1.124 Lr71

Contribution 3681 799 97
Allocation of manufacturing costs ii 1917 732

Operating profit 1.764 2707 3.723

Note

Only pro forma results

Loans and advances to customers gross

mortgages 74.9 77.4 87.4

personal 6.2 17 .1

cards 6.4 7.8

business 20.0 137 137

Customer deposits 95.9 96.1

Investment management assets excluding deposits 5.7 7.2

Non-performing loans 4.8 4.3 .1.3

net of insurance claims

customer deposits mcclude bancassurance

2008 compared with 2007 pro forma arid
statt6ory

Despite an economic environment which became markedly weaker in

the second half of the year UK Retail Banking which includes both

personal and small business banking held income and direct costs in

line with 2007 However the deterioration in the macroeconomic

environment resulted in an 8% increase in impairment losses

Consequently operating profit decreased 12% 243 million to 1764
million In the personal segment RBS retained top position and NatWest

was again joint second for customer satisfaction amongst main high

Street banks The business segment has continued to grow maintaining

market leadership with share of 26% alongside 23% of the start-up

market UK Retail continues to maintain availability of lending while

managing risk exposure and focusing on supporting customers through

difficult economic environment

Net interest income increased 5% to 4390 million as result of strong

balance sheet growth Net interest income performance in the personal

segment was strong up 7% as result of good volume growth coupled

with improving new lending margins The small business sector has

seen more pressure on asset margins from increased funding costs

which has restricted net interest income growth to 4% Average loans

and advances to customers increased 7% and average deposits were

up 6% with personal savings growing 9% and small business deposits

growing 3% At year end deposit balances were in line with 2007 levels

reflecting increasing competitive pressure in slowing market Net

interest margin reduced from 3.92% to 3.85% reflecting increased

funding and
liquidity costs

UK Retail mortgage balances grew 11% despite more muted demand in

the second half and net mortgage lending market share increased to

19% 2007 2% Small business lending grew 7% despite significant

contraction in demand Personal unsecured lending slowed however

particularly in the second half of the year Further the sale of Tesco

Personal Finance TPF reduced personal unsecured balances at 31

December 2008 by 1.9 billion though income of 285 million from TPF

was included up to the date of the sale completion on 19 December

Non-interest income net of claims declined 8% to 2404 million

Bancassurance sales grew 3% to 353 million annual premium

equivalent in the year however the negative performance of debt and

equity markets reduced investment income by 48 million Excluding

this underlying non-interest income declined 6% reflecting reduced

demand for unsecured lending and lower sales of payment protection

insurance

Direct expenses increased 1% to 1832 million Direct staff costs

reduced 1% reflecting increased efficiency Other direct costs rose by

5% as result of increased investment in selected business lines
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Business review continued

During 2008 the division almost doubled the number of branches open

on Saturday and introduced 1000 MoneySense advisers into branches

to provide impartial advice to customers on managing their money

Impairment losses Increased 8% to 1281 million with an increase in

small business delinquencies and personal impairments reflecting the

changed economic environment particularly in the second half In the

small business segment impairments increased to 158 million 2007
80 million In the personal segment the increase in impairments has

been more modest with mortgage impairment charges at 33 million

2007 21 million on total book of 74.g billion while unsecured

personal lending impairments remained level with 2007 at 1091 million

2007LI 084 million Higher Loan-to-Value ratio mortgages have

been restricted and affordability criteria tightened The average LW for

new business was 67% 2007 62% Repossessions represented

0.06% of outstanding mortgage balances at 31 December 2008

compared with Council of Mortgage Lenders average at December

2008 of 0.21%

Risk weighted assets totalled 63.8 billion at year end fall of 3% from

January 2008 The upward pressure from procyclicality especially on

the mortgage book and book growth was offset by the disposal of TPF

and improvements in Basel II methodologies
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R.glonal Markets UK Retail Commercial Banking

UK Corporate Commercial Banking

2008 tflf

Net interest income 2130 1.990 1990

Net fees and commissions 450 425 420

Other non-interest income 581 352 592

Norinterest Income 1031 517 1.017

Total Income 3.161 C07 3.007

Direct expenses

staff costs 486 31 431

other 529 457 197

1.015 993 095

Contribution before impairment 2146 2109 2.109

impairment 671 IOU 180

ContributIon 1475 929 1.525

AVocation of manufactuilng costs 359

Operating profit 1.116 1.3.9 122

Note

Only pro forms results

bn .4

Loans and advances to customers gross 110.4 99.3 3393

Customer deposits 64.3 5932

Non-performing loans 3.0

2008 cornproci w4li 2007 pro fernt and statutory Direct expenses increased 13% to 1015 million reflecting 26% rise

UK Corporate Commercial Banking experienced solid performance in operating lease depreciation to 401 million due to higher volumes

in the first half of 2008 with the second half of 2008 being impacted by as well as additional provisions of 54 million for lower residual values

the marked deterioration in economic conditions Total income in the Lombard vehicle leasing business Direct expenses excluding

increased 5% to 3161 million and contribution before impairments operating lease depreciation increased by 6% to 614 million with cost

increased by 2% Growth in impairments especially in the second half growth reflecting
the recruitment of additional relationship managers in

of the year resulted in 30% fall in operating profit to 1116 million 2007

Net interest income increased 7% to 2130 million Average loans and Impairment losses totalled 671 million sharp increase from the

advances were 18% higher than 2007 reflecting the Groups continuing historically low levels seen in 2007 48% of the charge related to house

support for the UK economy New business margins widened in the builder and property development companies Losses were

second half to reflect increasing
risk premia however higher funding concentrated in the smaller end of the corporate sector although

costs on the back book suppressed growth in net interest income number of specific exposures in the larger corporate sector have also

impacted the charge The commercial businesses charge was 368

Average deposit balances increased 3% The deposit market continues million 2007 100 million and the corporate business charge was

to see acute competition in number of sectors affecting margins 303 million 2007 80 million

Overall net interest margin decreased from 2.39% to 2.15% due to

increased funding and liquidity costs and strong growth in relatively The performance of our commercial property book remains under close

lower margin Corporate products watch Average L1Vs in the UK portfolio is 68% and less than 5% of the

portfolio has LTVs greater than 85%

Non interest income increased 1% to 1031 million 2007 benefited

from the profit on disposal of the Securities Services Group business RWA growth has been constrained by improvements in Basel II

adjusting for this underlying growth in non interest income was 6% This methodologies and active risk management which have offset growth in

strong performance reflects increased sales of interest rate and the underlying balance sheet and the impacts of procyclicality

currency risk management products
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Business review continued

Regional Markets UK Retail Commercial Banking

UK Wealth

2008

Net Interest income 570 556 505

Net fees and commissIons 250 254 254

Other non-interest income 39 27 27

Non-interest income 289 251 201

Total Income 859 707 787

Direct expenses

staff costs 234 222 222

other 90 04 64

324 256 205

Contribution before impairment 535 501 55

Impairment 12

Contribution 523 411

Allocation of manufacturing costs 120 12

Operating profit
403 3335 4337

Note

Only pro torrna results

bn

Loans and advances to customers gross

mortgages 5.2 4.2 1.2

personal 3.7 5.5

other 1.2 1.1

Customer deposits 25.9 /1

Investment management assets excluding deposits 16.8 33.4 0.5

Non-performing loans 0.1

2000 cotupared with 2007 pro forms and statutory Non interest income grew by 3% to 289 million as higher fee income

UK Wealth delivered robust growth with total income increasing by 9% was offset by lower investment income Although average assets under

to 859 million and operating profit increasing by 5% to 403 million management were 4% higher than in 2007 lower stock market levels in

the latter part of the year reduced assets under management by 11%

UK Wealth generates earnings from both private banking and to 16.8 billion

investment services and this has enabled the division to maintain

strong organic growth despite the deterioration in
global market Direct expenses rose by 13% to 324 million partly due to increased

conditions Coutts Co performed particularly well with contribution headcount and higher deposit protection scheme contributions

up by 15%

Impairments rose from million in 2007 to 12 million and represented

Average loans and advances to customers rose by 17%and average approximately 0.1% of the total UK lending book

customer deposits by 11% underpinning 13% rise in net interest

income to 570 million
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Regional Markets US Retail Commercial Banking

2008

Net interest income 2106 1.977 195

Non-interest income 904 846

Total income 3.010 2781 ff31

Direct expenses

staff costs 675 .98

other 411 764

1.086 062

Contribution before impairment 1.924 19 1.81

Impairment core 722 177 77

lmpairmentSBO 319 6t 163

Contribution 883 14jq 1479

Allocation of manufacturing costs 359

Operating profit 524

Note

1OnIy pro fornia results

U5$ba 1710

Total assets 151.8 I09 1592

Loans and advances to customers gross

mortgages 15.7 9.1

home equity 34.8 35.9 35.9

otherconsumer 21.3 216 2L5

corporate and commercial 41.2 i7.vl 37.6

Customerdeposits 94.3 ios 10E33

Non-performing loans 1.1 0.6 20

Average exchange rateUS$/ 1.853 2.001 2.001

Spot exchange rate US$/ 1.460 294 204

2008 compared with 2007 pro forma and statutory
Direct expenses increased by 5% to $2012 million reflecting increased

US Retail Commercial Banking held income steady in 2008 at $5578 costs from the expansion of the commercial banking relationship

million but experienced sharp increase in impairment losses as management teams write-downs on mortgage servicing rights and

economic conditions progressively worsened over the course of the higher costs related to loan work-out and collection activity

year As result operating profit declined to $972 million down 57%

in sterling terms total income increased by 8% to 3010 million while Credit conditions worsened significantly over the course of the year as

operating profit declined by 54% to 524 million the housing market continued to deteriorate and unemployment rose

exacerbating already challenging conditions Impairment losses totalled

Total income of $5578 million was essentially unchanged with 11% $1929 million up 184% from 2007 reflecting the deterioration in

growth in commercial banking to $1231 million offsetting 2% decline economic conditions

in retail banking income to $4347 million Both segments were affected

by the deterioration in credit conditions with retail contribution down 58% in the core US Retail Commercial portfolio 2008 impairment losses

to $926 million and commercial contribution down 7% to $711 million totalled $1337 million with marked increase in the second half

Consumer non-performing loans represented 0.37% of core home

Overall net interest income grew modestly offset by small decline in equity balances and 1.20% of residential mortgage balances While

non-interest income Average loans and advances to retail customers there has been decline in some customers credit scores in line with

decreased as result of the slowing economy and tighter underwriting weakening economic conditions refreshed weighted average FICO

standards but this decline was offset by continued strong growth in scores for consumer real estate-secured lending at 31 December 2008

corporate and commercial lending Core customer deposits declined by was approximately 740 with weighted average LW of 63% Stress has

5% and the division further reduced its reliance on brokered deposits emerged in all consumer segments during the second half of the year

by 80% leading to an overall decline of 11% in total customer deposits with increased delinquency in core home equity up 10bps to 0.86%

Net interest margin was held steady at 2.73% reflecting widening asset and auto up 94bps to 2.78% US Retail Commercial does not

margins and management of savings rates in competitive deposit market originate negative amortization mortgages or option adjustable rate

mortgages Closing provision balances for the core portfolio were

$1303 million compared with $777 million at the end of 2007
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Business review continued

Credit quality has continued to detenorate sharply in the externally

sourced home equity portfolio the Serviced By Others SBO portfolio

This portfolio now managed by separate work-out group and in run

off has been reduced by $1.5 billion over the last year to $7.1 billion at

31 December 2008 Non-performing SBO loans represent 2.66% of

S8O balances Impairment losses in relation to the SBO portfolio

totalled $592 million for 2008 with $268 million incurred in the second

half of 2008 compared with $324 million in the first halt Closing SBO

provision balances amounted to $474 million at 31 December 2008 up

from $413 million at 30 June 2008 providing coverage ratio of 2.5

times non-performing loans

The overall commercial loan portfolio has begun to show signs of stress

with marked dete1oration in the commercial real estate book

Impairments In the commercial and industrial portfolio including lease

financing totalled $212 million or 0.74% of balances Total Impairments

within the commercial real estate portfolio were $177 million or 1.63%

of balances

The US business has continued to evaluate opportunities to optimise

capital allocation by exiting or reducing exposure to lower growth or

sub-scale segments In the fourth quarter 18 rural branches in the

Adirondacks region were sold to Community Bank System An

agreement has also been announced to sell the Indiana retail branch

banking network consisting of 65 branches and the business banking

and
regional banking activities to Old National Bank

Strategic review

Citizens has
high quality retail and commercial banking franchise in

the north eastern US New England and the Mid Atlantic are attractive

banking markets and Citizens is well positioned
in them in terms of

market share and key local market coverage The business intends to

invest In this core business through Increased marketing activity and

targeted technology investments whilst reducing activity in its out-of

footprint national businesses in consumer and commercial finance This

strategy
will allow Citizens to become fully funded from its own

customer deposits over time and will support low risk profile
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Regional Markets Europe Middle East Retail Commercial Banking

2008

Net interest income 1152 115 1.0

Net fees and commissions 320 265 210

Other non-Interest income 46 137

Non-interest Income 366 372 332

Total income 1518 433 1.345

Direct expenses

staff costs 404 330 507

other 159 173 152

563 503

Contnbution before impairment 955 235

ImpaIrment 526 135

Contribution 429 709 703

Allocation of manufacturing costs 359

Operating profit
70 653 /739

Note

Only kx pro tma results

the

Total assets 66.4 135.1

Loans and advances to customers gross

mortgages 24.6 1153 8.3

corporate 33.4 35
other 3.7 4.2 45

Customer deposits 25.0 22.0

Non-performing loans 3.3 1.7

2008 compared with 2007 pro lorme year has been offset by increased funding costs associated with the

The significant deterioration in global and local market conditions has wholesale funding market dislocation Other income was 12% lower

impacted the main Europe Middle East markets with operating profit than in 2007 reflecting slowdown in particular in the bancassurance

falling to 70 million 85% lower than in 2007 The main driver of this and wealth businesses

reduction has been an increase of 390 million in impairments albeit

from low base reflecting deterioration in credit quality particularly in Average mortgage balances in Ulster Bank were 11% higher than 2007

the property and construction sectors as economic conditions have New mortgage volumes in the second half of the year were significantly

slowed Operating profit excluding impairment losses held steady at lower than in the first six months although levels of redemptions have

596 million also fallen

Total income was up 80 million 6% to 1518 million benefiting from Average deposit balances in Ulster Bank were largely flat year-on-year

movements in exchange rates Adjusting for this income declined by reflecting the highly competitive market for resources in Ireland in 2008

5% While average loans and deposits grew by 25% and 13% Deposit flows in Ulster Bank were strong in the latter part of the year

respectively net interest margin reduced by 21bps in the year to 2.02% and into the early months of 2009 During 2008 we opened 119000

impacted primarily by higher funding costs and the effect of new current accounts driven by particularly successful current account

discontinued businesses Direct expenses were up 12% to 563 million switcher and student campaigns

At constant exchange rates direct expenses were flat reflecting the

benefit of cost saving initiatives Impairment losses rose to 526 million Direct expenses rose by 8% to 432 million reflecting
the full year

from 136 million reflecting the economic environment impact of the now completed investment programme in Ulster Banks

footprint and operations Cost growth in the second half of 2008 was

In sterling terms the results have been materially
affected by the significantly lower reflecting disciplined management of the cost base

movement in the euro exchange rate and references to percentage

movement in the following analysis are in constant currency terms Impairment losses in Ulster Bank rose to 394 million reflecting the

impact on credit quality of the slowdown in the Irish economy with the

Ulster Bank operating profit fell 76% to 117 million Total income final quarter showing notable decline in both activity and sentiment This

decreased by 2% to 1269 million net interest income increased by was reflected in significantly increased flow of cases into the problem

1% with average loans and advances to customers up 12% in the year debt management process

The benefit from the growth in lending particularly in the first half of the
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Business review continued

In January 2009 Ulster Bank announced its intention to adopt single

brand strategy under the Ulster Bank brand This will see the merger of

the operations of Ulster Bank and First Active in the Republic of Ireland

RI by the end of 2009 This action is being taken to strengthen the

Ulster Bank Group franchise by positioning it to deal with the prevailing

local and global
market conditions number of cost management

Initiatives have also commenced across the business

Ulster Bank has launched series of initiatives to support its customers

in this difficult economic period We announced in February 2009 that

we will be making significant
funds available to the Northern Ireland

NI SME market similar announcement will be made in the coming

weeks regarding the RI SME market Ulster Bank has also indicated that

it is adopting the RBS Group pledge regarding certainty of overdraft

limits for this sector

The Momentum and Secure Step mortgages have been launched in NI

and RI respectively to support First Time Buyers and the Bank has

confirmed its pledge of six-month moratorium to mortgage customers

facing potential repossession In support of our retail customers across

the Island of Ireland the Groups MoneySense programme Is being

rolled out with trained advisers being introduced to all Ulster Bank

branches

Outside Ireland Europe Middle East Retail Commercial Banking

continued to trade satisfactorilM although our markets In the United Arab

Emirates Romania and Kazakhstan have also experienced marked

slowdown in the past year In JAE where we are market leader in

credit cards with over 430000-cards in issue credit card revenue

increased 22% in the year

The sale of the European Consumer Finance business to Santander

was completed on 1st July 2008 while the Imagine business in Spain

was sold to Bank of America in the second half of 2008 The former

ABN retail business in Russia was also closed during the year

Strategic review

Ulster Bank which remains core part of the Groups global banking

operations has strong franchise in both Northern Ireland where it Is

the leading bank and the Republic of Ireland where it is overall the

third-positioned bank It has the product and distribution capability to

grow profitably and well in normal market conditions However the

economic difficulties that the Irish markets currently face are expected

to persist for some time Ulster Bank has been pro-active in responding

to these market conditions through programme of initiatives The

business plans to manage its balance sheet over the medium term with

particular focus on reducing risk concentrations as market conditions

allow whilst increasing and diversifying its customer deposit base

The EME Retail and Commercial franchises outside of Ireland lack

scale and breadth They would require very significant Investment of

capital and management resource to be able to achieve levels of

shareholder return equivalent to those possible from more established

core franchises in the Group The Retail and Commercial businesses in

EME outside of Ireland will be transferred to the non-core division We

have commenced review to consider future options for these

businesses including options for sale

20013 compared with 2007 statutory

Total income was up 172 million 13% at 1518 million benefiting from

the full year of the AGN AMRO businesses and movements in exchange

rates Direct expenses rose by 104 million 23%

Impairment losses rose sharply to 526 million from 118 million in

2007 leading to decline in contribution of 340 million to 429 million

Contribution before impairment losses increased by 68 million
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2008 compared with 2007 pro ferma

Asia Retail Commercial Banking increased income by 12% to 781

million but the continued deterioration in market conditions during the

second half of the year resulted in an operating loss of 113 million

Comparisons with the previous year are affected by the marked

weakening of sterling over the course of the year

Affluent banking income slowed markedly in the second half of 2008

due to reduced structured product and equity fund sales as investors

stayed out of volatile markets Despite this Royal Preferred Banking

client numbers have increased by 13% and assets und management

in the affluent segment have increased by 3%

Credit cards and consumer finance credit metrics have
continually

been

reviewed over the period resulting in further
tightening

of consumer

lending policies This has led to lowerlevels of card and loan

acquisition There has also been slowdown in the number of card

transactions Despite this the cards and consumer finance business

reported income growth of 20% with corresponding increase in

consumer net receivables

Business banking has seen strong growth across most regions with

revenue increasing by 28% having performed particularly well in the

Indian Pakistani and Chinese markets

RBS Coutts offering of private banking and investment services

continued to deliver good income growth of 19% and strong levels of

client acquisition up 5% in the year Net interest income grew 56% on

the back of strong banking volumes though this was offset in part by

weaker sales of equity-related investment products and lower assets

under management Despite adverse financial markets and significant

levels of client deleveraging assets under management in the

international wealth business grew by 8%

Total assets under management for the division at 31 December 2008

were 7% higher than year earlier at 21.2 billion while customer

deposits were 40% higher at 15.1 billion partly reflecting exchange

rate movements

Direct expenses rose by 30% to 483 million reflecting higher collection

costs and continued investment in the Groups infrastructure in the

region including the recruitment of additional experienced private

bankers in RBS Coutts Asia

Impairments increased by 44% to 171 million reflecting an increase in

provisioning levels across number of consumer finance markets in the

region

Sitategic review

Asia Retail Commercial Banking has operations in number of

countries across the region However the franchise is thinly spread and

in general has not yet achieved significant scale The Retail and

Commercial businesses in Asia will be transferred to the non-core

division We have commenced review to consider future options for

these businesses including options for sale RBS Coutts will remain

core business

2008 compared with 2007 statutory

Total income rose by 426 million to 781 million largely reflecting the

full year contribution from the acquired ABN AMRO businesses

Direct expenses rose by 243 million to 483 million

Impairments increased from 24 million to 171 million reflecting the

full year impact of the acquired ABN AMRO businesses which are

predominately consumer focused

Regional Markets Asia Retail Commercial Banking

rrctOr

2008

Net interest income 379 221 123

Net fees and commissions 309 3373 lui

Other non-interest income 93

Non-interest income 402 47 232

Total income 781 395 351

Direct expenses

staff costs 284 237 -151

other 199 135 20

483 372 241

Contribution before impairment 298 323 15

Impairment 171 119 24

ContributIon 127 204

Allocation of manufacturing costs 240 224

Operating loss 113 720

Nee

Only pro frzma results

bn 10

Total assets 8.3 7.4 74

Loans and advances to customers gross 5.8

Investment management assets excluding deposits 21.2 10.0 99

Customer deposits 15.1 1118

Non-performing loans 0.3 13
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Business review continued

Reinsurers share

Net claims

3857 443

124 81
3.733 .1C 431

2005 cotnpatod with 2007 pro forma and
stttutory

In own-brand non-motor insurance we have continued to achieve good

RBS Insurance made good progress in 2008 With operating profit rising sales through the RBS Group where home Insurance policies in force

by 99 million to record 780 million an increase of 15% Excluding have increased by 33% In addition Privilege and Churchill have grown

the net impact of the 2007 floods and prior year reserve releases home policies by 90% and 13% respectively compared with 2007

operating profit grew by 6% Total income was 90 million lower at mainly due to an increase in online sales as result of successful

5566 million reflecting fall in insurance premium income following marketing campaigns new commercial insurance offering Direct Line

the continuation of the strategic decision to exit less profitable for Business was launched and has grown rapidly over the year with

partnership contracts and the effect of financial market conditions on particularly strong performances in Residential Property and Tradesman

investment income policies Overall own-brand non-motor policies in force have grown by

50% to 5.6 million benefiting from the addition of rescue cover to RBS

Own-brand businesses increased income by 4% and contribution and NatWest current account package customers

before impairments by 13% In the UK motor market the Group

increased premium rates to offset claims inflation and continued to Results from partnerships and broker business confirmed the Groups

target lower risk drivers with price increases concentrated in higher risk strategy of refocusing on the more profitable opportunities in this

categories in order to improve profitability During 2008 selected brands segment where we provide underwriting and processing services to

were successfully deployed on limited number of aggregator web third parties The Group did not renew number of rescue contracts

sites Our international businesses in Spain Italy and Germany and pulled back from some less profitable segments of the broker

performed well with income up 24% and contribution up 37% Over the market As result partnership and broker in-force policies have fallen

last year own-brand motor policy numbers have again begun to by 9% over the last year with corresponding 9% reduction in income

increase and rose by 4% to 7.0 million yet
contribution grew by 27%

RBS Insurance

2008

Earned premiums 5.520

Reinsurers share 227

Insurance premium income 5.293

Net fees and commissions 401
Other income 674 34

Total Income 5566

Direct expenses

staff costs 309

other 462 444

771

Gross claims

Contribution before impairment 1.062

Impairment 42

Contribution 1.020

Allocation of manufacturing costs iii 240 221

Operating profit 780

Note

1OnIy tar pro farma results

In-force policies 000s

Own-brand motor 6964 6.717 73

Own-brand non-motor home rescue pet HR24 5642 7J82

Partnerships and broker motor home rescue SMEs pet HR24 8450 .732 9302

General insurance reservestotal Em 8159 819
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For RBS Insurance as whole insurance premium income net of fees

and commissions was broadly maintained at 4892 million reflecting

7% growth in the Groups own brands offset by 10% decline in the

partnerships and broker segment Other income declined by 8% to

674 million reflecting the effect of depressed financial markets on

investment income

Direct expenses grew by 4% to 771 million in part as result of

accelerated marketing development In own brands including the launch

of Direct Line for Business

Net claims fell by 7% to 3733 million benefiting from ongoing claims

containment and more benign weather conditions Impairments of

42 million reflect impairments recognised in corporate bond and

equities investment portfolios

The UK combined operating ratio for 2008 including manufacturing

costs decreased to 93.8% from 98.0%

Strateciic review

The Group has decided to retain RBS Insurance reflecting the strength

of its franchise as the leading UK personal lines insurer It provides high

quality earnings which are differentiated from the Groups banking

businesses providing valuable diversity and strong returns The

business plans to pursue additional growth opportunities through

building its position in the online insurance aggregator channel through

the bank channels and in the commercial market The business retains

competitive advantage through its market leading brands low cost

operating model and the benefits of scale on its claims costs
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Business review continued

Group Manufacturing
rckur

2008

Em

Staff costs 1197 1.221 005

Other costs 3596 3.2i3

Total manufacturing costs 4.793 44 3773

Ailocated to dMsiorrs 4.793 4.1611

Analysis of manufacturing costs

Technology Services and support functions 1.757 1.7 430

Group Property 1690 16S 1262

Global Operations 1346

Total manufacturing costs 4793 .1.151 773

2008 cornparzi6 with 2007 pro torma

Group Manufacturing costs have increased by 7% to 4793 million in

2008 At constant exchange rates costs rose by 2%

Increasing business volumes have been absorbed through

improvements in productivity Group Manufacturing has maintained high

levels of customer satisfaction while continuing to invest in the further

development of the business Staff costs reduced by 2% 7% reduction

at constant exchange rates primarily reflecting improvements in

productivity

Technology Services and support functions costs increased by 2%

reduced by 3% at constant exchange rates with increases in business

demand balanced by savings delivered across the business

Group Property costs rose by 14% 8% at constant exchange rates

reflecting further development of the Groups Corporate Banking branch

network as well as investment in Manufacturing infrastructure

Global Operations costs increased by 5% 2% at constant exchange

rates Further improvements in productivity enabled us to continue to

absorb increases in volumes and global inflationary pressure Ongoing

investment in process re-engineering across our operational centres

under the Work-Out banner continues to deliver efficiency gains

2008 ompard with 200 statutory

Group Manufacturing costs increased by 27% to 4793 million in 2008

This growth reflects the inclusion of full year of ABN AMRO related

costs 937 million in 2008 whereas 2007 includes only the post

acquisition element of costs 193 million
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Central Items

2008 200/ 2008

Em rn Em

Funding costs 1331 123 1330

Departmental costs 665 665

Other corporate costs 271 1320
1992 12 675 552

Allocation of manufacturing costs 241 2z5

Total central ltems 2233 675 22

exduding one.off items

2005 compareci witl 2007 pro forma 2005 compared wth 2007
statutory

Central costs increased by 26% to 2233 million Central costs increased by 123 million to 675 million

Funding costs rose by 128 million 11% to 1331 million primarily due Funding costs rose by 707 million to 1330 million reflecting higher

to higher cost of funds including those relating to the Bank of England funding costs for the full year following the acquisition of ABN AMRO in

Special Liquidity Scheme The Group seeks to hedge its interest rate October 2007

risk economically and it is not always possible to achieve hedge

accounting in accordance with IFRS The movements in interest rates Departmental costs rose by 227 million to 665 million including the

currencies and inflation indices particularly in the latter part of 2008 full year impact of the acquisition of ABN AMRO
resulted in volatility for accounting purposes leading to charge of

204 million compared with credit of 102 million in 2007 These Other corporate costs amounted to net credit of 1320 million

costs were largely offset by increased dividends from Bank of China compared with net credit of 509 million in 2007 The increase

and benefits from the additional capital raised during the year reflects higher gains in the fair value of own debt and the profit on sale

of Tesco Personal Finance in 2008

Departmental costs rose by 7% to 665 million reflecting an increase

in central function headcount as well as higher Basel II costs

Other corporate items amounted to net credit of million compared

with net credit of 271 million in 2007 The reduction reflects the

Financial Services Compensation Scheme levy of 150 million and

gains realised in 2007
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Business revieW confirued

Employee numbers at 31 December full time equivalents rounded to the nearest hundred

2008

Global Banking Markets 20200 00

Global Transaction Services 4500

UK Retail Commercial Banking 46500 4.20Ci

US Retail Commercial Banking 17600 17.400

Europe Middle East Retail Commercial Banking 7900 734

Asia Retail Commercial Banking 11500 .000

RBS Insurance 16600

Group Manufacturing 44.900 250C

Centre 4300 4.200

174.000 72bU1

Integration
900

Share of shared assets 400 .200

RFS minority interest 24.500 610

Group total 199800 10.1.0
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Consolidated balance sheet

at 31 December 2008

2008 2008

Lin

Assets

Cash and balances at central banks 11830 14212 12400 17405

Loans and advances to banks 129408 711.020 138.197 239460

Loans and advances to customers 731165 70019 874.722 6282313

Debt securities 253098 240130 267549 294005

Equity shares 22094 46 704 26330 33026

Settlement balances 17812 5533 17832 155011

Derivatives 991493 275.146 992559 271401

Intangible assets 16.386 27.5 20.049 49.916

Property plant and equipment 17169 10913 18.949 15745

Deferred tax 5409 18 7082 10

Prepayments accrued income and other assets 20715 6.031 24402 15.66

Assets of disposal groups 67 395 1581 157300

Share of shared assets 2047 27.2.22

Total assets 2218693 i..01006 2401.652 845524

Liabilities

Deposits by banks 261934 053499 258044 312.234

Customer accounts 518461 667.12 639512 052.363

Debt securities in issue 269188 220577 300289 74 72

Settlement balances and short positions 54264 54820 54277 7j2

Derivatives 969396 270.711 971364 272252

Accruals deferred income and other liabilities 23453 27.873 31482 27705

Retirement benefit liabilities 1547 2773 2032 657

Deferred tax 2930 .1.125 4165 5.100

Insurance liabilities 7.480 7.660 9976 0202

Subordinated liabilities 43678 21 012 49154 36.143

Liabilities of disposal groups 859 24220

Share of shared assets 2047 27222

Total liabilities 2154378 1.53627 2321154 /49.100

Minority interests 5436 5.37 21.619 38386

Equity owners 58879 53037 58879 57.0373

Total equity 64315 55.425 80498 1426

Total liabilIties and equity 2218693 1.5000135 2401652 844824

Analysis of repurchase agreements Included aboveean
Loans and advances to banks 58771 174.444 58771 75.9.1

Loans and advances to customers 39289 142116 39313 112.35/

98060 316560 98084 .318206

Repurchaseagreementsandstocklending__

Deposits by banks 83666 161 .862 83.666 153.736

Customer accounts 58143 120062 58143 4.310

141 .809 281924 141 .809 247954
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Business review continued

Overview of condensed consolidated balance sheet pro forma

Total assets of 2218.7 billion at 31 December 2008 were up 623.6

billion 39% compared with 31 December 2007 At constant exchange

rates the increase was 313 billion or 16%

Loans and advances to banks decreased by 81.6 billion 39% to

129.4 billion Reverse repurchase agreements and stock borrowing

reverse repos were down by 115.7 billion 66% to 58.8 billion

Excluding reverse repos bank placings increased by 34.1 billion

93% to 70.6 billion

Loans and advances to customers were up 31.0 billion 4% at 731.2

billion Within this reverse repos decreased by 72% 102.8 billion to

39.3 billion Excluding reverse repos lending rose by 133.8 billion

24% to 691.9 billion reflecting both organic growth of 44.8 billion 7%

and the effect of exchange rate movements of 89.0 billion
following the

weakening of
sterling dunng the second half of 2008

Debt securities increased by 12.3 billion 5% to 253.1 billion and

equity shares decreased by 24.6 billion 53% to 22.1 billion

principally due to changes in Global Banking Markets

Movements in the value of derivatives assets and liabilities primarily

reflect changes in interest and exchange rates together with an 7%

growth in trading volumes on constant currency basis

Intangible assets declined by 11.2 billion 41% to 16.4 billion

reflecting an impairment of 16.9 billion partially offset by exchange

rate movements of 5.7 billion and goodwill
of 0.2 billion arising on the

Sempra joint venture

Deferred tax assets increased 3.7 billion to 5.4 billion
principally due

to carried forward trading losses

Prepayments accrued income and other assets were up 4.1 billion

25% to 20.7 billion

Deposits by banks declined by 41.6 billion 14% to 261.9 billion This

reflected decreased repurchase agreements and stock lending

repos down 78.2 billion 48% to 83.7 billion partly offset by

increased inter-bank deposits up 36.6 billion 26% to 178.3 billion

Customer accounts were down 38.7 billion 7% to 518.5 billion Within

this repos decreased 61.9 billion 52% to 58.1 billion Excluding

repos deposits rose by 23.3 billion 5% to 460.3 billion

Settlement balances and short positions were down 35.6 billion 40%

to 54.3 billion reflecting reduced customer activity

Accruals deferred income and other liabilities decreased 4.4 billion

16% to 23.5 billion

Retirement benefit liabilities increased 1.3 billion to 1.5 billion due to

reduced asset values only partly offset by the effect of increased

discount rates

Deferred taxation liabilities decreased by 0.8 billion 21% to 2.9 billion

due in part to the sale of Angel Trains

Subordinated liabilities were up 15.6 billion 56% to 43.7 billion

reflecting the issue of 2.0 billion dated loan capital the allocation of

6.5 billion ABN AMRO subordinated liabilities from consortium shared

assets and the effect of exchange rate and other adjustments 8.1 billion

partially offset by the redemption of 1.0 billion of dated loan capital

Equity minority interests increased by 1% to 5.4 billion Attributable

profits of 0.4 billion 0.8 billion equity raised as part of the Sempra

joint venture and other equity raised 0.3 billion and the effect of

exchange rate movements of 1.2 billion were partially offset by equity

withdrawals of 0.9 billion reductions in the market value of available-

for-sale securities of 1.3 billion in respect of the investment in Bank

of China attributable to minority shareholders and dividends paid of

0.3 billion

Owners equity increased by 5.8 billion 11% to 58.9 billion Net

proceeds of 12.0 billion from the rights issue and net proceeds of

19.7 billion from the placing and open offer together with exchange

rate movements of 6.8 billion were partially offset by the attributable

loss for the period of 23.5 billion 4.6 billion decrease in available-

for-sale reserves net of tax reflecting 1.0 billion in the Groups share

in the investment in Bank of China and 3.6 billion in other securities

the majority of which related to Global Banking Markets actuarial

losses net of tax of 1.3 billion the payment of the 2007 final ordinary

dividend of 2.3 billion and other dividends of 0.6 billion and

reduction in the cash flow hedging reserve of 0.3 billion

Overview of consolidated balance sheet statutory

Total assets of 2401.7 billion at 31 December 2008 were up 560.8

billion 30% compared with 31 December 2007

Loans and advances to banks decreased by 81.3 billion 37% to

138.2 billion Reverse repurchase agreements and stock borrowing

reverse repos were down by 117.2 billion 67% to 58.8 billion

Excluding reverse repos bank placings increased by 35.9 billion

83% to 79.4 billion

Loans and advances to customers were up 46.2 billion 6% at 874.7

billion or 68.0 billion 8% following the disposal of the Banco Real and

other businesses to Santander and Tesco Personal Finance Within this

reverse rapes decreased by 72% 103.0 billion to 39.3 billion

Excluding reverse repos lending rose by 149.2 billion 22% to 835.4

billion reflecting both organic growth and the effect of exchange rate

movements following the weakening of sterling during the second half

of 2008

Debt securities decreased by 27.1 billion 9% to 267.5 billion and

equity shares decreased by 26.7 billion 50% to 26.3 billion

principally due to lower holdings in Global Banking Markets
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Movements in the value of derivatives assets and liabilities primarily

reflect changes in interest and exchange rates together with growth in

trading volumes

Intangible assets declined by 29.9 billion 60% to 20.0 billion

reflecting impairment of 32.6 billion and the disposals of the Asset

Management business of ABN AMRO Banca Antonveneta and the

Banco Real and other businesses of ABN AMRO acquired by

Santander 7.2 billion This was offset by exchange rate movements of

11.8 billion goodwill of 0.2 billion arising on the Sempra joint venture

and 0.3 billion on the buyout of the outstanding ABN AMRO

shareholdings not previously owned by the Group

Deferred tax assets increased 4.0 billion to 7.1 billion principally due

to carried forward trading losses

Prepayments accrued income and other assets were up 8.7 billion

56% to 24.4 billion

Assets and liabilities of disposal groups decreased following

completion of the sales of the Asset Management business of ABN

AMRO to Fortis Banca Antonveneta to Monte del Paschi di Sienna and

the majority of ABN AMROs Private Equity business to third parties

Deposits by banks dedined by 54.3 billion 17% to 258.0 billion This

reflected decreased repurchase agreements and stock fending

repos down 79.4 billion 49% to 83.7 billion partly offset by

increased inter-bank deposits up 25.1 billion 17% to 174.4 billion

Customer accounts were down 42.9 billion 6% to 639.5 billion or

21.6 billion 3% excluding disposals of subsidiaries Within this repos

decreased 76.8 billion 57% to 58.1 billion Excluding repos deposits

rose byE33.9 billion 6% to 581.4 billion

Debt securities in issue were up 26.1 billion 10% to 300.3 billion

mainly resulting from the effect of exchange rate movements

Settlement balances and short positions were down 36.7 billion 40%

to 54.3 billion reflecting
reduced customer activity

Accruals deferred income and other liabilities decreased 2.7 billion

8% to 31.5 billion primarily as result of disposals

Retirement benefit liabilities increased by 1.6 billion to 2.0 billion due

to reduced asset values only partly offset by the effect of increased

discount rates

Deferred taxation liabilities decreased by 1.2 billion 23% to 4.2 billion

due in part to the sale of Angel Trains

Subordinated liabilities were up 11.1 billion 29% to 49.2 billion The

issue of 2.4 billion dated loan capital and the effect of exchange rate

and other adjustments 11.3 billion were partially offset by the

redemption of 1.6 billion of dated loan capital 0.1 billion undated

loan capital and 0.9 billion in respect of the disposal of the Banco

Real and other businesses of ABN AMRO to Santander

Equity minority interests decreased by 16.8 billion 44% to 21.6

billion Attributable losses of 10.8 billion including 15.7 billion of write

downs of goodwill and other intangible assets in respect of the State of

the Netherlands investment in RFS Holdings equity withdrawals of

13.6 billion including
12.3 billion by Santander

following
the

disposals of Banca Antonveneta and Banco Real reductions in the

market value of available-for-sale securities of 1.4 billion mainly the

investment in Bank of China attributable to minority shareholders

movements in cash flow hedging reserves 0.8 billion actuarial losses

on defined benefit pension schemes net of tax of 0.5 billion and

dividends paid of 0.3 billion were partially offset by effect of

exchange rate movements of 9.1 billion of which 8.0 billion related to

the State of the Netherlands and Santander investments in RFS

Holdings the 0.8 billion equity raised as part of the Sempra joint

venture and 0.4 billion additional equity in respect of the buy-out of the

ABN AMRO minority shareholders

Owners equity increased by 5.8 billion 11% to 58.9 billion Proceeds

of 12.0 billion from the rights issue net of 246 million expenses and

19.7 billion from the placing and open offer net of expenses of 265

million together with exchange rate movements of 6.8 billion were

partially offset by the attributable loss for the period of 23.5 billion

4.6 billion decrease in available-for-sale reserves net of tax reflecting

1.0 billion in the Groups share in the investment in Bank of China and

3.6 billion in other securities the majority
of which related to Global

Banking Marirats actuarial losses net of tax of 1.3 billion the

payment of the 2007 final ordinary dividend of 2.3 billion and other

dividends of 0.6 billion and reduction in the cash flow hedging

reserve of 0.3 biVion
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Business review continued

Cash flow

2008

Em

Net cash flows from operating activities 75338 2.5.1i

Net cash flows from investing activities 16997

Net cash flows from financing activities 15102 $.1Yi

Effects of exchange rate changes on cash and cash equivalents 29.209 0.010

Net decreaseiincrease in cash and cash equivalents 14030 T730$

2008

The major factors contributing to the net cash outflow from operating

activities of 75338 million were the net operating loss before tax of

36459 million from continuing and discontinued operations the

decrease of 42.21 million in operating liabilities less operating assets

and the elimination of foreign exchange differences of 41874 million

partly offset by the write down of goodwill and other intangible assets

32581 million and other non-cash items 8603 million

Proceeds on disposal of discontinued activities of 20.1 13 million was

the largest element giving rise to net cash flows of investing activities of

16997 million Outflow from net purchases of securities of 1839

million and net disposals of property plant and equipment 3529
million less the net cash inflow of 2252 million in respect of other

acquisitions and disposals represented the other principle factors

Net cash flows from financing activities of 15102 million primarily

arose from the capital raised from the placing and open offer of

19741 million and the rights issue of 12000 million the issue of

subordinated liabilities of 2413 million and proceeds of minority

interests 1427 million This was offset in part by the cash outflow on

redemption of minority interests of 13579 million repayment
of

subordinated liabilities of 1727 million dividends paid of 3193

million and interest paid on subordinated liabilities of 1967 million

2007

The major factors contributing to the net cash inflow from operating

activities of 25604 million were the increase of 28261 million in

operating liabilities less operating assets and the profit before tax of

9900 million partly offset by the elimination of foreign exchange

differences of 10282 million and income taxes paid of 2442 million

The acquisition of AGN AMRO included within net investment in

business interests and intangible assets of 13640 million was the

largest element giving rise to net cash flows from investing activities of

15999 million with cash and cash equivalents acquired of 60093

million more than offsetting the cash consideration paid of 45856

million Net sales and maturities of securities of 1987 million and net

disposals of property plant and equipment 706 million 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 29691 million primarily

relate to the cash injection of 31019 million from the consortium

partners in relation to the acquisition of ABN AMRO together with the

issue of 4829 million of equity securities and 1018 million of

subordinated liabilities offset in part by dividend payments of

3.41 million the repayment of 1708 million subordinated liabilities

interest on subordinated liabilities of 1522 million and the redemption

of 545 million of minority interests
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Capital resources

The following table analyses the Groups regulatory capital resources on fully consolidated basis at 31 December

2008 nn -n
rn

Capital base

Tier capital 69847 44n 1041 28213 22n3i

Tier2 capital 32223 33600 21311 y31 2i220

Tier capital 260

102330 73257 573.i2 /65 42923

Less investments in insurance subsidiaries associated

undertakings and other supervisory deductions 4.155 10283 0583 7.282

Total capital 98175 37914 4594 13373 37 88

Risk-weighted assets

Credit risk 551400

Counterparty risk 61100

Market risk 46.500

Operational risk 36.800

695800

Banking book

On-balance sheet 13u.2L0.18820 3fl33 26

Offbalance sheet 8.1.600 60 1u .4%

Trading book $42 223 16.oo in
209009 n9934 034 .323099

Risk asset ratios

Tierl 10.0 7.3 73

Total 14.1 1.2 17 117 Ic

Notes

The data for 2008 we on Basal II basis prior periods are on Basal basis

121 The data for 2004 are under UK GAAP as preaiously published and regulated As tram January 2005 the Group Is regulated on an IFRS baais

It is the Groups policy to maintain strong capital base to expand it as UK banking sector comparing banks capital resources with its risk-

appropriate and to utilise it efficiently throughout its activities to optimise weighted assets the assets and off-balance sheet exposures are

the return to shareholders while maintaining prudent relationship weighted to reflect the inherent credit and other risks by international

between the capital base and the underlying risks of the business In agreement the RAR should be not less than 8% with Tier component

carrying out this policy the Group has regard to the supervisory of not less than 4% At 31 December 2008 the Groups total RAR was

requirements of the Financial Services Authority FSA The FSA uses 14.1% 2007 11.2% and the Tier RAR was 10.0% 2007 7.3%

Risk Asset Ratio RAR as measure of capital adequacy in the
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Business review continued

Raconcillatlons of pro forms to statutory Income statements

and balance sheets

Basis of preparation of pro forms results

The pro forma financial information shows the underlying performance

of the Group including
the results of the ABN AMRO businesses to be

retained by RBS This information is being provided to give better

understanding of what the results of the operations might have looked

like had the acquisition of ABN AMRO as well as the transfers of

businesses to the other Consortium Members occurred on January

2007

Group operating profit on pro forma basis

Excludes

ABN AMRO pre acquisition credit market write-downs and the impact

of the LaSalle sale

RBS share of ABN AMROs shared assets

amortisation of purchase accounting adjustments in 2007

amortisatlon of purchased intangible assets

write-down of
goodwill

and other intangible assets

integration costs

restructuring costs and

Includes

the cost of funding the ABN AMRO acquisition within Central items

Whilst
part

of the acquisition consideration was funded by the issue

of preference shares the pro forma results for 2007 assume that the

cash element of the consideration was debt funded The results for

2008 reflect the actual amounts of interest and dividends on

preference shares

In the presentation of the pro forma income statement credit market

write-downs goodwill payments in respect of current account

administration fees and the gains on sale of Southern Water in 2007

and certain other assets have been shown in aggregate in income and

expenses as appropriate

Pro forma

Net interest income 15939

Non-interest income excluding insurance net premium income 5227

Insurance net_premium
income 5709

Non-interest income excluding credit market write-downs

and one-off items

Credit market write-downs and one-off items

Non-interest income

Total income
________

Operating expenses

Proflt/ioss before other operating charges

Insurance net claims

Operating profit/loss before impairment

Impairment losses before reclassified asset impairments

Impairment losses on reclassified assets

Group operating loss

Amortisation of purchased intangible assets

Write down of goodwill and other intangible assets

Integration costs

Restructuring costs

Share of shared assets

Loss before tax

Tax

Loss from continuing operations

Profit/loss from discontinued operations net of tax

Loss for the period

Minority interests

Preference dividends

LOSS attributable to ordinary shareholders

1.800 16911

1.800 16.911

1.800 16.911

1800 16911

443

16.911

1050

307

Income statement for the year ended 31 December 2008

RFS

rrdnorlty

Interest

2911

1299

617

credit Mrortlsaton wite-down

market of Intanglbtes of goodwiN

Strare write-domes Integration and and other

of shared and one-off restructuring intangibte

assets Items costs assets

Lie

175

18 5641

Statutory

Lm

18675

867

6326

10936

5641
5295

21234

15916

5318

3917

1401

6962

466

6027
443

16911

1050

307

300

25038

1995

23043

23043

412

596

24051

1916

1.9 16

4.827

19.303

14.476

513

14.989

640

15.629

15629

328

15301

4.057

11.244

11.244

18

18
193
103

296

296

300

300

86
86

86

5641

5641

466

466

7.193

7193

25.868

5.4033

28165

4430

32.595

8072

40667

40667

2.323

38344

3971

34373

10832

596

24137
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Income statement for the year ended 31 December 2001

S5\S SfSS5SS
515. .$JIC

stnj 45

.s 55

Net interest income

Non-interest income excluding insurance

net premium Income 54 Si

Insurance net premium income lii

Non-interest income excluding credit market

write-downs and one-off items UI

Credit market wnte-downs and one-off items

Non-Interest income .4

Total income

Operating expenses excluding one-off items -- s1 11

One-off items 1i
Profit before other operating charges li 1U

Insurance net claims

Operating profit before impairment 11

Impairment 54

Group operating profit

Amortisation of purchased intangible assets

Integration costs

Share of shared assets

Profit before tax P2/

Tax .1

Profit from continuing operations

Loss from
discontinued_operations

net of tax

Profit for the period .2b

Minority interests ii --

Preference dividends IC

Profit attributable to ordinary shareholders
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Business review continued

Asseta

Cash and balances at central banks

Loans and advances to banks

Net loans and advances to customers

Reverse repurchase agreements and stock borrowing

Loans and advances to customers

Debt securities

Equity shares

Settlement balances

Derivatives

Intangible assets

Property plant and equipment

Prepayments accrued income and other assets

Deferred taxation

Assets of disposal groups

Share of shared assets

Total assets

Liabilities

Deposits by banks 261934 4565 675 258044

Netcustomeraccounts 460318 121.051 581369

Repurchase agreements and stock lending 58143 58143

Customer accounts 518461 121051 639512

Debt securities in issue 269188 30831 270 300289

Settlement balances and short positions 54264 13 54277

Derivatives 969396 1955 13 971364

Accruals deferred income and other liabilities 23453 7342 687 31482

Retirement benefit liabilities 1547 468 17 2032

Deferred taxation 2930 988 247 4.165

Insurance liabilities 7480 2496 9976

Subordinated liabilities 43678 5476 49154

Liabilities of disposal groups 721 138 859

2152331 166.776 2047 2321154

Share of shared assets 2047 2047

Total liabilItIes 2154378 166.776 2321154

Minority interests 5436 16183 21619

Owners equity 58879 58879

Total equIty 64315 16183 80498

Total liabIlIties and
equity

Note

ii Businesses to be transferred to other crorsortium members In due course

2218693 182959 2401652

Balance sheet as at 31 December 2008

Shared

Pro forma Transfers1 assets Statutory

En Em Em Em

11830 570 12400

129408 8.698 91 138197

691876 143433 100 835409

39289 24 39313

731165 143457 100 874722

253098 14.390 61 267549

22094 4132 104 26330

17812 20 17832

991493 1.064 992559

16386 3.634 29 20049

17169 1.768 12 18949

20715 2.829 858 24402

5409 1296 377 7.082

67 1.101 413 1581

2216646 182959 2047 2401652

2047 2047

2218693 182.959 2401652
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Balance sheet as at 31 December 2007

Assets

Cash and balances at central banks

Loans and advances to banks 13 lrJ

Net loans and advances to customers 3i iii

Reverse repurchase agreements and stock borrowing

Loans and advances to customers 63 I33

Debt securities

Equity shares

Settlement balances

Derivatives .1

Intangible assets i/ 311

Property plant and equipment

Prepayments accrued income and other assets i..3

Deferred taxation

Assets of disposal groups
43 87

3111

Share of shared assets ii

Total assets it tt2J

Liabilities

Deposits by banks 49

Customer deposits

Repurchase agreements and stock lending IV 111

Customer accounts 111

Debt securities in issue
22.3 /5

Settlement balances and short posttions 5t
Derivatives It

Accruals deferred income and other liabilities 11 34 311

Retirement benefit liabilities

Deferred taxation 11 114

Insurance liabilities 11

Subordinated liabilities 11 .j

Liabilities of disposal groups
555

13
Share of shared assets

Total liabilities 67
Minority

interests 4s 5/

Owners equity

Total equity

Total liabIlities and equity
11711.0713 2111

Note

11 Businesses to be transferred to other consortium members in due course

The pro icnma and statutory balance sheets as at 31 December 2007 have been restated to reflect the itnalisation ot the purchase accounting adlussnents in respect or ABN AMRO and the netting

or certain derivattve contracts
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Business review continued

On pages 78 to 144 of the Business review certain information has

been audited and is labelled as such

Risk capital and liquidity management unaudited

2008 has been one of the most challenging years for banks The

financial markets turmoil which started in the second half of 2007

following concerns over the US sub-prime mortgage market resulted in

global reduction in liquidity and the availability of term-funding

Confidence in financial institutions was eroded through 2008 as result

of an ncreased perception of counterparty risk following notable

banking and insurance failures

During the recent market turbulence in common with other banks the

Group saw the availability of long term funding from both the capital

markets and money markets decline significantly during the second half

of 2008 As result reliance on shorter term funding increased with

consequent deterioration in the Groups liquidity profile In response to

the market stress central banks increased liquidity through number of

facilities and schemes available to support their respective banking

systems In addition governments around the world have provided

capital to financial institutions and moved to offer guarantees and

increase deposit insurance to reassure investors and depositors As

global bank the Group has access to number of those facilities and

schemes which in common with many other banks it has used to

support funding

Whilst the international stabilisation efforts led by various governments

since September 2008 have helped the knock-on economic impacts

are now evident in markets globally 2009 will see further strains for

financial institutions Whilst the liquidity crisis is likely to stabilise the

level of impairments will increase as recession spreads worldwide

The Board in the light of the severe and increasing deterioration in

market conditions the worsening economic outlook and difficulties in

the credit markets concluded that it was appropriate for the Group to

strengthen its capital position

The Group has responded to the changing business and economic

conditions by reducing leverage building
and improving liquidity raising

additional capital and through augmenting its risk management

resources to drive forward number of strategic initiatives The overall

risk operating model has been strengthened to ensure its adequacy for

changing market conditions and additional capital management

disciplines are being embedded across the Group There is an

increased emphasis on the independence of the control functions

capital allocation stress testing
and risk return throughout the Group

Risk governance unaudited

Risk and capital management strategy is owned and set by the Groups Board of Directors and implemented by executive management led by the

Group Chief Executive There are number of committees and executives that support the execution of the business plan and strategy

Group Board of Directors

Group Executive
Group Audit Corriitiittec

Management Committee

Executive Risk Forum

Advances Conirnittee

Group Credit Committee

Group Asset and Liability

Mzmnagemermt Committee
Group Risk Commtmittee

RBS Group nl i1tA



The role and remit of these committees is as follows

Committee Focus Membership

Group Audit Committee Financial reporting and the application of accounting Independent non-executive directors

GAG policies as part of the internal control and risk

assessment process GAG monitors the identification

evaluation and management of all
significant risks

throughout the Group

Advances Committee Deals with transactions that exceed the Group Credit Members of GEMC

AC Committees delegated authority and large exposures Group Chief Credit Officer

Group Executive Ensures implementation of strategy consistent with risk Business and function heads as determined by the

Management Committee appetite Group Chief Executive/Board

GEMC

Executive Risk Forum Acts on all strategic risk and control matters across Group Chief Executive

ERF the Group including but not limited to credit risk Group Finance Director

market risk operational risk compliance and regulatory Group Chief Risk Officer

risk enterprise risk treasury and liquidity risk Chairman Regional Markets

reputational risk insurance risk and country risk Chief Executive RBS UK

Chief Executive Global Banking Markets

Group Risk Committee Recommends limits and approves processes and Group Chief Risk Officer

GRC policies to ensure the effective management of all Group head of each risk type

material risks across the Group Group Treasurer

Chief Executive and Chief Risk Officer from each division

Group General Counsel and Group Secretary

Group Chief Economist

Group Credit Committee Approves credit proposals under the authority Members as determined by GEMC

GCC delegated to the committee by the Board and/or the

Advances Committee

Group Asset and Liability Identifies manages and controls the Group balance Group Finance Director

Management Committee sheet risks Chairman/Chief Executive from each division

GALCO Group Treasurer

Group Chief Risk Officer

Heads of Group functions

Group Chief Executives Acts as forum for the provision of information and Group Chief Executive

Advisory Group advice to the Group Chief Executive Forms part of the Group Finance Director

GCEAG control process of the Group Chairman and Chief Executives from each division

Group Chief Risk Officer

Group General Counsel and Group Secretary

Group Directors Strategy Communications and

Human Resources
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Business review Cofltiflued

Ma respc sib lilies usudited

All staff have role to play in the day to day management of risk in line

with Group policy which is set and managed by specialist staff in

Risk Management credit market operational regulatory enterprise

and insurance risk together with risk analytics

Group Treasury balance sheet capital management intra-group

exposure funding liquidity and hedging policies

independence underpins the approach to risk management which is

reinforced throughout the Group by appropriate reporting lines Risk

Management and Group Treasury functions are independent of the

revenue generating business As part of the move toward
greater

functional independence the divisional Chief Risk Officers now have

direct reporting line to the Group Chief Risk Officer

Group Internal Audit GIA supports the GAC in
providing an

independent assessment of the design adequacy and effectiveness of

internal controls

sk sppelite uriauditsu

Risk and capital management across the Group is based on the risk

appetite set by the Board which is established through setting strategic

direction contributing to and ultimately approving annual plans for each

division and regularly reviewing and monitoring the Groups

performance in relation to risk through monthly Board reports

Risk appetite is defined in both quantitative and qualitative terms as

follows

Quantitative encompassing stress testing risk concentration value-

at-risk liquidity
and credit related metrics

Qualitative focusing on ensuring that the Group applies the correct

principles policies and procedures

Different techniques are used to ensure that the Groups risk appetite is

achieved

The GEMC is responsible for ensuring that the implementation of

strategy and operations are in line with the risk appetite determined by

the Board This is reinforced through policy framework ensuring that

all staff within the Group make appropriate risk and reward trade-offs

within pre-agreed boundaries

How we do business Policy

Customers Identifying our customers

Treating our customers fairly

Delivering customer value

Respecting customer confidentiality

Risks Identifying and managing our risks

Understanding our markets

Security Protecting our assets premises

systems and data

Operating our processes systems

and controls

Dealing with external suppliers

People Working in the Group

Promoting diversity and inclusion

Reputation Working within laws and regulation

Investing in the community

Conducting sustainable business

Maintaining key services and

processes

Finances Managing our capital and resources

Accounting and financial reporting

The annual business planning and performance management process

and associated activities ensure the expression of risk appetite remains

appropriate GRC and GALCO support this work
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Capital unaudited

The Group aims to maintain appropriate levels of capital in excess of regulatory requirements to ensure its capital position remains appropnate

given the economic and competitive environment Capital adequacy and risk management are closely aligned The Group undertakes regular

assessment of its internal capital requirement based on quantification of the material risks to which it is exposed

Composilion of oapilal

The Groups regulatory capital resources at 31 December 2008 on both proportional and fully consolidated bases and in accordance with

Financial Services Authority FSA definitions were as follows

Capital base

Core Tier capital ordinary shareholders funds

and minority interests less intangibles

Preference shares and tax deductible securities

Less deductions from Tier caoital

Tier capital

Tier capital

Tier capital

Less supervisory deductions

Total
regulatory capital

Basel II Basel II Basel II Basel II

31 December January Si 31 December January

2008 2008 2008 2008

Cm Cm

35473 19596 1Y 47623 27324 .32

23091 14.704 /v 24038 17040 .3

1.440 1.187 1.814 1.457

57.124 33.113 69847 42.907 li
28967 24594 22 32223 28.767

260 200 260 200

86351 57907 102330 71874

4155 5078 4155 5078

82196 52.829 98.175 66.796 CI gI

Risk-weighted assets

Credit risk

Counterparty risk

Market risk

Operational risk

Banking book

Tradin book

433400 394.700

61100 37500

46.500 17.900

36.800 36000

577.800 486100

44

551400 542100

61100 37500

46.500 17900

36800 36000

695.800 633500

i3o4.8CiCi

44.ii

ii9 OLO

6.1% 4.0% i.C 6.8% 4.3%

9.9% 6.8% .% 10.0% 6.8% 23

14.2% 10.9% 1.3% 14.1% 10.5% .2%

The FSA uses Risk Asset Ratio RAR as measure of capital adequacy Capital allocatior

in the UK banking sector comparing banks capital resources with its As part of the annual planning and budgeting cycle each division is

risk-weighted assets the assets and off-balance sheet exposures are allocated capital based upon risk-weighted assets RWAs and their

weighted to reflect the inherent credit and other risks by international associated regulatory deductions The budgeting process considers

agreement the RAR should be not less than 8% with Tier component risk appetite available capital resources stress testing results and

of not less than 4% The Group has complied with the FSAs capital business strategy The budget is agreed by the Board and allocated to

requirements throughout the year number of subsidiaries and sub- the divisions to manage their allocated RWAs

groups within the Group principally banking and insurance entities are

subject to additional individual regulatory capital requirements in the UK Group Treasury and GALCO monitor actual utilisation by tracking capital

and overseas available and the utilisation of capital by dMsions GALCO makes the

necessary decisions around re-allocation of budget and changes in

RWA allocations

Risk asset ratio

Core Tier

Tier

Total
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Business review continued

Ii

The Group adopted Basel II on January 2008 Pillar focuses on the

calculation of minimum capital required to support the credit market

and operational risks in the business For credit risk the majority of the

Group uses the Advanced Internal Ratings Based Approach AIRB for

calculating RWAs making the Group one of small number of banks

whose risk systems and approaches have reached the regulatory

standards

Using these approaches the RWA requirements by division are as follows

Basal II Basal II

31 December January

2008 2008

Lbn Lbs

Global Markets

Global Banking Markets 278.5 211.9 1387

Global Transaction Services 19.6 16.8

Regional Markets

UK Retail Commercial Banking 152.5 153.1 1790

US Retail Commercial Banking 78.0 53.8 37

Europe Middle East Retail Commercial Banking 30.9 30.3 307

Asia Retail Commercial Banking 6.4 4.9 33

Other 11.9 15.3 3.9

Group before RFS Holdings minority interest 577.8 486.1 4.0
RFS Holdings minority interest

________ ________
118.0 147.4 9.3

Group 695.8 633.5 0090

Basel II is cyclical unlike Basel where RWAs are stable through the

cycle Changes in RWA totals are driven by external economic factors

and their impact on the risk profile of the underlying portfolio of assets

rather than changes in the asset mix Whilst Basel II tries to reduce this

variation by incorporating measures correlated to downturn conditions

it remains sensitive to cyclical variations

The AIRB approach to Basel II is based on the following metrics

Probability of default PD models estimate the likelihood that

customer will fail to make full and timely repayment of credit

obligations over one year time horizon Customers are assigned an

internal credit grade which corresponds to PD Every customer credit

grade across all grading scales in the Group can be mapped to

Group level credit grade

Exposure at default EAD models estimate the expected level of

utilisation of credit facility at the time of borrowers default

The EAD may be assumed to be higher than the current utilisation

e.g in the case where further drawings may be made on revolving

credit facility prior to default but will not typically exceed the total

facility limit

Loss given default LCD models estimate the economic loss that

may occur in the event of default and represent the debt that cannot

be recovered The Groups LCD models take into account the type of

borrower facility and any risk mitigation such as security or collateral

held

In addition to minimum capital calculated for credit market and

operational risk banks are required to undertake an Individual Capital

Adequacy Assessment Process ICAAP for other risks The Groups

lCAAP in particular focuses on pension fund interest rate risk in the

banking book together with stress tests to assess the adequacy of

capital over one year and the economic cycle

The Group Will publish its Pillar Market disclosures on the external

website providing range of additional information relating to Basel II

and risk and capital management across the Group The disclosures

focus on Group level capital resources and adequacy discuss range

of credit risk approaches and their associated risk weighted assets

under various Basel II approaches such as credit risk mitigation

counterparty credit risk and provisions Detailed disclosures are also

made on equity securitisation operational and market risk as well as

providing Interest Rate Risk in the Banking Book disclosures

Stress aid scenario testioq

Stress testing is central to the Groups risk and capital framework and

integral to Basel II Stress testing is used at divisional and Group level to

assess risk concentrations estimate the impact of earnings on capital

determine the overall capital adequacy under stress conditions and

identify mitigating actions The principal business benefits of the stress

testing framework are understanding the impact of recessionary

scenarios assessing material risk concentrations and forecasting the

impact of market stress scenarios on the Groups balance sheet

liquidity

For operational risk the Group uses The Standardised Approach TSA
which calculates operational risk-weighted assets based on gross

income In line with other banks the Group is considering adopting the

Advanced Measurement Approach AMA for all or part of the business
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At Group level series of stress events are monitored on regular

basis to assess the potential impact of an extreme yet plausible event

on the Group There are two core elements of scenario tress testing

Recessionary stress testing considers the impact on both earnings

and capital of range of recessionary scenanos These are multi-

year systemic shocks to assess the Groups ability to meet its capital

requirements and liabilities as they fall due under
significant

but

plausible downturn in the business cycle and/or macroeconomic

environment The summary results are included within the monthly

risk report to the Board and discussed in separate papers on half-

yearly basis

Integrated stress testing considers firm wide stress tçsts to measure

the Groups exposure to exceptional but plausible economic and

geopolitical events Stress testing supports the identification and

quantification of material risks that may arise under stress scenarios

and provides information to support management decision-making

around risk appetite and control

Risk cverpc
The main risks facing

the Group are shown below

Risk type Definition

Cross divisional stress testing undertaken to support the Groups

framework for managing industry and geographical sector

concentrations is performed through the identification of scenarios

which are likely to affect groups of inter-related correlated sectors

These stress tests are discussed with senior divisional management and

are reported to GRC GEMC GALCO and GAC The Group manages to

trigger limit on the stressed impairment charge for an individual

scenario

Portfolio analysis using historic performance and forward looking

indicators of change uses stress testing to facilitate the measurement

of potential exposure to events and seeks to quantify the impact of an

adverse change in factors which drive the performance and profitability

of portfolio

Features

Credit risk The risk arising from the possibility that the Group will Loss characteristics vary materially across portfolios

including country incur losses from the failure of customers to meet their

and political risks financial obligations to the Group Significant correlation between losses and the

macroeconomic environment

Concentration risk

Funding and liquidity The risk of losses through being unable to meet Potential to disrupt the business model and stop normal

risk obligations as they fall due functions of the Group

Significantly correlated with credit risk losses

Market risk The risk that the value of an asset or liability may change Potential for large material losses

as result of change in market rates

Significantly correlated with equity risk and the

macroeconomic environment

Insurance risk The risk of financial loss through fluctuations in the timing Frequent small losses

frequency and/or severity of insured events relative to

the expectations at the time of underwriting Infrequent material losses

Operational risk The risk of financial loss or reputational impact resulting Generally immaterial losses

from fraud human error ineffective or inadequately

designed processes or systems improper behaviour

legal events or from external events

Regulatory risk The risks arising from regulatory changes/enforcement Risk of regulatory changes

Compliance with regulations

Potential for fines and/or restrictions In business activities

Other risk The risks arising
from reputation and pension fund risk Additional regulation can be introduced as result

of other risk losses
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Business review continued

Credit risk

Pdnciple ks credit risk rnsragernent audited

The key principles for credit risk management in the Group are as

follows

credit risk assessment of the customer and credit facilities is

undertaken prior to approval of credit exposure Typially this

includes both quantitative and qualitative elements including the

purpose of the credit and sources of repayment compliance with

affordability tests repayment history ability to repay sensitivity to

economic and market developments and risk-adjusted return based

on credit risk measures appropriate to the customer and facility type

Credit risk authority is specifically granted in writing to individuals

involved in the granting of credit approval whether this is individually

or collectively as part of credit committee In exercising credit

authority individuals are required to act independently of business

considerations end must declare any conflicts of interest

Credit exposures once approved are monitored managed and

reviewed periodically against approved limits Lower quality

exposures are subject to more frequent analysis and assessment

Credit risk management works with business functions on the ongoing

management of the credit portfolio including decisions on mitigating

actions taken against individual exposures or broader portfolios

Customers with emerging credit problems are identified early and

classified accordingly Remedial actions are implemented promptly

and are intended to restore the customer to satisfactory status and

minimise any potential loss to the Group

Stress testing of portfolios is undertaken to assess the potential credit

impact of non-systemic scenarios and wider macroeconomic events

on the Groups income and capital

Specialist credit risk teams oversee the credit process independentlt

making credit decisions within their discretion or recommending

decisions to the appropriate credit committee

Assessments of corporate borrower and transaction risk are undertaken

using fundamental credit analysis and the application of general

corporate and certain specialist counterparty credit risk models

Financial markets counterparties are approved by dedicated credit

function which specialises in traded market product risk Specialist

credit grading models exist for certain bank and non-bank financial

institutions

Different approaches are used for the management of wholesale and

retail businesses

Wholesale businesses exposures are aggregated to determine the

appropriate level of credit approval required and to facilitate

consolidated credit risk management Credit applications for

corporate customers are prepared by relationship managers RM5 in

the units originating the credit exposures or by the RM team with

lead responsibility for counterparty where customer has

relationships with different divisions and business units across the

Group This includes the assignment of counterparty credit grades

and LGD estimates using approved models which are also

independently checked by the credit team

Retail businesses the retail business makes large volume of small

value credit decisions Credit decisions will typically
involve an

application for new or additional product or change in facilities on

an existing product The majority of these decisions are based upon

automated strategies utilising industry
standard credit and behaviour

scoring techniques
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Business review continued

Cedit nak rnisgator 1ted
The Group takes number of steps to mitigate credit nsk The key risk

mitigants are as follows

Real estate the most common form of
security held is real estate

within the consumer and wholesale businesses

Financial collateral is taken to support credit exposures in the non-

trading book Financial collateral is also taken in Global Markets and

Regional Markets to support trading book exposures and is

Incorporated in adjustment to the exposure value calculations

Other physical collateral the Group takes wide range of other

physical collateral
including business assets stock and inventory

plant and machinery equipment project assets intangible assets

which provide future cashflow and real value commodities

vehicles rail stock aircraft ships and receivables not purchased

Guarantees third party guarantees are taken from banks

government entities export credit agencies and corporate entitles

The Groups recovery value estimation methodology is sensitive to the

variations in the credit quality of guarantors Standby letters of credit

are also given value in LGD models Conditional guarantees are

accepted in accordance with internal requirements and are included

as appropriate in PD and LGD estimates e.g small firms loan

guarantee schemes completion guarantees Personal guarantees

are considered in the normal credit process where there is charge

over specific assets While personal guarantees may be called for

and are always accepted no value is given to unsupported personal

guarantees in any credit models

Credit derivatives credit derivative
activity is conducted through

designated units within GBM to ensure consistency and appropriate

control Group policies are designed to ensure that the credit

protection Is appropriate to support offset for an underlying trading

book asset or Improvement to the LGD of banking book asset

Within the banking book credit derivatives are used as risk and

capital management tools The principal counterparties are banks

Investment firms and other market participants with the majority

subject to collateralisation under credit support annex In

accordance with internal policy stress testing is conducted on the

counterparty credit risk created by the purchase of credit protection

Minimum standards for example loan to value legal certainty are

ensured through the policy framework

Credit risk assets Ljditedi

Credit risk assets consist of loans and advances including overdraft
facilities instalment credit finance lease receivables and other traded Instruments

across all customer types The Group uses series of models to measure the size of its exposure to credit risk and to calculate expected EAD In both

its trading and banking books In so doing the Group recognises the effects of credit risk mitigation that reduces potential loss

2008
Credit risk assets unaudited Lbs

Global Markets 469.8 307.4

Regional Markets

UK Retail Commercial Banking 223.5 202.1

US Retail Commercial Banking 82.9 58.1

Europe Middle East Retail Commercial Banking 64.7 .7.1

Asia Retail Commercial Banking 7.5 u.S

RBS Insurance
4.6

Other 2.0

Group before RFS Holdings minority interest 855.0 625.1

RFS Holdings minority interest 176.8 2.f.O

Group 1031.8 802.6

Note

11 ExcIudng reverse repurchase agreemsets and Issuer 115k

Credit risk assets as at 31 December 2008 were 855.0 billion 2007 626.6 billion an increase of 228.4 billion during the year

Pages 86 to 93 include analyses of credit risk assets ona pro forms basis excluding RFS Holdings minority interests and share of shared assets in

line with managements view of the business

Facilities included within RFS Holdings minority interests have not been migrated to RBS risk systems as they will not be part of the Group following

separation of the ABN AMRO business
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Ctht co cerdralor risk including country risk audited disaster or conflict Losses are broadly defined and include credit

The Group defines three key areas of concentration in credit risk that market liquidity operational and franchise risk related losses The

are monitored reported and managed at Group and divisional levels acquisition of ABN AMRO materially increased the Groups country risk

These are single name concentration Industry/sector and country risk profile therefore significant enhancements to the Groups country risk

The Group has series of quantitative and qualitative controls in place framework have been implemented and continue to be developed

to limit the amount of concentration risk in credit portfolios

It is the Groups policy to monitor and control country risk exposures

threshold is set on the aggregate LGD to single customer group and to aid excessive concentrations The Groups appetite is

above which approval is required from the Groups most senior credit expressed by matrix of limits by country risk grade and is approved

committee the Advances Committee by GEMC The Groups exposure is managed and measured within this

appetite by the Group Country Risk Management Committee GCRMC
During the year work progressed on an enhancement of the frameworks that has delegated authority from the GRC to manage country risk and

for managing single name and sector concentrations These agree related policy Membership of GCRMC comprises the Group

enhancements are planned to be kiliy implemented in 2009 to improve Chief Credit Officer Heads of Credit and business representatives from

the identification and management of concentrations In the portfolio those divisions with material country risk exposures GCRMC sets limits

through the introduction of additional parameters and increased for each country based on risk assessment taking Into account the

scrutiny
of concentration limit excesses Groups franchise and business mix In that country Additional limitations

on product types with higher loss potential and longer tenor

stress testing framework Correlated Exposure Loss Testing assesses transactions for example may be established depending on the

the impact on the Groups impairment charge of non-systemic events country outlook and business strategy country watch list framework Is

that affect groups of inter-related sectors in order to limit the impact of in place to proactively monitor emerging issues and facilitates the

these scenarios to within defined tolerances development of mitigation strategies

Country risk arises from sovereign events e.g default or restructuring The country risk table below shows credit risk assets exceeding billion

economic events e.g contagion of sovereign default to other parts of by borrower domicile and Is stated gross of mitigating action which may

the economy cyclical economic shock political events e.g have been taken to reduce or eliminate exposure to country risk events

convertibility restrictions and expropriation or nationalisation and natural

Banks and

financial

Consumer Sosrgn Institutions Cotpaate Total

Risk countries unaudited Cm Cm Cm Cm Cm

Russia 51.0 362.0 5361.0 5774.0

United Arab Emirates 756.8 91.5 1721.9 2988.6 5558.8

India 1020.0 5.7 737.9 3800.6 5564.2

Turkey 24.8 363.6 603.2 3035.5 4027.1

China 24.6 61.1 1146.3 2027.2 3.2592

South Korea 1.5 1743.0 1104.1 2848.6

Taiwan 1019.3 1393.2 825.0 3237.5

Mexico 4.2 57.1 210.9 1999.9 2272.1

Czech Republic 2.1 593.5 175.5 1057.9 1829.0

Kazakhstan 69.5 17.0 900.8 858.9 1846.2

Poland 6.8 38.5 309.1 1308.6 1663.0

Chile 0.3 26.1 383.7 1250.5 1660.6

Brazil 3.6 1012.3 641.7 1657.6

Saudi Arabia 23.2 534.9 679.4 1237.5

Romanla 583.6 145.3 160.4 916.8 1806.1

Greece 15.1 135.3 210.3 702.7 1063.4

Hungary 5.1 73.9 101.3 831.4 1011.7

Note

Rwh countfles are defined as Umse whir an Internal rating ot and belaa in addition Urdted kab Emirates is Induded which has rating

unaudied but certain high growth countries such as UAE will face challenges

The outlook for developing markets in 2009 is very challenging as Eastern Europe laces deep correction as large economic imbalances

developed economy demand is weak liquidity conditions are tight and unwind Falling commodity prIces and US weakness will also affect

risk appetite is yet to return Asian growth is slowing sharply as trade Latin America but the region Is more resilient than during previous

contracts but generally both sovereign and private sector leverage is downturns due to reform progress and policy orthodoxy In its largest

lower than during the 1998 crisis providing scope for recovery The economies

Middle East is more insulated from the effects of economic disruption
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Business review continued

Asset quality by industry and geography unaudited

industry analysis plays an important part in assessing potential concentration risk in the loan portfolio Particular attention is given to industry Sectors

where the Group believes there is high degree of risk or potential for volatility in the future

Credit risk assets by industry sector

Personal

Property

Banks and building societies

Financial Intermediaries

Manufacturing

Transport and storage

Public sectors and quasi-government

Techndogy media telecommunications

Wholesale and retail trade

Building

Power water and waste

Natural resources and nuclear

Tourism and leisure

Business services

Agricultural and fisheries

Note

Graph data are shawn net of provisions reverse repurthase agreements and Issuer risk for 2008 and 2007

2007

30%

As at 31 December 2008 26% of credit risk assets 2007 27% related to personal and includes mortgage lending and other smaller loans that are

intrinsically well-diversified Corporate industry exposure comprised 48% of credit risk assets 2007 50% which are well diversified across range

of sectors Banks and financial services account for 21% of credit risk assets 2007 19% and public sector and quasi government credit risk

assets make up the remaining 5% 2007 4%

5% 10% 15% 20% 25%

2008
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Credit risk assets by geography

United Kingdom

North Amerrca

Western Europe excluding UK

Asia Pacific

Latin America

CEE Central Asia 12008

2007

Middle East Africa

0% 10% 20% 30% 40% 50%

Note

Graph data are shOwn net of provisions reverse repurdtase agreements and Issuer risk tar 2008 and 2007

As at 31 December 2008 38% of credit risk assets 2007 46% related to the United Kingdom Western Europe comprised 27% of credit risk

assets 2007 23% North America comprised 21% of credit risk assets 2007 19%
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Business review continued

Credit risk asset quality audited Credit risk assets by new AOl-b bands unaudlt.d

Internal reporting and oversight of risk assets is principally

differentiated by credit grades Customers are assigned credit grades ICRE

based on various credit grading models that reflect the key drivers of

default for the customer type All credit grades across the Group map

to both Group level asset quality scale used for external financial

reporting and master grading scale for wholesale exposures used for

internal management reporting across disparate portfolios Accordingly

measurement of risk is easily aggregated and can be reported at

increasing
levels of

granularity depending on audience and business

need

The Group has adopted as part of the move to Basel II new master

grading scale for wholesale exposures which comprises 27 grades

These in turn map to ten asset quality AQ bands used for both

wholesale and retail exposures This replaced the less granular AQ1-5

bands used prior to 2008

The relationship between these measures is shown beIoa

unaudited

PD Range New A1- Old AOl-C

Master grading scale Lower Upper 10 bands bands

0% 0.006%

0.006% 0.012%

0.012% 0.017% AQ1

0.01 7% 0.024%

0.024% 0.034% AQ1 Nale

0.034% 0.048% AQ2

0.048% 0.067%
AQ3

0.067% 0.095%

0.095% 0.135%

10 0.135% 0.190%

11 0.190% 0.269%
AQ4

12 0.269% 0.381% AQ2

13 0.381% 0.538%

14 0.538% 0.761% AQ5

15 0.761% 1.076% AQ3

16 1.076% 1.522%

17 1.522% 2.153%

18 2.153% 3.044%

19 3.044% 4.305%

20 4.305% 6.089%

21 6.089% 8.611%

22 8.611% 12.177%

23 12.177% 17.222%

24 17.222% 24.355%

25 24.355% 34.443%

26 34.443% 100%

27 100% 100%

AOl AO2 AO3 M4 AO5 AO6 AOl AO8 AO9 AO1O

ill Gtaph data are shown net of prcwlstons raserse repurthase agreements and testier rate ter

AQ6

AQ4

AQ7

AQ8

AQ5

AQ9

AQ1
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The
following

table shows the movement between 2007 and 2008 based on the old AQ1-5 bands unaudited

unaudited

As at 31 December 2008 including ABN AMRO net of
minority interest

exposure to investment grade counterparties AQI accounted for 47%

2007 37% of credit risk assets and 46% 2007 59% of exposures

were to counterparties between AQ2 and AQ4 The exposure to the

lowest asset quality AQ5 is 7% 2007 4%

Expressed as an annual PD the upper and lower boundaries and the

midpoint for each of these Group level asset quality grades are as

follows

Asset quality grade

AOl 0.00 0.10 0.20 AAAt0 BBB
A02 0.21 0.40 0.60 BB to BB

AQ3 0.61 1.05 1.50 BB-toB

AQ4 1.51 3.25 5.00 to

AQ5 5.01 52.50 100.00 and below

Key Gredit porthDllos unauriited

All exposures are monitored closei but in the current environment the

following are under specific scrutiny

Property lending unaudited

Cunimirciiul propiirty

The commercial property portfolio totals 97 billion The bulk of this is

concentrated in GBM p31 billion and RBS UK f42 billion with the

remainder in Ulster Bank 17 billion and CFG billion

Lending falls into different categories and is spread across Investment

72.6% Development 24.1% and Other 3.3% Speculative lending

represents 1.6% of this portfolio 58% of the lending is in the UK 30%

2008

2007

Western Europe 8% North America and 4% RoW but with the extent of

the current global downturn all markets are coming under considerable

pressure

Whilst the Group expects to see an overall deterioration in LTV ratios

72% of the portfolio within GBM and UKCB contInue to have an LIV less

than 75% and an average interest coverage ratio ICR for GBM of

164% and 151% for RBS UK The Groups lending approach has always

been predominantly cash flow driven and areas of stress In the portfolio

will primarily be Impacted by the wider corporate and economic

environment
affecting tenant quality with the retail sector being an area

of focus at the present time

The Group has experienced number of defaults in Its Spanish portfolio

with current limits of billion managed via the Global Restructuring

Group Total impaired limits across the portfolio are 3.9 billion Limits

currently subject to higher level of monitoring watch total 18.9

billion and are actively risk managed

The outlook for commercial property will remain challenging during

2009 with further fells in capital values expected due to lack of

liquidity and weak demand for assets There Is emerging evidence of

falling rents and Increasing vacancy rates although downward pressure

on rents and longer void periods can be expected due to the weakening

economic climate The Groups strategy throughout 2008 has been to

reduce its exposures wherever prudent continuing the process of

tightening lending parameters begun in the second half of 2007

Residrtial rnor 19a9cs

The Group originates residential mortgages through retail channels in all

four divisions within Regional Markets however activity is primarily in the

UK the US and Ireland

AQ2

A05

0% 10% 20% 30%

Note

ll Graph data are shevn net of provisions reverse repurchase agreements and issuer risk for 2008 and 2007

40% 50%

Annual probab8ty of default

Minimum Mtdpdrrt Madmurn sP
equksient
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Business review continued

UK reideniial iriortgages

The UK mortgage portfolio totalled 74.4 billion as at 31 December

2008 an increase of 11% during the year due to strong sales growth

and lower redemption rates The main brands are the Royal Bank

NatWest the One Account First Active and Direct Line The assets

comprise prime mortgage lending and include 7.0% f5.2 billion of

exposure to residential
buy-to-let There is very small legacy self-

certification book 0.5% of total assets which was withdrawn from sale

in 2004

The Group exited the 100% LW market in the first quarter of 2008
further restricted the proportion of highest LW loans and reviewed

affordability criteria during the year The average LW for new business

increased from 62% to 67% in 2008 mainly due to reduction in the

proportion of business within the lowest LW bands

The arrears rate three or more payments missed on the combined

Royal Bank and NatWest brands was 1.5% 31 December 2008 up

from 1.0% 31 December 2007 The mortgage impairment charge was

33 million for 2008 2007 19
million and in current economic

conditions is expected to increase further Anticipated losses from

impaired mortgages are covered by combination of impairment

provisions and post default suspended interest The combined provision

cover is currently 0.18% of balances

Repossessioris totalled 1141 in 2008 compared with 758 in 2007 with

similar volumes in each half of the year

US reai esLte

Citizens Financial Groups CFG residential real estate portfolio totalled

$50.1 billion at 31 December 2008 2007 $53.1 billion comprising

$13.8 billion of first mortgages and $36.3 billion of Home Equity loans

and lines This reduction includes the sale of $1.4 billiorLof real estate

assets to the Federal National Mortgage Association in December 2008

CFG has historically adopted conservative risk policies in companson to

the general market Small exposures to sub-prime FICO 620
approximately 0.6% and Alt-A other non-conforming 4.5% from past

bank acquisitions are in run-off The average indexed LW was 69% as at

31 December 2008 2007 62% Loan acceptance criteria were further

tightened during 2008 to address deteriorating economic conditions

The Serviced By Others SBO portfolio consists of purchased pools of

home equity loans and lines whose LW and geographic profiles have in

the current economic conditions resulted in higher write-off rate of

4.8% in 2008 than core portfolios SBO was closed to new purchases in

the third quarter of 2007 and is in run-off with exposure down from $8.3

billion 31 December 2007 to $70 billion 31 December 2008

Ireland residential mortgages

The residential mortgage portfolio In Ireland across the Ulster Bank and

First Active brands totalled 24.6 billion as at 31 December 2008 with

92.8% in the Republic of Ireland and 7.2% In Northern Ireland This

represents growth of 6% in the Republic of Ireland Ignoring exchange

rate movements and 6% in Northern Ireland During the course of

2008 Ulster Bank exited the 100% LW market and tightened LW and

affordability criteria in other segments The arrears rate three or more

payments missed increased to 1.6% at 31 December 2008 from 0.8%

at end 2007 driven by deteriorating economic conditions Repossession

remained low and totalled 37 for 2008

Financial institutions

The confidence and liquidity crisis affecting the banking sector saw the

near collapse of some major banks In Western countries along with the

fall of Lehman Brothers and the Icelandic banking system which in turn

threatened the stability of national and global banking systems

Government actions to restore stability by providing guarantees liquidity

facilities capital injections and facilitating the consolidation of weaker banks

with stronger ones met with some success There remains high level

of risk in the banking sector in 2009 particularly due to the deepening

recession that many countries face and increasing corporate defaults

Financial Institutions constitute the largest segment of the Groups

wholesale credit portfolio with exposure of 181 billion Due to

difficulties faced by the sector the portfolio quality has weakened

during 2008 92% of exposure Is to counterpartles in developed OECD

countries while 90% of exposure is to investment grade countØrparties

The Banks portfolio is the biggest sub-sector with exposure of 86
billion At the time of defauit the Groups exposures to Lehman Brothers

and the Icelandic banks totalled 802 million and 494 million

respectively and represented less than 1% of the total Banks portfolio

2008 was difficult year for the hedge funds sector More hedge funds

collapsed during 2008 than In the previous ten years and the values of

many declined significantly The spate of redemptions from investors

forced major hedge fund groups to hait withdrawals The trends are set

to continue In 2009 and the contraction of this sector Is expected

The Groups exposure to leveraged funds including hedge funds

totalled 10.3 billion The majority of hedge funds are domiciled in the

UK and US but the portfolio Is diversified by fund strategy The Groups

activities with hedge funds are primarily collateralised derivatives

trading Exposures to funds encountering problems were reduced

collateral margining was reviewed upwards to further mitigate risk and

the appropriateness of limits is regularly reviewed

During 2009 the Group will continue to place emphasis on the pro

active management of financial Institutions at counterparty and portfolio

levels recognising that liquidity is likely to remain tight and credit quality

is likely to deteriorate further across range of portfolios
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Corporate aectors unaudited

This section discusses the automotive shipping oil and gas sectors

given their significance in the current market environment

AtTiotlv

The automotive sector exposure totals 14.5 billion the majority felling

within GBM 9.l billion RBS UK f3.3 billion and CFG 1.3 billion

The exposure is spread across the following segments and

geographies

Credit book

segment bn

Original equipment manufacturer/commercial vehicles 3.3 23

Captive finance Companies 1.1

Component suppliers 2.4 16

Retailers/services 5.1 35

Rental 2.6 18

Total 14.5 100

Credit book

bn

Americas 4.0 28

Central Eastern Europe

Middle East and Africa 1.1

UK 4.2 29

Western Europe 4.3 30

Asia 0.9

Total 14.5 100

The automotive sector faces numerous challenges with heavy reliance

on discretionary consumer spending high leverage volatile Input prices

and an ongoing pressure to reduce fuel emissions resulting in shift to

smaller cars and overseas production The Group has maintained

cautious approach to this sector and focus on the largest most

diversified and financially strong counterpartles with wide product

offering Notwithstanding this approach due to the scale of the

downturn in this sector the Group can expect further pressure to be

seen across the portfolio Of particular concern are exposures to the

captive finance companies where credit impaired limits total 1.4 billion

The Group continues to seek ongoing limit reductions and improved

security

Shipping

The shipping exposure is 16.6 billion and Is almost entirely within

GBM The portfolio is divided across the
following

sectors

Credit book

Sector

Dry bulk 4.8 29

Tankers 6.3 38

Container 1.6 10

Gas/offshore 2.3 14

Other 1.6

Total 16.6 100

The majority of the exposures are strong relationships with loans

structured to capture direct vessel cash flows secured on the vessels

themselves with the benefit of full security over the asset and all related

cash flows The Groups approach to the sector recognises the cyclical

nature of shipping with focus on experienced independent owners

with strong liquidity customer deposits across the portfolio total

billion Assets financed are non-specialist dry bulk double hulled

tankers and containers

Following an unprecedented rise In Ship values over recent years there

has been material correction since mid 2008 with the dry bulk index

falling by c.90% which may affect owners ability to meat collateral calls

Combined with record ship deliveries for 2009-10 the Group has seen

significant decline ri asset values The Groups exposure to new build

assets is significant with commitments relating to 236 vessels in the dry

bulk and tanker segment

The Group currently has 0.5 billion of limits to clients on watch list but

the portfolio comprises modern assets 86% of exposures are secured

on vessels built since 2000 which exhibit for the most part good cash

flow and liquidity

Oil and gas

The Groups exposure to this sector totals 24.0 billion across the

following sectors and geographies

credit book

theSector

Vertically integrate/exploration and production 9.5 40

Midstream 5.0 21

Refining and marketing 4.6 19

OlIfield services 4.9 20

Total 24.0 100

Credit book

Domicile the

Americas 10.6 44

Western Europe 7.6 32

CEEMEA 4.6 19

Asia Pacific 1.2

Total 24.0 100

ABN AMRO and RBS have number of common clients in this sector

and the Group Is working to reduce exposures bock within Group

concentration limits primarily In relation to Investment grade vertically

integrated counterparties and several of the larger global exploration

and production companies The Groups exposures to exploration and

production companies are principally secured borrowing base facilities

referenced to conservative forward looking oil price assumptions that

are adjusted on regular basis Unsecured exposures are primarily to

oil majors and state owned entities
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Business review continued

Global Restructuring Group GRG audited

GRG was formed in 2008 tasked with managing the Groups problem

and potential problem exposures to help rejuvenate and restore

customers to profitable business This may include
assisting

with the

restructuring of their businesses and/or renegotiation

GRG brings together previously disparate functions across the Group

Its primary function is to work closely with the Groups customer facing

businesses to support the proactive management of any problem

lending This is based on clear process watch listing which requires

the transfer of problem credits to GRG GRG reports to the Group Chief

Risk Officer

Given the current economic outlook it Is particularly important that

potential problems are identified early and referred to GRG as the

Groups past experience has shown that the sooner specialists in

restructuring are engaged the greater the likelihood of successful

Outcome Early identification of potential problems therefore has

benefit to the borrower as well as to the Group

GRG is structured with specialist teams focused on large corporate

cases higher value multiple lenders small/mid size business cases

lower value bilateral relationships and recovery/litigations Given the

negative trends in the portfolio in 2008 the size of GRG has grown

substantially and further investment in staffing is expected in 2009

Originating business units liaise with GRG upon the emergence of

potentially negative event or trend that may impact borrowers ability

to service its debt This may be
significant

deterioration in some

aspect of the borrowers activity such as trading where breach of

covenant is likely or where borrower has missed or is expected to

miss material contractual payment to the Group or another creditor

On transfer of relationship to GRG strategy is devised to

Work with the borrower to facilitate changes that will maximise the

potential for turnaround of their situation and return them to

profitability

Define the Groups role in the turnaround situation and assess the

risk/return dimension of the Groups participation

Return customers to the originating business unit in sound and

stable condition or if such recovery can not be achieved avoid

additional losses and maximise recoveries

Ensure key lessons learned are fed back Into origination policies and

procedures

At the start of 2008 the volume and value of cases managed by GRG

was low relative to historic levels During the year the rate of transfer of

cases to GRG accelerated sharply Cases originated from all dMsions

and across most sectors although the rate of value growth was sharply

higher due to the transfer of number of high value cases from GBM
Commercial property cases made up significant proportion of

transfers from all divisions

Retail collections and recoveries audited

There are collections and recoveries functions in each of the four

regional markets Their role is to provide support and assistance to

customers who are currently experiencing difficulties meeting their

financial
obligations

Where possible the aim of collections and recoveries teams is to return

the customer to satisfactory position by working with them to

restructure their finances and/or business If this is not possible the

team has the
objective

of reducing the loss to the Group

There have been material Increases in staffing levels in all collections

functions to manage the Increase in the number of customers in

financial difficulty In the UK and Ireland there is common collection

and recovery operational model managed by Group Manufacturing

During 2008 there was significant Investment in systems development

and staff training to make collections activity more efficient and

effective

In the UK there have been several initiatives to ensure fair and

appropriate treatment of customers experiencing difficulties For

mortgage customers the Group will not initiate repossession

proceedings for at least six months after arrears are evident

Preventative measures have also been key focus throughout 2008

and as result the Group has announced the Introduction of over

1000 dedicated Money Sense advisers in Its branch network who will

provide free financial counselling to both customers and non-customers

The Group has also Implemented programme to proactively contact

customers who exhibit early signs of financial stress but are not yet
in

ClIections to offer them assistance in managing their finances more

effectively
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Balance sheet analysis audited

The
following analysis is presented on statutory basis

The following table provides an analysis of the credit quality of financial assets by the Groups Internal credit quality steps

Accriing Non- ImpaIrment

AQ1 A02 AQ3 AQS past due accrual povtslcn Total

2008 Lie Lm

Cash and balance at central banks 12.400 12400

Loans and advances to banks 12 131963 872 1247 282 943 129 127 135309

Loans and advances to customers 310950 141849 187899 150.705 59.191 15667 19350 10889 874722

Debt securities 259207 1461 1485 3755 1626 52 37 267549

Settlement balances 12612 516 290 129 256 4029 17832

Derivatives 912728 36.528 30079 5.181 8.032 11 992559

Other financial instruments 691 161 852

1640551 181226 221161 160.052 70048 19707 19.531 11053 2301223

Commitments 209359 55109 48554 23.458 25244 361724

Contingent liabilities 19693 18461 19502 10977 2904 71537

Total off-balance sheet 229052 73570 68056 34435 28148 433261

Cash and balance at central banks 17860 17133

Loans and advances to banks 201083 0.tOt 43.3/ 401 1.1 1i 23 51 216.355

Loans and advances to customers 275/ft i/.1//4 221.561 24/2 sS23 13.235 10331 6449 828538

Debt securities 255596 15b48 2.334 1472 i80i 214656

Settlement balances 44P.l 544 21 60 i67 i641i

Derivatives 2411 L5333 11230 225i 304 27Z02

Other financial instruments 660 143 35 877

.01 830 218090 240480 1.34913 73265 4.454 0367 6156 1.652203

Commitments .31750 80.682 /4123 25322 17.301 -- 33810

Contingent liabilities 26120 13314 l170 4032 3714 ill 920

Total off-balance sheet 157871 u593 65666 20552 21015 400.090

Notes

Creott nsk assets as reported internally to senior management exclude certain exposures and take account ot netang agreements Including master netting arrangements tflat pro.Ide rtgilt
at

legal set off but do not meet the citefla or offset In IFRs The analysisof credit risk assets on page 91 uses the same risk bands as abone slid ins sub-set of the fr analysts given ab
Excluding hems In the course of ccdecton of 2888 miNion 2007- 3096 mIlton

The following loans and advances to customers were past due at the balance sheet date but not considered impaired

2008

Past due

Past due Paat due Past due 90 days

1-29 days 30-59 days 80-89 days or more Total

Lie Lie Lie Lie

9517 2941 1427 1782 15667

2u01 8.764 2745 1354 369 3.i.35

These balances include loans and advances to customers that are past due through administrative and other delays In recording payments or In

finalising documentation and other events unrelated to credit quality
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Business review continued

Central and local government

Manufacturing

Construction

Finance

Service industries and business activfties

Agriculture forestry and fishing

Property

Individuals

Home mortgages

Other

Finance leases and instalment credit

Interest accruals

Central and local government

Manufacturing

Construction

Finance

Service industries and business activities

Agriculture forestry and fishing

Property

Individuals

Home mortgages

Other

Finance leases and instalment credit

Interest accruals

Total Rest of the World

7079 16766 311

6837 178 772

758 17

21469 4267 42621

13706 949 1297

157

2932 480 96

847

5089 18

111

428

59.413 22.652 45.139

145 24301

7787

781

407 68764 31695

15952 108

165

3508 41

847

5107 79

116

428

552 127756 31926

Industry lsk geographical analysIs audited

The following table analyses financial assets by location of office and by industry type

cUr

Loans and Debt

acivances to banks securities and Nettkig end

and customers equfty shares Derivatives Otherirt Total offsetai

2008 Em En Em Em En Em

UK

6106 36466 5798 14 48384 1987

26006 1080 11208 180 38474 6279

13426 144 754 26 14350 1485

197659 84696 532857 6257 821469 480762

88420 10154 13278 1471 113323 7624

3118 93 34 15 3260 87

74050 2.008 5094 71 81 .223 1026

80967 14 80981 52

27.479 250 36 25 27790

17363 25 17391 119

4.323 774 5097

538.917 135.668 569098 8.059 1251742 499426Total UK

US

Central and local government 482 24996 45 33 25556

Manufacturing 13298 102 1809 128 15.337 217

Construction 885 63 122 1076

Finance 30433 37.346 355502 5754 429.035 323910
Service industries and business activities 28.232 1.498 8535 907 39172 2346

Agriculture forestry and fishing 30 34

Property 6.579 97 6681
Individuals

Home mortgages 34235 34235
Other 14368 14368

Finance leases and instalment credit 3066 3066

Interest accruals 499 466 965

Total US 132107 64476 366113 6829 569525 326473

Europe

Central and local government 2045 24065 228 26343

Manufacturing 29348 776 371 30495
Construction 5.838 91 5.930

Finance 35989 34533 8174 3621 82317 61

Service industries and business activities 60179 11754 2823 92 74848 780

Agriculture forestry and
fishing 5750 50 5801

Property 23072 19 299 23.390

Individuals

Home mortgages 118549 50 118603

Other 9024 29 218 9271

Finance leases and instalment credit 1815 15 1830
Interest accruals 1889 1890
Total Europe 293498 71293 12209 3718 380718 843

Rest of the World
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Loans and Debt

advances to banks securities and Nettkrg and

and customers equfty shares Derivatives Otherti Total cfaetta

2008 Em nr Em Em Em Em

Total

Central and local government 15712 102293 6382 197 124584 1987

Manufacturing 75489 2.136 14160 308 92.093 6498

Construction 20.907 214 984 32 22137 1488

Finance 285550 160842 939154 16039 1401585 836428

Service industries and business activities 190537 24355 25933 2470 243295 10858

Agriculture forestry and fishing 9.055 144 45 16 9.260 87

Property 106.633 2512 5586 71 114802 1067

Individuals

Home mortgages 234598 50 18 234666 52

Other 55960 279 272 25 56.536 84

Finance leases and instalment credit 22355 23 25 22403 119

Interest accruals 7139 1.241 8380

1023935 294089 992559 19156 2329741 858668

Notes

indudes settlement balances of 17832 million

Thin column shows the amount by wtilth the Groups credit risk euposure Is reduced through arrangement such as master netting agreements which give the Group legal righl to set-oft the

tinanclal asset against financial flabrity due to the same counterparty In addition the Group holds colateral in respect of kmdksdual loans and advances to banks and to customers This

colateral Includes mortgages over property both personal and commercial charges suer business assets such an plant kiventoites and trade debtors and guarantees of larding from parties

other than the borrower The Group obtains Co8ateral in the form of securities In reverse repurchase agreements Cash and securities are received as collateral km respect Of dertvatlve

tranuacttons

Pflw .hrs rr.ijuVei

In jig

UK

Central and local government 4f2 30265 3912 I925 1M31

Manufacturing 21143 2751 4cnQ 2.5624 -ios

Construction 2363 456 741 13

Finance 224 106201 2311858 121 555457 186420

Service industries and business activities 74399 16801 4.432 95612 6.687

Agriculture forestry and fishing 7570 66 56 2694 1C4

Property 63/15 640 969 614331 2033

Individuals

Home mortgages 132113 1795 15716

Other 28747 1140 23 29975

Finance leases and instalment credit 5632 131 27 15.790

Interest accruals 3512 1607 5119

Total UK 125367 161.8/3 254797 2166 024/63 202.503

US

Central and local government 386 23.506 10 212 24.114

Manufacturing 308 111 8116 13

Construction 793 If 1939

FInance 52861 39.049 9144 3095 121SSb 25026

Service industries and business activities 16474 2190 233 19898 18

Agriculture forestry and fishing 20 24

Property 6456 .1089 10545

Individuals

Home mortgages 27882 27.85

Other 10.812 0879

Finance leases and instalment credit 2223 2275

Interest accruals 1421 3/9 1.614

Total US 143550 14s021 9708 3.43 22bfi2 23030
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Business review contThued

Industry risk geographical analysis conid

.rrd

r1 .U4 .rt rJ
rn CT 1.n Cr

Europe

Central and local government 237 30523 32 33.09E

Manufacturing 5156 Ii 351 15533 214

Construction 4779 47T
Finance ..48 42A18 6281 15 89.341 84200
Service industries and business activities 46505 540 48.1 47521 24648

Agriculture forestry and fishing 4650 .12 4494

Property 5T133 73f 15.842

Individuals

Home mortgages 9155/ 81.511

Other 15292 3292 19154

Finance leases and instalment credit .625 ooo
Interest accruals 2872 1.101 3.972

Total Europe 202.04 41544 7.322 0i7Y2 109 071

Rest of the World

Central and local government 2.1722 12021 721 21517

Manufacturing 80/P 43 ti8 8.882

Construction 426 79 .i7

Finance 57502 16919 3.797 1215 59441 159

Service industries and business activities 4442 1.825 651 16.935 103

Agriculture forestry and fishing .94 19.11

Property 2898 217 28 3.143

Individuals

Home mortgages 1742 740

Other 226 12.231

Finance leases and instalment credit 19 254 45 317

Interest accruals 945 ._ 953

Total Rest of the World 23242 31.916 bi5 1255 121.971 6166

Total

Central and local government 0077 103255 4148 22 117642 i540

Manufacturing 51719 3418 6.010 61147 4259
Construction 8760 631 757 20.144 1.685

Finance .4232 204587 259.261 11.178 923591 299703

Service industries and business activities 151627 21356 5.787 75966 31 .4573

Agriculture forestry and fishing 914 72 100 9.352 104

Property 8823 6013 1.00.5 94882 2033

Individuals

Home mortgages 125095 1513 186913

Other 4432 13 2.3 12549 10

Finance leases and instalment credit 9492 13i 281 45 19.955

Interest accruals 8.756 .3595 11948

1.05.1450 34154 211.402 146 69014 340.199

Notes

lndudes setSement balances of 16589 million

ThIs column shows the amount by which the Groups aedft ilsic exposure Is reduced through arrangements such as master netting agreements which glee the Group legal right to set-off lire

financial asset against financial llab9ty due to the same counterparty In add5on the Group holds collateral In respect of Inclisidual loans and advances to banks and to customers This

collateral Includes mortgages over properly both personal and commercial charges over business assets such as plant twenttsles and frade dabora and guarantees of lending from parses

other than the borrower The Group obtains collateral In the form of sncw9es In reverse repurchase agreements Cash and secuddes are receleed as collateral in respect of darlnatKe

transactions
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impairment audited Both REIL and PPL are reported gross of the value of any security held

The Group classifies impaired assets as either Risk Elements in Lending which could reduce the eventual loss should it occur and gross of any

REIL or Potential Problem Loans PPL REIL represents non-accrual provision marked Therefore Impaired assets which are highly

loans loans that are accruing but are past due 90 days and collateralised such as mortgages will have low coverage ratio of

restructured loans PPL represents impaired assets which are not provisions held against reported Impaired balance

included in REIL but where information about possible credit problems

cause management to have serious doubts about the Jture ability of

the borrower to comply with loan repayment terms

Rtsk elements lending arId potential probleirl loans audited

The analyses of risk elements and Impairment charges as discussed

below form key part of the data provided to senior management on

the credit performance of the Groups portfolios

Total

Total prtslon

prcotslon as%of

ROIl and Total as of REIL

REIL PPL PPL proVIsion REIL PPL i1ll

Em Em Em Em

1r ill

lll

i1n

2008 2fl7

Division

Global Markets

Global Banking Markets 6192 18 6210 3491 56% 56% 952 57 1019 586 52% 58%

Global Transaction Services 284 284 245 86% 86% 336 335 71 51% 91%

Total Global Markets 6476 18 6494 3736 58% 58% 186 371355 59%
Regional Markets

UK Retail

Commercial Banking 7900 200 8100 3709 47% 46% 9.535 i33 5598 3281 59% 59%

USRetail

Commercial Banking 770 770 932 121% 121% 317 317 304 96% 86%

Europe Middle East Retail

Commercial Banking 3341 3349 822 25% 25% 725 726 41 58% 63%

Asia Retail

Commercial Banking 304 304 252 83% 83% 386 386 183 47% 7%
Total Regional Markets 12315 208 12523 5715 46% 46% 6963 64 7.027 4.166 30% 60%

Other 14

RBS share of shared assets

Group before RFS Holdings

minority
interest 18791 226 19017 9451 50% 60% 8251 131 8382 4972 50% 59%

RFS Holdings minority interest 2.470 2470 1565 63% 63% 2480 540 3.020 1.480 60%..19%

Group 21261 226 21487 11016 52% 51% 10.731 671 1402 6452 60% 57%
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Business review continued

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

2008

before RFS

Holdings

ntkrorlty

Group Interest ic.t

19479 17082 10362 7349

1782 1.709 369 302

21261 18791 10.73i .251

226 226 611 131

21487 19017 11402 6.382

Notes

All loans against which an impairment pronislon is held are reported is the non-accwat category

Loans where an impairment event has taken place but no knpairment recognised This category is used for fully coliaterailsed non-revolving aedit facilities

Loans for which an impairment event has occurred but no impairment predsion Is necessary This category is used for fully coltaterlsed advances and revolving aedat facilities where

identificahon as 90 days overdue is not leaaitae

Gross of prowsions and exchiding reverse repurchase agreements

REIL as at 31 December 2008 was 21261 million 2007 10731
million Excluding RFS Holdings minority interest REIL was 18791

million an increase of 10540 million during the year As percentage

of customer lending REIL and PPL in aggregate excluding RFS

Holdings minority interest was 2.69% of customer loans and advances

at 31 December 2008 2007 1.49%

Impairment Iciss provision methodology audited

Provisions for impairment losses are assessed under three categories

Individually assessed provisions provisions required for individually

significant impaired assets which are assessed on case by case

basis taking into account the financial condition of the counterparty

and any guarantor and collateral held after being stressed for

downside risk This incorporates an estimate of the diŁcounted value

of any recoveries and realisation of security or collateral The asset

continues to be assessed on an individual basis until it is repaid in

full transferred to the performing portfolio or written-off

Collectively assessed provisions provisions on Impaired credits

below an agreed threshold which are assessed on portfolio basis

to reflect the homogeneous nature of the assets such as credit cards

or personal loans The provision is determined from quantitative

review of the relevant portfolio taking account of the level of arrears

security and average loss experience over the recovery period

Latent loss provisions provisions held against the estimated

impairment in the performing portfolio which have yet to be identified

as at the balance sheet date To assess the.latent loss within the

portfolios the Group has developed methodologies to estimate the

time that an asset can remain Impaired within performing portfolio

before it is identified and reported as such

Pravsion analysis audited

The Iroups consumer portfolios which consist of high volume small

value credits have highly efficient largely automated processes for

identifying problem credits and very short timeacales typically three

months before resolution or adoption of various recovery methods

Corporate portfolios consist of higher value lower volume credits which

tend to be structured to meet Individual customer requirements

Provisions are assessed on case by case basis by experienced

specialists with input from professional valuers and accountants The

Group operates clear provisions governance framework which sets

thresholds whereby suitable oversight and challenge is undertaken and

significant cases will be presented to committee chaired by the Group

Chief Executive or the Group Finance Director

The table below sets out the Groups loans that are classified as REIL and PPL

Non-accrual loans iii

Accrual loans past due 90 days 2i

Total REIL

PPL i3

Total REIL and PPL

REIL and PPL as of customer loans and advances gross iv 2.52% 2.69% i.6.1 1.19%
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Impairment cnarge aunited

The following table shows total impairment losses charged to the income statement

2008 24
Lie

New impairment losses 8391 23

less recoveries of amounts previously written-off 319 312

Charge to Income statement 8072 1968

Comprising

Loan impairment losses 7091 1.949

Impairment losses on available-for-sale securities 981 22

Charge to income statement 8072 1988

Impairment losses by division

Global Markets

Global Banking Markets 3643

Global Transaction Services 60 14

Regional Markets

UK Retail Commercial Banking 1964 1.366

US Retail Commercial Banking 1041 340

Europe Middle East Retail Commercial Banking 526 18

Asia Retail Commercial Banking 171

RBS Insurance 42

Other 15
Group before RFS Holdings minority interest 7.432 1930

RFS Holdings minority interest 640 38

Group 8072 1965

Arlysii ul loan impairioita.l ciiarje audited

2008 200

Group

before RFS

Holdings

mInorIty

Group Interest Gnur n.nu
Lie Lie in

Latent loss impairment charge 822 769 55 25

Collectively assessed impairment charge 2606 2391 1.384 1313

Individually assessed impairment charge 3545 3200 274 2.1.1

Charge to income statement 6.973 6360 1944 2082

Charge as of customer loans and advances gross 0.82% 0.91% 2.28% 0.37%

Notes

Excludes loan Impairment charge against loans and advances to banks cf 118 milton 12007 nt

Gxoss of pisions and excluding reverse repurchase agreements

Analysis nI loan impairment provisons audited

2006 27
Group

before RF5 iry
Holdings

minorIty

Group Interest wu
Em Em 22r

Latent loss provisions 1944 1719 1.050 731

Collectively assessed provisions 4102 3692 3845 $2

Individually assessed provisions 4843 3913 1554 1.057

Total provisions 10889 9.324 6449 4953

Total provision as of customer loans and advances gross 1.3% 1.3% 09% 0.9%

No
Excludes provisions against loans and advances to banks of 127 mItion 2007 million

Gross of provisions and excluding reverse repurchase agreements
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Business review continued

Provisions coy igc audited

The Groups provision coverage ratios are shown in the table below

2008

Group

before RFS lr
Hodogs

mmnoulty

Group interest ii
Em Em

Total provision expressed as

of REIL 52% 50% 60 5012

of REIL and PPL 51% 50% 51% .9%

At January

Transfers to disposal groups

Currency translation

and other adjustments

Acquisition of subsidiaries

Disposal of subsidiaries

Net increase in provisions

Recoveries of amounts

previously written-off 10

Charge to Income statement 2718

Discount unwind 12
At 31 December 3.491

57 458 1441 1.37

2221

178

The coverage ratio of
closing provisions to REIL and PPL decreased from 57% to 51% during 2008 Excluding RFS Holdings minority interest the

coverage ratio was 50% The lower coverage ratio reflects amounts written-off and the changing mix from unsecured to secured exposures

Movement in loan impairment provisions audited

The following table shows the movement in the provision for impairment losses for loans and advances

Group before RFS Holdings minonty interest Group

tndtodualty collectively Total tndMdualy Colectively Total

assessed assessed Latest 2008 if assessed assessed Latest 2008 i1.1

Em Em Em On Em Em On Em

1119 3098 739 4956 4501 1568 3834 1050 6452 935

222 351 194 767

At January

Transfer to disposal groups

Currency translation and

other adjustments 600 182 241 1023 513 1065 81 295 1441 137

Acquisition of subsidiaries 129 2221

Disposal of subsidiaries 148 30 178 149 29 178
Net increase in provisions of

discontinued operations 43

Amounts written-off 1014 1883 2897 i..94 1165 1983 3.148 2011
Recoveries of amounts

previously written-off 68 193 261 270 113 206 319 542

Charged to the income statement 3318 2391 769 6478 2.052 3663 2606 822 7091 1945

Unwind of discount 51 141 192 173 52 142 194 164

At 31 December 4040 3692 1.719 9451 4956 4.970 4102 1944 11.016 6.452

Note

The provision for impairment tosses at 31 December 2008 indude 127 milton relating to toans and advances to banks 2007 milton

Movement ri loan impairment provisions atdited

The movement in provisions balance by division Is shown in the table below

Europe

Middle East Asia RBS RFS

Global Global UK Retait US Retail Retal Retaf Share ci Holdings

Banking TransactIon Commercial Commercial Commercial Commercial Central Shared flaitoutty Total

Markets Smolces Banking Banking Banking Banldng Items Assets interest 2008 21b7

Lot On On On Em On On On On Em rT

586 170 3281 304 418 183 14

496 52 12 219 147

108 70

16 1480 6.452 5935

767 767

of discontinued operations
46

Amounts written-off 307 34 1414 710 174 153 64 16 276 3148 2.011

113 80 50

59 1.965 1039 526 171

140 32
245 3709 932 822 252

58 319 342

613 7091 1.945

194 16.1

1565 11016 5.452
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Liquidity ilsk audited

The Groups liquidity policy is designed to ensure that the Group can at

all times meet its obligations as they fall due

Liquidity management within the Group addresses the 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

to undrawn commitments and other contingent obligations

The management of liquidity risk within the Group is undertaken within

formal governance structure The Group Board of Directors oversees

the liquidity risk appetite and
strategy

of the Group the Group

Executive Management Committee reviews the key liquidity metrics and

trends in the context of the Groups overall risk profile theGroup Asset

and Liability Management Committee GALCO chaired by the Group

Finance Director and including the chief executives of the business

divisions as well as the Group Treasurer Group Chief Risk Officer and

heads of other relevant Group functions sets explicit metrics across

number of asset and liabitty targets and these are cascaded to the

business and monitored by the Group Treasury and risk functions

Group Treasury has overall responsibility for the daily monitoring and

control of the Groups liquidity and funding positions The
Liquidity

Managers Forum is chaired and directed by the Group Treasurer with

membership Including the Head of Short Term Markets and Financing

GBM The forum typically meets weekly with more frequent ad hoc

meetings as necessary There are Regional and Country ALCOs that

oversee Group policy in our business in Europe Asia and the Americas

The Group is divided into Liquidity Reporting Units each of which is

required to have its own liquidity limits and contingency funding plan In

addition all subsidiaries and branches outside the UK are required to

comply with local regulatory liquidity requirements and are subject to

Group Treasury oversight

Management of term structure

The Group evaluates on regular basis its structural liquidity risk and

applies vanety of balance sheet management and term funding

strategies to maintain this risk within its normal policy parameters The

degree of maturity mismatch within the overall long-term structure of the

Groups assets and liabilities is managed within Internal policy

guidelines aimed at ensuring 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 abillty

maturities where they differ materially from the underlying contractual

maturities

Daily management

The primary focus of the daily management activity
is to ensure access

to sufficient liquidity to meet cash flow obligations within key time

horizons in particular out to one month ahead The short-term maturity

structure of the Groups 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

borrowings or the sale of various debt securities held after allowing for

appropriate haircuts Short-term liquidity risk Is generally managed on

consolidated basis with liquidity mismatch limits in place for

subsidiaries and non-UK branches which have material local treasury

activities thereby assuring that the daily maintenance of the Groups

overall liquidity risk position is not compromised ABN AMRO Citizens

Financial Group and RBS Insurance manage liquidity locally given

different regulatory regimes subject to review by Group Treasury As

integration of ABN AMROs businesses within the Group proceeds the

liquidity risk policies parameters and metrics used will be progressively

aligned within single framework

Stress testing

The Group performs stress tests to simulate how events may impact its

funding and
liquidity capabilities Such tests inform the overll balance

sheet structure and help define suitable 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 form

and content of stress tests are updated where required as market

conditions evolve

Contingency planning

Contingency funding plans have been developed to anticipate and

respond to approaching or actual material deterioration in market

conditions The Group reviews its contingency plans In the light of

evolving market conditions The contingency funding plan covers the

available sources of contingent funding to supplement cash flow

shortages the lead times to obtain such funding the roles and

responsibilities of those involved in the contingency plans including the

communication lines for escalation of events which give rise to liquidity

stress assumptions including the expected change impact of market

conditions and the
ability

and cIrcumstances within which the Group

accesses central bank
liquidity

Global d.velopm.nts unaudited

The global financial system has experienced Its greatest crisis In the

post war period and the dislocation became most acute in the second

half of 2008 This loss of confidence in the worlds banking system led

to masslve dislocation In the capital markets and resulted In the

effective closure of the term debt and securltlsatlon markets and money

markets Government Intervention in and support for the International

financial system has increased to unprecedented levels taking the form

of capital Injections guaranteed funding asset Insurance schemes and

expanded facilities from number of central banks

In September 2007 the Bank of England announced that to alleviate

strains in longer-maturity money markets It would conduct auctions to

provide funds at three month maturity against wider range of

collateral including mortgage collateral than in Its weekly open

market operations
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Business review continued

In AprIl 2008 the Bank of England launched special liquidity

scheme allowing banks to swap temporarily Illiquid mortgage and

other assets for Treasury Bills The scheme closed to new issuances

on 30 January 2009 Howevet It will provide liquidity support for

further three years

In September 2008 the major central banks announced coordinated

action to improve US$ liquidity As part of this action the Bank of

England and ECB commenced US dollar repo operations Eligible

collateral consists of securities routinely eligible in the Bank of

Englands and ECBs short-term repo open market operations

together with conventional US Treasuries The Bank of England

concluded reciprocal swap agreement swap line with the US

Federal Reserve On February 2009 the Bank of England

announced the extension of this facility until 30 October 2009

In October 2008 the pool of eligible collateral securities for its open

market operations was extended to include bank debt guaranteed

under the Governments bank debt guarantee scheme

In October 2008 the Government announced credit guarantee

scheme It will guarantee new unsecured borrowing in return for

fee Initially the guarantee period ended on April 2009 but on 19

January 2009 the Government announced an extension to 31

December 2009 It also announced new arrangements expected to

start in April 2009 to guarantee asset-backed securities issued by

banks

In October 2008 the European Central Bank expanded its list of

eligible collateral to include marketable debt instruments

denominated in non-euro currencies and issued in the euro area

among others This is to remain in force until the end of 2009

Enhancements were also made to the provision of longer-term

refinancing operations including conducting them through fixed rate

tender procedure with full allotment This is to stay in place for as

long as needed and at least until 31 March 2009

On 27 October 2008 the Federal Reserve Bank commenced the

Commercial Paper Funding Facility to provide liquidity backstop to

issuers of commercial paper special purpose vehicle SPy funded

by the Federal Reserve Bank of New York will purchase eligible three-

month unsecured and asset-backed commercial paper from
eligible

issuers In February 2009 the FED announced an extension to this

facility
until 30 October 2009

In October 2008 the UK Government announced recapitallsation

plans for number of UK banks including RBS

In January 2009 it was announced that the Bank of England wi

permit drawings from the discount window facility with term of 364

days in addition to the standard option to draw for 30 days

In January 2009 the Government announced that the Bank of

England had been authonsed to purchase up to 50 billion of high-

quality private sector assets under an asset purchase facility The

following sterling assets are Initially eligible for purchase commercial

paper corporate bonds paper Issued under the Credit Guarantee

Scheme CGS syndicated loans and asset-backed securities

created in viable securitlsation structures

In January 2009 the Government announced an asset protection

scheme The Government will Insure for commercial fee certain

bank assets against losses It is anticIpated that the scheme will

commence In AprIl 2009 The UK banks Including the Group have

been in discussions with the Tripartite Authorities about the schemes

terms

In January 2009 the FSA has announced that It
will ensure that the

application of the current International Basel Accord does not create

any unnecessary or unintended pro-cyclical effects

On February 2009 the Federal Reserve Bank announced an

extension to number of its liquidity facilities until 30 October 2009

These included the Term Securities Lending Facility TSLF originally

announced in March 2008 Under the TSLF the Federal Reserve Bank

of New York auctions 28-day term loans of Treasury securities to

primary dealers in exchange for other program eligible collateral

LiquIdIty management In 2008 audIted

The exposure of the Group to wholesale market funding increased

markedly in 2008 following the acquisition of the wholesale banking

business of ABN AMRO in the latter half of 2007 The amount of

unsecured wholesale funding represented by bank funding and debt

securities Increased from 154 billion In June 2007 to 362 bIllion in

December 2007 The gap between customer loans and customer

deposits increased over this period from 86 billion to 121 billion

The market disruption during 2008 had marked effect on the Groups

liquidity and funding which was at Its most acute In the autumn of 2008

following the collapse of Lehman Brothers During that period the

Groups credit ratings were downgraded constraining both access to

and tenor of wholesale funding and there was an outflow of customer

deposits The effective closure of the term funding markets and sharp

reduction in the quantity and maturity of short term bank funding had

profound consequences for the Group

Whilst the Groups customer funding sources remain well diversified and

its retail franchise proved resilient the availability of longer term funding

diminished The Group therefore increased its shorter term wholesale

funding exposure Increased Its access to central bank funding and

issued government guaranteed debt to fund the balance sheet The

government schemes have enabled the mitigation of the financial crisis

as the Group rebalances its asset and liability structure
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An analysis of the Groups funding is set out below

2008

Group

behe RFS 1FS

Holengs

mirionty

Group merest

Sources of fundIng on on

Customer accounts excluding repos

Repayable on demand 327.547 24 279315 23 4671 24273.644 22

Timedeposits 253822 19 181003 15 201.373 153416 13

Total customer accounts excluding repos 581369 43 460.318 38 547.447 38 37.050 35

Debt securities In issue over one year

remaining maturity 125782 99218 118152 13 92310 El

Subordinated liabilities 49.154 43678 38043 28.052

Owners equity 58879 58.879 5Q38 53.038

Total customer accounts and long term funds 815184 60 662093 55 756.13730 53 510460 49

Repoagreementswithcustomers 58143 58143 134910 10 120.062 10

Repo agreements with banks 83666 83666 163.035 61862 13

Total customer accounts long term funds

and collateralised borrowing 956993 71 803902 67 1.054634 /4 2.384 /2

Debt securities in issue up to one year

remaining maturity 174.507 13 169970 14 150021 11 128207 10

Deposits by banks excluding repos 174378 13 178268 15 49258 14037
Short positions 42536 42.536 /3501 /2323

Total 1348414 100 1194676 100 1437111 100 1231.6l1 100

Customer accounts the principal source of funds for the Group is its

core customer deposits gathered by its retail banking private client

corporate and SME franchises The underlying strength the franchise

is demonstrated by the performance of the Group in these markets as

customer deposits increased from 437 billion in December 2007 to

460 billion at the end of December 2008 There was fluctuation In

balances at the height of the market disruption in October 2008 but this

was recovered by the year end The Groups multi-brand offering and

strong client focus is key part of the funding strategy and continues to

benefit the Groups funding position

Repo agreements are borrowings collateralised by range of debt

securities and other assets undertaken with range of corporate and

institutional customers and banks These reduced significantly in the

course of 2008 as the Group took strategic actions and wholesale

markets retrenched

Debt securities in issue over one ear subordinated liabilities and

equity during 2008 the debt markets saw reduced activitt In both the

term and the securitisation markets as result the maturity profile of

the Groups wholesale funding has become shorter in duration over the

course of the year This was partly offset by issues of government

guaranteed debt in the latter part of 2008 The maturity profile of debt

securities Is predominantly concentrated under one year and this is

source of
refinancing

risk in the coming twelve months

The Group raised 27 billion of
equity capital during the course of 2008

from rights issue of 12 billion in June 2008 and placing and open

offer In December 2008 which provided further 15 billion of equity

capital In December2008 further billion was raised from

preference share issue

Undrawn commitments the Group provides undrawn commitments to

both its corporate and personal customers in the form of products such

as overdrafts and credit card facilities The commitments portfolio Is well

diversified in terms of customers geography and business type The

total amount of the Groups undrawn commitmerits at the end of 2008

was 352 billion

Short term debt and bank deposits the Group saw considerable

pressure and risk aversion in the short term debt and bank deposit

markets In order to relieve funding shortages in the market central

banks across the world allowed banks to pledge assets to access

funding The Group has used central bank schemes to support Its

funding and pledged assets Into several of these schemes in number

of countries in which it operates The Group has set up serIes of

initiatives to improve the liquidity value of its assets to assist In
relieving

Short positions in various securities are held primarily by GBM including funding pressures

RBS Greenwich Capital in the US
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Business review continued

Conduits the Groups most significant multi-seller conduits have thus The Group values the funding flexibility and liquidity provided by the

far continued to fund the vast majority
of their assets solely through ABCP market to fund client and Group-originated assets Whilst there

ABCP issuance There were significant disruptions to the liquidity of the are plans to decrease the multi-seller conduit business in line with the

financial markets during the year following the bankruptcy filing of Groups balance sheet the Group is reviewing the potential for new

Lehman Brothers in September 2008 and this required small amount own-asset conduit structures to add funding diversity

of the assets held in certain conduits to be funded by the Group rather

than through ABCP issuance By the end of 2008 there had been an Outlook for 2009 unaudfted

improvement In market conditions supported by central bank initiatives The market outlook for 2009 remains uncertain with the prospect of

which enabled normal ABCP funding to replace this Group funding of recession on global
scale The wholesale funding markets remain

the conduits difficult with high degree of risk aversion towards the banking market

and no restoration of the unguaranteed debt capital markets for bank

issuance yet visIble The continuation of these conditions means that the

use of central bank and other government facilities are likely
to be

required for some time Other deposit initiatives have commenced to

The total assets held by the Groups sponsored conduits are 49.9 widen wholesale and other retail deposit gathering actions

billion 2007 48.1 billion Since these liquidity facilities are sanctioned

on the basis of total conduit purchase commitments the liquidity facility

commitments will exceed the level of assets held with the difference

representing undrawn commitments

Group balance sheet audIted

The following tables show the contractual undiscounted cash flows receivable and payable up to period of twenty years Including future receipts

and payments of interest

On balance sheet assets by contractual maturity

Oroup

0-3 months 3-12 months 1-3 years 3-5 years 5-10 years 10-20 years

fin Em Em Em fin Em2008

Cash and balances at central banks 12333 25 29

Loans and advances to banks 61630 19369 2673 921 111 70

Loans and advances to customers 195553 81054 138378 125621 160271 152084

Debt securities 26006 12895 24629 23927 57846 24535

Derivatives held for hedging 266 1796 2281 1359 1517 649

Settlement balances 17830

Other financial assets 621 193 58 111 343

314239 115332 168019 151939 220092 177367

On balance sheet liabilities by contractual maturity

Group

0-3 months 3-12 months 1-3 years 3-5 years 5-10 years 10-20 years

2008 fin Em Em Em fin Em

Deposits by banks 154614 14347 3345 2754 2048 34

Customer accounts 523268 33450 6577 6337 7298 5319

Debt securities in issue 131714 48652 40067 38223 38667 5626

Derivatives held for hedging 394 2216 2543 1334 2682 1373

Subordinated liabilities 1753 4.271 6824 5793 24503 13030

Settlement balances and other liabilities 13351 12 10

825094 102941 59368 54447 75208 25388

The average maturity of ABCP issued by the Groups conduits as at 31

December 2008 was 72.1 days 2007 60.9 days
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Other contractuel cash obtgaiicns

The table below summanses the Groups other contractual cash obligations by payment date

0-3 months 3-12 months 1-3 years 3-5 years 5-10 years 10-20 years

2008 Em Em Em Em

Operating leases 146 433 976 751 1448 1851

Contractual obligations to purchase goods or services 237 892 486 208 303

383 1325 1462 959 1751 1852

Operating leases 00 21 605 559 1.060 1.455

Contractual
obligations to purchase goods or services 4.1 007 745 149

5t1 1275 1.403 7db 1555 1.960

The Groups undrawn formal facilities credit lines and other commitments to lend were 352398 million 2007 332811 million While the Group

has given commitments to provide these funds some facilities may be subject to certain conditions being met by the counterparty The Group does

not expect all facilities to be drawn and somemay lapse before drawdown

The tables above show the timing of cash inflows and outflows to settle

financial assets and liabilities They have been prepared on the following

basis

Financial assets have been reflected in the time band of the latest date

on which they could be repaid unless earlier repayment can be

demanded by the reporting entity financial liabilities are included at the

earliest date on which the counterparty can require repayment

regardless of whether or not such early repayment results in penalty If

the repayment of financial asset or liability is triggered by or is

subject to specific criteria such as market pflce hurdles being reached

the asset is included in the latest date on which it can repay regardless

of early repayment whereas the liability is included at the earliest

possible date that the conditions could be fulfilled without considering

the probability of the conditions being met For example if structured

note is automatically prepald when an equity index exceeds certain

level the cash outflow will be included in the less than three months

period whatever the level of the index at 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 As the repayment of assets

and liabilities are linked the repayment of assets In securitisatlons are

shown on the earliest date that the asset can be prepaid as this is the

basis used for liabilities

Assets and liabilities with contractual maturity of greater than 20

years the principal amounts of financial assets and 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 after 20 years

Held-for-trading assets and liabilities held-for-trading assets and

liabilities amounting to 1226.8 billion assets and 1146.7 billion

liabilities 2007 678.6 billion assets 478.6 billion liabilities have

been excluded from the table in view of their short term nature

This contractual analysis highlights the maturity transformation of the

balance sheet that is fundamental to the structure of banking In

practice this Is not reflection of the actual behaviour of assets or

liabilities In
particular the customer funding of the balance sheet

exhibits much greater stability and maturity than the tables indicate This

is because the funding franchise of the Group Is diversified across an

extensive retail network

Regulatory environment audited

The Group is subject to the FSAs liquidity regime whilst overseas

subsidiaries and branches are subject to local regimes

Storlirt liquidity

The FSA requires the Group on consolidated basis to maintain daily

minimum ratio of 100% between

stock of qualifying high quality liquid assets primarily UK and EU

government securities treasury bills and cash held in branches and

the sum of sterling wholesale net outflows contractually due within

five working days offset up to limit of 50% by 85% of sterling

certificates of deposit held which mature beyond five working days

and 5% of retail deposits with residual contractual maturity 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 required to

maintain each day

Given the developments in 2008 the FSA has published new proposals

for liquidity management CPO8/22 to replace the current regulatory

framework The FSA is proposing major overhaul of liquidity risk

regulation that will include

Improved systems and controls
including governance standards

pricing intra day systems and collateral management

lndMdual liquid assessments that will include mandatory scenarios

and an analysis of principal liquidity exposure factors

Reporting standards improved both in scope end frequency by

enhanced mismatch reporting
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Business review continued

Mailcet risk audited

Market risk arises from changes in interest rates foreign currency credit

spread equity prices and risk related factors such as market volatilities

Market risk is actively managed and aligned with the Groups risk

appetite Market conditions were difficult throughout 2008 with

significant volatility and write-downs across markets and portfolios

The Group manages market risk in the trading and non-trading

treasury portfolios using the market risk management framework The

framework includes value-at-risk VaR limits backtesting stress testing

scenario analysis position/sensitivity analysis and model validation

The focus through 2008 has been on overhauling and reiiewing the

market risk limits for trading book activities reflecting market

performance and events

Measurement audited

number of techniques are used to calculate the Groups exposure to

market risk including VaR sensitivity analysis and stress testing

VaR is technique that produces estimates of the potential change in

the market value of portfolio over specified time horizon at given

confidence levels For internal risk management purposes the Groups

VaR assumes time horizon of one trading day and confidence level

of 95% The trading book market risk is calculated using VaR at

confidence level of 99% and time horizon often
trading days From

2009 the Group is adopting 99% confidence limits in line with industry

practice

The Group calculates VaR using historical simulation models but does

not make any assumption about the nature or type of underlying loss

distribution The methodology uses the previous 500 trading days of

market data and calculates both general market risk i.e the risk due to

movement in general market benchmarks and idiosyncratic market risk

i.e the risk due to movements in the value of securities by reference to

specific issuers All VaR models have limitations which Include

Historical data may not provide the best estimate of the
joint

distribution of risk fabtor 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 one-day time horizon does not fully capture the market

risk of positions that cannot be liquidated or hedged within one day

VaR using 95% confidence level does not reflect the extent of

potential losses beyond that percentile

Traded portfolios audited

The primary focus of the Groups trading activities is client facilitation

The Group also 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

related markets in order to profit from market imperfections

Proprietary activity taking positIons
In financial Instruments as

principal In order to take advantage of anticipated market conditions

Financial instruments held in the Groups trading portfolios include but

are not limited to debt secunties loans deposits equities securities

sale and repurchase agreements and derivative financial Instruments

futures forwards swaps and options

The Group participates In exchange traded and over the counter OTC
derivatives markets The Group buys and sells financial instruments that

are traded or cleared on an exchange including interest rate swaps

futures and options Holders of exchange traded Instruments provide

margin daily with cash or other security at the exchange to whIch the

holders look for ultimate settlement The Group also buys and sells

financial instruments that are traded OTC rather than on recognised

exchange These instruments range from commoditised transactions in

derivative markets to trades where the specific terms are tailored to the

requirements of the Groups customers In many cases industry

standard documentation is used most commonly in the form of

master agreement with individual transaction confirmations

The Group calculates the VaR of trading portfolios at the close of

busIness and positions may change substantially during the course of

trading day Further controls are In place to limit the Groups Intra-day

exposure such as the calculation of the VaR for selected portfolios The

Group cannot guarantee that losses will not exceed the VaR amounts

indicated due to the limitations and nature of VaR measurements
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Assets and liabilities in the trading book are measured at their fair value provides an Independent evaluation of the model for transactions

Fair value is the amoupt at which the Instrument could be exchanged in deemed by the Model Product Review Committee MPRC to be large

current transaction between
willing parties The fair values are complex and/or Innovative Any profits or losses on the revaluation of

determined following lAS 39 guidance which requires banks to use positions are recognised in the daily profit and loss

quoted market prices or valuation techniques models that make the

maximum use of observable Inputs When marking to market using The VaR for the Groups 2008 trading portfolios segregated by type of

model the valuation methodologies are reviewed end approved either market risk exposure is shown below

by the market risk function in the business or at Group level Group Risk

million unaudited

Note

The traded market risk VaR exdudes super senior tranches of asset backed COOs

The average total VaR utilisation increased In 2008 compared with 2007 result of sales reclassification of assets to the non-trading book and

as result of increased market volatility This increase was offset by write-downs The average equity VaR Increased In 2008 compared with

reduction in tradingbook exposure throughout the period due to 2007 due to the
integration of ABN AMRO from 17 October 2007

reduction in the size of the inventory held on the balance sheet as

2008

Arege Period end Maximwn Mlnknurn Acrc P-riod .ni Muinorri t4rir

irr Em Em Em r1 il

Interest rate 20.7 26.3 36.5 12.1 17.5 15.0 21.5 7.5

Credit spread 37.2 40.4 51.2 26.0 15.5 419 45.2 126

Currency 4.5 8.7 10.5 1.2 2.5 3.0 5.9 1.1

Equity 12.3 9.4 19.9 6.0 5.4 14.0 22.0 1.4

Commodity 6.7 6.3 18.2 0.2 0.5

Diversification 43.3 2li7

Total 44.6 47.8 60.9 29.9 21.5 45.7 50.1 13.2

The 2008 data in the table above excludes exposures to.super-senior market and related exposures Super senior CDOs on page 132 and

tranches of asset backed CDOs as VaR no longer produces an Financial statements Note 11 Financial instruments Valuation level

appropriate measure of risk for theseexposures due to the Illiquidity portfolios collateralised debt obligations on pages 204 and 205

and opaqueness of the pricing of these instruments over an extended

period For these exposures the maximum potential loss Is equal to the RBS Sempra Commodities LL9 the commodities-marketing joint venture

aggregate net exposure which was 1398 million as at 31 December between RBS and Sempra Energt was formed on Apfll 2008 and its

2008 For more information please refer to the discussion of Credit trading risks were Included In the disclosed VaR from that date

Interest rate Credit spread FX Equity commodity Total

July August September October November Oecember
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Business review continued

Bcktestir stre3ss tesung and saiisitMty analysis audited

The Group undertakes 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

Risks not in VaR framework has been developed to address those

market risks not adequately captured by the market standard VaR

methodology Where risks are not included In the model various non-VaR

controls e.g position monitoring sensitivity limits triggers or stress

limits are in place

The Group undertakes daily stress testing to identify the potential losses

in excess of VaR Stress testing is used to calculate range of trading

book exposures which result from exceptional but plausible market

events Stress testing measures the impact of abnormal changes In

market rates and prices on the fair value of the Groups trading

portfolios GEMC approves the high-level market stress test limit for the

Group The Group calculates historical stress tests and hypothetical

stress tests

Historical stress tests calculate the loss that would be generated if the

market movements that occurred during historical market events were

repeated Hypothetical stress tests calculate the loss that would be

generated if specific set of adverse market movements were to occur

Stress testing is also undertaken at key trading strategy level for those

strategies where the associated market risks are not adequately

captured by VaR Stress test exposures are discussed witfl senior

management and are reported to GRC GEMC and the Board Breaches

in the Groups market risk stress testing limits are monitored and

reported

In addition to VaR and stress testing the Group calculates 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 level

Model validation governance audited

Pricing models are developed and owned by the front office Where

pricing models are used as the basis of books and records valuations

they are all subject to independent review and sign-off Models are

assessed by MPRC as having either Immatenal or material model risk

valuation uncertainty arising
from choice of modelling assumptions

the assessment
bei9g

made on the basis of expert judgement Those

models assessed as having material model risk are prioætlsed for

independent quantitative review Independent quantitative review alms

to quantify
model risk by comparing model outputs against alternative

independently developed models The results of independent

quantitative review are used by Market Risk to inform risklimits and by

Finance to inform reserves Governance over this process is provided

by MPRC forum which brings together front office quants market risk

finance and QuaRC Quantitative Research Centre Group Risks

independent quantitatIve model review function Risk market risk

incremental default risk counterparty credit risk models are developed

both within business units and by Group functions Risk models are also

subject to independent review and sign-off Meetings are held with the

FSA every quarter to discuss the traded market risk including changes

in models management back testing results other risks not included in

the VaR framework and other model performance statistics

Risk control audited

All divisions that are exposed to market risk In the course of their

business are required to comply with the requirements of the Groups

Market Risk Policy Standards MRPS The main risk management tools

are delegated authorities specifically hard limits and discussion

triggers Independent model valuation robust and efficient risk system

and timely and accurate management Information

Limits form part of the dealing authorities and constitute one of the

cornerstones of the market risk management framework Upon

notification of limit breach the appropriate body must take one of the

following actions

instructions can be given to reduce positions so as to bring the

Group within the agreed limits

temporary increase in the limit for instance in order to allow

orderly unwinding of positions can be granted

permanent increase in the limit can be granted

Non-traded portfolios audited

Risks in non-traded portfolios mainly arise in retail and commercial

banking assets and liabilities and financial investments designated as

available-for-sale and held-to-maturity

Group Treasury is responsible for setting and monitoring the adequacy

and effectiveness of management using framework that identifies

measures monitors and controls the underlng risk GALCO approves

the Groups non-traded market risk appetite expressed as statistical

end non-statistical risk limits which are delegated to the businesses

responsible

Various banking regulators review non-trading market risk as part of

their regulatory oversight As home regulator the FSA has responsibility

for reviewing non-trading market risk at Group consolidated level
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The Group is exposed to the following non-traded risks

Interest Rate Risk in the Banking Book IRRBB represents exposures

to instruments whose values vary with the level or volatility of interest

rates These instruments include but are not limited to loans debt

securities equity shares deposits certificates of deposits and other

debt securities issued loan capital and derivatives Hedging

instruments used to mitigate these risks include related derivatives such

as options futures forwards and swaps Interest rate risk arises from

the Groups non-trading activities in four principal forms

Repricing risk arises from differences In the repricing terms of the

Groups assets and liabilities

Optionality arises where customer has an option to exit deal

early

Basis risk arises for example where one month LIBOR is used to

fund base rate assets

Yield curve risk arises as result of non-parallel changes in the

yield curve

From an economic perspective it is the Groups policy to minimise the

sensitivity to changes in interest rates in its retail and commercial

businesses and where interest rate risk Is retained to ensure that

appropriate resources measures and limits are applied

Non-trading interest rate risk is calculated in each business on the basis

of establishing the
repricing behaviour of each asset liability and off-

balance sheet product For many retail and commercial products the

actual interest rate repricing characteristics differ from the contractual

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 annually Key

conventions are reviewed annually by GALCO

static maturity gap report is produced as at the month-end for each

business in each functional currency based on the behavioural

repricing for each product It is Group policy to Include in the gap

report non-financial assets and liabilities mainly property plant and

equipment and the Groups capital and reserves spread over medium

and longer term maturities The report includes hedge transactions

principally derivatives

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 version of the same VaR

methodology that is used for the Groups trading portfolios Net accrual

income exposures are measured and controlled in terms of sensitivity

over time to movements in Interest rates

Risk is managed within VaR limits approved by GALCO through the

execution of cash and derivative instruments see Note 13 on the

accounts on page 214 ExecutIon of the hedging is carried out by the

relevant division through the Groups treasury functions The residual

risk position is reported to dMsional asset and liability committees

GALCO and the Board

Foreign Exchange Risk in the Banklftg Book FXRBB represents

exposures to changes In the values of current holdings and future

cashflôws denominated in other currencies Hedging instruments used

to mitigate these risks Include foreign currency options currency swaps

futures forwards and deposits Foreign exchange risk results from the

Groups investments in overseas subsidiaries associates and branches

in three principal forms

Structural foreign currency exposures that arise from net Investment

in overseas subsidiaries associates and branches

ii TransactionaL/commercial foreign currency exposures that arise from

mismatches in the currency balance sheet and

iii Foreign currency profit streams

Equity Risk In the Banking Book ERBB Is defined as the potential

variation in the Groups non-trading Income and reserves arising from

changes In equity pncesilncome This risk may crystallise during the

course of normal business activities or in stressed market conditions

Equity positions in the Groups banking book are retained to achieve

strategic objectives support venture capital transactions or in respect of

restructuring arrangements From an economic perspective it is the

Groups policy to ensure that equity exposures in the banking book are

identified monitored and controlled with the aim of maximising their

potential strategic or business value

The commercial decision to invest In equity holdings Is taken by GEMC

GCC or an appropriate sub-committee within delegated authority

Investments of strategic nature are referred to C3EMC for approval

those invoMng the purchase or sale by the Group or subsidiary

companies also require Board approval after consideration by GEMC

Treasury authted

The Groups treasury actMties include Its money market business and

the management of Internal funds flow within the Groups businesses

In addition this Includes GBM trading portfolio assets that have been

reclassified to available-for-sale Money market portfolios Include cash

instruments principally debt securities loans and deposits and related

hedging derivatives WR for the Groups treasury portfolios which

relates mainly to interest rate risk Including credit spreads was 52.0

million at 31 December 2008 2007 5.5 million During the year

the maximum VaR was 52.0 millIon 2007 6.4 million the minimum

4.8 million 2007 1.3 million and the average 8.3 million

2007 3.7 million
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Business review continued

Non-4radir ti1eret rate VR audited million 2007 53.6 million the minimum was 53.9 million 2007
Non-trading interest rate VaR for the Groups treasury

and retail and 32.9 million and the average was 75.1 million 2007 43.2 million

commercial banking actMties was 70.6 million at 31 December 2008

2007 42.9 million with the major exposure being to changes in longer breakdown of the Groups non-trading VaR on statutory basis by

term US dollar interest rates During 2008 the maximum VaR was 117.6 currency Is shown below

2008

EUR 19.0

GBP 18.3 .3

USD 64.8

Other 4.5

Citizens Financial Group CFG was the main contributor to overall non- Mortgages home equity loans and mortgage-backed securities MBS
trading interest rate VaR CFG manages non-trading interest rate risk comprise large portion of CFGs assets In the US mortgage and

with the objective of minimisiog accrual accounted earnings volatility To home equity customers may prepay loans without penalty However

do so it uses variety of income simulation and valuation risk measures under the requirements of FAS 133 the risk that they may do so cannot

that more effectively capture the risk to earnings due to mortgage be hedged in cost effective manner and must be born by the lender

prepayment and competitive deposit pricing behaviour than VaR- Prepayment risk is primary coflponent of Interest rate risk in the

based methodology would This balance sheet management approach banking book at CFG
is common for US retail banks Interest rate risk in the banking book is

managed by professional treasury function which optimises the yield

whilst staying within approved limits on interest rate risk liquidity
and

capitalisation

2008 iii

Carr$ng

Prlndpalci amount

UsSr USSmn i.iin

Total MBS and mortgages 63542 63165 6918 f3.672

MBS .- total

high grade AA orAAA rated 26268 25893 21384a 26.72

rated to 602 600

MBS commercial

high grade or MA rated 2253 2.089 1205 221

MBS retail

high gradeAA or AAA rated 24015 23804 2443 243t

rated to 602 600

Residential Mortgage and Home
Equity

Loans non-securitised fixed rate and ARM prepayable 36672 36672 43100 43.00

Note

The pnlndpal on MBS Is the redemption amount on maturity ix In the case of an amortising Instrument the sum of Mum redemption amounts through the residual 8th of tire security
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In addition to VaR the following measures are reported to CFG ALCO Economic value of equity EVE sensitivity to series of parallel

Group Treasurt GALCO and the Board movements in interest rates EVE Is only used within CFG and to meet

the FSA prescribed standard shock test of /- 200bp parallel shock

The sensitivity of net accrual earnings to variety of parallel and

non-parallel movements in interest rates

Percent thCreas

decrease in crc EvEcit

2% psialel

downward

2%paraflet mnenUn
upward is interest

manament in rates No
U5 interest negative rates

unaudited rates stowed

Period end 0.7 19.0
Maximum 18.2 20.8
Minimum 0.7 4.4

Average 12.2 12.6

Note

EconomIc value of equity Is the net present value of assets and liabilfles calculated by discounting aspected cash flowS ci seth instrument ante 55 eapected life Risk to EVE Is quantified by

calculating the Impact of interest rate changes an the net present value of equity and is mcpressed ass percentage of crc regulatory capital

SersitMtv of net interest income unaudted

There have been no material changes to the Groups measurement and

management of the sensitivity of net interest income to movement in

interest rates

The Group aims through its management of market risk in non-trading

portfolios to mitigate the effect of prospective interest movements

which could reduce future net Interest Income whilst balancing the cost

of such hedging activities on the current net revenue stream

The table below sets out the effect on future net interest income of

sustained 1-1 OObp parallel rise/fall In all yield curves

138.9

234.1

The interest rate sensitivities in the table above are illustrative only and

are based on simplified scenarios

The figures represent the effect on pro forma net interest income of

movements of the yield curve based on the Groups current non-trading

interest rate risk profile This effect however does not Incorporate

actions that would be taken by the business units to mitigate the effect

of this interest rate risk In
reality the business units proactively seek

to change the interest rate risk profile to minimise losses and optimise

net revenues

The projections also assume that interest rates of all maturities move by

the same amount and therefore do not reflect the potential effect on net

interest Income of some rates changing whilst others remain the same

The projections do not take Into account the effect on net interest

income of anticipated differences in changes between interest rates

and interest rates linked to other bases such as central bank rates or

product rates for which the entity has discretion over the timing and

extent of rate changes The projections make other simplifying

assumptions including
that all positions run to maturity and that there

are no negative interest rates

lOObp shift in yield curves

lOObo shift in yield curves
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Business review continued

Currency risk audited movements The policy requires structural foreign exchange positions to

The Group does not maintain material non-trading open currency be reviewed regularly by GALCO Foreign exchange differences arising

positions other than the structural foreign currency translation exposures on the translation of
foreign operations are recognised directly in equity

arising from its investments in foreign subsidiaries and associated together with the effective portion of foreign exchange differences

undertakings and their related currency funding The Groups policy
In

arising on hedging instruments

relation to structural positions Is to match fund the structural foreign

currency exposure arising from net asset value including goodwill in Equity classification of
foreign currency denominated preference share

foreign subsidiaries equity accounted Investments and branches issuances requires that these shares be held on the balance sheet at

except where doing so would materially Increase the
sensitivity of either historic cost Consequently these share Issuances nave the effect of

the Groups or the subsidiarys regulatory capital ratios to currency increasing the Groups structural foreign currency position

The tables below set out the Groups structural foreign currency exposures

Net SIUCUraI

Net assets tmestments Net fordgn

of aseas Minoflty In fegn issesiment currency

operations Interests operations hedties opposixes
2008 Cm Cm Cm Cm Cm

US dollar 17480 19 17.499 3659 13840

Euro 26943 15431 11512 7461 4051

Chinese RMB 3.928 1898 2030 1082 948

Other non-sterling 5088 621 4.467 3096 1371

53439 17931 35508 15298 20210

US dollar 14819 303 14516 2541 11975
Euro 46629 28647 17982 8818 9164
Chinese RMB 2600 2600 1939 661

Brazilian real 3755 3755
Other

non-sterling 3905 519 3386 1219 2167

71708 33224 38484 14517 23967

Retranslation gains and losses on the Groups net investments ri currencies would result in loss of 960 million 2007 -1140 million

operations together with those on instruments hedging these recognised in equity These movements in equity would

investments are recognised directly In equity Changes In foreign offset retranslation effects on the Groups foreign currency

currency exchange rates will affect
equity

In
proportion to the structural denominated risk weighted assets reducing the sensitivity of

foreign currency exposure five percent strengthening in foreign the Groups Tier capital ratio to movements in
foreign currency

currencies would result in gain of 1010 million 2007 1200 exchange rates

million recognised in equity while five per cent weakening in foreign

Equity risk audited may take the form of listed and unlisted equity shares linked equity

Equity positions are measured at fair value Fair value calculations are fund investments private equity and venture capital Investments

based on available market prices wherever possible In the event that preference shares classified as equity and Federal Home Loan Stock

market prices are not available fair value is based on appropriate

valuation techniques or management estimates The table below sets out the balance sheet value of equity exposures at

December 2008

The types nature and amounts of exchange-traded exposures private

equity exposures and other exposures vary significantly Such exposures

Usted Unlisted

Equity exposures Lie Cm Cm

Group before RFS Holdings minority interest 4.211 2759 6970

RFS Holdings minority interest 56 259 315

Group 4267 3.018 7.285

mccludes eOuIty enposures held.for4radlng purposes and by Insurance/assurance entIties
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Risk control urrzIudited

The prime risk control mechanism for non-traded market risk exposures

is the completion of monthly IRRBB and quarterly FXRBB returns by the

Groups business units collated as part of month-end reporting by

Group Treasury to GALCO In relation to equity risk risk Is mitigated by

proper controls in relation to Identification of risk prior to investing

Financial control functions are required to confirm to Group Treasury

that returns materially capture all balance sheet items and thus

reconcile to core source systems

Monthly returns by the Groups business units collated as part of

month-end reporting by Group Treasury to GALCO are used to build

Group IRRBB VaR position and to ensure businesses comply with

materiality limits on pre and post hedge basis for interest rates as

stipulated by Group Treasury

For FXRBB the Group policy states that any foreign currency exposure

is managed to de-minimus limits Group Treasury monitors adherence to

this policy via quarterly return

For both IRRBB and FXRBB information is included in regulatory and

statutory returns

Group Market Risk exercise independent oversight and governance of

the interest rate and foreign exchange exposures managed in Group

Treasury by granting market risk limits in addition to authonsing Group

Treasury to deal in specific instruments for the purpose of managing the

Groups non-trading interest rate and foreign exchange exposures All

market risk methodologies that relate to limits specified
under this

delegated authority are applied under the direction of Group Market

Risk

Insurance Isk unaudlted

The Group Is exposed to insurance risk directly through its general and

life insurance businesses

Insurance risk arises through fluctuations in the timing frequency and/or

seventy of insured events relative to the expectations at the time of

underwriting Insurance risk is managed in four distinct ways

Underwriting and pricing risk management Is managed through the

use of underwriting guidelines which detail the class nature and type

of business that may be accepted pricing policies byproduct line

and brand and centralised control of wordings and any subsequent

changes

Claims risk management is handled using range of automated

controls and manual processes

Reserving risk management is the risk that the technical reserves

are assessed incorrectly such that insufficient funds have been

retained to handle and pay claims as the amounts fall due both in

relation to those claims which have already occurred or will occur in

future periods of insurance Claims development data provides

Information on the historical pattern of reserving risk

Reinsurance risk management is used to protect against
adverse

claims experience on business within normal risk appetite e.g

catastrophic events adverse frequency of large claims and to

provide protection on business not within its risk appetite e.g quota

share reinsurance on certain classes of business

The aggregate amount of business by product and entity is determined

through the business plans

Overall insurance risk Is predictable over time given the large volumes

of data Uncertainty does exist especially around predictions such as

the variations in weather Risk is minimised through the application of

documented risk policies coupled wIth governance frameworks

General insurance huiness

The Groups focus In Its general lnurance operation is on high volume

relatively straightforward products the key insurance risks are as

follows

Motor insurance contracts private and commercial claims

experience varies due to range of factors including age gender

and driving experience together with the type of vehicle and location

Property insurance contracts residential and commercial the

major causes of claims for property insurance are weather flood

storm theft fire subsidence and various types of accidental

damage

Other commercial insurance contracts risk arises from business

Interruption and loss arising from the negligence of the Insured

liability insurance Business Interruption claims arise from the losses

of income revenue and/or profit as result of property damage

claims Liability Insurance Includes employers liability and

public/products liability

Most general insurance contracts are written on an annual basis which

means that the Groups liability extends for 12 month period after

which the Group Is entitled to decline to renew or can Impose renewal

terms by amending the premium terms and conditions

An analysis of gross and net Insurance claims can be found In Note 24

on the report and accounts see page 231
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Business review continued

Life nsurence business guaranteed death benefits that expose it to the risk that declines in the

The Groups three regulated life companies National Westminster Life value of underlying investments may increase the Groups net exposure

Assurance Limited Royal Scottish Assurance plc RSA and Direct Line to mortality risk

Life Insurance Company Limited are required to meet minimum capital

requirements at all times under the FSA Prudential Sourcebook The Groups long-term assurance contracts Include whole-life term

assurance endowment assurance flexible whole life pension and

The capital resources covering the regulatory requirement are not annuity contracts that are expected to remain In force for an extended

transferable to other areas of the Group To ensure that the capital period of time Contracts under which the Group does not accept

requirement is satisfied at all times each company holds voluntary significant insurance risk are classified as investment contracts Long

buffer above the regulatory minimum Reserving risk is managed for life term business provisions are calculated In accordance with the UK

businesses through detailed analysis of historical and industry claims accounting standard FRS 27 Life Assurance

data and robust control procedures around reserving models The

Group uses exclusively proportional reinsurance quota share and Estimations assumptions Including future mortalitt morbidity

surplus for its life insurance entities persistency and levels of expenses are made In
calculating actuarial

reserves Key metrics include

The Group is not exposed to price currenct credit or interest risk or

unit linked life contracts but it is exposed to variation in management

fees In the UK the Group also writes insurance contracts with minimum

Assumptions 2008

Valuation interest rate

Term assurance 2.50% .00% 3.55%

Interest 2.50% u.30% 3.05

Unit growth 3.70% 3.50i 3.555

Expense inflation 3.00%

Sample mortality rates expressed as deaths per million per annum for term assurance products age 40

2008

Mortality per annum

Male non-smoker 723 it
Male smoker 1590 1.830 9133

Female non-smoker 568 160 278

Female smoker 1277 1310 6S

Expenses
2008

Pre-2000 products RSA per annum urr njn

Lifestyle protection plan 29.30 2.18 52.66

Mortgage savings plan 65.92 56.67 65.15

Pre-2000 products NatWest Life

Term assurances 26.01 26.01 25.01

Linked life bonds 26.01 526.01

Post-2000 products

Term assurances 23.17 23.16 23.16

Guaranteed bonds 25.71 25.71 25.71
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The key factors that increase the frequency of claims include epidemics or widespread changes In lifestyle

The Group 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 Groups experience and expectations for future mortality improvements as appropriate

Sensitivity factor

Interest rate and investment return

Description of sensitivity factor applied

Change in market Interest rates of 1%
The test allows consistently for similar changes to investment returns

and movements in the market value of backing fixed interest securities

Increase in maintenance expenses of 10%

Increase in
mortality/morbidity rates for assurance contracts of 5%

Reduction in mortality rates for annuity contracts of 5%

Reinsurance

The Group uses various types of reinsurance to transfer risk that Is outside the Groups risk appetite including

Per individual risk excess of loss reinsurance

Catastrophe excess of loss reinsurance

Quota share and surplus reinsurance

Expenses

Assurance mortality/morbidity

Annuitant mortality

The above UK sensitivity factors are applied through actuarial and statistical models with the following impact on the financial statements

Impact on Ixoill and equity

2008

Risk factor vaflabsty Liii

Interest rates 1% 11
Interest rates 1% 11

Expenses 10%
Assurance mortality/morbidity 5%
Annuitant mortality 5%
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Business review continued

Operational risk unaudlted

Operational risk is the risk of financial loss or reputational impact

resulting
from fraud human error ineffective or inadequately designed

processes or systems improper behaviour legal events or from

external events Operational risk is an integral and unavoidable
part

of

the Groups business as it is inherent in the processes it operates to

provide services to customers and generate profit for shareholders

An objective of operational risk management is not to remove

operational risk altogether but to manage the risk to an acceptable

level taking into account the cost of minimising the risk with the

resultant reduction in exposure Strategies to manage operational risk

include avoidance transfer and mitigation by controls or risk

acceptance

To ensure appropriate responsibility is allocated for the management

reporting and escalation of operational risk the Group operates three

lines of defence model which outlines principles for the roles

responsibilities and accountabilities for operational risk management

Operational Risk three lines of d.f.nce model

1st Line of defence 2nd Line of defence 3rd Lln of defence

The f3usriess Operatiorizl Risk Group lntsrnal Audit

Accountable for the ownership and day-to-day Responsible for the implementation and Responsible for providing Independent

management and control of operational risk maintenance of the operational risk assurance on the design adequacy and

framework tools and methodologies effectiveness of the Groups system of

Responsible for implementing internal controls

processes in compliance with Group policies Responsible for
oversight and challenge on

the adequacy of the risk and control

Responsible for testing key controls and processes operating in the business

monitoring compliance with Group policies

The three lines of defence model and the Operational Risk
Policy

and

Principles ORPP apply throughout the Group and are implemented

taking into account the nature and scale of the underlying business The

ORPP provides the direction for delivering effective operational risk

management It comprises principles minimum standards and

processes that enable the consistent identification assessment

management monitoring and reporting of operational risk across the

Group The objectives of the ORPP are to protect the Group from

financial loss or damage to its reputation its customers or staff and to

ensure that it meets all necessary regulatory and legal requirements

The Group-wide processes defined in the ORPP are supported by the

following key operational risk management techniques

Risk and control assessments business units identify and assess

operational risks to ensure that they are effectively managed

prioritised documented and aligned to risk appetite

Scenario analysis scenarios for operational risk are used to assess

the possible impact of extreme but plausible operational risk loss

events Scenario assessments provide forward-looking basis for

managing exposures that are beyond the Groups risk appetite

Loss data management each business unlts internal loss data

management process captures all operational risk toss events above

10000 This is used to enhance the adequacy and effectiveness of

controls identify opportunities to prevent or reduce the Impact of re

occurrence identify emerging themes enable formal loss event

reporting and inform risk and control assessments and scenario

analysis Escalation of individual events to senior management is

determined by the seriousness of the event Operational loss events

are categoflsed under the following headings

Clients products and business practices

Technology and infrastructure failures

Employment practices and workplace safety

Internal fraud

External fraud

Execution delivery and process management

Malicious damage and

Disaster and public safety

Key risk indicators business units monitor key risk indicators against

their material risks These indicators are used to monitor the

operational risk profile and exposure to losses against thresholds

which trigger risk management actions

New procct approval process ensures that all new products or

significant variations to existing products are subject to

comprehensive risk assessment Products are evaluated and

approved by specialist areas and are subject to executive approval

prior to launch
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In 2008 the Group introduced new self-certification process which

requires management to regularly monitor and report on the internal

control framework for which they are responsible and regularly review

and confirm its adequacy and effectiveness This includes certifying

compliance with the requirements of Group policies

The ORPP requires each business unit to determine appropriate

mitigation techniques to reduce its risk exposure to an acceptable level

and that the adequacy and effectiveness of controls and other risk

mitigants e.g insurance are tested regularly and the results

Operational risk metrics

Reporting forms an integral part of operational risk management The

Groups risk management processes are designed to ensure that

operational risk issues are identified escalated and managed on

timely basis Operational risk exposures for each division are reported

through monthly risk and control reports which provide detail on the

risk exposures and action plans for each significant business process

documented Where unacceptable control weaknesses are Identified

action plans must be produced and tracked to completion

The Group purchases Insurance to provide the business with financial

protection against specific losses and to comply with
statutory or

contractual requirements Insurance Is primarily used as an additional

risk mitigation tool in controlling the Groups exposures Howeveç as

insurance only provides protection against financial loss once risk has

crystallised It is used as complement to other controls

Operational risk events that have an actual or potentIal financial impact

in excess of million or which have material impact on the Groups

reputation or customers are escalated and reported to divisional and

Group executive

The graph below shows the operational risk events by category and

value for 2007 and 2008 for the Group on statutory basis

OperatIonal risk events by risk category of total risk events by count

The chart below shows similar distribution of loss event numbers across the risk categories in 2008 as those in 2007

of 2007 loss

events Counts

of 2008 loss

events counts
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Business review continued

Operational risk events by category of total by value

The charts below show that execution delivery and process management accounted for over 60% of losses by value during 2008 ThIs differs from

2007 where single large value event meant that clients products and business practices was the
largest category The data is on statutory basis

clients product and business pracEces

Execuhon delivery and process management

External fraud

Other

FInancIal crime

Financial crime remains big challenge for the Group especially given

the sophistication of the criminal fraternity However the Group

continues to respond to such threats by continuing to invest In people

and processes for both detective and preventative measures especially

relating to card fraud and cyber crime Key initiatives include changes

to authentication of payments ATM security software enhancements

and improvement in counterfeit detection

Physical security environment

The number of physical attacks on our retail business was broadly static

In 2008 compared with 2007 BusIness plans and controls have been

enhanced to reflect the increase in size of the global business during

the year for example changes to retail and ATM security and sharing

best practice with competitors and law enforcement agencies

Information security

The Group Is committed to protecting customer and Group information

Under Group-wide policy framework Group Information Security is

developing maintaining and implementing policies and systems to

secure such information All employees and agents of the Group are

responsible for the protection of Group assets systems and Information

All customer information is treated as confidential and appropriate

security is applied to protect the Information The Group Information

Security
Policies are aligned to international standards and regulatory

requirements

The Group recognises information security relating
to the loss of

confidentiality Integrity or availability of our Information and systems as

specific risk which is managed through Group Information Security

Policy
This Is reviewed annually and Includes processes for managing

and esunng compliance with the policy The same standards apply to

information controlled by the Group or managed by authoflsed third

parties The Group continues to invest in programmesto enhance and

maintain information security controls and systems For example during

2008 securIty reviews on third party suppliers and vendors were

significantly increased

BusIness continuity

The management of crisis situations and the need to ensure the

continuity of business across the Group Is key activity within the risk

function consistent crisis and incident management framework has

been rolled out across the Group to ensure that any Incident Is

identified managed and resoLved through skilled divisional country

regional and global teams six step methodology Is In place within the

Group for managing Incidents

Key risks and threats that the Group Is consistently monitoring from the

crisis and Incident management perspective include pandemics

terrorism environmental impacts and technology disruptions

Business continuity plans have been implemented to ensure that the

Group can continue key services products and operations
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Other risks unaudited

Regulatory risk

Regulatory risk is managed by designing maintaining and

implementing policies and systems in order to ensure effective

compliance with all regulatory arjd legal requirements in the
jurisdictions

in which the Group operates The Groups approach to regulatory risk

has three distinct elements

The review of potential changes in regulation to ensure that the Group

addresses the risks arising from such changes and responds

appropriately

The monitoring of compliance with existing rules and regulations and

the mitigation of the consequences of any inadvertent non

compliance and

The management of effective relationships with regulators to ensure

constructive engagement

Under Group-wide framework of high-level policies the Group and its

subsidiaries engage co-operatively with all regulatory authorities In all

the relevant jurisdictions whether in response to regulatory change on

going supervisory requirements or regulatory investigations

During the course of 2008 responsibility for policy and oversight of

anti-money laundering sanctions and counter-terrorist financing moved

to the Group Head of Regulatory Risk Compliance

ReputatIon risk

Reputation is the body of perceptions and opinions held by the

stakeholders of an organisation customers suppliers employees

investors interest groups regulators and government Reputation

determines how stakeholders are likely to behave towards an

organisation Reputation risk arises from any activity that could have an

adverse impact on the reputation of the Group There are several

important drivers of the reputation of company and reputation risk

including financial performance corporate governance and quality of

management ethical social and environmental performance marketing

innovation and customer relationships and regulatory compliance and

litigation

The Group protects its reputation by understanding and managing

reputation risks including failure to meet the expectations of

stakeholders

The Group will
only enter Into commercial transaction Or customer

relationship which is legal and complies with regulatory requirements

has economic substance or business purpose and Is not designed or

used for Inappropriate accounting or tax purposes The Group takes

care to understand the issues that matter most to stakeholders balance

the views of all stakeholders and address them coherently Risks to the

reputation of the Group are Identified assessed managed monitored

and reported The Group pays particular attention to the reputation risks

assocIated with the introduction of new products or customer

relationships

It is the responsibility of the management of all Group companies

acting through individual business units to ensure that appropriate

controls and procedures are In place to Identify and manage the risks to

the reputation of the Group arising from their activity

The Board hØs ultimate responsibility for managing any impact on the

reputation of the Group arising
from its operations However all parts of

the Group take responsibility for reputation management

Pension risk

The Group is exposed to risk to its defined benefit pension schemes as

assets comprise investment portfolios which are held to meet projected

liabilities to scheme members Risk arises because returns from these

investments may be less than expected or there may be greater than

expected increases in the estimated value of the schemes liabilities In

such circumstances the Group could be obliged or may choose to

make additional contributions to the schemes

The largest of the schemes and the main source of pension obligation

risk Is the RBS Group Pension Fund In October 2006 this scheme was

closed to new employees

Risk appetite and investment policy are agreed by the Board of

Trustees with quantitative and qualitative input from the scheme

actuaries and investment advisers The Board of Trustees also consults

with the Group to obtain its view on the appropriate level of risk within

the pension fund

The Group maintains an independent review of risk within the Pension

Funds

GALCO monitors pension obligation risk which Is assessed by

estimating the potential funding deficit of the scheme with twelve

month risk horizon and with number of different confidence levels

Monte Carlo simulations are used based on assumptions of statistical

distribution of future equity returns future real and nominal interest

rates sensitivity of asset and liability values to changes in
equity returns

and real and nominal Interest rates the impact of an adverse change In

longevity assumptions and mitigation available to the Group

The most recent funding valuation was carried out as at 31 March 2007

This showed the fund to be in surplus and therefore there was no need

in 2008 for additional payments over and above the regular contributions

The next funding valuation Is scheduled to be carrIed out as at 31

March 2010
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Business review continued

CredIt market and related exposures

Explanatory note unaudlted

These disclosures provide information for certain of the Groups

business activities affected by the unprecedented market events of

2008 the
majority

of which arose within Global Banking and Markets

GBM The disclosures are focused around GBMs credit markets

activities including the conduit business which have been particularly

affected by the widespread market disruptions as well as similar

exposures in US Retail Commercial Citizens and Group Treasury

In preparing these disclosures the Group took into consideration the

leading practice disclosure recommendations of the Financial Stability

Forum issued in April 2008

Market background unaudlted

Overall 2008 has been characterised by rapid dislocation In financial

markets In many cases the dramatic liquidity squeeze and rise in

funding costs for financial institutions has resulted in reluctance or

inability of market participants to transact and has adversely affected

the performance of most financial institutions
globally including the

Group Stock markets have experienced extraordinary falls and levels of

volatility have been at record highs Commodity prices have reduced

sharply in the second half of the year and credit spreads continued to

widen Market perception of counterparty risk increased and the failure

of major credit protection providers caused fair value losses for the

Group and other market participants and further increased the costs of

mitigating credit exposure Sustained falls
globally

in both residential

and commercial real estate prices fund valuations and worsening loan

performance combined with sustained lack of
liquidity

in the market

resulted in greater amount of assets being valued at significantly

lower prices

An indication of the continued decline in the price of asset backed

securities ASS in particular those collateralised with sub-prime assets

is shown In the following graph While not fully representative of the

Groups ABS exposures or pricing basis the ABX series of indices

charted in the graph show in bond price terms how differently rated

ABS referencing US sub-pnme mortgages securitised in 2007 have

performed during the year

ABHE.A
ASX.HE.4A

ABHE.A1
ABXHE.BBB

-ABX.HE.BB8-

The graph below provides an indication of the change In credit

worthiness of corporate entitles to which the Group has significant

exposure through Its credit products in the form of credit derivatives

and bonds The MarkiT lTraxx Europe graph demonstrates the impact of

the movement of credit spreads In price terms for basket of European

corporate entities prices rebased to 100 at the beginning of the year
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The first quarter of 2008 saw further credit and liquidity shortages During the fourth quarter there was continued lack of confidence in

experienced during 2007 culmInating in the collapse of Bear Stearns in the inter-bank market with demand for stable investments resulting in

March The centre of the credit issues remained the ABS market with US treasuries reaching negative spreads Corporate end ABS prices fell

worsening US economic data supporting higher levels of default further
particularly

In the last two months of the year increasing

expectation in the property market However these default expectations pressure on banks capital positions The Group moved to strengthen its

started to go beyond the sub-prime market with Alt and other non- capital position through an open offer to raise 15 billion underwrItten

conforming classes of loans particularly seeing significant price by the UK government The year concluded with SP downgrading the

deterioration In addition wider economic concerns led to heavy fair credit
ratings of eleven global banks including the Group

value losses In the commercial mortgage backed securities CMBS
market in corporate debt and In leveraged loan exposures Following Asset-backed exposures

this tightening of conditions the Group incurred significant losses in Significant risk concentrations audited

March and took steps in April to materially strengthen its capital base The Groups credit markets activities gives rise to risk concentrations

through 12 billion rights issue which was completed In June that have been partIcularly affected by the market turmoil experienced

since the second half of 2007 The Group structures originates

During the second quarter ABS prices initially rallied and steadied distributes and trades debt in the form of loan bond and derivatIve

however towards the end of the quarter negative house price trend in instruments In all major currencies and debt capital markets in North

the UK became clear and in the US market reaction to sub-prime America Western Europe Asia and major emerging markets

mortgages extended to prime and near prime lending Corporate credit

spreads followed similar pattern reacting to rising oil prices During 2008 certain assets Identified as being high risk were also

Inflationary pressures and
continuing high LIBOR despite base rate cuts transferred to centrally managed asset unit set up to provide specific

to 5% in April management of this portfolio of higher risk assets Transferred assets

are predominantly ABS and associated protection purchased from

Credit spreads continued to widen across the market through the third monoline Insurers and other counterpartles

quarter and liquidity levels reduced further resulting
In pressure on

banks and economies worldwide This culminated in the demise of

Lehman Brothers In September and further market consolidation and

global state intervention to provide support to the banking sector

Held-tar-trading Available-far-sale Loans and receivables Designated at fati value .55 ABS

2008 .C 2008 211.I 2008 2008 2008

Netexposureili Lin tnT Lvi Cm Lvi

RMBS 24462 31 oS 44450 21871 2.575 182 90 71.672 r33075

CMBS 1178 2169 918 977 1437 626 13 41 3546 4.399

CDOs/CLOs 2463 7.266 2.538 2174 1282 23 6283 94%5

OtherABS 195 34f9 6572 5.619 3621 12 40 136 10428 9316

Total 28298 13 54478 8918 10 235 ir 91 929 66

RM8S 27849 3t235 44791 218613 2618 182 95 75440 5s2
CMBS 2751 3916 1126 376 1437 326 13 37 5327 555%

CDO5/CLOs 7774 13477 9579 2173 1284 20 18637 17676

OtherABS 1505 5753 6572 3.579 3621 77 41 185 11739 11595

Total 39879 54t 62068 3660% 8960 703 236 339 111143 100081

Notes

Net exposure lu cwr4ng value after taldng accormt or hedge protection purchased train mio0nes and other countarpartles but exdudes the effect at cininterparty credit valuation UstinenL
The protection pronides credit protection agalnat the notional and Interest cash flows due to the holders cO debt InaSuments 81 the iorent at default by the debt security oournlerparty The value at

the protection Is based on the undert4ng Instrument being protected

2carr4ng value Is the amount recorded on the balance sheet

Certain Instruments twe been redatisifled from the held-for-tradIng category to loans and receivables or avallable-far-aale categories as permitted by the amendment to lAS 39 Isaued in Octcber

2008 therefore affecting comparabtlty by measurement dasnlllcation

The tables below summanse the net exposures and balance sheet

carrying values of these securities by measurement classification and

references to sections with further information on specific products
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Business review continued

Asset backed securities ABS are securities that represent an interest

in an underlying pool of referenced assets The referenced pool can

comprise any assets which attract set of associated cash flows but

are commonly pools of residential or commercial mortgages and in the

case of Collateraiised Debt Obligations CDOs the referenced pool

may be ABS or other classes of assets The process by which the risks

and rewards of the pool are passed on to investors via the issuance of

securities with varying seniority is commonly referred to as

securitisation

During 2008 as the problems in the sub-prime sector spread to other

asset classes on global basis and credit spreads widened due to

concerns over creditworthiness of underlying assets securitisation

volumes continued to be thin Over the preceding years GBM had

established itself as an active arranger of third-party secuntisations and

secondary dealer in these securities and GBM had therefore

accumulated assets that became difficult to sell given market

conditions

The Group has exposures to ABS which are predominantly debt

securities but can be held in derivative form These positions had been

acquired primarily through the Groups activities in the US leveraged

finance market which were expanded during 2007 These include

residential mortgage backed securities RMBS commercial mortgage

backed securities CMBS ABS CDOs and other ABS In many cases

the risk on these assets is hedged via credit derivative protection

purchased over the specific asset or relevant ABS indices The

counterparty to some of these hedge transactions are monoline

insurers see Monoline insurers on page 135

The net exposure of the Groups holdings of ABS increased from

86.3 billion at 31 December 2007 to 91.9 billion by 31 December

2008 where underlying reductions have been more than offset by the

effect of exchange rates The net exposure incorporates hedge

protection but excludes counterparty credit valuation adjustments All

hedge protection referred to in the credit market and related exposures

section relates to economic hedges that do not quaiify
for hedge

accounting

Through sustained dc-risking exercise the Group made reductions to

the overall risk through combination of direct asset sales and

switching to lower risk assets through trading activities As large

proportion of the ABS are denominated in US dollars these reductions

in exposure were partially offset due to the movement in the exchange

rate against sterling

The majority of the Groups RMBS portfolio at 31 December 2008 In

terms of net exposure was AAA rated guaranteed or effectively

guaranteed securities of 51.1 billion comprising

33.5 billion of US agency securities

7.6 billion of Dutch government guaranteed RMBS

10.0 billion of European mortgage covered bonds issued by

financial institutions
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The tables below analyse carrying values of these debt securities by measurement classification and rating and fair value hierarchy level

RMBS

Non .......

Sub-pores conforming Guaranteed Other CMBS CDOs/CLOs Other ABS Total

2008 Em Em Em Lot Lie Em Em

AAA rated iii

Held-for-trading 393 203 18.622 6.226 2306 4.698 380 32828

Available-for-sale 522 1914 22546 18784 982 6459 4826 56013

Loans and receivables 431 1415 476 405 652 1443 4822

Designated atfair value 16 166 191

1362 3532 41168 25632 3702 11809 6649 93854

BBB- and above rated ii

Held-for-trading 564 79 985 407 1439 890 4364

Available-for-sale 267 194 338 144 1642 1292 3677

Loans and receivables 105 64 94 1031 561 1296 3151

Designated at fair value 41 45

936 337 1417 1586 3642 3519 11437

Non-investment grade

Held-for-trading 636 69 59 38 1299 120 2221

Available-for-sale 124 74 47 1057 50 1352

Loans and receivables 30 72 105

790 146 106 38 2356 242 3678

Not publicly rated

Held-for-trading 338 115 466

Available-for-sale 421 404 826

Loans and receivables 71 810 882

830 1329 2174

Total

Held-for-trading 1594 352 18631 7.272 2751 7774 1505 39879

Available-for-sale 913 2183 22546 19149 1126 9579 6572 62068

Loans and receivables 566 1482 570 1437 1284 3621 8960

Designated at fair value 16 166 13 41 236

Total 3089 4017 41.177 27157 5327 18.637 11739 111143

Of which carried at fair value

Level 2459 2485 40942 26442 3316 14643 6677 96964

Level 64 50 235 145 574 2.710 1441 5219

Z523 2535 41177 26587 3890 17353 8118 102183

Notes

Credt ratings are based on those from SSR Filth or MoodVa and have been mapped on to 5SF scale

Valued using techniques based signtilcanlty on observable market data Instruments In this keel are valued using

quoted pflces for sumter Instruments In markets which are not considered to be aches or

bvalualton techniques where all the inputs that have aigniticant effect on the valuation are directly or Indirectly based on obaervattle market data

Instruments hr this category hare been valued using valuation technique where at least one Input which could hare significant effect on the Instruments valuation 1$ not based on

observable market date
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Business review continued

11 LI

2011 11
rIo cn Em rIo rn Eon to

Carrying value credit rating and classification

AAA rated

Held-for-trading 1190 2093 .s502 12952 32135 2067 3495 51 L134

Availableforsale 555 103i 964 2152 5073 36051

Designated at fair value 72 31

1.92s 2.9s8 .3204 23.33 14226 8.566 87351

BBS- and above rated

Held-for-trading
2.436 530 55 74 1509 1.0 6.123

Available-for-sale --- 18 12 208 239

Loans and receivables 026 026

Designated at fair value 17

2418 530 5111 1.212 1Si/ 1285 /601

Non-investment grade

Heldfortrading 510 46 21 35 Otl 21 1991

Available-for-sale .- 14

Loans and receivables -- /2 ii

Designated atfairvalue 16

t337 146 21 35 106 2104

Not
publicly

rated

Heldfortrading 91 144 16 131 22 59 1095 252
Available-for-sale 20 284 304

Designated at fair value 56 188

191 144 125 131 22 7341 1565 3019

Total

Held-for-trading 5073 2.913 5627 13667 3.96 5477 5758 62.43

Available-for-sale i3 OtiS .45 10.331 96 2113 5.519 36608

Loans and receivables 626 72 703

Designated at fair value 18 -..- 72 37 26 18 339

Total 5235 4778 32172 24070 5555 17075 11595 00081

Of which

Level 11 3558 32.1/2 24070 4920 5.926 .393 97250

Level34 59 180 .750 131 2119

5.23u 4118 32112 24.070 4929 7616 11.523 99318

Notes

Carrng values at 31 December 2007 abose indude ABN AMROa liquhaty portt000 at 16 billon oil ABS which were part oil nitared easels then this poritollo was transferred to RBS Group

Treasury in the first halt of 2008

Credit ratings are based on those front rating agendas Standard Poors SP Moodys and Fitch and have been mapped onto SP scale

Vaksticn Is based olgnttlcantly on observable market data Instruments hi this category are valued using

quoted prices ter similar instruments or Identical Instruments in markets WhIch are not considered to be aches or

valuation techniques where aN tIre Inputs that have significant effect On the valuator are dIrectly or Indirectly based on observable market data

Instruments In this category have been valued using valuator technique where at least one Input which couki have slgnlttcant effect at the Instruments valuation Is not based on observable

market data
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Non-conforming mortgages or lt-A used for US exposure have

higher credit
quality

than sub-prime mortgages but lower than those

prime borrowers Within the US mortgage industry non-conforming

mortgages are those that do not meet the lending criteria for US agency

mortgages described below For non-US mortgages judgement is

applied In identifying loans with similar characteristics to US non

conforming loans and also include self-certified loans Alt-A describes

category of mortgages in which lenders consider the risk to be greater

than prime mortgages though less than sub-prime The offered interest

Several tranches of notes are issued each secured against the same rate is usually representative of the associated risk level

portfolio of mortgages but providing differing levels of
seniority to

match the risk appetite of investors The most junior or equity notes will Guaranteed mortgages are mortgages that form part of mortgage

suffer
early capital and interest losses experienced by the referenced backed security Issuance by government agency or In the US an

mortgage collateral with each more senior note benefiting from the entity that benefits from guarantee direct or Indirect provided by the

protection provided by the subordinated notes below Additional credit US government For US RMBS this category includes amongst others

enhancements may be provided to the holder of senior RMBS notes RMBS Issued by Ginnie Mae Freddie Mac and Fannie Mae For

including guarantees over the value of the exposures often provided by European RMBS this includes mortgages guaranteed by the Dutch

monoline insurers Government

The main categories of mortgages that serve as collateral to RMBS held Other prime mortgages are those of higher credit
quality

than non-

by the Group are described below As can be seen from the table conforming and sub-prime mortgages and exclude guaranteed

below the Groups RMBS portfolio covers range of geographic mortgages

locations and different categories are used to classify the exposures

depending on the geographical region of the underlying mortgage

These categories are described below The US market has more

established definitions of differing underlying mortgage quality and

these are used as the basis for the Groups RMBS categorisation

Covered mortgage bonds are debt instruments that have recourse to

pool of mortgage assets where investors have preferred claim if

default occurs These underlying assets are segregated from the other

assets held by the issuing entity These underlying assets are

segregated from other assets held by the issuing entity

Sub-prime mortgages are loans to sub-prime borrowers
typically

having weakened credit histories that include payment delinquencies The tables below show the Groups RMBS net exposures and carrying

and
potentially more severe problems such as court judgements and values by measurement classification underlying asset type the main

bankruptcies They may also display reduced repayment capacity as geographical locations of the property that the mortgage is secured

measured by credit scores high debt-to-Income ratios or other criteria against and the year in which the underlying mortgage was originated

Indicating heightened risk of default

Net exposure

Held-for-trading 345 346 18631 5140 24462 3497 2.913 15627 3068 35105

Available-for-sale 572 2184 22546 19148 44450 i3 565 6536 10.332 27575

Loans and receivables 527 1482 569 2578

Designated at fair value 16 166 182 16 ------ 72 00

1.460 4.012 41.177 25023 71.672 3.65 37/8 32166 23.4 63.075

Carrying values

Held-for-trading 1594 352 18631 7272 27849 5013 2.91.3 562 1366 3/280

Available-for-sale 913 2183 22546 19149 44791 130 865 16545 10.33 27.880

Loans and receivables 566 1482 570 2618

Designated at fair value 16 166 182 18 72 00

3089 4017 41177 27157 75440 5.235 3//13 3212 24.0/0 05266

Notes

Net mcposures relIed the effect ci hedge piotecilon purchased from monc8nes and other counterparhes but excludes the effect of càunterparty creelt valuation adjustment Carr4ng value Is the

amount recorded on the balance sheet

21 Ptsne guaranteed seposures and carr4ng values include

7.6 billIon 2007 -6.0 biNlon enallable.for-sale exposures guaranteed by the Dutch gseernment

5.7 088cc 2001- 5.0 billion guaranteed by Us goesnmenl vie Ginnie Mae of which 0.5 billion 2007- 0.3 bl6on are held-for-trading

27.8 billion 2007 -21.0 million effectively guaranteed by the US government via its support for Freddie Mac and Fannie Mae of whicS 18.1 b5on 2007- 15.2 biSon are held-for-fretting

Other prwne mortgage exposures Include 10.0 billion 2007 -7.6 billion cmered European mortgage bonds

R8S Group Anrual Re.ort iind AccuntT 2018 1.77

ResdffntaI rnorlgage-backed securities iudited

Residential mortgage backed securities RMBS are securities that

represent an interest in portfolio of residential mortgages

Repayments made on the underlying mortgages are used to make

payments to holders of the RMBS The risk of the RMBS will vary

primarily depending on the quality and geographic region of the

underlying mortgage assets and the credit enhancement of the

securitisation structure

2008

Non 2e
Sub-prime conforming Guaranteedm Othtsi

Lie

Ncr
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Business review connnueci

2008

Prime Prrn

Sub-prime AltA Guaranteed Other Total jb-rxfrw 111 O.rnrn-ted rn
UnIted States Em rn

Net exposure

Held-for-trading 302 346 18.577 968 20193 2.333 2.189 5522 1419 22.063

Available-for-sale 53 760 14.887 4409 20109 b40 10521 1359 12.503

Loans and receivables 215 218 ..

358 1106 33464 5592 40520 2.253 2.329 26626 2.773

Carrying values

Held-for-trading 1427 352 18577 1043 21399 4277 2.149 5502 1419 23.387

Available-for-sale 394 760 14887 4409 20450 640 0504 1.359

Loans and receivables 215 218

1824 1.112 33A64 5667 42067 .21t 2.829 23026 2118 So.896

Of which
originated

in

2004 and earlier 474 122 5534 709 6839 745 165 .32 400 3.640

2005 259 718 6014 2675 9666 lOSs 137 3202 2/s 4453

2006 718 115 1689 614 3.136 /34 1188 0.z .01/ 9490

2007 and later 373 157 20227 1669 22.426 732 1.039 7.5h3

1824 1112 33464 5667 42067 421 2.53. .31006 2./13 35.590

2008

Non

Sub-prime conforminO Prime Total o1
United Kingdom Em Em Em Em rn rn

Net exposure

Held-for-trading 33 258 291 150 721 2.311 3283

Available-for-sale 154 1423 3446 5023 157 931 1.605

Loans and receivables 205 1482 118 1805

Designated at fair value 16 166 182 72 90

408 2905 3.988 7.301 180 891 3.414 4476

Carrying values

Held-for-trading 70 1345 1415 50 714 2.740 3.64

Available-for-sale 154 1423 3446 5023 157 935 1495

Loans and receivables 205 1482 118 1805

Designated at fair value 16 166 182 18 72 30

445 2905 5.075 8.425 180 881 3/47 4808

Of which originated in

-2004 and earlier 72 815 887 13 22 911 346

-2005 42 652 1.000 1694 .4 512 023

-2006 209 756 2308 3273 49 110 1.255 1.115

2007 and later 122 1497 952 2571 117 739 1.065 1924

445 2905 5.075 8.425 180 11 374/ 4808
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2008

Prime

Sub-prime Guaranteed Ccmered Other Total pirir iird riid pr

Europe Em Em Em Em ml

Net exposure

Held-for-trading 10 3898 3908 321 915/ 9.48

Available-for-sale 57 7642 10040 1106 18845 6011 7822 57 3501

Loans and securities 313 208 521 ..

380 7642 10040 5212 23274 32 6.012 7822 9.214 23.369

Carrying values

Held-for-trading 30 4839 4.869 324 9429 2.753

Available-for-sale 57 7642 10040 1107 18846 601 7822 57 3.591

Loans and securities 352 208 560

439 7642 10040 6154 24.275 324 6012 7822 9.466 23.6.14

Of which
originated

in

-2004 and earlier 48 418 702 954 2.122 91 367 5/7 13 1.420

-2005 17 1165 2993 1090 5265 33 .117 2162 1.946

-2006 148 2.059 4.466 2466 9139 p33 1.780 3.30i 389 9.541

2007 and later 226 4.000 1879 1644 7749 147 2.7.18 2.54 248 6.127

439 7642 10040 6154 24275 324 6012 822 9.455 2ji44

In other geographical regions not covered above RMBS portfolios RMBS carrying values of 381 million 2007 454 million

included comprising held-for-trading 67 million 2007 322 million

available-for-sale 308 million 2007 132 and loans and

net RMBS exposures of 314 million 2007 205 million comprising receivables million 2007 nil

held-for-trading nil 2007 73 million available-for-sale 308 million

2007 132 million and loans and receivables million 2007 nil RMBS non-conforming available-for-sale net exposures and carry

values of nil 2007 68 million
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Business review continued

The Groups largest concentration of RMBS assets relate to portfolio

of US agency asset backed securities comprising mainly current year

vintage positions of 33.5 billion at 31 December 2008 2007 26.0

billion Due to the US government backing explicit or implicit
in these

securities the counterparty credit risk exposure is low The losses

arising from the movements in fair value recorded for these assets were

comparatively lower than other RMBS Financial markets and economic

conditions have been extremely difficult in the US throughout 2008

particularly in the last quarter Credit conditions have deteriorated and

financial markets have experienced widespread illiquidity and elevated

levels of volatility due to forced de-leveraging Transaction activity in the

securities portfolio has been reduced due to general market illiquidity

Residential mortgages have been affected by the stress that consumers

experienced from depreciating house prices rising unemployment and

tighter credit conditions resulting in higher levels of delinquencies and

foreclosures In particular the
deteriorating economy and financial

markets have negatively impacted the valuation liquidity and credit

quality of private-label securities

Citizens maintains an available-for-sale investment securities portfolio to

provide high-quality collateral to provide liquidity buffer and to

enhance earnings The size of the portfolio has been relatively stable

through 2008 but both the absolute and relative size %of earning

assets declined in 2006-2007 The portfolio comprises high credit

quality mortgage-backed securities to ensure both
pledgeability

and

liquidity The U.S Government guarantees on MBS whether explicit or

implicit put most of the portfolio in secure credit position The non-

agency MBS holdings derive credit support in two ways Firstly there is

senior and subordinated structuring and Citizens hold only the most

senior trenches Secondly there is high quality supporting loan

collateral The collateral quality Is evidenced by the vintages with

82% issued in 2005 and earlier by the borrowers weighted loan to

value LTV ratio of 65% and by the borrowers weighted-average

FICO score of 734

7.6 billion 2007 6.0 billion of the RMBS exposure consists of

available-for-sale portfolio of European RMBS in Group Treasury

referencing primarily Dutch and Spanish government-backed loans and

accordingly the quality of these assets has held up relative to other

RMBS types further 10.0 billion 2007 7.8 billion European

RMBS comprised covered mortgage bonds

The Group has other portfolios of RMBS from secondary trading

activities warehoused positions previously acquired with the intention of

further securitisation and portfolio of assets from the unwinding of

securities arbitrage conduit This conduit was established to benefit

from the margin between the assets purchased and the notes issued

The
majority

of these
held-for-trading

RMBS have been grouped

together for management purposes

Some of these assets E7.0 billion were reclassified from held-for-

trading category to the loans and receivables E1.8 billion and

available-for-sale categories during the year E5.2 billion

Overall the Group has recognised significant fair value losses on RMBS

assets during the year due to reduced market liquidity and deteriorating

credit ratings of these assets The Group has reduced Its exposure to

RMBS predominantly through fair value hedges and asset sales during

the year These decreases were partially offset by the weakening of

sterling relative to the US dollar and euro

Corrnercial mortgage-backed secunties audited

Commercial mortgages backed securities CMBS are securities that

are secured by mortgage loans on commercial land and buildings The

securities are structured in the same way as an RMBS but typically the

underlying assets referenced will be of
greater

individual value The

performance of the securities are highly dependent upon the sector of

commercial property referenced and the geographical region

The Group accumulated CMBS for the purpose of securitisation and

secondary trading The largest holding of CMBS arose as result of the

Groups purchase of senior tranches in mezzanine and high grade

CMBS structures from third parties These securities are predominantly

hedged with monoline insurers As result the Groups risk is limited to

the counterparty credit risk exposure to the hedge The Group also

holds CMBS arising from securitisatlons of European commercial

mortgages originated by the Group

The following table shows the composition of the Groups holdings of CMBS portfolios

2008

US UK Europe ROW1 Total

Em ni Em En Em

Office 435 938 402 1775 599 534 ..-- .133

Mixed use 32 106 1048 45 1231 19 20
Healthcare 805 143 948 210 1210

Retail 295 43 17 48 403 390

Industry 24 13 81 118 61 100 11

Multi-family 40 49 89 48 46

Leisure 76 76

Hotel 40 35 75 36

Other 474 41 49 48 612 932 530 65 2.291

2145 1395 1646 141 5.327 3.264 1.150 957 164 5555

Note

1Restot the Wodd
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Asset-backed colisterallsed debt and loan obligatIons audited but may also include other classes of assets Collateralised loan

Collateralised debt obligations are securities whose performance is
obligations represent securities in special purpose entities the assets

dependant on portfolio of referenced underlying secuntised assets of which are primarily cash flows from underlying leveraged loans

The referenced assets generally consist of ASS

The Groups ABS CDO and CLO net exposures comprised

2008

SuperseniorCDOs 1375 .834

Other COOs 1465

CLOs 3443 4ca2

6283

The Groups COO exposures comprise COOs structured by the Group from 2003 to 2007 that were unable to be sold to third parties due to prevailing

illiquid markets with net exposures of 1.4 billion 2007 3.8 billion as well as other COO net exposures of 1.5 billion 2007 1.6 billion purchased

from third parties some of which are fully hedged through COSs with other banks or monoline insurers
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Business review conflnued

Supor aenor COOS result the super senior tranches of the CDO5 have higher probability

Super senior COOs represent the most senior positions in COO of suffering losses than at origination The ratings of the majority of the

having subordination instruments usually represented by combination underlying collateral are now below Investment grade

of equity mezzanine and senior notes which absorb losses before the

super senior note is affected Losses will only be suffered by the super Depending on the quality of the underlying reference assets at Issuance

senior note holders after certain threshold of defaults of the the super senior trenches will be either classified as high grade or

underlying reference assets has been reached The threshold is
usually

mezzanine The
majority

of the Groups total exposure relates to high

referred to in percentage terms of defaults of the remaining pool and grade super senior trenches of ABS CDOs This is based upon the

known as the attachment point These super senior instruments carry original classification of the deals derived from the underlying reference

an AAA rating at point of origination or are senior to other AM rated asset rating quality The table below summarises the carrying amounts

notes in the same structure The level of defaults occurring on recent and net exposures after hedge protection of the Groups super senior

vintage sub-prime mortgages and other asset classes has been higher COOs as at 31 December 2008 The collateral rating is determined with

than originally expected This has meant that the subordinate .positions reference to SP
ratings

where available Where SP
ratings are not

have diminished
significantly

in value credit quality and rating and as available the lower of Moodys and Fitch ratings have been used

Notes

7673 3720 11393 6.420 3010 9460

3423 691 4114 314/ 12103 4.191

4250 3.029 7279 3073 1.700 4.113

3019 2885 59 i472 1020

1.231 144 1.375 2531 1213 34134

The abom tante Includes data for two trades liquidated in the last quarter of 2008 to proolde consistency with comparatives

Credil ratings are based on those from rating agencies Standard Poors SP Moodys and Fitch and he been mapped onto SP scale

Attachment point Is the rolnimum level of losses In portfolio which trenches exposed as percentage of the total notional size of the portkilto For example .S-10% fanthe free an

attachment point of 5% and detahment point of 10% Mien the accumulated loss of the reference pod ti
less than 5% of the total Initial notional of the pool the tranche ml not be affected

Howevei when the loss has exceeded 5% any further losses will be deducted from tile trenches notional pdncipel until detachment point 10% Is reached

The change in net exposure during the year is analysed below

High grade Mezzenhie Total

Em Em

Net exposure at January 2008 2581 1253 3834

Net income statement effect 1836 1140 2976

Foreign exchange and other movements 486 31 517

Net exposure at 31 December 2008 1231 144 1375

Gross exposure

Fair value adjustment

2008

High grade Mezzanine

Em Lix

Total 6i iIlk

Em

Write-downs on net open position
__________________

Net exposure after hedges

Average price 29 21 34 70 79

Underlying RMBS sub-prime assets origination 69 91 79 39 91 79

Of which originated in

2005 and earlier 24 23 24 2.1 74

2006 28 69 46 20 09 46

2007 48 30 .3

Collateral by rating at reporting date 12

AM 14 33 23

BBB- and above 35 24 02 31 51

Non-investment grade 51 95 67 60 2i3

Attachment point 29 46 36 22 46 31

Attachment point post write down 77 97 88 62 130
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High grade super senor exposures

As shown in the table below the majority of the Groups high grade super senior exposures represent securities retained in CDO structures

originated by the Group

Gross

posurc

Group originated deals 6.776

Third party structures 897

7673

At origination the reference assets of the high grade structures assets and the lack of an active market for the securities Some of

predominantly comprised investment grade trenches of sub-prime the Groups holdings 3.4 billion have been hedged with monoline

residential mortgage securitisations along with other senior trenches of counterpartles see page 135
some combination of ABS assets including prime and Alt-A RMBS

CMBS trust preferred ABS student loan backed ABS and CDO assets Mezzanine super senior CDOs

The underlying assets referenced by these super senior securities are The tranches of COOs have suffered greater
level of price decline

primarily more recent vintages the year the underlying loan was than high grade trenches due to the relative credit quality of the

originated with 48% being 2007 Generallt loans with more recent underlying assets As shown In the table belot the majority of the

vintages carry greater discounts reflecting the market perception of Groups mezzanine super senior net exposures represent securities

greater default levels than on earlier loan vintages retained in COO structures originated by the Grouj

The fair value of these assets has fallen significantly during the period

representing the decline in performance in the underlying reference

Gross

ospose
rn

Group originated deals 3565

Third party structures 155

3720
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Business review continueci

Otner CDO CLOs

The net exposure of the Groups other senior CDOs was 1.5 billion Collateralised loan obligations represent securities in special purpose

after hedge protection with bank or monoline counterparties The entities SPEs the assets of which are primarily cash flows from

unhedged exposures comprise COOs representing smaller positions underlying leveraged loans

with various types of underlying collateral rating and vintage

characteristics The positions hedged with derivative protection from The Group has CLO exposures resulting from number of
trading

banks include number of positions referencing early vintages of activities They consist of exposures retained by the Group and from

RMBS and other ABS assets The Group therefore has no net exposure notes purchased from
third-party structures The Group holds super

to certain COOs before credit valuation adjustment Due to the eariy senior securities in two CLO structures which were originated by the

vintage the assets underlying these structures have not deteriorated to Group in 2005 and 2007 The underlying collateral of these structures

the same degree as the more recently issued securities The protection predominantly references leveraged loans

purchased is from banks as opposed to monoline insurers and the

credit valuation adjustment on banks is less than on monoline insurers 2.3 billion of these assets were reclassified from the held-for-trading

category to the loans and receivables 0.8 billion and available-for-

Additionally the Group has one exposure that while not structured as sale 1.5 billion categories during the year

super senior security incorporates similar risk characteristics The

exposure results from options sold to third-party conduit structure on Other zsse backed securities audited

portfolio of ABS The Group assumed the risk of these securities only Other assets backed securities are securities issued from securitisation

after the first loss protection of had been eroded The Group also has vehicles similar to those in RMBS and CMBS structures which

protection purchased against the remainder of this exposure through reference cashilow generating assets other than mortgages The wide

CDS purchased from monoline insurer
variety

of referenced underlying assets result in diverse asset

performance levels

The Group holds other subordinated note positions in CDO vehicles

which have experienced significant reductions in value since inception The Group has accumulated these assets from range of trading and

The majority of these positions are junior notes that have been fully funding activities The carrying value of the Groups other asset-backed

written down by the Group with no ongoing exposure remaining at the securities by underlying asset type and geographical region are shown

balance sheet date below

The Groups other asset-backed securities carrying value by underlying asset type and geographical region are shown below

IlK

fm rn

Covered bonds 2595 2895

Auto 97 bt3 36 108 313

Equipment 15 60 20 20 IOr

Other consumer 956 344 17 56 463

Utilities and energy 47 99 13 iii

Aircraft leases 459 hI 33 141 600

Other leases 3i9 135 133 50 096

Trade receivables 15 38 24 21 12.3

Film entertainment 134 84 30 29 11 34

Student loans 953 629 32 12 708

Other 905 2797 1.120 12O0 339 5.456

3.582 4.942 485 458 601

2008

us Europe ROW Total

Em En Em Em Em

3.301 3301

29 466 13 605

16 31

428 118 729 2231

19 48 143 257

24 273 756

525 455 981

23

134

953

588 711 263 2467

1.621 5.099 1.437 11.739
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The covered bonds comprise asset-backed securities issued by several

Spanish financial institutions These securities benefit from additional

credit enhancement provided by the issuing institutions .The other major

asset types that increased since 2007 include other consumer loans by

1.8 billion leases by 0.5 billion and student loans by 0.2 billion

These and other increases were driven by the weakening of sterling

against the US dollar and euro

Other mortgage-rotated exposures orraudited

The Groups whole loans and warehouse facilities collateralised by

mortgages are analysed below These facilities primarily relate to UK

and European mortgages with US mortgages representing 260 million

of whole loans of which more than 75% comprised prime mortgages

2008

VThole Warehouse

loans facilIties

Cm Cm

1731

409

1019

20

Vfr WtrU

.154 015

2201 90.0

1.146

Prime 1905

Commercial 1262

Non-conforming 1396

Sub-prime 27 97

4590 3159 26.07 2.921

Counterparty valuation adjustments audited incorporate the credit risk inherent in counterparty derivative exposures

Credit valuation adjustrrronls DurIng 2008 as credit spreads have widened there has been

Credit valuation adjustments CVA5 represent an estimate of the significant increase in the CVA as set out In the table below

adjustment to fair value that market participant would make to

2008

Cm

Monoline insurers 5988 962

CDPC5 1311

Other counterparties 1738 265

Total CVA adjustments 9037 ISO

The widening of credit spreads of corporate and financial institution interest cash flows due to the holders of debt instruments in the event of

counterparties during the year contributed to significant increase in default by the debt Security counterpart This protection is typically

the level of CVA adjustments recorded across all counterparties held in the form of derivatives such as credit default swaps CDS
particularly monoline insurers and credit derivative product companies referencing the underlying exposures held by the Group

The monoline insurer CVA is calculated on trade-by-trade basis During the year the market value of securities protected by monoline

and is derived using market observable monoline credit spreads The insurers continued to decline as markets deteriorated As the fair value

majority of the monoline CVA is taken against credit derivatives hedging of the protected assets declined the fair value of the CDS protection from

exposures to ABS The CDPC CVA is calculated using similar monoline insurers increased As the monoline insurers had concentrated

approach However in the absence of market observable credit their exposures to credit market risks their perceived credit quality has

spreads the cost of hedging the counterparty risk is estimated by deteriorated as concerns Increased regarding the ability of these

analysing the underlying trades and the cost of hedging expected counterparties to meet their contractual obligations This resulted In

default losses in excess of the capital available in each vehicle increased levels of CVA being recorded on the protection asset

The CVA for all other counterparties including those in respect of The change in exposure during the year has been driven by the

derivatives with banks is calculated either on atrade-by-trade basis increased value of purchased derivative protection and the

reflecting the estimated cost of hedging the risk through credit strengthening of the US dollar against sterling as significantly all of the

derivatives or on portfolio basis reflecting an estimate of the amount exposures are US dollar denominated The combination of
greater

third party would charge to assume the risk exposure and widening credit spreads has increased the level of CVA

required Towards the end of the year the Group reached settlement on

Monoline insurers group of contracts with one monoline counterparty thereby reducing

The Group has purchased protection from monoline insurers mainly the overall exposure

against specific ABS CDO5 and CLOs Monoline insurers are entitles

which specialise in providing credit protection against the notional and

The tables below analyse the Groups holdings of CDS with monoline counterparties
2008

Cm

Gross exposure to monollnes 11581 34111

Hedges with bank counterparties 789
Credit valuation adjustment 5.988 562
Net exposure to monQlines 4804 254
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Business review contInueii

The change in CVA is analysed in the table below

Em

At January 2008 862

CVA realised in 2008 1737

Net benefit on counterparty hedges 304

Foreign currency movements 1086

Net benefit on reclassified debt securities 1916

Net income statement effect 3.557

Balance at 31 December 2008 5988

2008

NotiorreJ

amount Fair value Credit

protected protected Gross valuation -rJ .v -Th

assets assets exposure adjustment ..4t

Em Em Em Em .r cr

AAA/AA rated

CDO5 4.OrS 306 1.0/0

RMBS 73 73

CMBS 613 496 117 51 3./3 3.421 310 34

CLOs 6506 4882 1.624 718 941 9/22 25
OtherABS 1548 990 558 251 4553 4.38 65 14

Other 267 167 100 47 812 516 104

8.937 6537 2400 1067 28894 21128 2.9u 243

NBBB rated

COO of RMBS 6385 1363 4022 1938

RMBS 90 63 27 10

CMBS 4236 1892 2344 1.378

CLOs 6009 4523 1486 778

OtherABS 910 433 477 243

Other 265 122 143 79

16895 8396 8499 4426

Sub-investment grade

COO of RMBS 394 32 362 263 918 453 468

RMBS ....

CMBS

CLOs 350 268 82 60

Other ABS 1.208 1037 171 123 ...

Other .237 169 68 49 154 144 154

2189 1506 683 495 1.072 453 615

total

CDO of RMBS 5779 1395 4.384 2201 5.894 3489 2.435 614

RMBS 93 65 28 10 73 73

CMBS 4849 2388 2461 1429 3.731 3421 310 34

CLO5 12865 9673 3.192 1.656 9941 9722 2.35

OtherABS 3666 2460 1.206 617 4553 4338 188 14

Other 769 458 311 175 776 516 260

28021 16439 11582 5988 24068 21.519 4409 862

The Group also has indirect exposure through wrapped securities and assets which have an intrinsic credit enhancement from monoline insureE

These securities are traded with the benefit of this credit enhancement and therefore any deterioration in the credit rating of the monoline is reflected

in the market prices for these assets
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Credit derivave roduct compane average the trades have exposure to total portfolio default losses that

credit derivative product company CDPC is company that sells exceed 16% of the portfolio notional up to level of 50% CDS spreads

protection on credit denvatives CDPC5 are similar to monoline insurers have widened and credit protection has become more valuable and the

However unlike monoline Insurers they are not regulated as insurers gross exposure to CDPC counterparties has increased At the same

time the credit quality of CDPC counterpartles has declined reflecting

The Group has 4.8 billion of exposures with CDPCs which the negative impact of their concentrated credit risk in declining

predominatly relates to trenched credit derivatives Trenched credit market As result CVA adjustments taken against exposures to these

derivatives have exposure to certain default losses that arise In counterparties have increased significantly as described above

reference portfolio of assets The Group has bought protection on

tranched credit derivatives from CDPCs The reference portfolios of

assets are predominantly investment grade loans and bonds and on

At January 2008

Net benefit on CVA hedges

Net benefit on FX hedges

Net income statement effect

Balance at 31 December 2008

The tables below present comparison of the protected assets and the

fair value and CVA of the CDPC protection

2008

in

Gross exposure to CDPCs 4776 86
Credit valuation adjustment 1311 ii

Net exposure to CDPCs 3465

2008

Notional

amount Fair value Credit

protected protected Gross valuation rrt rrrrtei .f
assets assels exposure adluslment

Er Er

MA/AA rated 19092 15466 3626 908 O5 l7 14

NBBB rated 6147 4997 1150 403

25239 20463 4.776 1311 2O.6O 1Cj12

The movement in the year in CDPC CVA is analysed below

Em

44

533

119

615

1311
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Business review connrued

Leverage finance audited pressure and margins increasing thus also affecting the primary

Leveraged finance is commonly employed to facilitate corporate finance market There were small number of deals executed in the first half of

transactions such as acquisitions or buy-outs bank acting as lead 2008 which were much less significant in overall quantum and

manager will typically underwrite the loan alone or with others and then leverage and which were priced at less than mid-2007 levels Concerted

syndicate the loan to other participants efforts to sell positions during the first half of 2008 were only partially

successful due to the rapid change In market conditions since

The Groups syndicated loan book represent amounts rtained from origination of the loans Most of the leveraged finance loans were

underwriting positions where the Group was lead manager or reclassified from the held-for-trading category to loans and receivables

underwdter in excess of the Groups intended long term participation category in the second half of 2008

Since the beginning of the credit market dislocation in the second half The table below shows the carrying value of leveraged finance

of 2007 investor appetite for leveraged loans and similar risky assets exposures by industry and geography

has fallen dramatically with secondary prices falling due to selling

2008

Anndcas UK Europe ROW Total At tti C..p
Em Em Em Em Em At Ar

TMT 1681 628 402 45 2756 6924 .124 482 28 7855

Retail 166 550 707 21 1444 542 13t15 805 49 2152

Industrial 280 391 413 1084 249 2.003 .0/4 44 330
Other 11 552 141 35 739 2.5 339 271 13 018

2138 2121 1663 101 6023 /740 4084 2OL 31 iri555

Of which

Held-for-trading 31 31 41 103 7507 3604 Si 12041

Loan and receivables 2107 2090 1622 101 5920 133 390 938 RU 2.541

2138 2121 1663 101 6023 /40 6084 2f.2t 31 14583

Of which

Drawn 2081 2090 1453 94 5718 2249 4228 2474 122 88/4

Undrawn 57 31 210 305 5491 59 19 8.708

2138 2121 1663 101 6023 7740 4084 7.627 131 4587

Note

Leveraged finance as disdosed abcwe for 31 December 2007 has been aligned with definismms used in 2008 and Is consequently 76 m8lon higher than previously puieIred

The table below analyses the movement in the amounts reported above

Held4or4adng Loans and receivables

Drawn Undrawni Total Drawn Undrawn Total

Em Em Em Em Em Em

At January2008 6516 5525 12041 2358 183 2541

Reclassifications 3602 3602 3602 3602

Reclassificatlonsincome effect 216 216 19 19

AdditIons 1171 682 1853 235 235

Sales 3826 1882 5708 473 81 554
Realised losses on sales 298 298 197 197

Funded deals 1298 1298

Lapsed/collapsed deals 4l5 3738 4153 173 173

Change in fair value 462 156 618 nia n/a n/a

Impairment provisions n/a n/a n/a 1191 1191

Exchange and other movements 211 161 372 1603 35 1638

Presentation changes 778 778 96 96

At 31 December 2008 31 72 103 5.687 233 5920

In addition to the leveraged finance syndicated portfolio discussed above the Group has billion of portfolio positions mostly to European

companies that have been classified as loans and receivables since origination
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SPEs and conduits

SPEs audited

The Group arranges securitisations 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

depositor in securitisation transactions involving both client and

proprietary transactions In securitisation assets or interests in pool

of assets are transferred generally to special purpose entity SPE
which then issues liabilities to third party investors SPEs are vehicles

established for specific limited purpose usually do not carry out

business or trade and typically have no employees They take
variety

of
legal

forms trusts partnerships and companies and fulfil many

different functions As well as being 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

It is primarily the extent of risks and rewards assumed that determines

whether these entities are consolidated in the Groups financial statements

The
following section aims to address the significant exposures which

arise from the Groups actMties through specific types of SPEs

The Group sponsors and arranges own-asset securitisations whereby

the sale of assets or interests in pool of assets into anSPE is

financed by the issuance of securities to investors The pool of assets

held by the SPE may be originated by the Group or in the case of

whole loan programmes purchased from third parties and may be of

varying credit quality Investors in the debt securities issued by the SPE

are rewarded through credit-linked returns according to the credit

rating of their secunties The majority of secuntisations are supported

through liquidity facilities other credit enhancements and derivative

hedges extended by financial institutions some of which offer

protection against initial defaults in the pool of assets Thereafter losses

are absorbed by investors in the lowest ranking notes in the priority of

payments Investors in the most senior ranking debt securities are

typically shielded from loss since any subsequent losses may trigger

repayment of their initial principal

The Group also employs synthetic structures where assets are not sold

to the SPE but credit derivatives are used to transfer the credit risk of the

assets to an SPE Securities may then be issued by the SPE to investors

on the back of the credit protection sold to the Group by the SPE

In general residential and commercial mortgages and credit card

receivables form the types of assets generally included in cash

securitisations while corporate loans and commercial mortgages

typically serve as reference obligations In synthetic securitisations

The Group sponsors own-asset securitisations as way of diversifying

funding sources managing specific risk concentrations and achieving

capital efficiency The Group purchases the securities issued in own-

asset securitisations set up for funding purposes During 2008 the

Group was able to pledge MA-rated asset-backed securities as

collateral for repurchase agreements with major central banks under

schemes such as the Bank of Englands Special Liquidity Scheme

launched in April 2008 which allowed banks to temporarily swap high-

quality mortgage-backed and other securities for liquid UK Treasury

Bills This practice has contributed to the Groups sources of funding

during 2008 in the face of the contraction in the UK market for inter-

bank lending and the investor base for securitisations

The Group typically does not retain the majority of risks and rewards of

own-asset securitisations set up for the purposes of risk diversification

and capital efficiency where the
majority

of investors tend to be third

parties Therefore the Group is typically not required to consolidate the

related SPEs

The Group has also established whole loan secuntisation programmes

in the US and UK where assets originated by third parties are

warehoused by the Group for securitisation The majority of these

vehicles are not consolidated by the Group as it is not exposed to the

risks and rewards of ownership

Conduits audIted

The Group sponsors and administers number of asset-backed

commercial paper ABCP conduits conduit Is an SPE that Issues

commercial paper and uses the proceeds to purchase or fund pool of

assets The commercial paper is secured on the assets and Is

redeemed either by further commercial paper issuance repayment of

assets or liquidity drawings Commercial paper is typically short-dated

the length of time from Issuance to maturity of the paper is typically up

to three months

The Groups conduits can be divided into multi-seller conduits and own-

asset conduits In line with market practice the Group consolidates both

types of conduit where it is exposed to the majority of risks and

rewards of ownership of these entitles The Group also extends liquidity

commitments to multi-seller conduits sponsored by other banks but

typically does not consolidate these entitles as it Is not exposed the

majority of the risks and rewards

Funding and liquidity

The Groups most significant multi-seller conduits have thus far

continued to fund the vast majority of their assets solely through ABCP

issuance There were significant disruptions to the liquidity of the

financial markets during the year following the bankruptcy filing of

Lehman Brothers in September 2008 and this required small amount

of the assets held in certain conduits to be funded by the Group rather

than through ABCP Issuance By the end of 2008 there had been an

improvement in market conditions supported by central bank Initiatives

which enabled normal ABCP funding to replace this Group funding of

the conduits

The average maturity of ABCP issued by the roups conduits as at 31

December 2008 was 72.1 days 200760.9 days

The total assets held by the Groups.sponsored conduits are 49.9

billion 2007 48.1 billion Since these liquidity facilities are

sanctioned on the basis of total conduit purchase commitments the

liquidity facility commitments will exceed the level of assets held with

the difference representing undrawn commitments
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Business review continued

The Group.values the funding flexibility
and

liquidity provided by the

ABCP market to fund client- and Group-originated assets Whereas

there are plans to decrease the multi-seller conduit business in line with

the Groups balance sheet the Group is reviewing the potential
for new

own-asset conduit structures to add funding diversity

Multi-seller conduits

The multi-seller conduits were established by the Group for the purpose

of providing its clients with access to diversified and flexible funding

sources multi-seller conduit
typically purchases or funds assets

originated by the banks clients The multi-seller conduits form the vast

majority of the Groups conduit business 69.4% of the total liquidity

and credit enhancements committed by the Group The Group

sponsors six multi-seller conduits which finance assets from Europe

North America and Asia-Pacific

Assets purchased or financed by the multi-seller conduits include auto

loans residential mortgages credit card receivables consumer loans

and trade receivables All assets held by the conduits are recorded on

the Groups balance sheet either as loans and receivables or debt

securities

The third-party assets financed by the conduits are structured with

significant degree of first-loss credit enhancement provided by the

originators
of the assets This credit enhancement which is specific to

each transaction can take the form of over-collateralisation excess

spread or subordinated loan and typically ensures the conduit asset

has rating equivalent to at least single-A credit In addition and in

line with general market practice the Group provides small second-

loss layer of programme-wide protection to the multi-seller conduits

Given the nature and investment grade equivalent quality of the first

loss enhancement provided to the structures the Group has only

minimal risk of loss on its program wide exposure The issued ABCP is

rated P-i/Al by Moodys and Standard Poors

The Group provides liquidity back-up facilities to the conduits it

sponsors These facilities can be drawn upon by the conduits in the

event of disruption
in the ABCP market or when certain trigger events

occur such that ABCP cannot be issued For very small number of

transactions within two of the multi-seller conduits sponored by the

Group these
liquidity

facilities have been provided by third-party banks

This typically occurs on transactions where the third-party bank does

not use or have its own conduit vehicles Conduit commercial paper

issuance is managed such that the spread of
maturity

dates of the

issued ABCP mitigates the short-term contingent liquidity risk of

providing back-up facilities Limits sanctioned for such facilities as at 31

December 2008 totalled approximately 42.9 billion 2007 49.2 billion

The Groups maximum exposure to loss on its multi-seller conduits is

43.2 billion 2007 49.4 billion being the total amount of the

Groups liquidity commitments plus the extent of programme-wide credit

enhancements which relate to conduit assets for whom liquidity facilities

were provided by third parties

Ownssset ccnouits

The Group also holds three own-asset conduits which fund assets

which have been funded at one time by the Group These vehicles

represent 25% of the Groups conduit business as percentage of the

total liquidity and credit enhancements committed by the Group with

14.8 billion of ABCP outstanding at 31 December 2008 2007 10.4
billion The Groups maximum exposure to loss on its own-asset

conduits is 15.9 billion 2007 13.5 billion being the total drawn and

undrawn amount of the Groups liquidity commitments to these

conduits

iocudtioation abito9e conduits

The Group no longer sponsors any securitisation arbitrage conduits As

part of the integration of ABN AMRO and strategic review of the

conduit business the sole securitisation arbitrage conduit was dissolved

in 2008 All of its assets were transferred to centrally managed asset

unit for run-off or sale

The Groups exposure from both its consolidated conduits including

those to which the Group is economically exposed and those which are

shared with the other consortium members and its involvement with

third-party conduits are set out in the following table
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2008 i.i

Consolidated

Conduits Third party Talal .dis Tiiffl pty
Em Em Em

Total assets held by the conduits 49857

Commercial paper issued 48684 4652

Liquidity and credit enhancements

deal specific drawn liquidity

drawn 1.172 3078 4250 i577 2280 3.817

undrawri 57.929 198 58127 81347 490 61.5.37

programme-wide liquidity

drawn 102 102 250 250

undrawn 504 504 15 899 974

Programme-wide credit enhancements 21 2.391 2391 5.098 3096

61492 3882 65374 06056 3912 62.04

Maximum exposure to loss 59101 3.882 62983 62959 8919 68878

Notes

Total assets held by the conduits arid commercial paper issued a131 December 2007 Induded

5.2 ditties assets and commercial paper issued relating to and by the Group securitsation arbioage conduit which was dissoined in 2008

10.7 billion assets corporate loans and 10.5 billion commercial paper issued relating to shared conduit see below

1.3 b8ion assets relating to reactivated conduits which started to Issue commercial paper in ike second half ot 2008

Programme-wide credii enhancement

MaxImum exposure to loss is determined as the maxtinum loss being the maximum amount by borrowers may drawn on their conduila tacitly for which the Group has prcMded committed

liquidity and credit backstop facilWe
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Business review cotiniied

The Groups exposure from the conduit shared with the other consortium members is set out below

2008

Fm

Total assets held by the conduits 13286 10.650

Commercial paper issued 13028 10.452

Liquidity and credit enhancements

deal specific drawn liquidity

drawn 258 198

undrawn 13566 11.868

13824 12405

Maximum exposure to loss 13824 12.066

Collateral analysis geographic profile credit ratings and weighted average lives of the assets in the assets relating to the Groups consolidated

conduits and related undrawn commitments are set out in the tables below

2008

Liquidity

Funded assets
from third

Total Li

Loans Secunties Total Undiawn parties exposure Li.fr
Fm Fm Em Em Fm Fm

Auto loans 9924 383 10307 1871 12178 8.066 78 9644 3701 i02 12.2.13

Corporate loans 430 11042 11472 534 12006 36 33927 53i.3 .390 10453

Credit card receivables 5844 5844 922 6766 6101 90 5.164 206 6.100

Trade receivables 2745 2745 1432 71 4106 064 421 .3188 2366 5.774

Student loans 2555 2555 478 132 2901 335 6.2 591 1.09 132 1541

Consumer loans 2371 2371 409 2780 1886 .886 403 2.289

Mortgages

Prime 4.416 2250 6666 1188 7854 4424 2265 665/ 064 1351

Non-conforming 2181 2181 727 2908 2.543 234 2577 740

Sub-prime 117 126 313.3 459

Commercial 1228 507 1735 66 23 1778 7991094 1.594 lOll 23 2038

Buy-to-let 61 61 tO

CDOs 2122 2.129 268 2327

Other 1851 2130 3.981 1615 5596 29762.947 5923 2433 8.356

33545 16312 49857 9242 226 58873 29.046 19.022 48068 14812 29 52623

CP funded assets

Oeographlc dtslitbutios Ciedit rathigs SP equIvalent

...... Wmghled ...... ..

esmage

UK Europe US ROW Total life 888 888

2008 Fm Fm Fm For Fin Fin Fin Fm Fm Fm Fm

Auto loans 801 1706 7402 398 10307 1.7 6075 883 3349

Corporate loans 1714 4347 3289 2122 11472 4.9 10767 132 573

Credit card receivables 633 4999 212 5844 0.7 3465 62 2171 146

Trade receivables 68 922 1371 384 2745 0.7 120 1025 1600

Student loans 144 2411 2555 0.3 2296 144 115

Consumer loans 708 1195 468 2371 1.7 387 993 923 68

Mortgages

Prime 2244 4422 6666 2.8 2675 3876 115

Non-conforming 960 1221 2181 4.6 351 368 475 987

Sub-prime

Commercial 713 453 74 495 1735 11.0 274 518 474 469

Buy-to-let

COOs

Other 166 1.198 684 1933 3981 3.5 958 2786 234

5907 13286 20698 9966 49857 2.8 26413 8959 12581 1904
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Auto loans 2.253 Jo /93 341 643 31811.340 132

Corporate Loans l2 46S Jt 445 8.838

Credit card receivables u3$ 02 38 5184 23$ 943 254 147

Trade receivables 239 9c3 300 389 29 187 732 383 2i6 31

Studentloans 140 uY 213 31

Consumer loans 62 886 j3 73 303

Mortgages

Prime Ii 043 563 tiuSi 3.3.893 2031 2ulO

Nonconforming 16 60 2.1/ 2t5 .06

Sub-prime 11/

Commercial .5S 535 853 00 16 .333 61 10

Buy-to-let ci

CDOs 137 020 /73 .. 2130 37 2.1S ..

Other 31033 Th0 233 5023 2.311 84 2352 ho

8609 221 18009 3.3 20597 108 1535 686 51

Structured Investment vehicles uneudlted

The Group does not sponsor any structured investment vehicles

RBS Group Annual Rep3 and Accounts 2008 43



Business review coritirt.ied

Investment funds set up and managed by the Group unaudlted

The Groups investment funds are managed by RBS Asset Management

RBSAM which is an integrated asset management business which

manages investments on behalf of third-party institutional and high net

worth investors as well as for the Group RBSAM is active in most

traditional asset classes and employs both fund of funds structures and

multi-manager strategies Its offering includes money market funds long

only funds and alternative investment funds

Money rmrket funds

The Group has established and manages number of money market

funds for its customers When new fund is launched RBSAM as fund

manager typically provides limited amount of seed capital to the

funds RBSAM does not have investments in these funds greater than

25 million As RBSAM does not have holdings in these funds of

significant size and as the risks and rewards of ownership are not with

the Group these funds are not consolidated by the Group

The funds have been authorised by the Irish Financial Services

Regulatory Authority as UCITS pursuant to the UCITS Regulations

UCITS Regulations refer to the European Communities Undertakings

for Collective Investment in Transferable Securities Regulations and are

therefore restricted in the types of investments and borrowings they can

make The structure of the assets within the funds is designed to meet

the liabilities of the funds to their investors who have no recourse other

than to the assets of the funds The risks to the Group as result are

restricted to reputational damage if the funds were unable to meet

withdrawals when requested on timely basis or in full

Money market funds had total assets of 13.6 billion at 31 December

2008 2007 11.2 billion The sub categories of money market

funds are

8.0 billion 2007 5.1 billion
in Money Funds denominated in

sterling US dollars and euro which invest in short-dated highly rated

money market securities with the objective of providing security

performance and
liquidity

44 RBS Group Annl Recrt na Accowt 2008

4.9 billion 2007 5.5 billion in multi-manager money market funds

denominated in sterling US dollars and euro which invest in short

dated highly rated securities

0.7 billion 2007 0.6
billion

in Money Funds Plus denominated in

sterling US dollars and euro which invest in longer-dated highly

rated securities with the objective of providing security enhanced

performance and liquidity

Nonmoney market funds

RBSAM has also established number of non-money market funds to

enable investors to invest in range of assets including bonds equities

hedge funds private equity and real estate The Group does not have

investments In these funds greater than 200 million As RBSAM does

not have holdings in these funds of significant size and as the risks and

rewards of ownership are not with the Group these funds are not

consolidated by the Group

The non-money market funds had total assets of 18.7 billion at 31

December 2008 31 December 2007 19.4 billion
The sub

categories of non-money market funds are

16.0 billion 2007 17.0 billion in multi-manager funds which offer

fund of funds products across bond equity hedge fund private

equity and real estate asset classes

1.6 billion 2007 1.3 billion in committed capital to pnvate equity

investments which invests primarily
in

equity and debt securities of

private companies

1.1 billion 2007 1.1 billion in credit investments which invests in

various financial instruments

The structure of the assets within the funds Is designed to meet the

liabilities of the funds to their Investors who have no recourse other than

to the assets of the funds The risks to the Group as result are

restricted to reputatlonal damage if the funds were unable to moat

withdrawals when requested on timely basis or In full and the Groups

own investment In the funds

The Groups maximum exposure to non-money market funds is

represented by the investment In the shares of each fund and was

200 million at 31 December 2008 2007 171 million
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Report of the directors

The directors present their report together with the audited accounts for

the year ended 31 December 2008

CapItal restructuring

In November 2008 HM Treasury announced the establishment of UK

Financial Investments Limited company Wholly owned by the UK

Government which will manage on an arms-length basis the UK

Governments shareholding in the company and other banks that

subscribed to the governments recapitalisation fund

Following placing
and open offer in December 2008 HM Treasury

now holds approximately 58% of the enlarged issued
ordinary

share

capital of the company In addition HM Treasury holds billion non-

cumulative sterling preference shares in the company

Subsequently on 19 January 2009 the company announced in

conjunction with HM Treasury and UK Financial investments Limited

that the preference shares held by HM Treasury will be replaced with

new ordinary shares Eligible shareholders will be able to apply to

subscribe for approximately billion of new ordinary shares pro rata to

their existing shareholdings at fixed price of 31.75 pence per share by

way of an open offer Any shares not taken up by shareholders in the

open offer or otherwise placed on behalf of the company will be

subscribed for by HM Treasury at fixed price of 31.75 pence per

share and the aggregate proceeds of the open offer will be used to

fund the redemption of the preference shares held by HM Treasury

together with the redemption premium on the preference shares

accrued dividend and commissions payable to HM Treasury on the

offer The preference shares will be redeemed at 101 per cent of their

issue price Dividends will continue to accrue on the preference shares

until redemption This may result in HM Treasurys shareholding

increasing to approximately 70% of the enlarged ordinary share capital

of the company

Results and dMdends

The loss attributable to the ordinary shareholders of the company for the

year ended 31 December 2008 amounted to 24137 million compared

with profit of 7303 million for the year ended 31 December 2007 as

set out in the consolidated income statement on page 174

The company did not pay an interim dividend in 2008 On 15 September

2008 shareholders received one new ordinary share for every 40 shares

held on the record date of 12 September 2008 by way of capitalisation

issue

As part of an agreement with HM Treasury the company ijndertook not to

pay any dividends on the ordinary shares until such time as the billion

non-cumulative sterling preference shares issued to HM Treasury in

December 2008 were repaid

Upon redemption of the preference shares as noted above the restriction

on payment of ordinary dividends will be removed However it Is not the

Boards intention to pay dividend on ordinary shares in 2009

BusIness revIew

Activites

The company is holding company owning the entire issued ordinary

share capital of The Royal Bank of Scotland plc 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 and NatWest Details of the

principal subsidiary undertakings of the company are shown in Note 16

on the accounts

The Group is engaged principally in providing 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 in the Business

review on pages 26 and 27

The Group is currently undertaking strategic review that is expected

to re-focus the Group on those businesses with clear competitive

advantages and attractive marketing positions primarily
in stable low-

to-medium risk sectors

Risk factors

The Groups future performance and results could be materially different

from expected results depending on the outcome of certain potential

risks and uncertainties Details of the principal risk factors the Group

faces are given in the Business review on pages 27 to 34

The reported results of the Group are also sensitive to the accounting

poiicies assumptions and estimates that underlie the preparation of its

financial statements Details of the Groups critical accounting policies

and key sources of accounting judgements are included in the

Accounting policies on pages 178 to 188

The Groups approach to risk management including its financial risk

management objectives and policies and information on the Groups

exposure to price credit liquidity
and cash flow risk is discussed in the

Risk capital and liquidity management section of the Business review

on pages 78 to 144

Financial performance

review of the Groups performance during the year ended 31

December 2008 including details of each division and the Groups

financial position as at that date is contained in the Business review on

pages 50 to 67

Business developments

In October 2007 RFS Holdings B.V RFS Holdings company jointly

owned by the company Fortis N.y Fortis SNNV and Banco Santander

S.A and controlled by the company completed the acquisition of ABN

AMRO Holding N.y ABN AMRO

On October 2008 the State of the Netherlands acquired Fortis Bank

Nederland Holding N.y including the Fortis Interest in RFS Holdings

that represents the remaining Fortis-acquired businesses of ABN

AMRO as well as Fortis participation in certain Dutch insurance

activities On 24 December 2008 the Fortis interest In RFS Holdings

was transferred from Fortis Bank Nederland Holding N.y into the

direct ownership of the State of the Netherlands subject to completion

of certain formalities On the same date the State of the Netherlands

executed Deed of Accessiqn with the company Banco Santandsr

S.A and RFS Holdings pursuant to which it acceded to the Consortium

and Shareholders Agreement dated 28 May 2007 as subsequently

amended from time to time
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RFS Holdings is implementing an orderly 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 excluding the Brazil Global Clients

Business and wholesale clients in the Netherlands including former

Dutch wholesale clients and Latin America excluding Brazil

Business Unit Asia
including Private Clients India and Indonesia and

Interest in Prime Bank Pakistan excluding the interest in Saudi

Hollandi

Business Unit Europe excluding Antonveneta

Employees

As at 31 December 2008 the Group employed over 199.000 employees

full-time equivalent basis throughout the world Details of employee

related costs are Included in Note on the accounts on page 190

The Group utilises wide range of recruitment channels to ensure that

the recruitment and development of Its employees are fully aligned to its

organisational requirements

The Group offers competitive remuneration and benefits package to

all employees

Employees are able to participate in incentive plans specific to their

business and the Buy As You Earn and Sharesave schemes align the

interests of employees with those of shareholders

Employee learning and development

The Group maintains strong commitment to creating and
providing

learning opportunities for all its employees through variety of personal

development and training programmes and learning networks

Employees are encouraged to do voluntary work with community

partners

Employee cornmunction

Employee engagement is encouraged through range of

communication channels at both dMsional and Group level These

channels provide access to news and information in number of ways

including the intranet magazines video team meetings led by line

managers briefings held by senior managers and regular dialogue with

employees and employee representatives

The Group Chief Executive and other senior Group executives regularly

communicate with employees across range of channels

Employee coroultst.ion

Each year all employees are invited to complete the global employee

opinion survey The survey is confidential and independently managed

by Towers Perrin-ISR The survey provides channel for employees to

express their views and opinions about the Group on range of key

issues

In 2008 the response rate was 88% the second highest response rate

since the survey began This represents over 156000 employees

participating in the survey from more than 50 countries and in 20

languages For the first time this survey was extended to former ABN

AMRO employees

The Group reCognises employee representative organisations such as

trade unions and work councils In number of businesses and

countries The Group has European Employee Communication Council

that provides elected representatives with an opportunity to understand

better the Impact on its European operations

Dversfy

The Groups Diversity policy and associated policy standards set

framework for broadening the Groups 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 religion or belief or sexual orientation

The Group is also committed to ensuring that all prospective applicants

for employment are treated fairly and equitably throughout the

recruitment process and its comprehensive resourcing standards cover

the attraction and retention of Individuals with disabilities Reasonable

adjustments 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 during their employment

Safety health and wellbeinq

Protecting its employees and customers from harm Is fundamental

principle of the way the Group operates and Its goal Is to minimise work

related Injuries and ill health The Group also recognises that the

general health and wellbeing of its employees Impacts on their

engagement and
productivity Promoting good health and providing

support to its employees when they need it Is therefore also core to its

approach

During 2008 the Group focused on the core themes of globalisatlon of

safety health and wellbeing improving health and raising awareness

while continuing to manage safety and health risks

reenploynient screening

The Group has comprehensive pre-employment screening policy to

guard against possible infiltration and employee-related fraud In

addition to existing workplace security measures all people engaged

on Group business are now being screened prior to commencing

employment

Code of conduct

The Code of Conduct and related policies forms part of the terms and

conditions of employment for all those employed by the Group and sets

standards for those not directly employed such as contractors and

agency workers

The code supports the Groups aim to operate In similar way across

the many countries in which ft operates and Is therefore applicable to

employees in all locations The code isa high level collection of key

policies to Inform employees of the Groups expectations of their

behaviour and practices
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Report of the directors conUnued

Corporate rosporrsbiliiy

The Group believes that meeting high standards of environmental

social and ethical responsibility is key to the way it does business

The Groups business is managed in way that takes account of the

social and environmental impact of Its activities In order to Identify the

issues that matter most to its stakeholders an annual research project is

conducted This work provides the foundation of the corporate

responsibility strategy It enables all parts of the Group to focus their

efforts and resources on the most important issues Having the right

management structures in place and clear leadership helps set the

framework against which this happens There are Issue-specific steering

groups that feed into the Corporate Responsibility Forum which

considers the Groups current performance and proposes new

initiatives The Groups governance structure for corporate responsibility

extends throughout the organisation

Further details of the Groups corporate responsibility policies will be

contained in the 2008 Corporate Responsibility Report

Gorrg concern

The Groups business activities and financial position the factors likely

to affect its future development and performance and its objectives and

policies in managing the financial risks to which it is exposed and its

capital are discussed in the Business review

As set out in the Business review recent economic conditions have

seen severe dislocation in many financial markets and an

unprecedented reduction in liquidity globally Liquidity risk describes

the measures governments and central banks in the UK and around the

world have taken to provide capital and liquidity to banks The Group

used number of these funding facilities during 2008 and its funding

and capital plans for the next twelve months from the date of approval

of these accounts assume continuing reliance on and the continuation

of these measures These plans have been shared with the Tripartite

Authorities in the UK

Following the rights issue in June 2008 and the open offer in December

2008 the Groups capital ratios are at historically high levels and will be

further strengthened by the restructuring of the UK Governments

preference shares The UK Government owns 57.9% of the ordinary

share capital of the Group This could increase to 70.4% following the

fully underwritten open offer announced in January 2009 and provides

tangible evidence of the UK Governments support for the Group

reflecting its importance to the UK economy and financial system

The directors have reviewed the Groups forecasts projections and

other relevant evidence including the ongoing measures from

governments and central banks in the UK and around the world to

sustain the banking sector Whilst the Group has received no

guarantees the directors have reasonable expectation based on

experience to date of continued and sufficient access to the funding

facilities referred to above and accordingly that the Group and the

company will continue In operational existence for the foreseeable

future The financial statements of the Group and of the company have

therefore been prepared on going concern basis

Corpcaato oovernance

The company is committed to high standards of corporate governance

Details are given on pages 153 to 158

Ordinary share capital

In June 2008 the company issued 6123 mIllion ordinary shares of 25p

each through rights Issue on the basis of 11 new ordinary shares for

every 18
existing

shares held at an Issue price of per share raising

12 billion

In September 2008 the company Issued 403 mIllion ordinary shares of

25p to existing shareholders by way of capitalisation issue on the

basis of one new ordinary share for every 40 shares held

In December 2008 the company issued 22910 million ordinary shares

of 25p each by way of Placing and Open Offer on the basis of 18

new ordinary shares for every 13 existing shares held at an Issue price

of 65.5 pence per share raising 14.7 billion HM Treasury acquired

22854 million of these shares and now holds 57.9% of the enlarged

ordinary share capital of the company

During the year the ordinary share capital was also increased by 13.5

million ordinary shares allotted as result of awards and the exercise of

options under the companys share schemes

Details of the authorised and issued ordinary share capital at 31

December 2008 are shown in Note 27 on the accounts

Preference share capital

In December 2008 the company issued mIllion non-cumulative

sterling preference shares to HM Treasury at 1000 per preference

share raising billion

As discussed on page 148 the company subject to shareholder

approval Intends to Issue new ordinary shares by way of an open offer

the proceeds from which will be used to redeem the preference shares

issued to HM Treasury together with the accrued dividend

Details of the authorised and Issued preference share capital at

31 December 2008 are shown In Note 27 on the accounts

Authority to repurohase shares

At the Annual General Meeting in 2008 shareholders renewed the

authority for the company to make market purchases of up to

1000710.085 ordinary shares The directors have not used this

authority to date and there is no current intention that the authority will

be exercised This authority will lapse at the conclusion of the AGM of

the company in 2009 and no renewal will be sought

Additional irriormotior

Where not provided previously
in the Report of the directors the

following provides the additional information required to be disclosed by

Part of the Companies Act 1985 as amended

The rights and obligations attaching to the companys ordinary shares

and preference shares are set out In the companys Articles of

Association copies of which can be obtained from Companies House

in the UK or at waw.rbs.com

On show of hands at 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 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 poll holders of
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cumulative preference shares present in person or by proxy and entitled

to vote shall have four votes for every share held The Notice of the

Annual General Meeting specifies the deadlines for exercising voting

rights and appointing proxy or proxies to vote in relation to resolutions

to be passed at the meeting

The cumulative preference shares represent less than 0.01% of the total

voting rights of the company the remainder 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 for 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 companys shares

number of the companys share plans include restrictions on transfers

of shares while the shares are subject to 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 27 on the accounts on pages 242 to 244

The company is not aware of any agreements 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 and Ulster Bank Dublin Trust

Company as Trustees Voting rights are exercised by the Trustees on

receipt of participants instructions If
participant ctoes not submit an

instruction to the Trustee no vote is registered

The Royal Bank of Scotland Group plc 2001 Employee Share Trust The

Royal Bank of Scotland Group plc 2007 US Employee Share Trust and

The Royal Bank of Scotland plc 1992 Employee Share Trust hold shares

on behalf of the Groups employee share plans The voting rights are

exercisable by the Trustees howeveç in accordance with Investor

protection guidelines the Trustees abstain from voting The Trustees

would take independent advice before accepting any offer in respect of

their shareholdings for the company In takeover bid situation

The rules governing the appointment of directors are set out in

Corporate governance on page 153 The companys Articles of

Association may only be amended by special resolution at general

meeting of shareholders

change of control of the company following takeover bid may cause

number of agreements to which the company is party to take effect

alter or terminate In addition number of executive directors service

agreements may be affected on change of control All of the

companys employee share plans contain provisions relating to

change of control Outstanding 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 whole these

agreements are not considered to be significant

Diector

The names and brief biographical details of the directors are shown on

pages 146 and 147

Gordon Pell Guy Whittaker Cohn Buchan Archie Hunter and Joe

MacHale served throughout the year and to the date of signing of the

financial statements

Stephen Hester John McFarlane and Arthur Art Ryan were appointed

as directors on October 2008

Johnny Cameron ceased to be director on 13 October 2008

Sir Fred Goodwin and Mark Fisher ceased to be directors on 21

November 2008

Larry Fish ceased to be director on 31 December 2008

Sir Tom McKillop ceased to be Chairman on February 2009

Philip Hampton was appointed as director and Chairman-designate

on 19 January 2009 and as Chairman on February 2009

Jim Currie Bill Friedrich Bud Koch Janis Kong Sir Steve Robson Bob

Scott and Peter Sutherland ceased to be directors on February 2009.

Philip Hampton Stephen Hester John McFarlane and Arthur Art Ryan

will retire and offer themselves for election at the forthcoming Annual

General Meeting Details of the service agreement for Stephen Hester

are set out on page 161 No other director seeking election has

service agreement

Directors nterests

The interests of the directors in the shares of the company at 31

December 2008 are shown on page 169 None of the directors held an

interest In the loan capital of the company or in the shares or loon

capital of any of the subsidiary undertakings of the company during

the period from January 2008 to 25 February 2009

Directors Indemnities

In terms of section 236 of the Companies Act 2006 the directors 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

Dfrecors dicIosure to auditors

Each of the directors at the date of approval of this report confirms

that

so far as the director is aware there is no relevant audit information

of which the companys auditors are unaware and

the director has taken all the steps that he ought to have taken as

director to make himself aware of any relevant audit information and

to establish that the companys auditors are aware of that

Information

This confirmation Is given and should be interpreted in accordance with

the provisions of section 234ZA of the Companies Act 1985
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Report of the directors continued

Sroldiriçjs

The table below shows the shareholders that have notified the Group that they hold more than 3% of the voting rights in the undernoted classes of

shares as at 31 December 2008

Number of shares held Number of shares held

OrdInary shares 5% cumulative preference shares

Solicitor For The Affairs of Mr and Mrs Men
Her Majestys Treasury Miss Allen and Miss Allen 112949 28.23

As Nominee for Commercial Union Assurance plc 91429 22.86

Her Majestys Treasury 22853798818 57.92 Bassett-Patrick Securities Limited 46255 11.56

11% cumulative preference shares Behrens Charitable Trust 20000 5.00

Guardian Royal Exchange Assurance plc 129.830 25.97 Trustees of The Stephen Cockburn

Windsor Life Assurance Company Limited 51510 10.30 Limited Pension Scheme 19879 4.97

Cleaning Tokens Limited 25.500 5.10 Mrs Gina Wild 19800 4.95

MrS and Mrs Cockburn 15520 3.10 Miss Elizabeth Hill 16124 4.03

Mr Stephen Cockburn 15290 3.06 Mr Hardison Jr 13532 3.38

Note

of Bassetl-Pathch Secunhes Lirotted noted abe and that there are further holdings of 5300 and 5.000 shares respecdvely at that dana regfutered In each of thelr name

Charitable contributions

In 2008 the contribution to the Groups Community Investment

programmes was 66.3 million 2007 57.7 million The total amount

given for charitable purposes by the company and its subsidiary

undertakings during the year ended 31 December 2008 was 24.8

million 2007 32.1 million

The companys community investment is focused on the issues most

relevant to it as financial institution including preventing exclusion

from banking services promoting financial understanding and

supporting small businesses and entrepreneurs

Political donations

At the Annual General Meeting in 2006 shareholders gave authority for

the company to make political donations and incur political expenditure

up to maximum aggregate sum of 500000 as precautionary

measure in light of the wide definitions in The Political Parties Elections

and Referendums Act 2000 for 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 Groups longstanding policy of not making contributions to any

political party be changed

Policy and practice on payment of creditors

The Group is committed to maintaining Sound commercial relationship

with its suppliers Consequently it is the Groups policy to 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

correctly prepared invoice submitted in accordance with the terms of

the contract or such other payment period as may be agreed

At 31 December 2008 the Groups trade creditors represented 30 days

200730 days of amounts invoiced by suppliers

Auditors

The auditors Deloitte LL have Indicated their willingness to continue In

office resolution to re-appoint Deloitte LLP as the companys auditor

will be proposed at the forthcoming Annual General Meeting

By order of the Board

Miller McLean

Secretary

25 February 2009

The Royal Bank of Scotland Group plc

is registered In Scotland No 45551
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Corporate governance

The company is committed to high standards of corporate governance

business integrity and professionalism in all its activities

Throughout the year ended 31 December 2008 the company has

complied with all of the provisions of the Combined Code issued by the

Financial Reporting Council in June 2006 the Code except in relation

to the provision that the Remuneration Committee should have

delegated responsibility for setting remuneration for the Chairman and

executive directors The company considers that this is matter which

should rightly be reserved for the Board No director is involved in

decisions regarding his or her own remuneration

During the period following the changes to the Board on February

2009 to the date of this Report and Accounts the company has not had

senior independent director and the Remuneration Committee has

comprised two independent non-executive directors and the Chairman

of the Board not the three independent non-executive directors

required by the Code The Board is in the process of recruiting three

additional independent non-executive directors and plans to appoint

senior independent director and an additional member of the

Remuneration Committee as part of the recruitment process

The company has also complied with the Financial Reporting Council

Guidance on Audit Committees issued in October 2008 in all material

respects

Under the US Sarbanes-Oxley Act of 2002 the Acr 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

The New York Stock Exchange

As foreign issuer with American Depositary Shares ADS
representing ordinary shares preference shares and debt securities

listed on the New York Stock Exchange NYSE the company must

disclose any significant ways in which Its corporate governance

practices differ from those followed by US companies under the NYSEs

corporate governance listing standards In addition the company must

comply fully with the provisions the listing standards that relate to the

composition responsibilities and operation of audit committees These

provisions incorporate the relevant rules concerning audit committees of

the US Securities Exchange Act of 1934

The company has reviewed its corporate governance arrangements and

is satisl9ed that these are consistent with the NYSEs corporate

governance listing practices with the exception that the Chairman of

the Board is Chairman of the Nominations Committee and is member

of the Remuneration Committee both of which are permitted by the UK

Combined Code since the Chairman was considered independent on

appointment The companys Audit Nomination and Remuneration

Committees are otherwise composed solely of non-executive directors

deemed by the Board to be independent The NYSEs corporate

governance listing standards also require that compensation

committee has direct responsibility to review and approve Group Chief

Executive remuneration The Board rather than the Remuneration

Committee reserves the authority to make the final determination of the

remuneration of the Group Chief Executive

The Group Audit Committee complies with the provisions of the NYSEs

corporate governance listing standards that relate to the composition

responsibilities and operation of audit committees In June 2008 the

company submitted Its required annual written affirmation to the NYSE

confirming Its full compliance with those and other applicable

provisions More detailed Information about the Audit Committee and Its

work during 2008 Is set out In the Audit Committee Report on pages

157 and 158

Board of diroclors

The Board is the principal decision-making forum for the company It

has overall
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 formal schedule of matters detailing key aspects

of the companys 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 clear division of responsibilities The Chairman leads

the Board and ensures the effective engagement and contribution of all

executive and non-executive directors The Group Chief Executive has

responsibility for all 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 open discussion

There were nine scheduled Board meetings during 2008 The directors

were supplied with comprehensive papers In advance of each Board

meeting covering the Groups principal business activities Members of

executive management attend and make regular presentations at

meetings of the Board In addition to scheduled meetings number of

ad hoc Board meetings and Chairmans Committee meetings were held

during 2008 These meetings ware attended by the majority of directors

The Board is aware of the other commitments of its directors and has

established procedures for ensuring that the Boards powers for

authorising directors conflicts of Interest are being operated effectively

With effect from October 2008 the Companies Act 2006 introduced

statutory duty on directors to avoid conflicts of Interest Since that date

the Board has considered and where appropriate authorlsed any

actual or potential conflicts of Interests that directors may have
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Corporate governance conUriued

Board balance and independence

The Board currently comprises the Chairman three executive directors

and five non-executive directors The Board functions effectively and

efficiently and is considered to be of an appropriate size The directors

provide the Group with the knowledge mix of skills experience and

networks of contacts required The Board Committees comprise

directors with variety of relevant skills and experience so that no

undue reliance is placed on any individual

The non-executive directors combine broad business and commercial

experience with independent and objective judgement The balance

between non-executive and executive directors enables the Board to

provide clear and effective leadership and maintain the highest

standards of integrity across the companys business activities The

names and biographies of all Board members are set out on pages 146

and 147

In addition to the Chairman there are five Independent and three non-

independent directors i.e the executive directors on the Board

Following Bob Scott ceasing to be director on February 2009

replacement senior independent director will be appointed in due

course The Board plans to appoint in consultation with HM Treasury

three new independent non-executive directors to the Board during

2009

The Board considers that the Chairman was independent on

appointment and all non-executive directors are independent for the

purposes of the Code

Re-election Ci diectors

Directors must stand for re-election by shareholders 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 election at the 2009 Annual General

Meeting are included on page 151 and further information will be given

in the Chairmans letter to shareholders in relation to the companys

Annual General Meeting

lniurnation induction and protosiorral development

All directors receive accurate timely and clear information on all

relevant matters and have access to the advice and services of the

Group General Counsel and Group Secretary who Is responsible 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 companys expense

Each new director receives formal induction on joining the Board

including visits to the Groups major businesses and meetings with

directors and senior management The Induction Is tailored to the

directors specific requirements Directors are advised of appropriate

training and professional development opportunities and undertake the

training
and professional development they consider necessary in

assisting them to carry out their duties as director

Performance evaluation

The Board has undertaken formal and rigorous evaluation of its own

performance and that of its committees and Individual directors

In 2008 thIs was conducted internally using detailed questionnaires

and indMdual meetings with each director Amongst the areas reviewed

were the role of the Board and Committees composition meetings and

processes performance and reporting and external relationships The

Board has considered and discussed reports on the outcomes of the

evaluations and is satisfied with the way in which the evaluations have

been conducted

number of initiatives are already underway aimed at Improving the

overall performance and effectiveness of the Board Including further

Board appointments restructuring Board agendas and allowing more

time at Board meetings to consider strategic issues In addition

number of actions have already been taken to enhance reporting to the

Board and Audit Committee on risk matters liquidity and funding

In addition the former Chairman evaluated the individual performance

of each director The former senior independent director canvassed the

views of the executive directors and met with the non-executive

directors as group without the former Chairman present to consider

his performance

Board Committees

In order to provide effective oversight and leadership the Board has

established number of Board Committees with particular

responsibilities The Committee chairmanship and membership are

reviewed on regular basis The names and biographies of all Board

Committee members are set out on pages 146 and 147

The terms of reference of the Audit Remuneration and Nominations

Committees and the standard terms and conditions of appointment of

non-executive directors are available on the Groups website

wwrbs.com and copies are available on request

Audit Committee

All members of the Audit Committee are independent non-executive

directors The Audit Committee holds at least fIve meetings each year

The Audit Committees report Is set out on pages 157 and 158

Remuneration Committee

The Remuneration Committee is comprised of Independent non-

executive directors together with the Chairman of the Board The

Remuneration Committee holds at least three meetings each yea

The Directors Remuneration Report is contained on pages 160 to 168
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Noninatioris Cornrrttsz

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 appointment of directors The committee engages

with external consultants it considers potential candidates and

recommends appointments of new directors to the Board The

appointments are based on merit against objective criteria including the

time available of the potential director and the commitment which will

be required

In addition the Nominations Committee considers succession planning

for the Chairman Group Chief Executive and non-executive directors

The Nominations Committee takes into account the knowledge 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

Meetings

The number of scheduled meetings of the Board and the Audit

Remuneration and Nominations Committees and individual attendance

by members in 2008 is shown below

Board hid RemuneratIon Nominations

Tptal number of

meetings in 2008

Number of meetings

attended in 2008

Sir Tom McKillop

Sir Fred Goodwin

MrBuchan

Mr Cameron

Dr Curne

MrFish

Mr Fisher 121

Mr Fnednch

Mr Hester 51

Mr Hunter

MrKochlrl

MrsKong4
Mr MacHale

Mr McFarlane 151

MrPell

Sir Steve Robson

MrRyan5

MrScott4

Mr Sutherland 141

MrWhittaker

Notes

SIr Tom McIOilop ceased to be director cn February 2009

SIr Fred GoodwIn and Mark Fisher ceased to be directors on 21 Nonember 2009

Johnny cameron ceased to be dIrector on 13 October 2008

Jim curr Bill FBedilck Bud 10th JartIs l0rig Cr 51w Robacn Bob Scott and Peter

Sutherland ceased to be directors on February 2009

Stephen Heste John McFarlane and Arthur Ar Ryan were appointed as directors on

October2008

Relations with shareholders

The company communicates with shareholders through the Annual

Report and Accounts and by providing information In advance of the

Annual General Meeting Individual shareholders can raise matters

relating to their shareholdings and the business of the Group at any

time throughout the year primarily by letter telephone or email via the

Groups website wrbs.comiir

Shareholders are given the opportunity to ask questions at the Annual

General Meeting or submit written questions In advance The chairmen

of the Audit Remuneration and Nominations Committees are available

to answer questions at the Annual General Meeting

Communication with the companys largest institutional shareholders is

undertaken as part of the companys Investor relations programme The

Chairman meets with the Groups top 20 Investors at least once every

12 months to discuss issues such as strategy business performance

and corporate governance During the year the directors received

analysts reports and monthly report from the Groups Investor

relations department which Includes an analysis of share price

movements the Groups performance against the sector and key broker

comments In addition information on major investor relations activities

and changes to external credit ratings Is provided Detailed market and

shareholder feedback is provided to the Board after results and other

market announcements The senior independent director was available

throughout 2008 to shareholders should they have considered their

concerns were not being addressed through the normal channels The

arrangements used to ensure that directors develop an understanding

of the views of major shareholders ore considered as part of the annual

Board performance evaluation

The Chairman Group Chief Executive and Group Finance Director

communicate shareholder views to the Board as whole

The Board commissions survey of investor perceptions periodically

The survey Is undertaken on behalf of the Board by Independent

consultants and the outcomes of the study are considered by the

Board
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Corporate governance continued

lntrrul contol

The Board of directors is responsible for the Groups system of internal

control that is designed to facilitate effective and efficient operations

and to ensure the quality of internal and external reporting and

compliance with applicable laws and regulations In devising internal

controls the Group has regard to the nature and extent of the risk the

likelihood of it crystallising and the cost of controls 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 process for the Identification evaluation

and management of the significant risks faced by the Group which

operated throughout the year ended 31 December 2008 and to 25

February 2009 the date 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

Counci in October 2005

The effectiveness of the Groups internal control system is reviewed

regularly by the Board and the Audit Committee Executive management

committees or boards of directors in each of the Groups businesses

receive regular reports on significant risks facing their business and

how they are being controlled In addition the Board receives monthly

risk management reports Additional details of the Groups approach to

risk management are given in the Risk capital and liquidity

management section of the Business review on pages 78 to 144 The

Board received number of reports from Group Internal Audit and

external consultants focussed on certain areas of the business that

have been particularly exposed to loss as result of the market turmoil

The Group Audit Committee has received confirmation that

management has taken or is taking the necessary action to remedy

failings or weaknesses identified in these reports and through the

operation of the Groups framework of control

In addition the Groups independent auditors 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 Groups regulatory oversight are given in the Supervision and

Regulatory reviews and developments sections on pages 279 to 281

Internal contnjl over francial reportn9

The Group is required to 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 2008

The Group assessed the effectiveness of its internal control over

financial reporting as of 31 December 2008 based on the criteria set

forth by the Committee of Sponsoring Organizations of the Treadway

Commission in Internal Control
Integrated

Framework

Based on its assessment management has concluded that as of 31

December 2008 the Groups internal control over financial reporting Is

effective

The Groups auditors have audited the effectiveness of the Groups

internal control over financial reporting and have given an unqualified

opinion

Managements report on the Groups internal control over financial

reporting will be filed with the SEC at the same time as the Annual

Report on Form 20-F

Disclosure controls and procedures

As required by US regulations the effectiveness of the companys

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 2008 the companys disclosure controls

and procedures were adequate and effective and designed to ensure

that material information relating to the company and Its consolidated

subsidiaries would be made known to them by others within those

entities

Changes in internal controls

There was no change In the companys internal control over financial

reporting that occurred during the peflod covered by this report that

has materially affected or is reasonably likely to materially affect the

companys Internal control over financial reporting
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Audit Committee Report

The current members of the Audit Committee are Archie Hunter

Chairman Cohn Buchan and Joe MacHale All served throughout 2008

as did former members of the committee Bill Fnedrlch and Sir Steve

Robson until their retirement as directors on February 2009 All

members of the Audit Committee are independent non-executive

directors The Audit Committee holds at least five scheduled meetings

each year two of which are held immediately prior to submission of the

interim and annual financial statements to the Board This core

programme is supplemented by additional meetings as required total

of ten meetings were held in 2008 Audit Committee meetings are

attended by relevant executive directors the internal and external

auditors and finance and risk management executives At least twice

per annum the Audit Committee meets privately with the external

auditors Since 2000 the Audit Committee has undertaken an annual

programme of visits to the Groups business divisions and control

functions The object of the programme is to allow the Audit Committee

to gain better understanding of the Group and an invitation to attend

is extended to all non-executive directors The programme of future

visits is considered annually and the norm is for two to three visits to be

undertaken each year The Committee undertook three visits in 2008

The Board is satisfied that all the Audit Committee members have recent

and relevant 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 view to the

expertise and experience of the Audit Committee as whole and the

Audit Committee reports to the Board as single entity The designation

of director or directors as an Audit Committee Financial Expert does

not Impose on any suchdirector any duties obligations or liability that

are greater
than the duties obligations

and liability imposed on such

director as member of the Audit Committee and Board In the absence

of such designation Nor does the designation of diractor 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 responsibilities and in making

all relevant disclosures in relation to the financial affairs of the Group

reviewing accounting and financial reporting and regulatory

compliance

reviewing the Groups systems of internal control and

monitoring
the Groups processes for internal audit risk management

and external audit

The terms of reference of the Audit Committee are available at

wwrbs.com and these are considered annually by the Audit

Committee and approved by the Board

The Audit Committee has adopted policy on the engagement of the

external auditors to supply audit and non-audit services which takes

into account relevant legislation regarding the provision of such

services by an external audit firm The Audit Committee reviews the

policy annually and prospectively approves the provision of audit

services and certain non-audit services by the external auditors

Annual audit services include all services detailed In the annual

engagement letter including he annual audit and inteflm 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 Reports

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 Insofar 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 accounting opinions 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 compliance services

corporate finance services relative to companies that will remain

outside the Group and

insolvency work relating to the Groups customers

For all other permitted non-audit services Audit Committee approval

must be sought on case by case basis before the provision of the

service commences In addition the Audit Committee reviews and

monitors the Independence and objectivity of the external auditors

when it approves non-audit work to be carried out by them taking Into

consideration relevant legislation and ethIcal guidance Information on

the audit and non-audit services carried out by the external auditors is

detailed in Note to the Groups accounts
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Corporate governance continued

2008 saw considerable economic uncertainty and unprecedented

upheaval in financial markets worldwide These conditions severely

affected the Group and it has recorded significant asset write-downs in

its 2008 financial statements In these circumstances particular

attention of the Audit Committee was focused on number of salient

judgments involved in the preparation of the accounts

valuation methodologies and assumptions for financial instruments

carried at fair value including the Groups credit market exposures

impairment losses in the Groups portfolio of loans and advances

and

impairment of goodwill and other intangibles

In its consideration of each of these issues the aims of the Audit

Committee have been to

understand and challenge the valuation and other accounting

judgments made by management

review the conclusions of the external auditors and where

applicable other experts and to understand how they came to their

conclusions and

satisfy itself that the disclosures in the financial statements about

these estimates and valuations are transparent and appropriate

An issue of key interest to the Audit Committee given the current

economic environment was managements going concern assessment

In particular the Committees attention was directed to understanding

the way in which management had satisfied itself that the Group has

access to sufficient funding and capital over the next 12 months The

Committee reviewed and challenged the assumptions underlying

managements analysis and discussed with the external auditors its

review of managements analysis and conclusions

As far as it can determine the Committee received all the information

and material it required to allow
it to meet its Obligations in respect of

the 2008 financial statements

The Committee reviews the work of the Groups risk management and

internal audit functions
regularly

Four additional sessions of the

Committee were held in 2008 thatfocused solely on risk issues these

sessions included contributions from independent advisors

The Audit Committee undertakes an annual evaluation to assess the

independence and objectivity of the external auditors and the

effectiveness of the audit process taking Into consideration relevant

professional and regulatory requirements The outcomes of this

evaluation are considered by the Board together with the Audit

Committees recommendation on the re-appointment of the external

auditor In 2009 and subsequently the annual evaluation will be carried

out immediately following completion of the annual accounts and audit

The Audit Committee is responsible for making recommendations to the

Board for It to submit the Audit Committees recommendations to

shareholders for their approval at the Annual General Meeting in relation

to the appointment reappointment and removal of the external auditors

The Board has endorsed the Audit Committees recommendation that

shareholders be requested to approve the reappointment of Deloitte

LLP as external auditors at the Annual General Meeting in April2009

The Audit Committee also fixes the remuneration of the external auditors

as authorised by shareholders at the Annual General Meeting

The Audit Committee approves the terms of engagement of the external

auditors

It is intended 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 review of the effectiveness of Group Internal Audit and

concluded that the function operated effectively and the Board agreed

with these findings In 2008 the Audit Committee conducted an internal

review of Group Internal Audit that involved participants throughout the

Group as well as the external auditors The Audit Committee concluded

that the function operated effectively and the Board agreed with the

Audit Committees findings

It Is also intended that there will be an external review of the

effectiveness 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 Committees performance was undertaken in 2008 and separate

report on the outcome was considered and discussed by the Board

Since 2005 dMsional audit committees have been responsible for

reviewing
each divisions business During 2008 the dMslonal audit

committee structure was revised to take account of the acquisition of

ABN AMRO the significant International growth of the Groups

businesses and best practice requirements The divisional audit

committees report to the Audit Committee and the Audit Committee is

satisfied that these committees continue to discharge their terms of

reference

Archie Hunter

Chairman of the Audit Committee

25 February 2009
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Letter from the Chairman of the Remuneration Committee

In recognition of the crisis in globalfinancial services and the

unprecedented losses incurred by the Group in 2008 the Remuneration

Committee has been working with the executive to bring about

fundamental change to the way remuneration works throughout the

Group There is an obvious need for very significant change to

compensation policy and practice across the industry and we intend

that the Group will lead that process in consultation with our major

shareholders

As we embark on process of change our approach has sought to

balance the reality of our current situation with the need.to offer

competitive remuneration package for teams and individuals that are

performing well and in manner that Is sustainable In the long-term

Achieving this balance is essential to our task of rebuilding the Groups

standalone strength as well as repaying the support of the UK

taxpayers

In previous years the Directors Remuneration Report has described

how remuneration policies are being Implemented for executive

directors but given the exceptional circumstances would like to take

this opportunity to describe in greater detail how the Group is

approaching remuneration for all employees

Immediate key decisions taken by the Group were as follows

There have been no discretionary cash bonuses for any employees

for performance in 2008 No bonuses have been paid to anyone

directly associated with the Groups major losses There are some

limited contractual commitments to pay bonuses typically as part of

an agreement on recruitment and these have been honoured

Where there has been exceptional performance by key individuals

and teams employees have been given deferred bonus awards

These awards will be released in three instalments in 01 2011 and

2012 in the form of RBS Group subordinated debt by which time we

hope the Group will be well on its way to standalone financial

strength

If the performance on which these deferred bonus awards was

based later turns out to have been materially different or if there is

subsequent material loss or reputational damage as result of

activity in the deferral period or otherwise at the discretion of the

Remuneration Committee then part of these awards may be reduced

or cancelled without payment clawback

No profit share payment has been made for financial year 2008 and

the scheme has been withdrawn going forward We have made

changes to benefits for some employees below manager level as part

of the transitional arrangements to end the annual entitlement to profit

share bonuses

Annual base salary increases In 2009 wIll be made to limited

number of employees and salary increases wilt be below inflation for

all businesses across the Group

No bonuses have been paid to executive directors in relation to 2008

performance and no deferred awards have been made Over the past

four years the long term incentive awards granted under the Medium

Term Performance Plan have lapsed due to the performance criteria not

being met

In respect of 2009 the Remuneration Committee has made key

decisions in relation to the remuneration of executive directors

There will be no base salary increase in 2009

Any bonus earned In 2009 will be deferred and subject to

clawback provisions

No further payments will be made under the companys Profit Sharing

Scheme for 2009 onwards

Annual incentives for 2009 will be based on performance against

framework of measures with all payments deferred for up to three

years with potential clawback

The exceptional maximum annual Incentive opportunity will not be

available

The individual performance management processes will be

strengthened at executive levels This includes revised performance

scorecard The five performance areas are strategic direction finance

and operations stakeholder management including employee and

customer satisfaction efficiency and control and capability and

development

Long term incentive awards will continue to be made under the

Medium-term Performance Plan and the Executive Share Option Plan

but the level of awards will be lowered compared to 2008 All awards

will only vest if stretchIng performance conditions are met in three

years time

The provision for an undiscounted pension on early retirement at

employer request will not apply to any executive director appointed in

the future

The Remuneration Committee recognises that the Groups performance

has not only impacted its shareholders and customers but also its

employees who have worked so very hard over many years to build an

organisatlon of whIch they were proud and which provided secure

livelihood for them and their families The Board deeply regrets that our

employees trust has been eroded and their welfare affected during the

last year While It is both necessary and appropriate that we adopt

stringent measures for employee compensation we are more mindful

than ever of the need for the Group to continue to develop the best

employment practIces in our Industry
to enable us to retain and recruit

outstanding talent This Is critical to the delivery of our strategic plan

and to build sustaInable and successful Group for the future

Cohn Buchan

Chairman of the RemuneratIon Committee

25 February 2009

RBS Group Anrual Rer1 and Acourt 200d i5



Directors remuneration report
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Details of pension arrangements of directors are shown on page 168

Where cash allowances are paid in place of pension accrual Or of

pension accrual on salary over the pension earnings cap they are

shown on page 164 Executive directors also receive cover for death-in

service benefits

For all executive directors joining on or after October 2006 pension

provision is in the form of pension allowance which may be used to

participate in The Royal Bank of Scotland Group Defined Contnbtion

Pension Fund which is open to all employees or to invest in alternative

pension arrangements or to take all or some of the allowance in cash

In addition as employees executive directors are eligible to participate

in Sharesave and Buy As You Earn schemes These schemes are not

subject to performance conditions since they are operated on an all-

employee basis

Annual incentives

No annual incentive has been awarded to any executive director in

relation to 2008 performance

UK-based executive directors have normal maximum annual incentive

opportunity of between 160% and 200% of salary with an exceptional

maximum opportunity of 200-250% of salary The on-target opportunity

is 107% to 133% of salary

The Remuneration Committee has determined that for the financial year

ending 31 December 2009 the exceptional maximum incentive

opportunity will not be available

Any annual incentive payments earned in 2009 will be deferred and

released in equal annual instalments over three years The Remuneration

Committee will reserve the right to review performance prior to each

element of deferred incentive vesting and reduce the proportion that

vests if there is evidence that the financial performance for 2009 was

materially inaccurate or there is material loss or reputational damage

as result of activity during the deferral period

Any incentive payments to executive directors in 2009 will reflect

performance across five performance categories Strategic Direction

Finance and Operations Stakeholders Efficiency and Control and

Capability
and Development Group business unit and functional

performance will be considered as appropriate

L.orq4erni incerIives

The company provides long-term incentives in the form of share options

and share or share equivalent awards Their objective isto encourage

the creation of value over the long term and to align the rewards of the

executive directors with the returns to shareholders The Remuneration

Committee Is formulating proposals under which awards may be made

In the future under two plans the Medium-term Performance Plan and

the Executive Share Option Plan Any awards will be subject to rigorous

performance conditions on which shareholders will be consulted

MediLlmterm Performance Plan

The Medium-term Performance Plan was approved by shareholders in

Apnl 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 to one and half

times earnings the Remuneration Committee has adopted policy of

granting awards based on multiple of salary No changes will be

made to this policy without prior consultation with shareholders

The award levels for 2009 will be reduced from the policy applied for

awards in 2008

Upons
The Executive Share Option Plan was approved by shareholders at the

companys 2007 Annual General Meeting

In 2008 options were granted to executive directors under the

Executive Share Option Plan approved by shareholders in 2007 over

shares worth between one and half times salary and three times

salary For 2009 the award levels will be reduced from the policy

applied in 2008

Shareholding guidelines

The Group operates shareholding guidelines
for executive directors The

target shareholdlng 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

Groups Medium-term Performance Plan Executive directors have

penodof five years in which to build up their shareholdings to meet the

guideline levels

Group Chief Executive Stephen Hester

Stephen Hester became Group Chief Executive on 21 November 2008

His annual basic salary is 1200000

Mr Hester also received certain share awards on appointment as Group

Chief Executive and share awards to replace bonus and share awards

he forfeited on leaving The British Land Company PLC Mr Hester was

granted conditional share awards over total of 10407081 shares

Subject to their terms the majority of these awards will vest between

February 2009 ImmedIately after the announcement of the 2008 annual

results and the third anniversary of his appointment as Group Chief

Executive

Chairrriari Philip Hampton

Philip Hampton became Chairman-designate on 19 January2009 and

Chairman on February 2009 HIs fee is 750000 per annum He will

also receive one-off restricted share award over shares in the

company which will vest subject to the satisfaction of appropriate

performance conditions on the third anniversary of the date of grant

The amount of this award will be two times his annual fee based on the

share price at the date of grant

Former executive directors

Sir Fred Goodwin

Sir Fred Goodwins employment with the company ended on 31 January

2009 Under the terms of an agreement reached on 13 October2008

he has waived any payment in lieu of notice and his rights in respect of

unvested executive share options and unvested awards under the

Medium-term Performance Plan have lapsed He will not receive short

term incentive payment for the financial year ended 31 December 2008

Johnny Cameron

Johnny Camerons employment with the company will end on 28

February 2009 Under the terms of an agreement reached with him on

19 December 2008 he will not receive pay in lieu of notice or short

term Incentive payments for 2008 or 2009

Mark Fisher

Mark Fishers employment with the company will end on March 2009

He will not receive any short term Incentive payment in respect of either

2008 or 2009
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Directors remuneration report continued

Total shareholder return performance

The performance 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 because it represents cross-section of leading UK

companies The totai 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 2003

Total shareholder return

Date of

current contract

Servica contracts

The companys 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 months In relation to newly

recruited executive directors subject to the prior approval of the

Remuneration Committee the notice period may be extended beyond

12 months if there is clear case for this Where 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

All new service contracts for executive directors are subject to approval

by the Remuneration Committee Those contracts normally Include

standard clauses covering the performance review process the

companys normal disciplinary procedure and tertns for dismissal in the

event of failure to perform or In situations involving actions in breach of

the Groups policies and standards

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 Any Board members who leave the company in

the future will receive severance package which is reasonable and

perceived as fair

No compensation payment was made to Sir Fred Goodwin Johnny

Cameron or Mark Fisher in respect of their ceasing to be directors

Information regarding directors service contracts Is shown below

Nohce pmfod

from compaoy

Nofce pedod

from esecufve

Note

On appointment Mr Hester was enf tied to 24 months notce front the crenpeny This will be reduced on daily basis so that it will be 12 months by the fret annIversary of the commencement of

hie employment As sf25 Febniary 2009 Mr Heetets n000e period was 205 months

200

180

160

140

120

100

80

60

40

20

Executive directors

Mr Hester November 2008 see note 12 months

Mr Pell 20 February 2006 12 months months

Mr Whittaker 19 December 2005 12 months 12 months

Former executive directors

Sir Fred Goodwin August 1998 see page 161 see page 161

Mr Cameron 29 March 1998 12 months months

Mr Fisher 27 February 2007 12 months 12 months
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Except as noted below in the event of severance where any contractual

notice penod is not worked the employing company may pay sum to

the executive in lieu of this period of notice Any such payment would

at maximum comprise base
salary and cash value in respect of fixed

benefits including pension plan contributions In the event of situations

involving breach of the employing companys policies resulting in

dismissal reduced or no payments may be made to theexecutive

Depending on the circumstances of the termination of employment the

executive may be entitled or the Remuneration Committee may exercise

its discretion to allow the executive to exercise outstanding awards

under long-term incentive arrangements subject to the rules of the

relevant plan

In the event that Stephen Hesters employment is terminated by the

company other than by reason of his personal underperformance the

following will apply First Mr Hester will be entitled to receive payment

in lieu of notice to the value of b8se salary bonus and benefits

Including pension contributions Secondly any share awards granted

to him to replace bonus and share awards he forfeited on leaving The

British Land Company PLC will vest immediately on such termination

If Mr Hesters employment is terminated by reason of his personal

underperformance the company is entitled to terminate by gMng

written notice with immediate effect and without making any payment in

lieu thereof and Mr Hester will forfeit any unvested stock awards If he

resigns voluntarily and the company does not require him to work out

his notice period Mr Hester may receive payment In lieu of notice

based on salary only I.e no bonus or benefits and he will also forfeit

any unvested stock awards

Gordon Pall Is member of The Royal Bank of Scotland Group Pension

Fund the RBS Fund and Is contractually entitled to receive all pension

benefits in accordance with its terms The RBS Fund rules allow all

members including executive directors who retire early at the request

of their employer to receive pension based on accrued service with

no discount applied for early retirement The provision for an

undiscounted pension on early retirement at employer request will not

apply to any executive director appointed In the future The RBS Fund is

closed to employees including any executive directors joining the

Group after 30 September 2006

Chairman and non-executive directors

The original dates of appointment as directors of the company and the dates for the Chairman and non-executive directors next election or re-election

are as follows

Date for election

Date first appointed or next re-election

Philip Hampton 19 January 2009 2009

MrBuchan lJune2002 2011

Mr Hunter September 2004 2010

Mr MacHale September 2004 2010

Mr McFarlane October2008 2009

Mr Ryan October2008 2009

Under the companys Articles of Association all directors must resign

and seek re-election by shareholders at least every three years The

dates in the table above reflect the latest date for election or re-election

The non-executive directors do not have service contracts or notice

periods although they have letters of engagement reflecting their

responsibilities and commitments No compensation would be paid to

any non-executive director in the event of termination

The Chairman Philip Hampton will be entitled to receive payment in

lieu of notice if his appointment is terminated by the Group other than

by reason of his personal underperformance This payment will be

based on notice period of 24 months Initially reducing on daily

basis so that from the first anniversary of his appointment his notice

period is 12 months
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Directors remuneration report continued

The tables and explanatory notes on pages 164 to 166 report the remuneration of each director for the year ended 31 December 2006 and have been

audited by the companys auditors Deloitte LLPJ

Notes

salary PensIon 2005

fees allowance eenellts Total

000 000 000 000

Mr Hester was appdnted Group chief Executive on 21 November 2008 He was previously sos-executive director from October 200t

Sir Tom MclOllop ceased to be chairman and director on February 2009

SIr Fred Goodwin ceased to be Group Chief Executive and director on 21 November 200 His employment with the Group ceased on 31 January2009

14 Mr Cameron ceased to be dIrector on 13 October 2005 and wi cease empioyrnentwith the Group on 28 February 2009

Ron January 2008 urnS 30 April 2008 Mr Ash wee en executive director of the company He became non-executive director on May2008 and ceased to bea director on 31 December

200t Throughout this period he was non-executive chairman of has America and Citizent Mr Fish Ia non-txecuttse director of Textron leo and TIffany Ca and retained the tees paid to him

in this respect For 2008 he received remuneration from Textron Inc of US$260500 including deferred feet He received en annual fee of US$48400 front TIffany Co

Mr Fisher ceased lobes director on 21 November 2008 and wi cesse employment with the Group on March 2000 In line with the Its international assignment policy costs such as addwonal

tax and scconmodatlon incurred ass result of Mr Fiahers assignment to the Netherlands are mel by the Gist These addisonal ooata are shown hi Bonelef ab

Mr Buchan

Mr Hunter

Mr MacHale

Mr MCFarlane ii

Mr Ryan

Former non-executive directors

Dr Curtie 12

Mr Friedrich

Mr Koch

Mrs Kong

Sir Steve Robson

Mr SCott 23
Mr Sutherland

73 57 130 122

73 101 174 162

73 33 106 100

18 18

18 18

73 16 89 135

73 33 106 100

73 73 10

73 16 89 65

73 33 106 100

174 61

73 29 102 97

Notes

Appointed as directors on October 200t

RetIred as directors on February 2009

Mr Scotts senior independent director tee covered at Board end Board Committee work including Chairmanship of the Rensaleration Committee

No director received any expense allowances chargeable to uk income tax or compensation for loss of officeitermlnatlon payment The non-executive

directors did not receive any bonus payments or benefIts

54 RBS Group Anna Report ana Accounts 2008

Directors remuneratIon

Executive directors

MrHeSterli 163 52 216

Mr Pell 908 909

MrWhiftaker 829 282 1.115 2450

Former Chairman

Sir Tom McKillop 12 787 787 750

Former executive directors

Sir Fred Goodwin 1297 39 1336 419i

Mr Cameron 902 312 25 1239 3.256

Mr Fish 51 324 40 364 1253

MrFishertot 760 187 441 1388 2358

Non-executive directors

Boad

Board committee

fees fees

000 000

2005

Total

000 CCiii



$hre opUons

Options to subscribe for ordinary shares of 25p each in the company granted to and exercised by directors during the year ended 31 December

2008 are shown in the table below Options held at January 2008 and all subsequent figures have been restated to reflect the rights issue in June

2008 and the capitalisation issue in September 2008

edln2
Market

ptlce

Options held at Options at date of Options

January granted in exercise lapsed hi Option price Opthsis held at 31 December 2008

2008 2008 Number 2008 Ptljmber Eawotse period

MrPell 104252 4.80 104252 14.08.04 13.08.11

98879 5.07 98879 14.03.05 13.03.12

178.412 3.45 178412 13.03.06 12.03.13

169158 4.84 169158 1.03.07 10.03.14

181304 4.83 181304 10.03.0809.03.15

223428 5.17 223428 09.03.09 08.03.16

310364 4.70 310364 16.08.10 15.08.17

640871 2.97 6491 06.03.11 05.03.18
1265797 1906668

Mr Whittaker 203113 5.17 203113 09.03.09 08.03.16

335269 4.70 335269 16.08.1015.08.17

4423 4.423 3.86

582803 2.97 582803 06.03.11 05.03.18

9218 1.89 9218 01.10.15 31.03.161

..4 2805 1130403 ._
Sir red Goodwin2 10614 3.12 10614 01.02.0903.3.09

97826 3.34 97826 01.02.09 02.06.09

550458 2.18 550458 01.02.09 31.01.10

4538 3.64 4538 01.02.0931.07.09l

156.559 4.80 156559 01.02.09 31.01.10

147960 5.07 147960 01.02.09 31.01.10

260.8 12 3.45 260812 01.02.09 31.01.10

516521 4.84 516521 01.02.0931.01.10

569814 4.83 569814 01.02.0931.01.10

580333 5.17 waIved 09.03.0908.03.16

830.192 4.70 waived 16.08.1015.08.17

1508727 2.97 waIved 06.03.11 05.03.18

L25627 iLi
MrCameron3 68764 3.12 lapsed

137610 2.18 lapsed

93.863 4.80 lapsed

113925 5.07 lapsed

188444 3.45 lapsed

180781 4.84 lapsed

290089 4.83 lapsed

304674 5.17 lapsed

447026 4.70 lapsed

847713 2.97 lapsed

4966 1.89 lapsed

1825176
rThh 47 so --.-

134715 4.83 134715 10.03.0809.03.15

398130 5.17 398130 09.03.0908.03.16

625329 4.70 625329 16.08.10 15.08.17

1544653 1158174
1162 otr

518 3.64 518 01.10.0831.03.091

119267 2.18 119267 29.03.03 28.03.10

78099 4.80 78099 14.08.04 13.08.11

81324 5.07 81 .324 14.03.05 13.03.12

145094 3.45 145094 13.03.06 12.03.13

142041 4.84 142041 11.03.0710.03.14

217565 4.83 217565 10.03.08 09.03.15

220042 5.17 220042 09.03.0908.03.16

312919 4.70 312919 16.08.10 15.08.17

1922 1922 3.93

593399 2.97 593.399 06.03.11 05.03.18

4.966 1.89 966 01.10.11 31.03.12ç
i59 jJ

Notes

Options held under the ehsiesave scheme whidi are not sutect to pedannance condWonL

Options held at 21 November 2008 when he ceaaed to be diractoc Urweeted awards were waked on cessation and lapsed on 31 Januery 2009 In respect ci his vested options under The

Royal Bank of Scotland Group plc 1999 Executive Share Option Sdreme any options exercisable at 31 January2009 remain exercisable subfect to and in accoidance with the rules et that plan

fer 12 months from that date but not after tIre 10th aminersary of their grant

Options held at 13 October 2008 when he ceased to bee dfreCloc At outstanding awards will lapse when his einplonnent with the company ends on 28 February 2009 ahab is reitected in the

Options held at 21 November 2008 when he ceased to be directoc At outstanding awards will lapse alien his enipkment with the company ends one Mardi 2009

RBS Group Arir1iaI Rer.orl and Aount 2008



Directors remuneration report continued

No options had their terms and conditions vaned during the accounting

period to 31 December 2008 No payment is required on the award of

an option

For executive share options granted in 2007 and 2008 the performance

condition is based on the average annual growth in the companys

adjusted EPS over the three-year performance period commencing with

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 of options in 2008 options will only be

exercisable if over the
three-year period the growth in the companys

adjusted EPS has been at least per cent per annum the threshold

level The percentage of options that vest is then determined on

straight-line basis between 30 per cent at the threshold level and 100

per cent at the maximum level for growth In adjusted EPS of per cent

per annum

The market price of the companys ordinary shares at 31 December

2008 was 49.4p and the range during the year ended 31 December

2008 was 41.4p.to 370.5p

In the ten year period to 31 December 2008 awards made that could

require new issue shares under the companys share plans represented

2.1% of the companys issued ordinary share capital leaving an

available dilution headroom of 7.9% The company meets its employee

share plan obligations through combination of new issue shares and

market purchase shares

MedIum Term Performance Plan

Scheme interests at January 2008 and the related market price on award in the table below have been restated to reflect the
rights

issue in June

2008 and the capitalisation issue in September 2008

Market Share Interest End of peflod

Scheme interests Awards price on Awards Awards share for quaIlting

share equbelents at granted award vested In exercised equivalents at conc8kone to

January 2008 in 2008 2008 in 2008 31 December 2008 be tutfI8ed

Mr PelI 148953 5.17 Nil lapsed 31.12.08

138384 5.85 138384 31.12.09

3Q5J177 27 1U_ 1t1..iQ

287337 443561

MrWhittaker 135410 5.17 Nil lapsed 31.12.08

128134 5.85 128134 31.12.09

277525 2.97 277525 31.12.10

263544 405659

Sir Fred Goodwin 333324 4.56 333324 vested 31.1 2.03

121288 5.19 121.288 vested 31.12.04

348202 5.17 Nil lapsed 31.12.08

333145 5.85 waived 31.12.09

754364 2.97 waived 31.12.10

1135959 454612
Mr Cameron 199994 4.56 vested 31.12.03

79096 5.19 vested 31.12.04

174.103 5.17 Nil lapsed 31.12.08

170845 5.85 lapsed 31.12.09

403673 2.97 lapsed 31.12.10

624.038

Mr Fish 111479 5.17 Nil lapsed 31.12.08

102587 5.85 j587 31.12.09

14.066 J1..._______
Mr Fisher 71651 4.56 71651 vested 31.12.03

28660 5.19 28660 vested 31.12.04

125.741 5.17 Nil lapsed 31.12.08

119593 5.85 119593 3112.09

282570 2.97 282570 31.12.10

45 4Z4
Notes

Awards held 8121 November 2008 when he ceased to be director Unseated awards were waived on cessation and lapsed on 31 January 2009

Awards held at 13 October 2008 when he ceased lobes director Subsequently Mr Cameron exercised his vested awards on December 2008 Al outstanding awards wit lapae when hIs

emplonnest with the company ends 0028 February 2009

Awards held at 21 November 2008 when he ceased lobe director urrvested awards and any vested but unexerdsed awards wilt apes when Iris employment with the canpeny ends on

March 2009

For any awards that have vested participants holding option-based awards can exercise their right over the underlyIng 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
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Awards made in 2007 and 2008 are subject to two performance

measures 50% of the award vests on relative Total Shareholder

Return TSR measure and 50% vests on growth in adjusted earnings

per share EPS over the three year performance 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

performance period Awards made under the plan will not vest if the

companys TSR is below the median of the comparator group

Achievement of median TSR performance against comparator

companies will result in vesting of 25% of the award Outperformance

of median TSR performance by up to 9% will result in vesting on

straight-line basis from 25% to 125% outperformance by 9% to 18% will

result in vesting on straight-line basis from 125% to 200% Vesting at

200% will occur if the company outperforms the median TSR

performance of the comparator group by at least 18% For awards

made in 2007 the companies in the comparator group were ABN

AMRO Holdings NV Banco Santander Central Hispano S.A Barclays

PLC Citigroup Inc HBOS plc HSBC Holdings plc Lloyds TSB Group

plc and Standard Chartered PLC
Following

the acquisition of ABN

AMRO by the consortium members in October 2007 the Remuneration

Committee agreed that Fortis N.y would replace ABN AMRO in the

comparator group Subsequentlt for awards made in 2008 Fortls NV
was replaced by Deutsche Bank Group

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

performance relative to comparators and analysts forecasts

For the awards made in 2007 the EPS element of the awards will not

vest If EPS growth is below 5% per annum compound over the three

year period Where EPS growth is between 5% per annum and 10% per

annum vesting will occur on straight-line basis from 25% to 100%

Vesting at 100% will occur if EPS growth Is at least 10% per annum

compound For the awards made in 2008 an EPS growth threshold level

of 5% per annum to maximum level of 9% per annum was agreed

Notes

Awards to replace bonus and share awards Mr Heater forfeited on leasing The British Land Company PLC which reSect the vesting dates of the oilnal awards

These awards vest as to 1/3 on each of the first second and third annbiersary at award subject to their terms

Awards were granted to Mr Whlttsher In lieu of urwesled share awards frcm ins preulous employer

The end period for qua5f4ng condftions Is subject to any restrictions on dealing In the Groups shareswhlch may be In place and to whIch Mr Mrlttaker may be subject result of the dose

period prior to the announcement of the Groups results the end of the period for qualifying Coed dens to be hilfiled In 2009 Is 28 February 2009

Award has now vested and shave will be released to Mr Mriftaker on 26 February 2005

Citizens Long Term Incentive Plan it

Benefits received from awvds

Interests at January 2008 vestIng during Ike sear Interests at 31 December 2008

Mr Fish LTIP awards for the

year periods

01.01.0531.12.07 nil

01.01.0631.12.08 nll2

01.01.0731.12.09 nil2t

Notes

ThIs cash hiP was approned by shareholderS at the cornpana Annual General Meeting In AprU 2005 Performance Is measured on combination at growth In ProSt before tax and Relattse

Return on Equity based air comparison ci Citizens with comparator US banks

WIrer Mr Fish stepped down fran lire Board err 31 December 2008 under the terms of the Citizens LIII his outslandlrrg Swards vested subject to pro.rallng for the elapsed proportion ci the

pesformance period and far performance to date Ass result there was nit vesling for al awards

No variation was made to any of the terms of the plan during the year

Awards

granted In

2008

Market

price err

award

Restricted Share Award

Interests at January 2008 and the related prices on award and vesting in the table below have been restated to reflect the rights issue In June 2008

and the capitalisation issue in September 2008
End ci the

Awards Market Value of Awards period for

held at Awards price an awards held at qualifying

January vested in vesting vested 31 December conditions to

2008 2008 ____ 2008 bePrilfiled

577964 0.48 277423 7997055 21.11.08 29.05.11l

_______
1832.062 21.11.0921.11.llra

9.829.117

Mr Hester 8575019 0.48

1832062 0.48

10407081

MrWhlttakert 109208 5.41 109208 3.37 368503

90718 5.41 90.718 01.02.094.5

44500 5.41 44500 01.02.10

244.426 135218
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Directors remuneration report continued

Directors pension arrangements

Stephen Hester and Guy Whittaker are provided with cash allowance

in place of pension benefits as detailed on page 164

During 2008 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 defined benefit fund

registered with HM Revenue Customs under the Finance Act 2004

Sir Fred Goodwin was and Gordon Pell is provided with additional

pension benefits on defined benefit basis outwith the RBS Fund The

figures shown below include the accrual in respect of these

arrangements funded non-registered arrangement provides Sir Fred

Goodwins benefits to the extent they are not provided by the RBS Fund

Johnny Camerons benefits were based on salary limited to the

pensions earning cap and he received 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 April 2006 The Increase in pension shown

Net of statutory revaluation applying to deferred pensions

in the table arises from his Increase in pensionable salary over the year

He was provided with cash allowance in place of further pension

benefits as detailed on page 164

The cash allowances for Johnny Cameron and Mark Fisher are shown

on page 164

Larry Fish accrued pension benefits under number of arrangements

in the US Defined benefits were built up under the Citizens Qualified

Plan Excess Plan and Supplemental Executive Retirement

Arrangement In addition he was member of two defined contribution

arrangements Qualified 401k Plan and an Excess 401k Plan until

he became non-executive director on May 2008

Of the total transfer value shown as at 31 December 2008 54% relates

to benefits in funded pension schemes

Disclosure of these benefits has been made in accordance with the

United Kingdom Listing Authority Listing Rules and with the Directors

Remuneration Report RegulatIons 2002

Note

SIr Fred Goodwin retired Iron employeient with effect from 31 Jarsiary 2009 and Johnny Cameron wIl retire from employment with effect from 28 February 2008 They were confrectuelly entitled to

an immediate pension based on their accrued service lndudlng any service Uansferred hi with no discount for early payment The valuation of their pensions as at 31 December 2008 in the

table abone takes account of the payment dates of these pensions Employees In tie R8S Fund Induding directorL who retire early at the request of their eloyer vs entitled to as immediate

pension with no discount eddy payment The provision for an early undiscounted pension or early retirement at employer request will not apply to wry eseculke director appointed In the Mwe
Except as noted above for SIr Fred Goodwin and Johnny Cameron the valuations in the table above make no allowance for early retirement

There is significant difference in the form of disclosure required by the

Combined Code and the Directors Remuneration Report Regulations

2002 The former requires disclosure of the additional pension earned

during the year and the trahsfer value equivalent to this pension based

on stock market conditions at the end of the year The latter requires

disclosure of the difference between the transfer value at the start and

end of the year and is therefore dependent on the change in stock

market conditions over the course of the year The above disclosure has

been made In accordance with both of these documents

The transfer values disclosed above do not represent sum paid or

payable to the individual director Instead they represent potential

liability of the Groups pension schemes

Cohn Buchan

Chairman of the Remuneration Committee

25 February 2009

The proportion of benefits represented by funded pension schemes for

Gordon Pall and Larry Fish is 46% and 2% respectiveI All benefits for

Johnny Cameron Mark Fisher and Sir Fred Goodwin are in funded

pension schemes

In accordance with US market practice Larry Fishs pensionable

remuneration was limited to US$4 mIllion per annum

Larry Fish retired from employment with effect from 30 April 2008 and

his pension benefits started on May 2008

Contributions and allowances paid in the year ended 31 December

2008 under defined contribution arrangements were

Additional

earned

during the

year ended

31 December

2008

000 na

94

114

$157

61

Accrued mender Transfer

entitlement at value as at value as at

Age at 31 December 31 December 31 December

31 December 2008 2008 2007

Defined benefit arrangements 2008 000 pa 000 000

Mr PeIl 58 517 9831 8403

Sir Fred Goodwin 50 693 16630ii 8370

Mr Cameron 54 62 136311 931

Mr Fish 64 $2237 $27004 $24101

Mr Fisher 48 398 4810 4562

Additional

pension

earned

during the

year ended

31 December

2008

000 pa

77

92

$157

48

Increase

In trasafer

value during

year ended

31 DecerlDer

2008

000

1428

8260

432

$2903

248

Transfer value

for the additional

pension

earned

.ilng the

year ended

31 Decenrber

2008

000

1473

2060

78

$1893

581

Mr Fish 60

2008 2007

$000 $000
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Directors interests in shares

Shares beneficially owned at January 2008 in the tables below have been restated to reflect the capitalisation issue of ordinary shares in September

Notes

Shares

beneficially

owned at

January 2008

or date Cl

appointment

It later

The values based an the share price at 31 December 2008 which was 49.4p During the year ended 31 December 2008 the share price ranged term 41.4p to 370.tip

AppoInted as director on October 200

31 Decatrrber 2008

iiec
beneficially lueti

owned

As at 31 December 2008 the executive directors held technical interest as potential beneficiaries in The Royal Bank of Scotland Group plc 2001

Employee Share Trust 51680795 shares The Royal Bank of Scotland plc 1992 Employee Share Trust .028914 shares and The Royal Bank of

Scotland Group plc 2007 US Employee Share Trust 8455.545 shares being trusts operated for the benefit of employees of the company and Its

subsidiaries

beneficlaNy

owned at

31 Decanter

2008

157515

4134.4

284317

50000

Former Chairman

Sir Tom McKillop 213200 819086 404628

Former Non-executive directors

DrCurne 1.709 10504 5189

Mr Friedrich 113.236 435039 214909

Mr Koch 92250 354.413 175080

Mrs Kong 26650 102.383 50577

Mr Scott 23927 91915 45406

Mr Sutherland 18084 69473 34320

Notes

The value is based on the share price at.31 December 2008 which was 49.4 During the year ended 31 December 2008 the share price ranged from 41.4p to 370.5p

Tom McKiltop ceased to be Chairman and director on February 2009

Retired as directors on February 2009

AppoInted as director on October 2008

No other director had an interest in the companys ordinary shares during the year

No director held non-beneficial interest in the shares of the company at 31 December 2008 at January 2008 or date of appointment If latex

As at 25 February 2009 there were no changes to the directors interests in shares shown In the tables above

Pr.fsnenc ihares

Mr Koch held 20000 non-cumulative preference shares of US$0.0 each at 31 December2008 2007 20000 No other director shown above had

an interesl in the preference shares during the year

2008

Executive directors

Mr Hester 340524 168219

Mr Pell 159278 611927 302292

MrWhittaker 285.145 1313173 648707

Non-executive directors

MrBuchan 41000

Mr Hunter 10762

Mr MacHale 74005

Mr Ryan trit

Shares

beneficially

Owned at

1muey
2008

or date 01

appointment

It liter tmluetii

77812

20424

140453

24700
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Statement of directors responsibilities

The directors are required by Article of the lAS 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

International 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 required to

select suitable accounting policies and then apply them consistently

make judgements and estimates that are reasonable and prudent

and

state whether applicable accounting standards have been followed

subject to any material departures 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 Group and hence

for taking reasonable steps for the prevention and detection of fraud

and other irregularities

By order of the Board

Miller McLean

Secretary

25 February 2009

We the directors listed below confirm that to the best of our

knowledge

the financial statements prepared in accordance with International

Financial Reporting Standards give
true and fair view of the assets

liabilities financial position and profit or loss of the company and the

undertakings included In the consolidation taken as whole and

By order of the Board

25 Fcr. rv 2UU

Board of Orector

Executve crctoO

Stephen Hester

Gordon Pell

Guy Whittaker

the Business reviest which is incorporated into the Directors report

includes fair review of the development and performance of the

business and the position of the company and the undertakings

included in the consolidation taken as whole together with

description of the principal risks and uncertaInties that they face

Nor...E.ecutlv-irectjra

Cohn Buchan

Archie Hunter

Joe MacHale

John McFarlane

Arthur Art Ryan

Philip Hampton Stephen Hester Guy Whittaker

Chairman Group Chief Executive Group Finance Director

Philip Hampton
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Independent auditors report to the members of The Royal Bank of Scotland Group plc

We have audited the financial statements of The Royal Bank of Scotland

Group plc the company and its subsidiaries together the Group
for the year ended 31 December 2008 which comprise the accounting

policies the balance sheets as at 31 December 2008 and 2007 the

consolidated 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 2008 the related Notes to 42

and the information identified as audited in the Risk capital and

liquidity management section of the Business review 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 companys members as body in

accordance with section 235 of the Companies Act 1985 Our audit

work has been undertaken so that we might state to the companys

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 companys members as body for our audit work for

this report or for the opinions we have formed

Respective responsiblities of directors and auditors

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 responsibilities

Our responsibility is to audit the financial statements and the part of the

directors remuneration report described as having beert 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

true and fair view and whether 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 Groups consolidated financial statements

Article of the lAS 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 our 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

We review whether the corporate governance statement reflects the

companys 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

managements statements on internal control cover all risks and

controls or form an opinion on the effectiveness of the Groups

corporate governance procedures or its risk and control procedures

We read the other information contained in the Annual Report and

Accounts 2008 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 report if we become aware of any

apparent misstatements or material Inconsistencies with the financIal

statements Our responsibilities do not extend to any further information

outside the Annual Report and Accounts 2008

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 examination on test basis of

evidence relevant to the amounts and disclosures in the financial

statements and the part of the directors remuneration report 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 financial

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 irregularity 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
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UK opinion

In our opinion

the Group financial statements give true and fair view in

accordance with IFRS as adopted by the European Union of the

state of the Groups affairs as at 31 December 2008 and of Its loss

and cash flows for the year then ended

the company financial statements give true and fair vie in

accordance with IFRS 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 2008

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 of the lAS

Regulation and

the information given in the directors report is consistent with the

financial statements

Separate opinion in relation to 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 IASB

In our opinion the financial statements give true and fair view in

accordance with IFRS of the state of the Groups affairs as at 31

December 2008 and of its loss and cash flows for the year then ended

US opinion

In our opinion the financial statements present falrl
In all material

respects the financial position of the Group as at 31 December 2008

and 2007 and the results of its operations and its cash flows for each of

the three years in the period ended 31 December 2008 ri conformity

with IFRS as adopted for use in the European Union and IFRS as issued

by the IASB

The financial statements for the year ended 31 December 2007 were

restated for the matters disclosed in Note of the Accounting Polices

We have also audited in accordance with the standards of the Public

Company Accounting Oversight Board United States the Groups

internal control over financial reporting as at 31 December 2008 based

on the criteria established In Internal Control-Integrated Framework

issued by the Committee of Sponsoring Organisatlons of the Treadway

Commission

Our report dated 25 February 2009 which will be Included in the Annual

Report on Form 20-F for the year ended 31 December 2008 to be filed

with the Securities and Exchange Commission expressed an

unqualified opinion on the effectiveness of the Groups internal control

over financial reporting of the Group

Deloitte LLP

Chartered Accountants and Registered Auditors

Edinburgh United Kingdom

25 February 2009

Neither an sudS nor review provides assurance on the maintenance end Slegrity of the webeile Induding controls used to achieve this and in pØrticuler on whether any changes may hay occurred

to the fkienci.i information since ftrat published These matters the r.sponebllty at th drediors but no corivol procedures can provide eblolute assurance In INS ems

Legislation in In United Kingdom governing the preparation and disesThnallon of finandal aistemeltis differ from legislation in other jufledidlois
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Consolidated income statement for the year ended 31 December 2008

Interest receivable

Interest payable

Net Interest income

Fees and commissions receivable

Fees and commissions payable

Loss/income from trading actMties

Other operating income excluding Insurance premium income

Insurance net premium income

Non-Interest Income

2008 fj

49.522 12.252 24665

30847 20183 114.0921

18675 1255 10.595

9831 8.276 7115

2386 2.193 1.922

8477 1.292 2.675

1899 4833 3564

21 6326 bUS7 5.973

7.193 18.297 17405

25.868 36356 28002

1.338 0723

2593 1743 1421

5464 2969 2655

3154 1.172 1675

Per 25p ordinary share

Basic earnings 10 145.7p 64.00 544p

Diluted earnings

Dividends

10 145.7p 63.lp 53.9p

19.3p 27.Op 21.6p

The accompanying notes on pages 189 to 266 the accounting policies on pages 178 to 188 and the audited sections of The Business Review Risk

Capital and Liquidity Management on pages 78 to 144 form an integral part of these financial statements

Total income

Staff costs 10.241

Premises and equipment

Other administrative expenses

Depreciation and amortisation

Write-down of
goodwill

and other
intangible assets 32581

Operating expenses 54033 13942 12.1.80

Loss/prollt before other operating charges and impairment 28.165 16.424 15522

Insurance net claims 24 4430 .1524 4.455

Impairment 12 8.072 1908 1875

Operating Ioss/pflt beforetax 40667 9832 9166

Tax 2323 2044 2.689

Loss/protit from continuing operations 38344 775 5.3j

Profiuloss from discontinued operations net of tax 20 3971 76
Loss/profit for the year 34373 7712 0.497

Loss/proflt attributable to

Minority interests 10832 183 31

Other owners 596 ltt 191

Ordinary shareholders 24137 7303 6.202

34373 7712 6497

74 RBS Group Ann..5 74port ara Acont 2006



Balance sheets at3l December2008

11OC.1

2008 1001 2008

i1i rn Lin

Assets

Cash and balances at central banks ii 12400 71365

Loans and advances to banks 138197 2.1960 27031 7586

Loans and advances to customers 874722 828.1338 307

Debt securities subject to repurchase agreements 30 80576 07651

Other debt securities 186973 3370135

Debt securities 14 267549 204656

Equity shares 113 26330 53026

Investments in Group undertakings 42196 1354

Settlement balances 17832 16539

Derivatives 10 992559 277402 1168 173

Intangible assets 17 20049 4E0

Property plant and equipment 18 18949 8765

Deferred taxation 20 7082 31

Prepayments accrued income and other assets 19 24402 5.652 489 127

Assets of disposal groups 20 1581 .15651

Total assets 2401652 1640829 70887 51835

Liabilities

Deposits by banks 11 258044 31220 1802 5512

Customer accounts 639512 582463 26

Debt securities in issue 11 300289 2.7412 14179 13453

Settlement balances and short positions
21 54277 91021

Derivatives 131 971364 272552 361 79

Accruals deferred income and other liabilities 22 31482 343138 47

Retirement benefit liabilities 2032 450

Deferred taxation 20 4165 5405

Insurance liabilities 24 9976 10162

Subordinated liabilities 25 49154 38043 10314 77.13

Liabilities of disposal groups 20 859 29228

Total liabilities 2321154 1749403 26.729 26956

Minority interests 26 21619 38.388

Equity owners 27.28 58879 53038 44158 14.877

Total equity 80498 91426 44.158 24130

Total liabilities and equity 2401652 1.840829 70887 51835

The accompanyin notes on pages 189 to 266 the accounting policies on pages 178 to 188 and the audited sections of The Business Review Risk

Capital and Liquidity Management on pages 78 to 144 form an integral part of these financial statements

The accounts were approved by the Board of directors on 25 February 2009 and signed on Its behalf by

Philip Hampton Stephen Hester Guy Whittaker

Chairman Group Chief Executive Group Finance Director
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Statements of recognised income and expense fortheyearended3l December2008

ip
2008 211/ 2008 211/

Available-for-sale investments

Net valuation losses/gains taken direct to equity 8096 778 4.792

Net loss/profit taken to income 690 513 313

Cash flow hedges

Net losses taken direct to equity 1618 426 109

Net losses/gains taken to earnings 162 1381 140

Exchange differences on translation of
foreign operations 15425 2210 16811

Actuarial losses/gains on defined benefit plans 2287 2189 1.78

Income before tax on items recognised direct in equity 4276 2.546 4330

Tax on items recognised direct in equity 2.786 170 11731

Net income recognised direct in equity 7062 2.275 757

Loss/profit for the period 34373 7712 6497 9.402 49U 449
Total recognised income and expense for the year 27.311 10088 9654 9601 2501 3SOI

Attributable to

Equity owners 22979 6810 /10/ 96V 2.821 301

Minority interests 4332 1.43 ....

27311 u088 9601 9.601 ilj0i 3.501

The accompanying notes on pages 189 to 266 the accounting policies on pages 178 to 188 and the audited sections of The Business Review Risk

Capital and Liquidity Management on pages 78 to 144 form an integral part of these financial statements
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Cash flow statements for the year ended 31 December 2008

Financing activities

Issue of ordinary shares

Placing and open offer

Rights issue

Issue of other equity interests

Issue of paid up equity

Issue of subordinated liabilities

Proceeds of minority interests issued

Redemption of minority interests

Repurchase of ordinary shares

Shores purchased by employee trusts

Shares issued under employee share schemes

Repayment of subordinated liabilities

Dividends paid

Interest on subordinated liabilities

Net cash flows from flnandng activities

Effects of exchange rate changes on cash and cash equivalents

49 77 104 49

19741 19741

12000 12000

3600 671

1073

2413 1.03 3027

1427 41095 1.354

13579 t15 81

9911 9911

64 55 254
108

1727 ti7fl 131 439 54ff

3193 2727 2908 266
1967 1.522 1409 466 439 497

15102 29591 15161 28416 536 3515

29209 6010 3468 761 62 52

The accompanying notes on pages 189 to 266 the accounting policies on pages 178 to 188 and the audited sections of The Business Review Risk

Capital and Liquidity Management on pages 78 to 144 form an integral part of these financial statements

2008 2ki 241 2008 21.1

.J

Operating activities

Operating lossIproflt before tax 40667 9632 9.186 10017 2572 1.8$

Operating profit before tax on discontinued activities 4208 63

Adjustments for

Depreciation and amortisation 3154 1932 167%

Write-down of goodwill and other intangible assets 32.581

Write-down of investment In subsidiaries 14321

Interest on subordinated liabilities 2144 1518 138% 499 470 520

Charge for defined benefit pension schemes 490 489 580

Cash contribution to defined benefit pension schemes 810 399 53% rn

Elimination of non-cash items on discontinued activities 592 62

Elimination of foreign exchange differences 41874 0.2%2 4516 1778 58 122

Othernon-cash items 8603 3235 11301 478 1%

Net cash outflowfunflow from trading actIvities 31 .579 215 15690 6103 2785 400.2

Changes in operating assets and liabilities 42219 28.261 3950 2225415.562 150%

Net cash flows from operating activities before tax 73.798 28146 19670 16151 18347 3414

Income taxes paid/received 1540 2442 2.229 119 54

Net cash flows from operating activitIes 33 75338 25.604 /441 16032 16.34 464%

Investing activities

Sale and maturity of securities 53390 3007 27iti

Purchase of securities 55229 61020 10126
Investment in subsidiaries 10349 18.5 lU 1317

Disposal of subsidiaries 700

Sale of property plant and equipment 2228 578% 2.991

Purchase of property plant and equipment 5757 5.050 4262
Proceeds on disposal of discontinued activities 20113 334
Net investment In business interests and intangible assets 34 2252 13E13 53

Loans to subsidiaries

Repayments from subsidiaries 469

Net cash flows from investIng activities 16997 15.999 6645 9649 18.03i 551

if

3600

1073

104

611

499

Net decreaselincrease in cash and cash equivalents 14.030 1304 19.102 3.496 91% 469

Cash and cash equivalents January 148955 7165 525413 1573 657 1126

Cash and cash equivalents 31 December 134925 148955 71651 5069 i57 657
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Accounting policies

Presentation of accuonts

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 Committee of the IASB together IFRS as

adopted by the European Union EU The EU has not adopted the

complete text of lAS 39 Financial Instruments Recognition and

Measurement it has relaxed some of the standards hedging

requirements The Group has not taken advantage of this relaxation and

has adopted lAS 39 as issued by the IASB the Groups 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 January 2004

The Group adopted IFRS Operating Segments with effect from

January 2008 Early adoption of IFRS has not materially affected

segmental disclosures

In October 2008 the IASB issued and the European Union endorsed

amendments to lAS 39 Financial Instruments Recognition and

Measurement to permit the reclassification of financial assets out of

the held-for-trading HFT and available-for-sale AFS categories

subject to certain restrictions Transfers must be made at fair value and

this fair value becomes the instruments new cost or amortised cost

The amendments are effective from July 2008 Reclassifications

made before November 2008 were backdated to July 2008

subsequent reclassifications were effective from the date the

reclassification was made

The Group has reclassified certain loans and debt securities out of the

held-for-trading and available-for-sale categories into the loans and

receivables category It has also reclassified certain debt securities out

of the held-for-trading category into the available-for-sale category The

balance sheet values of these assets the effect of the reclassification

on the income statement and the impairment losses relating to these

assets are shown in Note 11 Financial instruments on page 208

The 2007 comparative amounts have been restated for the netting of

certain derivative asset and derivative liability
balances with the London

Clearing House as described in Note 13 the finalisation of the ABN AMRO

acquisition accounting as set out in Note 34 and for the classification of

Banco Real as discontinued operation as described in Note 20

The Group is not 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 incorporated 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 financial liabilities that are designated as

at fair value through profit or loss available-for-sale financial assets and

investment property Recognised financial assets and financial liabilities

in fair value 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

Basis of consolidaf on

The consolidated financial statements incorporate the financial

statements of the company and entities including certain special

purpose entities that continue to 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 subsidiary Its

identifiable assets liabilities and contingent liabilities are Included in the

consolidated accoUnts at their fair value Any excess of the cost the fair

value of assets given liabilities incurred or assumed and equity

instruments issued by the Group plus any directly attributable costs of

an acquisition over the fair value of the net assets acquired is

recognised as goodwill The interest of minority shareholders Is stated

at their share of the fair value of the subsidiarys net assets

The results of subsidiaries acquired are Included in the consolidated

income statement from the date control passes up until the Group

ceases to control them through sale or significant change in

circumstances

All
intra-group balances transactions income and expenses are

eliminated on consolidation The consolidated accounts are prepared

using uniform accounting policies

Revenue recognition

Interestincome on financial assets that are classified as loans and

receivables available-for-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 method of calculating the amortised cost of

financial asset or financial liability or group of financial assets or

liabilities and of allocating the interest income or Interest expense over

the expected life of the asset or liability The effective interest rate Is the

rate that exactly discounts estimated future cash flows to the

instruments Initial carrying amount Calculation of the effective interest

rate takes into account fees payable or receivable that are an integral

part of the Instruments yield premiums or discounts on acquisition or

issue early redemption fees and transaction costs All contractual terms

of 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 loss are recorded at fair value Changes in

fair value are recognised in profit or loss together with dMdends and

interest receivable and payable

Commitment and utilisation fees are determined as percentage of the

outstanding facility
If it Is unlikely that specific lending arrangement

will be entered Into such fees are taken to profit or loss over the life of

the facility otherwise they are deferred and Included In the effective

interest rate on the advance
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Fees in respect of services are recognised as the right to consideration

accrues through the provision of the service to the customer The

arrangements are generally contractual and the cost of providing the

service is incurred as the service is rendered The price Is usually fixed

and atways determinable The application of this policy to significant fee

types is outlined below

Payment services this comprises Income received for payment

services including cheques cashed direct debits Clearing House

Automated Payments the UK electronic settlement system and CHAPs

payments the automated clearing house that processes direct debits

and direct credits These are generally charged on per transaction

basis The income is earned when the payment or transaction occurs

Charges for payment services are usually debited to the customers

account monthly or quarterly in arrears Accruals are raised for services

provided but not 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 receives fee

interchange each time cardholder purchases goods and services

The Group also receives interchange fees from other card issuers for

providing
cash advances through its branch and Automated Teller

Machine networks These fees are accrued once the transaction has

taken place and

An annual fee payable by credit card holder is deferred and taken

to profit or loss over the period of the service I.e 12 months

Insurance brokerage this is made 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
polict as the

insurance has been arranged and placed However provision Is made

where commission is refundable in the event of policy cancellation 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 12

Assets held tor sale and decontinued operations

non-current asset or disposal group is classified as held for sale if

the Group will recover the carrying amount principally through sale

transaction rather than through continuing use non-current asset or

disposal group classified as held for sale is measured at the lower of

its carrying amount and fair value less costs to sell If the asset or

disposal group is acquired as part of business combination It is

initially measured at fair value less costs to sell Assets and liabilities of

disposal groups classified as held for sale and non-current assets

classified as held for sale are shown separately on the face of the

balance sheet

The results of discontinued operations are shown as single amount on

the face of the income statement comprising the post-tax profit or loss

of discontinued operations and the post-tax gain or loss recognised

either on measurement to fair value less costs to sell or on the disposal

of the discontinued operation discontinued operation is cash-

generating unit or group of cash-generating units that either has been

disposed of or is classified as held for sale and represents

separate major line of business or geographical area of operations

is part of single co-ordinated plan to dispose of separate malor line

of business or geographical area of operations or is subsidiary

acquired exclusively with view to resale

Pensions and other post-retrernerit beneflis

The Group provides post-retirement benefits in the form of pensions

and healthcare plans to eligible employees

For defined benefit schemes scheme liabilities are measured on an

actuarial basis using the projected unit credit method and discounted at

rate that reflects the current rate of return on high quality corporate

bond of equivalent term and currency to the scheme liabilities Scheme

assets are measured at their fair value Any surplus or deficit of scheme

assets over liabilities is recognised 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 outside profit or loss and presented in

the statement of recognised income and expense Contributions to

defined contribution pension schemes are recognised in the income

statement when payable

Intangible assets and goodwill

Intangible assets that are acquired by the Group are stated at costless

accumulated amortlsatlon and impairment losses Amortisatlon is

charged to profit or loss over the assets estimated economic lives using

methods that best reflect the pattern of economic benefits and is

included ri depreciation and amortlsation The estimated useful

economic lives are as follows

Expenditure on internally generated goodwill and brands is written-off

as incurred Direct costs relating to the development of internal-use

computer software are capitalised once technical feasibility and

economic viability have been established These costs include payroll

the costs of materials and services and directly attributable overheads

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 to generate Costs Incurred prior to the

establishment of technical feasibility
and economic viability are

expensed as incurred as are all training costs and general overheads

The costs of licences to use computer software that are expected to

generate economic benefits beyond one year are also capitalised

Core deposit intangibles

Other acquired Intangibles

Computer software

6to 10 years

5to 10 years

to years
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Accounting policies continued

Acquired goodwill being the excess of the cost of an acquisition over

the Groups 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 category Intangible assets and that on associates within their

carrying amounts The gain or loss on the disposal of subsidiary

associate or joint venture includes the carrying value of any related

goodwill

On implementation of IFRS the Group did not restate business

combinations that occurred before January 2004 Under previous GAP
goodwill arising on acquisitions after October 1998 was capitalised

and amortised over Its estimated useful economic life Goodwill arising

on acquisitions before October 1998 was deducted from equity The

carrying amount of goodwill In the Groups opening IFRS balance sheet

January 2004 was 13131 million its carrying value under previous

GAAR

Property plant and equipment

Items of property plant and equipment are stated at cost less

accumulated depreciation and impairment losses Where an item of

property plant and equipment comprises major components having

different useful fives 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 until

construction or development is complete at which time it is reclassified

as investment property

Depreciation is charged to profit or loss on straight-line basis so as to

write-off the depreciable amount of property plant and equipment

including assets owned and let on operating leases except investment

property see accounting policy over their estimated useful lives

The depreciable amount is the cost of an asset less Its residual value

Land is not depreciated Estimated useful lives are as follows

Freehold and long leasehold
buildings

Short leaseholds

Property adaptation costs

Computer equipment

Other equipment

Under previous GAAR the Groups freehold and long leasehold property

occupied for its own use was recorded at valuation on the basis of

existing use value The Group elected to use this valuation as at 31

December 2003 2391 million as deemed cost for its opening IFRS

balance sheet January 2004

Impairment of intangible assets and property p1cm and equipment

At each reporting date the Group assesses whether there is any

indication that its
intangible assets or property 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

Goodwill 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 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 If the recoverable amount of an Intangible or tangible asset

is less than its carrying value an impairment loss is recognised

immediately In profit or loss and the carrying value of the asset reduced

by the amount of the loss 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 goodwill are not reversed

Investment pmooerty

Investment property comprises freehold and leasehold properties that

are held to earn rentals or for capital appreciation or both 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 loss

arising from change in fair value Is recognised in profit or loss Rental

income from investment property is recognised on straight-line basis

over the term of the lease Lease Incentives granted are recognised as

an integral part of the total rental income

10 Foreign currencies

The Groups consolidated financial statements are presented In sterling

which is the functional currency of the company

Transactions In foreign currencies are translated Into sterling at the

foreign exchange rate ruling at the date of the transaction Monetary

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 items 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 fair value are recognised 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 faIr value hedge

The assets and liabilities of foreign operations 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 foreign operation

are recognised directly In equity and included In profIt or loss on Its

disposal

50 years

unexpired period

of the lease

lOto 15 years

up to years

to 15 years

3t RBS Group Arn.al itpcrt ara Acount 20U0



ii Leases

Contracts to lease assets are classified as finance leases if they transfer

substantially all the nsks 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 lease payments

and any unguaranteed residual value discounted at the interest rate

Implicit in the lease Finance lease Income is allocated to accounting

periods so as to give constant periodic rate of return before tax on the

net investment Unguaranteed residual values are subject to regular

review to Identify potential impairment If there has been 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

statement on receivable basis over the term of the lease Operating

lease assets are included within Property plant and equipment and

depreciated over their useful lives see accounting policy

12 Insurance

General insurance

General insurance comprises short-duration contracts principally

property and liability insurance contracts Due to the nature of the

products sold retail-based property and casualty motor home and

personal health insurance contracts the insurance protection is

provided on an even basis throughout the term of the policy

Premiums 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 to periods of insurance

after the balance sheet date and are calculated over the period of

exposure under the policy on daily basis 24ths 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 over 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 related classes of business on the basis of

separate carry forward of deferred acquisition expenseØ after making

allowance 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 costs so 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 related 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 assurance

The Groups 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 flows associated with in-force contracts and

related assets including
reinsurance cash flows are projected using

appropriate assumptions as to future mortality persistency and levels of

expenses and excluding the value of future Investment margins to

estimate future surpluses attributable to the Group These surpluses

discounted at risk-adjusted rate are recognised as separate asset

Changes in the value of this asset are included in profit or loss

Premiums 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 separate reinsurance asset recorded

13 Provisions

The Group recognises provision for present obligation resulting from

past event when it is more likely than not that It will be required to

transfer economic benefits to settle the obligation and the amount of the

obligation can be estimated reliably

Provision is made for restructuring costs including the costs of

redundancy when the Group has constructive obligation to

restructure An obligation exists when the Group has detailed formal

plan for the restructuring and has raised valid expectation in those

affected by starting to implement the plan or announcing its main

features

If the Group has contract that is onerous it recognises the present

obligation under the contract as pralsion An onerous contract Is one

where the unavoidable costs of meeting the obligations under it exceed

the expected economic benefits When the Group vacates leasehold

property provision is recognised for the costs under the lease less

any expected economic benefits such as rental income

Contingent liabilities are possible obligations arising from past events

whose existence will be confirmed only by uncertain future events or

present obligations arising from past events that are not recognised

because either an outflow of economic benefits is not probable or the

amount of the obgatlon cannot be reliably measured Contingent

liabilities are not recognised but Information about them is disclosed

unless the possibility of any outflow of economic benefits in settlement

is remote
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Accounting policies continued

14 Taxaton

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 all temporary differences between the
carrying amount of an

asset or liability for accounting purposes and its carrying amount for tax

purposes except in relation to overseas earnings where remittance is

controlled by the Group and goodwill

Deferred tax assets are only recognised to the extent that it is probable

that they will be recovered

15 Fnsnciol assets

On initial recognition financial assets are classified into held-to-maturity

investments available-for-sale financial assets held-for-trading

designated as at fair value through profit or loss or loans and

receivables

Held-to-rnoturlly investments financial asset may be classified as

heid..to-maturity investment only
if

It has fixed or determinable

payments 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 less any impairment losses

He/cl-for-trading financial asset is classified as held-for-trading if it is

acquired principally for sale in the near term or forms part of portfolio

of financial instruments that are managed together and for which there

is evidence of short-term profit taking or it is derivative not in

qualifying hedge relationship Held-for-trading financial assets 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 arise

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 eliminates or significantly reduces measurement or

recognition inconsistency or applies to group of financial assets

financial liabilities or both that the Group manages and evaluates on

fair value basis or 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 profit or loss are recognised at fair value

with transaction costs being recognised In profit or loss and are

subsequently measured at fair value Gains and losses on financial

assets that are designated as at fair value through profit or loss are

recognised in profit or loss as they arise

The principal category of financial assets designated as at fair value

through profit or loss is policyholders assets underpinning insurance

and investment contracts issued by the Groups 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 receIvables non-derivative financial assets with fixed or

determinable repayments that are not quoted in an active market 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 profit or loss Loans and receivables 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 less any impairment losses

Available-for-sale financial assets that are not classified as held-to-

maturity held-for-trading designated as at fair value through profit or

loss or loans and receivables are classified as available-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 subsequently

measured at fair value Unquoted equity investments whose fair value

cannot be measured reliably are carried at cost and classified as

available-for-sale financial assets Impairment losses and exchange

differences resulting from retranslating the amortised cost of
foreign

currency monetary available-for-sale financial assets are recognised in

profit or loss together with interest calculated using the effective interest

method see accounting policy 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

ReclassiiIcations held-for-trading and available-for-sale financial

assets that meet the definition of loans and receivables non-derivative

financial assets with fixed or determinable payments that are not quoted

in an active market may be reclassified to loans and receivables if the

Group has the intention and ability to hold the financial asset for the

foreseeable future or until maturity The Group typically regards the

foreseeable future as twelve months from the date of reclassification

Additionally held-for-trading financial assets that do not meet the

definition of loans and receivables ma in rare circumstances be

transferred to available-for-sale financial assets or to held-to-maturity

investments

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 net open position in financial asset that is quoted in an

active market Is the current bid 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 techniques Including

discounting future cash flows option pricing models and other methods

that are consistent with accepted economic methodologies for pricing

financial assets
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16 hTIpaatnt3nL of tiiizuicial assets

The Group assesses at each balance sheet date whether there is any

objective evidence that financial asset or group of financial assets

classified as held-to-maturitt available-for-sale or loans and receivables

is impaired financial asset or portfolio of financial assets Is Impaired

and an impairment loss incurred if there is objective evidence that an

event or events 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 financial 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 discounted 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 individually 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 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 financial asset or group

of financial assets interest income is recognised on the carrying

amount using the rate of Interest at which estimated future cash flows

were discounted in measuring impairment

Financial assets carried affair value when decline In the fair value

of financial asset classified as available-for-sale has been recognised

directly in equity and there is objective evidence that 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 value

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 subsequent event

17 FnarciaI liabilities

On initial recognition
financial liabilities are cassified into held-for

tradIng designated as at fair value through profit or loss or amortised

cost

financial liability is classified as held-for-trading if it is Incurred

principally for repurchase in the near term or forms part of portfolio of

financIal instruments that are managed together and for which there is

evidence of short-term profit taking or It is derivative not in

qualifying hedge relationship Held-for-trading financial 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 loss and are

subsequently measured at fair value Gains and losses on financial

liabilities that are designated as at fair value through profit or loss are

recognised in profit or loss as they arise

Financial liabilities may be designated as at fair value through profit or

loss only If such designation eliminates or significantly reduces

measurement or recognition inconsistency or applies to group of

financial assets financial liabilities or both that the Group manages and

evaluates on fair value basis or relates to an Instrument that

contains an embedded derivative which is not evidently closely related

to the host contract

The principal categories of financial liabilities designated as at fair value

through profit or loss are structured liabilities Issued by the Group

designation significantly
reduces the measurement Inconsistency

between these liabilities and the related derIvatives carried at fair value

and investment contracts issued by the Groups life assurance

businesses fair value designation significantly
reduces the

measurement Inconsistency that would arise if these liabilities were

measured at amortised cost

All other financial liabilities are measured at amortised cost using the

effective interest method see accounting policy

Fair value for net open position in financial liability that is quoted 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
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Accounting policies contiflued

18 Loan cc irriitrnents

Provision is made for loan commitments other than those classified as

held-for-trading if it is probable that the facility will be drawn and the

resulting
loan will be recognised at value less than the cash

advanced Syndicated loan commitments in excess of the level of

lending under the commitment approved for retention by the Group are

classified as held-for-trading and measured at fair value

19 Derecctjriition

financial asset is derecognised when it has been transferred and the

transfer qualifies for derecognition transfer requires that the Group

eithen transfers the contractual rights to receive the assets cash

flows or retains the right to the assets cash flows but assumes

contractual obligation to pay those cash flows to third party After

transfer the Group assesses the extent to which it has retained the risks

and rewards of ownership of the transferred asset If

substantially
all

the risks and rewards have been retained the asset remains on the

balance sheet If substantially all the risks and rewards have been

transferred 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 control of the asset If it has not retained

control the asset is derecognised Where the Group has retained

control of the asset it continues to recognise the asset to the extent of

its continuing involvement

financial
liability is removed from the balance sheet when the

obligation is discharged or cancelled or expires

20 Sale arid repurciaso trailsaciroris

Securities subject to sale and repurchase agreement under which

substantially all the risks and rewards of ownership are retained by the

Group continue to be shown on the balance sheet and the sale

proceeds recorded as deposit Securities acquired in reverse sale

and repurchase transaction under which the Group is not exposed to

substantially all the risks and rewards of ownership are not recognised

on the balance sheet and the consideration is recorded in Loans and

advances to 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 balance sheet or lent securities derecognised

Cash collateral received or given is treated as loan or deposit

collateral in the form of securities Is not recognised However where

securities borrowed are transferred to third parties liability for the

obligation to return the securities to the stock lending counterparty is

recorded

21 Netting

Financial assets and financial liabilities are offset and the net amount

presented in the balance sheet when and only when the Group

currently has legally enforceable right to set off the recognised

amounts and it intends either to settle on net basis or to realise the

asset and settle the liability simultaneously The Group is party to

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 amounts net or simultaneously and

therefore the assets and liabilities concerned are presented gross

22 Capital instruments

The Group classifies financial instrument that it issues as financial

asset financial liability or an equity instrument in accordance with the

substance of the contractual arrangement An instrument is classified

as liability if it is contractual obligation to deliver cash or another

financial asset or to exchange financial assets or financial liabilities on

potentially unfavourable terms An instrument is classified as equity
If

it

evidences residual Interest In the assets of the Group after the

deduction of liabilities The components of compound financial

instrument issued by the Group are classified and accounted for

separately as financial assets financial liabilities or equity as

appropriate

23 DerivaTives arid hedging

Derivative financial instruments are initially recognised and

subsequently measured at fair value Derivative fair values are

determined from quoted prices in active markets where available

Where there is no active market for an instrument fair value Is derived

from prices for the derivatives components using appropriate pricing or

valuation models

derivative embedded in contract Is accounted for as stand-alone

derivative if Its economic characteristics are not closely related to the

economic characteristics of the host contract unless the entire contract

is carried at fair value through profit or loss

Gains and losses arising from changes in the fair value of derivative

are recognised as they arise in profit or loss unless the derivative is the

hedging instrument in qualifying hedge The Group enters into three

types of hedge relationship hedges of changes in the fair value of

recognised asset or liability or firm commitment fair value hedges

hedges of the variability in cash flows from recognised asset or

liability or forecast transaction cash flow hedges and hedges of the

net investment in foreign operation

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 strategt hedge accounting is

discontinued

Fair value hedge In 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 item Hedge

accounting is discontinued if the hedge no longer meets the criteria for

hedge accounting or if the hedging Instrument expires or is sold

terminated 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 recalculated effective Interest rate

Cash flow hedge where derivative financial Instrument is designated

as hedge of the variability in cash flows of recognised asset or

liability or highly probable forecast transaction the effective portion of
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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 recognition of financial asset or

financial
liability

the cumulative
gain or loss is reclassified from

equity
in

the same periods in which the asset or liability affects profit or loss

Otherwise the cumulative 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 it the hedging instrument expires or is

sold terminated or exercised if the forecast transaction is no longer

expected to occur or if hedge designation Is revoked On the

discontinuance of hedge accounting except where 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 results in the

recognition of financial asset or financial liability in the same periods

during which the asset or liabibty affects profit or loss Where forecast

transaction is no longer expected to occur the cumulative unrealised

gain or loss is recognised in profit or loss immediately

Hedge of net investment in
foreign operation in the hedge of net

investment in 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 net investment hedge

24 Sh a-based payments

The Group grants options over shares in The Royal Bank of Scotland

Group plc to Its employees under various share option schemes The

Group has applied IFRS Share-based Payment to grants under these

schemes after November 2002 that had not vested on January 2005

The expense for 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 options exercise price

its term the risk-free interest rate and the expected volatility
of the

market price of The Royal Bank of Scotland Group plcs shares Vesting

conditions are not taken into account when measuring fair value but are

reflected by adjusting the number of options Included in the

measurement of the transaction such that the amount recognised

reflects the number that actually vest The fair value is expensed on

straight-line basis over the vesting period

25 Cash and cash equivalents

Cash and cash equivalents comprises cash and demand deposits with

banks together with short-term highly liquid investments that are readily

convertible to known amounts of cash and subject to insignificant risk of

change In value

26 Shares in Group entities

The companys investments in its subsidiaries are stated at costless

any Impairment

Critical accounting policies and k.y sourcss of estimation

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 Groups financial statements to select suitable

accounting polIcies apply them consistently and make judgements and

estimates that are reasonable and prudent In the absence of an

applicable standard or interpretation lAS Accounting Policies

Changes in Accounting Estimates and Errors requires management to

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 IASBs Framework

for the Preparation and Presentation of Financial Statements The

judgements and assumptions involved in the Groups 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 affect its reported results

Loan irnpziirrnent provisions

The Groups loan impairment provisions are established to recognise

incurred impairment losses in its portfolio of loans classified as loans

and receivables and carried at amortised cost 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 loans original effective interest rate

At 31 December 2008 gross loans and advances to customers totalled

885.61 million 2007 834987 million and customer loan

impairment provisions amounted to 10889 million 2007 6449

million

There are two components to the Groups loan impairment provisions

individual and collective

IndMduel component all impaired loans that exceed specific

thresholds are Individually assessed for Impairment Individually

assessed loans prIncipally comprise the Groups portfolio 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 managements best estimate of future cash

repayments and proceeds from any security held These estimates take

into account the customers debt capacity and financial flexibillty the

level and quality 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 quantum and timing of future

recoveries involves 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 not be readily marketable The actual amount

of future cash flows and the date they are received may Iffer from

these estimates and consequently actual losses Incurred may differ

from those recognised In these financial statements
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Accounting poicies continued

Collective component this is made up of two elements loan

impairment provisions for impaired loans that are below indMdual

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 are established

on portfolio basis using present value methodology taking Into

account the level of arrears security past loss experience credit

scores and defaults based on portfolio trends The most significant

factors in
establishing

these provisions are the expected loss rates and

the related average life These portfolios Include credit card receivables

and other personal advances including mortgages The future credit

quality of these portfolios is subject to uncertainties that could cause

actual credit losses to differ
materially

from reported loan impairment

provisions These uncertainties include the economic environment

notably interest rates and their effect on customer spending the

unemployment level payment behaviour and bankruptcy trends

The Group operates number of defined benefit pension schemes as

described in Note on 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 corporate bonds of the same currency and

term as the liabilities Any recognisable surplus or deficit of scheme

assets over liabilities is recognised in the balance sheet as an asset

surplus or liability deficit In determining the value of scheme

liabilities assumptions are made as to price inflation dividend growth

pension Increases earnings growth and employees There is range of

assumptions that could be adopted in
valuing the schemes liabilities

Different assumptions could significantly 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 Groups

pension schemes are set out in Note on the accounts together with

the sensitivity of reported amounts to changes in those assumptions

pension asset of 36 million and liability of 2032 million were

recognised in the balance sheet at 31 December 2008 2007 asset

575 million liability 460 million

Fas value iicial insirurnents

Financial instruments classified as held-for-trading or designated as at

fair value through profit or loss and financial assets classified as

available-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 advances held-for-trading end designated as at fair value

though profit or loss principally compflse reverse repurchase

agreements reverse repos and syndicated loans In repurchase

agreementsone party agrees to sell securities to another and

simultaneously agrees to repurchase the securities at future date for

specified price The repurchase price Is fixed at the outset usually

being the
original sale price plus an amount representing interest for the

period from the sale to the repurchase Syndicated loans measured at

fair value are amburts retained from syndications where the Group was

lead manager or underwriter In excess of the Groups Intended long

term participation

Debt securities held-for-trading designated as at fair value though

profit or loss and available-for-sale debt securities Include those

issued by governments municipal bodies mortgage agencies and

financial Institutions as well as corporate bonds debentures and

residual interests in securltisations

Equity securities held-for-trading designated as at fair value though

profit or loss and available-for-sale comprise equity shares of

companies or corporations both listed and unlisted

Deposits by banks and customer accounts held-for-trading and

designated as at fair value though profit or loss deposits measured

at fair value principally include repurchase agreements repos

discussed above and investment contracts issued by the Groups life

assurance businesses

Debt securities in issue held-for-trading and designated as at fair

value though profit or loss measured at fair value and principally

comprise medium term notes

Short positions held-for-trading arise in dealing and market making

activities where 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 over-

the-counter OTC Holders of exchange traded derivatives are generally

required to 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 swap Is

an agreement to exchange cash flows In the future In accordance with

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 foreign exchange contracts and forward rate

agreements forward contract Is contract to buy or sell specified

amount of
physical or financial commodity at an agreed price on an

agreed future date Forward foreign exchange contracts are contracts

for the delayed delivery of currency on Specified future date Forward
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rate agreements are contracts under which two counterparties agree on

the interest to be paid on notional deposit of specified term starting

on specific future date there is no exchange of principal

Futures are exchange-traded forward contracts to buy or sell

standardised amounts of underlying physical or financial commodities

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 equity options

interest rate caps and floors and swaptions They are contracts that give

the holder the right but not the obligation to buy or sell specified

amount of the underlying physical or financial commodity at an agreed

price on an agreed date or over an agreed period

Fair value is the amount for which an asset could be exchanged or

liability settled between knowledgeable willing parties in an arms

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 net open position in 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 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 to amend the valuation to bid or offer as appropriate Where the

market for financial instrument is not active fair value is established

using valuation technique These valuation techniques involve

degree of estimation the extent of which depends on the instruments

complexity and the availability of market-based data The sensitivity to

reasonably possible alternative assumptions of the fair value of financial

instruments valued using techniques where at least one significant input

is unobservable is given in Note 11 on pages 202 and 203

Grieral Insurance claims

The Group makes provision for the full cost of settling outstanding

claims arising from its general Insurance business at the balance sheet

date including claims estimated to have been Incurred but not yet

reported at that date and claims handling expenses General insurance

claims provisions amounted to 5478 million at 31 December 2008

2007 5466 million

Provisions are determined by management based on experience of

claims settled 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 to calculate the total provision required the historical development

of claims is analysed using statistical methodology to extrapolate within

acceptable probability 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

bodily injury claims which is based on historical trends and therefore

allows for some increase due to changes In common law and statute

Costs for both direct and indirect claims handling expenses are also

included Outward reinsurance recoveries are accounted for In the

same accounting period as the direct claims to which they relate The

outstanding claims provision is based on Information available to

management and the eventual outcome may vary from the original

assessment Actual claims experience may differ from the historical

pattern on which the estimate is based and the cost of settling

individual claims may exceed that assumed

Goodwill

The Group capitalises goodwill arising on the acquisition of businesses

as discussed in accounting policy The carrying value of goodwill as

at 31 December 2008 was 15562 million 2007 42953 million

Goodwill is the excess of the cost of en acquired business over 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

judgement for example those financial assets 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

amortised but Is tested for impairment annually or more frequently if

events or changes in circumstances indicate that it might be Impaired

For the purposes of impairment testing goodwill acquired in business

combination Is allocated to each of the Groups cash-generating units

or groups of cash-generating units expected to benefit from the

combination Goodwill impairment testing involves the comparison of

the carrying value of cash-generating unit or group of cash-

generating units with its recoverable amount The recoverable amount Is

the higher of the units 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

obtainable for the sale of the cash-generating unit in an arms length

transaction between knowledgeable willing parties

Impairment testing Inherently Involves number of judgmental areas

the preparation of cash flow forecasts for periods that are beyond 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 business whose goodwill Is being reviewed Sensitivity to changes

in assumptions is discussed In Note 17 on page 220

Deterred tax

The Group makes provision
for deferred tax on short-term and other

temporary differences where tax recognition occurs at different time

from accounting recognition

The Group has recognised deferred tax assets in respect of losses

principally in the UK and short-term timing differences Tax relief is

given for operating losses by offset when future profits arise and

therefore the recoverability of deferred tax assets Is matter of

judgement
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Accounting policies continued

Accounting developments

Irernational Finncial Reporting Standards

The International Accounting Standards Board issued revised lAS 23

Borrowing Costs in March 2007 Entities are required to capitalise

borrowing costs attributable to the development or construction of

intangible assets or property plant or equipment The standard is

effective for accounting periods beginning on or after January 2009

and Is not expected to have material effect on the Group or company

The IASB issued revised lAS Presentation of Financial Statements

in September 2007 effective for accounting periods beginning on or

after January 2009 The amendments to the presentation requirements

for financial statements are not expected to have material effect on the

Group or company

The IASB published revised IFRS Business Combinations and

related revisions to lAS 27 Consolidated and Separate Financial

Statements following the completion in January 2008 of its project on

the acquisition and disposal of subsidianes The standards improve

convergence with US GAAP and provide 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 subsidiary subsequent changes in Interest will be

recognised In equity and Only on loss of control will there be profit

or loss on disposal to be recognised in income The changes are

effective for accounting periods beginning on or after July 2009 but

both standards may be adopted together for accounting periods

beginning on or after July 2007 These changes will affect the Groups

accounting for future acquisitions and disposals of subsidiaries

The IASB published revisions to lAS 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 January 2009 but together they may be adopted

earlier They are not expected to have material affect on the Group or

the company

The IASB issued an amendment Vesting Conditions and Cancellations

to IFRS Share-based Payment In January 2008 that will change the

accounting for share awards that have non-vesting conditions The fair

value of these awards does not currently take account of the effect of

non-vesting conditions and where such conditions are not subsequently

met costs recognised up to the date of cancellation are reversed The

amendment requires costs not recognised up to the date of

cancellation to be recognised immediately The amendment Is effective

for accounting periods beginning on or after January 2009 The Group

estimates that adoption will cause restatement of 2008 results

reducing profit by 110 million with no material affect on eariier periods

There is not expected to be material effect on the company

The IASB issued amendments to number of standards in May 2008 as

part of its annual improvements project The amendments are effective

for accounting periods beginning on or after January 2009 and are

not expected to have material effect on the Group or company

Also in May 2008 the IASB issued amendments to IFRS First-time

Adoption of International Financial Reporting Standards and lAS 27

Consolidated and Separate Financial Statements that change the

investors accounting for the cost of an investment In subsidiary jointly

controlled entity or associate It does not affect the consolidated

accounts but may prospectively affect the companys accounting and

presentation of receipts of dividends from such entities

The IASB issued an amendment to lAS 39 in July2008 to clarify the

IFRS stance on eligible hedged Items The amendment is effective for

accounting periods beginning on or after January 2009 and is not

expected to have material effect on the Group or the Bank

The International Financial Reporting Interpretations Committee IFRIC

issued interpretation IFRIC 15 greements for the Construction of Real

Estate in July 2008 ThIs Interpretation clarifies the accounting for

construction profits It is applicable for accounting periods beginning on

or after January 2009 and Is not expected to have material effect on

the Group or company

The IFRIC Issued Interpretation IFRIC 16 Hedges of Net Investment in

Foreign Operation in July 2008 The interpretation addresses the

nature of the hedged risk and the amount of the hedged item where in

group the hedging item could be held and what amounts should be

reclassified from equity on the disposal of foreign operation that had

been subject to hedging The Interpretation Is effective for accounting

periods beginning on or after October 2008 and Is not expected to

have material effect on the Group or company

The IFRIC issued
interpretation IFRIC 17 DistributIons of Non-Cash

Assets to Owners and the IASB made consequential amendments to

IFRS Non-Current Assets Held for Sale and Discontinued Operations

in December 2008 The Interpretation requires distributions to be

presented at fair value with any surplus or deficit to be recognised In

income The amendment to IFRS extends the definition of disposal

groups and discontinued operations to disposals by way of distribution

The Interpretation is effective for accounting perIods beginning on or after

July2009 to be adopted at the same time as IFRS revised 2008

and Is not expected to have material effect on the Group or company

The IFRIC issued Interpretation IFRIC 18 Transfers of Assets from

Customers in January 2009 The interpretation addresses the

accounting by suppliers that receive assets from customers requiring

measurement at fair value The interpretation is effective for assets from

customers received on or after July 2009 and is not expected to have

material effect on the Group or company
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Notes on the accounts

Net interest Income

2008 la

Loans and advances to customers 41812 25568 22.195

Loans and advances to banks 2356 1570 843

Debt securities 5.354 14 1650

Interest receivable 49522 3.232 24684

Customer accounts demand deposits 4341 4327 3.083

Customer accounts savings deposits 3911 2550 373

Customer accounts other time deposits 8108 13301 4444

Deposits by banks 6576 3.406 2521

Debt securities in issue 9941 5.607 3.285

Subordinated liabilities 2144 1530 1.386

Internal funding of trading business 4.174 3628 101

Interest payable 30847 20153 14052

Net Interest income 18675 12.055 105%

Non-interest income excluding Insurance premium income

2008 11111

Fees and commIssions receivable 9.831 .275 7116

Fees and commissions payable

banking 1985 17271 1.132

insurance related 401 466 90
2386 1912

LossIincome from trading activities

Foreign exchange 1994 1085 738

Interest rate 1454 1414 175

Credit 12200 .446 841

Equities and commodities 275 239 123

8477 1.292 2.675

Other operating Income

Operating lease and other rental income 1.525 1571 55

Changes in the fair value of own debt 977 52

Changes in the fair value of securities and other financial assets and liabilities 1730 910 430

Changes in the fair value of investment properties 86 209 .458

Profit on sale of securities 342 544 369

Profit on sale of property plant and equipment 167 741 216

Profit on sale of subsidiaries and associates 943 67 44

Life company losses/profits 52 187 719

Dividend Income 281 131 92

Share of profits less losses of associated entitles 69 25 Ii

Other income 537 51 183

1.899 4833 3.564

The analysis of
trading

income is based on how the business is organised and the underlying risks managed

Notes

Trading income comprises gains and oases on tinanclal instruments held trading both realised and unrealised interest income and dMdends and the related funding costs The types ci

instruments include

Foreign exchange spot foreign exchange contracts currency swaps and options emerging maflorts and related hedges and Ibndtng

Interest rate interest rate swaps forward foreign exchange contracts forward rate agreements interest rate options interest rate futures and related hedges and funding

credit aaset-badced securite corporate bonds credit delt..atines and related hedges and funding

EquIties and commodities equites contmodtses equfty deitvattves commodity contracts and related hedges and fundin
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Notes on the accounts continued

Operating expenses

2008

On

Wages salaries arid other staff costs 8907 6230 5652

Social security costs 696 471 389

Share-based compensation 65

Pension costs

defined benefit schemes see Note 490 460 580

defined contribution schemes 148 b3 37

Staff costs 10.241 1338 6.723

Premises and equipment 2.593 703 1421

Other administrative expenses 5464 2950 2.658

Property plant and equipment see Note 18 1.584 1297 1.293

Intangible assets see Note 17 1570 635 386

Depreciation and amortisation 3154 932 18/5

Write-down of goodwill and other intangible assets 32.581

54033 3942 126

Integration costs included in operating expenses comprise expenditure incurred in respect of cost reduction and revenue enhancement programmes

set in connection with the various acquisitions made by the Group

2008

Urn

Staff costs 503 18

Premises and equipment 25 10

Other administrative expenses 486 26 32

Depreciation and amortisation 36 50

1050 IU4 134

Restructuring costs included in operating expenses comprise

2008

tin

Staff costs 251

Premises and equipment 15

Other administrative expenses 41

307

No
restructuring costs were incurred in 2007 and 2006
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The average number of persons employed in the continuing operations of the Group during the year excluding temporary staff was 197.100

2007 157.200 2006 142600 on the same basis the discontinued operations employed 32200 2007 13300 2006 nil The average number

of temporary employees during 2008 was 7000 2007 4900 The number of persons employed in the continuing operations of the Group at

31 December excluding temporary staff was as follows

2008 21
Global Banking Markets 18700 17.600 1.500

Global Transaction Services 4200 3900 2500

UK Retail Commercial Banking 46100 45700 45.300

US Retail Commercial Banking 18700 19.O0u 0000

Europe Middle East Retail Commercial Banking 7900 5700 5100

Asia Retail Commercial Banking 11600 12.500 4000

RBS Insurance 17.400 1i.000 15ScjO

Group Manufacturing 43600 4520 34.100

Centre 4200 3800 2700

Group before RFS Holdings minority interest 172.400 7370 141 80
RBS share of shared assets 400 1.200

RFS Holdings minority interest 26700 26.000

Total 199500 2U500 141.800

UK 105800 108000 05700

US 27.100 2u500 20200

Europe 40200 40.000 4100

Rest of the World 26400 25000 1800

Total 199500 203500 14180

Discontinued operations excluding temporary staff employed 2600 persons at 31 December 2008 200753200 2006 nil
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Notes on the accounts continued

PensIon costs The Group also provides post-retirement benefits other than pensions

Members of the Group sponsor number of pension schemes in the pnncipally through subscriptions to private healthcare schemes in the

UK and overseas predominantly defined benefit schemes whose UK and the US and unfunded post-retirement benefit plans Provision

assets are independent of the Groups finances The Groups defined for the costs of these benefits is charged to the Income statement over

benefit schemes generally provide pension of one-sixtieth of final the average remaining future service lives of eligible employees The

pensionable salary for each year of service prior to retirement up to amounts are not material

maximum of 40 years Employees do not make contributions for basic

pensions but may make voluntary contributions to secure additional Interim valuations of the Groups schemes were prepared to 31 December

benefits on money-purchase basis Since October 2006 The Royal by independent actuaries using the following assumptions

Bank of Scotland Group Pension Fund Main scheme has been closed

to new entrants

tA4 2.tj sUttr

Principal actuarial assumptions at 31 December 2008 .CQC 2008

Wcci

Discount rate 65% 1.0s 5.3% 6.0% SMs 6.3%

Expected return on plan assets weighted average 7.1% 6.5% 6.2% 6.3% 6.8% .2%

Rate of increase in salaries 4.0% 1.5% 4.2% 3.4% .0%

Rate of increase in pensions in payment 2.7% 5.2% 2.5% 2.4% 2M% 2M%

Inflation assumption 2.7% 3.2% 2% 2.4% 2.5% 2%

Rate at increase in salaries In the Maln Scheme assumed to be 2.0% aer the next two years

Mar All

Major classes of plan assets as percentage of total plan assets 2008 1lit 2008

Equities 59.4% tr.0% SC 6% 42.2% 57.8% 50 /%

Index-linked bonds 18.0% 18.25 17.4% 11.4% i2.%

Government fixed interest bonds 1.2% 1.2% 2.6% 26.8% 12.5% 3.32

Corporate and other bonds 18.5% 15.1% 140% 14.3% 12.0% 13.6%

Property 37% 3.4% 4.3% 3.9% 3.Os 4.57

Cash and otherassets 0.8% .7% 1...1 1.4% 1.5S

Ordinary shares of the company with fair value of 15 million 2007 69 million 2006 89 million are held by the Groups pension schemes

15 million 2007 65 million 2006 87 million in the Main scheme which also holds other financial instruments Issued by the Group with value

of 421 million 2007 606 million 2006 258 million

The expected return on plan assets at 31 December Is based upon the weighted average of the following
assumed returns on the major classes of

plan assets
Mar

2008 Al 2008 210

Equities 8.4% 8.1% 81S 8.4% 5.1% 8.1%

Index-linked bonds 3.9% .75% 1.5% 3.9% .75% 1.5%

Government fixed interest bonds 3.9% .5% 4.6% 4.3% 4/% 4.6%

Corporate and other bonds 6.1% 5.5% 55% 5.7% SM% 55%

Property 6.1% 6.3% 4.3% 6.1% 6.3% 4.3%

Cash and other assets 2.5% .6% 4.6% 5.1% .5% 4%%

Post-retirement mortality assumptions Main scheme 2008 Yi

Longevity at age 60 for current pensioners years

Males 26.1 26.0 220

Females 26.9 28% 6.5

Longevity at age 60 for future pensioners years

Males 28.1 26.1 20.8

Females 28.2 213.2 20.7
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Mar Scher Ml ch.we

.acaloe jt.1i Jh.4.J.f ale jl.u.i Yfl..4

rtir biC doc rtw berag iICU

3u1Lja .uplua

Changes in value of net pension deflciUsurplus iM

At January 2007 .3I1 13004 1630 6.956 20951 1902

Currency translation and other adjustments .551 397

Income statement

Expected return 82 1162 3.34 i394
Interest cost 1007 1.007 ii .1
Current service cost 566 566 634 664

Past service cost 19 19 22 22

1152 1592 410 1V04 1533 489

Statement of recognised income and expense

Actuarial gains and losses 133 193/ lOU 19 2110 2.89

Acquisition of subsidiaries

Intra-group transfers 30

Contributions by employer 413 569 1596

Contributions by plan participants

Benefits paid 551 652 iuS2

Expenses included in service cost 36 75 iO 40
At January2008 18575 18099 476 27662 27547 115
Transfers to disposal groups 49 48
Currency translation and other adjustments 2497 2692 195

Income statement

Expected return 1271 1271 1865 1865
Interest cost 1080 1080 1622 1622

Current service cost 437 437 705 705

Past service cost 21 21 28 28

1271 1538 267 1865 2355 490

Statement of recognised income and expense

Actuarial gains and losses 4784 3389 1395 6.051 3764 2287

Disposal of subsidiaries 31 34
Contributions by employer 396 396 810 810
Contributions by plan participants

Benefits paid 630 630 978 978

Expenses included in service cost 24 24 26 26
At 31 December 2008 14.804 15594 790 25756 27752 1996

Net pension deficit comprises

Net assets of schemes in surplus included in Prepayments accrued income and other assets Note 19 36
Net liabilities of schemes in deficit 2032

1996

At 31 December 2008 ABN AMROs principal pension scheme In the Netherlands flad fair value of plan assets of 8181 million 2007 6417 million

and present value of defined benefit obligations 8589 million 2007 6189 million The principal actuarial assumptions at 31 December2008

were discount rate 5.4% 2007 5.4% expected return on plan assets weighted average 4.7% 2007 6.2% rate of increase in salaries 2.5%

2007 2.5% rate of increase in pensions in payment 2.0% 2007 2.0% and inflation assumption 2.0% 2007 2.0%

The Group expects to contribute 807 million to its defined benefit pension schemes in 2009 Main scheme 365 million Of the net liabilities of

schemes In deficit 201 million 2007 212 million relates to unfunded schemes

Cumulative net actuarial losses of 717 million 2007 1570 million gains 2006 619 million losses have been recognised In the statement of

recognised income and expense of which 184 million gains 2007 1579 million gains 2006 521 million losses relate to the Main scheme
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Notes on the accounts continued

PensIon costs cru4 fh At 9rn.s

2008 2fl1 i4 O.i 2008 UU6 t4
History of defined benefit schemes Em 11 Em En On tA

Fair value of plan assets 14804 18.535 7.374 5316 25756 27032 ft959 17.55 14795

Present value of defined

benefit obhgations 15594 180309034 13i l..0 27.752 215.7 209511.123 7138

Net deficit/surplus 790 4/6 1640 3.204 2482 1.996 115 1.992i 3/35 2.940

Experience losses on plan liabilities 55 256 .1 41 624 65 210 10 583 631

Experience gains on plan assets 4784 160 552 1556 032 6051 19 587 1661 408

Actual return on pension

schemes assets 3513 1345 .524 2.1133 123.1 4186 1413 1.669 ..677

The table below sets out the sensitivities of the pension cost for the year and the present value of detailed benefit obligations at the balance sheet

dates to change in the principal actuarial assumptions

MA

lncrease/decrease Increaae/dacrease

in pension In obligation In pension In obligation

cost for tile year at 31 December cost for the year at 31 December

2008 .1QJ 2008 1107 2008 2008 777

Em Em /n Em Em

696 074 53 1.19 1161 1313
83 624 890 114 98 1089 1245

383 46.1 63 61 695

94 113 15 227 239

168 218 35 40 219 265

302 390 50 700 761

Tax
2008 0117

Em hr

Current taxation

Charge for the year 1230 254 2026

Over provision in respect of prior periods 254 39 153

Relief ror overseas taxation 34 198 4/

942 2211 2226

Deferred taxation

Credit/charge for the year 3.167 95 338

Under/over provision in respect of prior periods 98 320 6/

Tax credit/charge for the year 2323 2044 2.689

25 bps increase in the discount rate 37
25 bps increase in inflation 77

25 bps additional rate of increase in pensions in payment 41

25 bps additional rate of increase in deferred pensions

25 bps additional rate of increase in salaries 28 35

Longevity Increase of year 31 31

AudItors remuneration

Amounts paid to the companys auditors for statutory audit and other services were as follows Cf
2008

Em

Fees payable for the audit of the Groups annual accounts 1.2 .2

Fees payable to the auditors and their associates for other services to the Group

The audit of the companys subsidiaries pursuant to legislation
37.4 58

Total audit fees 38.6

Other services pursuant to legislation
8.6 40

Other services relating to taxation 0.6

Services relating to corporate finance transactions including secuntisations entered into by the Group 74 35

All other services 3.5 3.4

Total non-audit fees 20.1 42

Fees payable to the auditors and their associates in respect of pension schemes

Audit 0.1 0.2

Total 58.8 314

Notes

Indudes fees of 23.1 mISter 2007- nIl In respect of the aunt of ABN AMRO Hoiding N.y Ddcltte were appointed as audlors of A8N AMRO In 200 In 2007 fees paid to Ernst bung for

the auoit of ABN AMRO Holding N.V were 33.9 iratlon These fees are not Induded abswe

Indudes tees of 5.5 mIllion 2007- 3.5 mOSer for work relating to SectIon 404 of the us Sarbanes-Osley Act 2.0 milan 2007- 0.2 milan In relation to tIre review of InterIm Ilnandal

statements and 1.1 niUitei 2007 -E1.2 milan In respect of reports to the oups regutators In the UK and oversees

tnduden fees of 3.1 mIlan 2007- 2.5 mIen in respect of work performed by the auditors as reportIng accountants en debt and equity I$euwrces undertaken by the Gmut ladvicang necuiltlsaitons

lnduding other assurance and advisory uendces sudn as ad hoc accounting EMce and reporting on Intatttal ctxnitttla
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The actual tax charge differs from the expected tax charge computed by applying the standard rate of UK corporation tax of 28.5% 2007 30%

2006 30% as follows

2008 2Wl

Liii li

Expected tax credit/charge 11590 2950 2755

Non-deductible goodwill impairment 8.292 12

Unrecognised timing differences 274 29

Other non-deductible items 330 222 238

Non-taxable items 491 595 251
Taxable foreign exchange movements 80 113

Foreign profits taxed at other rates 203 63

Reduction in deferred tax liability following change in the rate of UK corporation tax 180
Losses in year not recognised 942

Losses brought forward and utilised 11 Il 14

Adjustments in respect of prior periods ii 352 367 1136

Actual tax credit/charge 2323 2.044 2.689

Note

PrIor period lax adlustments pdncipaty comprise releases of tax prcofslons In respect of structured tranSacdons and Inmestment disposals and adustments to re4ect submitted tax computatIons

In the UK and oserseas

The effective tax rate for the year was 5.7% 2007 20.8% 2006 29.3% The deferred tax credit is net of 210 million deferred tax expense arising

from the write-down of the carrying value of
previously recognised deferred tax assets

Profit attributable to other ownere

2008 21

Liii 111

Dividends paid to other owners

Non-cumulative preference shares of Us$0.01 293 52 99

Non-cumulative preference shares of 0.01 183 94 92

Non-cumulative preference shares of 60

Interest on securities classified as equity net of tax 60

Total 596 249 191

Notes

In accordance with lAS 32 certain preference share Issued by the company are Included in subordinated Nabefies and the related finance cost in Interest payable

Between January 2009 and the date of spprwal of these accounts dividends amountIng to US$163 rel6on here been dedajed te rmpect of equity prelerence shares fer payatenl mm 31 Narth 2009

OrdInary dividends

Prior year ordinary dividends per share In the table below have been restated for the effect of the rights Issue in June 2008 and the capitelisatlon

issue in September 2008

2008 212 21 2008 202

ppershare p2lI t3 Lie

19.3 18.8 14.8 2.312 2091 11399

8.5 6.5 953

19.3 21.0 21.8 2312 3044 240

Dividends received from banking subsidiary

Dividends received from other subsidiaries

Total income

Interest receivable from subsidiaries

Interest payable to subsidiaries

Other net interest payable and operating expenses

Write-down of investments in subsidiaries

Operating loss/proflt before

Tax

tax

2008 117 211k

4639 2330 3.502

163 415 229

4802 2746 3731

793 430 516

495 1307 246
796 526 51F4

14321
10011 2.STT 76

415 127

IbU 4071

Final dividend for previous year declared during the current year

Interim dividend

Total dividends paid on ordinary equity shares

ProfIt dealt with In the accounts of the company

As permitted by section 2303 of the Companies Act 1985 the primary financial statements of the company do not include an income statement

Condensed information is set out below

Loss/profit for the year

Loss/proflt attributable to

Ordinary shareholders 10.198 2.253 3308

Other owners 596 243 191jc
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Notes on the accounts conUnued

10 EarnIngs per ordinary share

The earnings per share are based on the following

2008

fin

Earnings

Loss/profit attributable to ordinary shareholders 24137 3iO2

Add back finance cost on dilutive convertible securities $0 $4

Diluted earnings attributable to ordinary shareholders 24137 t.3C3 6236

Number of shm muons

Number of ordinary shares

Weighted average number of ordinary shares in issue during the year 16.563 11413 1141

Effect of dilutive share options and convertible securities
201

Diluted weighted average number of ordinary shares during the year 16563 11111 116

The numbers of ordinary shares In issue in prior years have been adjusted retrospectively for the bonus element of the rights
Issue completed in

June 2008 and the capitalisatiort issue In September 2008 None of the convertible securities had dilutive effect in 2008 All convertible securities

had dilutive effect in 2007 and 2006 andhave been included in the computation of diluted earnings per share

The effect of discontinued operations on earnings per share is not material

11 FInancial Instruments

Classification

The following tables analyse the Groups financial assets and financial liabilities in accordance with the categories of financial Instruments In lAS 39

Assets and liabilities outside the scope of lAS 39 are shown separately

Deslnated

asalfafr Non

value Other financIal

Hald-fcs through Hecighig wsilable- Loans 00d arnorOsod flnence 158815/

hating profit or loss derIvatives for-sale receivables cost eases hsbflwes

fin fin fin im im fin im

blat

im
2008

Assets

Cash and balances at central banks 12400 12400

Loans and advances to banks 56.234 81963 138197

Loans and advances to customers 23 51501 2141 806627 14.453 874722

Debt securities 116.280 5428 132856 12985 267549

Equity shares 17054 2101 7175 26330

Settlement balances 17832 17832

Derivatives 985.700 6859 992559

Intangible
assets 20049 20049

Property plant and equipment 18.949 18949

Deferred taxation 7082 7082

Prepayments accrued income

and other assets 1326 23078 24402

Assets of disposal groups
1581 1581

1226.769 9670 6859 140.031 933133 14453 70737 2401652

LIabilItIes

Deposits by banks 1.154 176890 258044

Customer accounts 6.7 55926 8054 575532 639512

Debt securities in issue 99 3.992 47451 248846 300289

Settlement balances

and short positions 42536 11741 54277

Derivatives 963.088 8276 971364

Accruals deferred income

and other liabilities 260 1619 22 29581 31482

Retirement benefit liabilities 2032 2032

Deferred taxation
4165 4165

Insurance liabilities 997 9976

Subordinated liabilities 1.509 47645 49154

Liabilities of disposal groups
859 859

1146.956 57014 8276 1062273 22 46613 2321154

Equity
80498

2401652
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Ju OiIl4T

r1t5 iPi-4 1J4tQ P.c.Uitir uc4 4r 14rC fuQ .brt
Ua413 nr4n Qr css dva-t Irur recerirries cost leases hareses cal

2007 4t Ic iSo Cm Cm Itt tm Cc 1st

Asseks

Cash and balances at central banks 11866 178116

Loans and advances to banks 71639 147.821 719.460

Loans and advances to customers 12 1U 3.067 7115690 12070 826538

Debt securities 100611 5.777 95536 i612 294656

Equity shares 37546 1666 764 53.026

Settlement balances 16569 6569

Derivatives 2/439 2553 21/.402

Intangible assets 19.96 49916

Property plant and equipment 18745 15745
Deferred taxation 19 3119

Prepayments accrued income

and other assets 877 14.765 15662

Assets of disposal groups 413550 45850

6765Th Itt710 2553 103151 694910 12570 132415 %40.829

Liabilities

Deposits by bankss 6549 246.803 312.294

Customeraccountse7 cO426 7.505 614432 6.52363

Debt securities in issue 89 9455 41834 222885 21.172

Settlement balances

and short positions /35.01 17.520 91321

Derivatives 269cv-3 2.709 772.052

Accruals deferred income

and other liabilities 2.09 1.545 19 32435 34206

Retirement benefit liabilities 460 .1.6

Deferred taxation 5400 5400

Insurance liabilities 10162 13 102

Subordinated liabilities 697 37146 53043

Liabilities of disposal groups 29228 29226

478425 t023 2109 1.140.329 19 71tsict 1747.113

Equity 91426

840n29

Notes

Includes reverse repurchase sgreements of 58771 melon 2007- 175941 million and items in the coins of collection from other banks of 2889 millIon 2007- 2095 miNion

21 Includes reverse repurchase agreements of 39313 million 12007 142357 mlltisn

The change to fair vatue ci loans and advasces to customers deslgnattid as at fair value thrsugh profit and toes attrtutable to changes to credk risk wee 328 milton for the year and 440 million

cunsiakvsly The amounts for 2007 were not matmiat

includes treasury bIts end simfier securttlee of 31509 muon 2007 16315 mINIon and other eligible bee of 25028 mlmon 2007 1914 miNIon

tS includes repurchase agreements of a3.eee mIllion 2007- 163028 mlaon and kane In the course of frassmtoaicn to other banks of 542 mOtion 2007- 372 million

16 Includes repurchase agreements of 58143 mIlton 2007- 134916 MUon

The carryng amoust of other customer sccoiatts deelgested as at fair value through profit or toss Is 47 mfllion lower 2007- 77 miOton greater then the principal amount No amounts have

been recognised to profit or loss for changes to credit risk associated with these liablltles as the changes we totmeterial measured as the change In fek value from mevementa to the period to the

credit risk premium payable The amounts Indude Imveeenmtt conflcts with carr4ng value of 5364 melon 2007- 3566 nriaon

comprises bonds and medIum term notes of 156841 miNIon 2007 -119678 miNion and certf cafes of deposit and other commercial pager of 143448 mIlton 2007 -194594 mekm

1054 mIlton 2007- 162 melon has been recognised In profit or toss for changes In credit risk associated with debt securthes to issue designated as at feW value through pntllt or toes

measured as the change to falrvstue from movements to the period to the credit rtskprenrium payable by the Grou The carryng emmmt Is 01.145 mthon 2007-0317 mOtIon lowerthen the

principal amount

tlO During 2008 the Group reclassIfied finandut assets fnsn the held-for-tradtog and avalteble-for-sato categories Into the loans and recalvsttles category and from the held-for-trading category Into

the available-for-sale category bee page 2os
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Notes on the accounts continued

11 FinancIal Instruments nn
The following tables analyse the companys financial assets and financial liabilities in accordance with the categories of financial instruments in AS

39 Assets and liabilities outside the scope of lAS 39 are shown separately

Non

Other Ilnandal

Held-fer- Hedging Loans and amalsed assets/

frading derivatives receivables Cost IIablties Total

2008

Assets

Loans and advances to banks 27031 27031

Investments in Group undertakings 42196 42196

Derivatives 975 193 1168

Deferred taxation

Prepayments accrued income and other assets 489 489

975 193 27031 42688 70887

Liabilities

Deposits by banks 1802 1802

Customer accounts 26 26

Debt securities in issue 14179 14179

Derivatives 136 225 361

Accruals deferred income and other liabilities 47 47

Subordinated liabilities 10314 10314

136 225 26321 47 26729

Equity
44158

70887

2007

Assets

Loans and advances to banks 76813 76813

Loans and advances to customers 301 307

Investments in Group undertakings
43.542 43542

DerivatIves

Prepayments accrued income and other assets ... 127 127

113 7993 4313139 51835

Liabilities

Deposits by banks 12
... 5512 5572

Debt securities in issue
453 13453

DerivatIves 125 54

Accruals deferred income and other liabilities

Deferred taxation

Subordinated liabilities 7743 774.3

12i 56 213768 11 25958

Equity
24A17

51835

Notes

ndudes amounts due from subsar1es of 27031 mlISon 2007 7130 miNion

Due to subsdlaries

Due from subeidlatles
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Valuation of financial Instruments

Control envirorirrent

The Groups control environment for the determination of the fair value

of financial instruments has been designed to ensure there are

formalised review protocols for independent review and validation of fair

values separate from those businesses entering into the transactions

This includes specific controls to ensure consistent pricing policies and

procedures incorporating disciplined price verification for both

proprietary
and counterparty risk trades The Group ensures special

attention is given to bespoke transactions structured products illiquid

products and other assets which are difficult to price

The business entering into the transaction is responsible for the initial

determination and recording of the fair value of the transaction There

are daily controls over the profit or loss recorded by trading and

treasury front office traders

key element of the control environment segregated from the

recording of the transactions valuation is the independent price

verification IPV process Valuations are first calculated by the business

which entered into the transaction Such valuations may be direct

prices or may be derived using model and variable model inputs

These valuations are reviewed and if necessary amended by the IPV

process This process involves team independent of those trading the

financial instruments reviewing valuations In the light of available

pricing evidence IPV is performed at frequency to match the

availability of independent data and the size of the Groups exposure

For liquid instruments the process is performed daily The minimum

frequency of review in GBM is monthly for regulatory trading book

positions and six monthly for regulatory banking book positions The

IPV control includes formalised reporting and escalation of any

valuation differences in breach of defined thresholds In addition within

GBM there is dedicated team the Global Pricing Unit which

determines IPV policy monitors adherence to policy and performs

additional independent review on highly subjective valuation issues

In GBM when models are used to value products those models are

subject to review process which requires different levels of model

documentation testing and review depending on the complexity of the

model and the size of the Groups exposure key element of the

control environment over model use in GBM is review committee

which comprises of valuations experts from several functions within

GBM The committee sets the policy for model documentation testing

and review and prioritises models with significant exposure for review

by the Groups quantitative research centre This centre which is

independent of the trading businesses assesses the appropriateness

of the application of the model to the product the mathematical

robustness of the model and where appropriate considers alternative

modelling approaches

GBM also maintains valuation control committee that meets formally

on monthly basis to discuss and review escalated items and to

consider highly complex and subjective valuation matters The

committee includes valuation specialists representing several

independent review functions including market risk quantitative

research and finance and senior members of the Groups front office

trading businesses

Certain financial instruments have become more difficult and subjective

to value and have therefore been transferred to centrally managed

asset unit to separate them from business as usual activities and to

allow dedicated focus on the management and valuation of the

exposures The unit has valuation committee comprising senior

representatives of the trading function risk management and GBM

Global Pricing Unit which meets regularly and is responsible for

monitoring assessing and enhancing the adequacy of the valuation

techniques being adopted for these instruments

Vaiuaton techniques

The Group uses number of methodologies to determine the fair values

of financial instruments for which observable prices in active markets

for identical instruments are not available These techniques include

relative value methodologies based on observable prices for similar

instruments present value approaches where future cash flows from the

asset or liability are estimated and then discounted using risk-adjusted

interest rate option pricing models Such as Black.Scholes or binomial

option pricing models and simulation models such as Monte-Carlo

The principal inputs to these valuation techniques are listed below

Values between and beyond available data points are obtained by

interpolation and extrapolation When utilising valuation techniques the

fair value can be significantly affected by the choice of valuation model

and underlying assumptions made concerning factors such as the

amounts and timing of cash flows discount rates end credit risk

Bond prices quoted prices are generally available for government

bonds certain corporate securities and some mortgage-related

products

Credit spreads where available these are derived from prices of

CDS or other credit based instruments such as debt securities For

others credit spreads are obtained from pricing services

Interest rates these are principally
benchmark interest rates such as

the London Inter-Bank Offered Rate LIBOR and quoted interest

rates in the swap bond and futures markets

Foreign currency exchange rates there are observable markets both

for spot and forward contracts and futures in the worlds major

currencies
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Equity and equity index prices quoted prices are generally readily

available for equity shares listed on the worlds major stock

exchanges and for major indices on such shares

Commodity prices many commodities are actively traded in spot

and forward contracts and futures on exchanges in London New York

and other commercial centres

Price volatilities and correlations volatility is measure of the

tendency of price to change with time Correlation measures the

degree to which two or more prices or other variables are observed

to move together If they move In the same direction there is positive

correlation if they move in opposite directions there is negative

correlation Volatility is key input in valuing options and the valuation

of certain products such as derivatives with more than one underlying

variable that are correlation-dependent vklatility and correlation

values are obtained from broker quotations pricing services or

derived from option prices

Prepayment rates the fair value of financial instrument that can be

prepaid by the issuer or borrower differs from that of an Instrument

that cannot be prepaid In valuing prepayable Instruments that are not

quoted in active markets the Group considers the value of the

prepayment option

Counterparty credit spreads adjustments are made to market prices

or parameters when the creditworthiness of the counterparty differs

from that of the assumed counterparty in the market price or

parameters

Recovery rates loss given default these are used as an input to

valuation models and reserves for ABS and other credit products as

an indicator of severity of losses on default Recovery rates are

primarily sourced from market data providers or inferred from

observable credit spreads

In order to determine reliable fair value where appropriate the Group

applies valuation adjustments to the
pricing

information derived from the

above sources These adjustments reflect the Groups assessment of

factors that market participants would consider In setting price to the

extent that these factors have not already been included In the

information from the above sources Furthermore on an ongoing basIs

the Group assesses the appropriateness of any model used To the

extent that the price provided by Internal models does not represent the

fair value of the instrument for instance In highly stressed market

conditions the Group makes adjustments to the model valuation to

calibrate to other available
pricing sources Where unobservable Inputs

are used the Group may determine range of possible valuations

based upon differing and stress scenarios to determine the Sensitivity

associated with the valuation When establishing the fair value of

financiaI instrument using valuation technique the Group considers

certain adjustmentto the modelled price which market participants

would make when pricing that instrument Such adjustments include the

credit quality of the counterparty and adjustments to correct model

valuations for any known lImitatIons In addition the Group makes

adjustments to defer income for financial Instruments valued at

inception where the valuation of that financial instrument materially

depends on one or more unobservable model inputs

The Group refines and modifies its valuation techniques as markets and

products develop and as the pricing for individual products becomes

more or less readily available 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
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Valuation hierarchy

The table below shows the financial instruments carried at fair value by valuation method

31 December 2008 11 Lc rr 017

Levelliri LereI2i Level3isi Total i.11 Lrei Lr ri
bn bn frr bn crr Op

Assets

Fair value through profit or loss

Loans and advances to banks 56.2 56.2 /15 0.1 71.6

Loans and advances to customers 50.5 3.1 53.6 93.5 13.1 107.9

Debtsecunties 52.8 65.1 3.8 121.7 83.1 111.2 11.5 136.5

Equity shares 10.6 7.8 0.8 19.2 3c.5 8.0 0.9 45.4

DerivatIves 3.9 978.4 10.3 992.6 1.9 2.70.3 5.2 277.4

67.3 1158.0 18.0 1243.3 hiS 545.4 30.9 637.6

Available-for-sale

Debt securities 20.9 108.8 3.1 132.8 32.1 62.3 ii 35.5

Equity shares 4.8 2.1 0.3 7.2 5.13 1.0 0.3 7.6

25.7 110.9 3.4 140.0 37.9 1333 1.9 123.1

93.0 1268.9 21.4 1383.3 159.4 508.7 .32.6 630.9

Liabilities

Deposits by banks and customers 144.8 0.3 145.1 132.0 1.4 133.4

Debt securities in issue 47.0 4.4 51.4 42 9.2 51.3

Short positions 36.0 6.5 42.5 53.6 9.9 73.5

Derivatives 3.6 963.8 4.0 971.4 2.1 265.33 4.4 22.1

Other financial liabilities 1.5 0.3 1.8 o.o 0.2

39.6 1163.8 9.0 1212.2 55.7 .150.5 13.2 351.4

Notmi

Valued using unadjusted quoted prices In active markets for Identical financIal instruments This category includes listed equity shares certain enchange.rraded derivatives 010 government

sectalties and certain US agency securities

Valued using techniques based significantly on observable market dali Instruments In this category are valued using

quoted prices for similar instruments or Identical Instruments In markets which are not considered to be active or

vetuellon techniques where the inputs that have significant effect an the usluehon are directly or Indirectly based on observable market data

The type of instruments that trade In markets that are not considered to be active but are based on quoted market prices blokar dealer quotations or alternative pricing sources with reasonable

levels of price transparency and those Instrornents valued using techniques Indude most gonernment agency securities Irnveatnient.grade corporate bonds certain mortgage products certain

bank and bridge loans repos and reverse repos less liquid listed equtses state and municipal obligations most physical commodities Investment contracts issued by the Groups life assurance

businesses and certain money market securities and loan commItments and most C1C derIvatives

Instruments in this category have been valued using valuation technique where at least one input which could have significant effect on the lnilrumenVs valuation Is not based on observable

market data Where Inputs can be observed from market data without undue cost sad effort the observed input Is used Otherwise the Group determines reasonable level for the Input

Financial instruments Included within level of the liar value hierarchy primarily consist of cash lnshjmenls whidn trade Infrequently certain syndicated and commercial mortgage loans urrieted

equity shares certain residual Interests in ueorjritisatlons super senior Iranclles 01 hIgh grade end mezzanine collateralised debt obligations COO and other mo.lgage.based products and

less liquid debt securities certain structured debt securities In Issue and om derivatives where valustlon depends upon unobservable Inputs such as certain credit and mcofic dedvatines No

gem or loss Is recognised on the Initial recognition 015 tlnancial Instrument valued using technique Incorporating significant unobservable data

Other financIal llsbliities comprise subordinated liabilities and anita downs mIsting to undrewn syndicated loan liaciltiles
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Level porlklios

Level loans and advances decreased by 10 billion primarily reflecting

reclassification of certain loans leveraged finance and other corporate

loans to loans and receivables LAR and fair value adjustments on the

remaining portfolio at the end of the year

Debt securities categonsed as level at the end of the year include

5.2 billion of asset-backed securities and 1.7 billion of corporate and

other debt securities The decrease during the year reflects termination

of deal in early 2008 reclassification of Illiquld mortgage-backed

securities MBS to loans and receivables fair value changes and the

transfer of certain previous Illiquid MBS primarily sub-prime from level

to level

Level derivative assets at 31 December 2008 include credit derivative

trades with credit derivative product companies CDPCs with fair

value of 3.5 billion after credit valuation adjustments of 1.3 billion

At 31 December 2007 these credit derivatlva trades with CDPC5 had

fair value of 0.8 billion after credit valuation of 44 million and were

included within level of the fair value hierarchy Other level derivative

assets at 31 December 2008 Include illiquid credit default swaps

CDSs other credit derivatives commodity derivatives arid illiquid

interest rate derivatives

Debt securities in Issue categorised as level were structured medium

term notes and the decrease in the year primarily reflects the termination

of deal in the first half of 2008

The tables below presents the Level financial instruments carried at fair value as at the balance sheet date valuation basis main assumptions

used in the valuation of these instruments and reasonably possible increases or decreases in fair value based on reasonably possible alternative

assumptions

Assets

Loans and advances

Debt securities

RMBS ut

CMBSI2

CDOs

CLO5

Other

Derivatives

credit

equity

interest rate and commodity

Equity shares private equity

31 December2008

31 December2007

Notes

ResIdential mortgage-backed securities

Commercial mortgage-backed securtiles

Colatenatised loan obligations

valuation basls/

technique

Proprietary model

Industry standard model

Industry standard model

Proprietary model

Industry standard simulation model

Proprietary model

Proprietary
CVA model Industry

option models correlation model

Proprietary model

Proprietary model

Valuation statements

Mats

assumptions

Credit spreads indices

Prepayment rates probability of

default loss severity and yield

Prepayment rates probability of

default loss severity and yield

Implied collateral

valuation defaults rates

housing prices correlation

Credit spreads

recovery rates correlation

Credit spreads

Counterparty credit risk

correlation volatility

Volatility correlation dividends

latility correlation

Fund valuations

Reasonably possIble

mon
Carrytirg Increase In t5ecreasiE

value rak value falrvabje

bn tn

3.1 70 50

0.5 40 90

0.6 30 30

1.7 410 440

1.0 40 40

3.1 50 50

8.0 1030

0.1

2.2 130

1.1 80

21.4 1880

1200

10

130

160

2200

32.7 610 700
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Reasonably possible

aftama5va assunons

Carrlna Increase Decrease

Valuahon basis/ Main amount tair value laW value

Uablllles technique assumons bn Cm Cm

Debt securities in issue Proprietary model Credit spreads 4.4 170 190

Derivatives

Credit derivatives Proprietary
CVA model Counterparty credit risk

industry option models correlation model correlation volatIlity 2.6 160 180

Other derivatives Proprietary model Volatility correlation 1.4 120 120

Other portfolios Proprietary model Credit spreads correlation 0.6 40 60

31 December 2008 9.0 490 550

31 December 2007 5.3 120 120

For each of the portfolio categories shown in the above table set out

below is description of the types of products that compnse the portfolio

and the valuation techniques that are applied in determining fair value

including description of valuation techniques used including for those

in level and inputs to those models and techniques Where reasonably

possible alternative assumptions bf unobservable inputs used in models

would change the fair value of the portfolio significantly the alternative

inputs are indicated along with the Impact this would have on the fair value

Where there have been significant changes to valuation techniques

during the year discussion of the reasons for this are also Included

Loans arid advances in customers

Loans in level primarily comprise US commercial mortgages and

syndicated loans

Commercial mortgages

These senior and mezzanine commercial mortgages are loans secured

on commercial land and buildings that were originated or acquired by

GBM for securitisation Senior commercial mortgages carry variable

interest rate and mezzanine or more junior commercial mortgages may

carry fixed or variable interest rate Factors affecting the value of these

loans may include but are not limited to loan type underlying property

type and geographic location loan interest rate loan to value ratios

debt service coverage ratios prepayment rates cumulative loan loss

information yields investor demand market volatility since the last

securitisatlon and credit enhancement Where observable market

prices for particular loan are not available the fair valu.e will typically

be determined with reference to observable market transactions in other

loans or credit related products including debt securities and credit

derivatives Assumptions are made about the relationship between the

loan 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 of these mortgages

of 1.1 billion by up to 18 million or Increase the fair value by up to

25 million

Syndicated lending

The Groups syndicated lending activities are conducted by the

syndicate business in conjunction with the various product lines

covering corporate leveraged real estate and project finance actMtles

When commitment to lend is entered Into the Group estimates the

proportion of the loan that is intended to be held for trading on draw

down and the proportion it anticipates to retain on Its balance sheet as

loan and receivable Where the commitment is intended to be

syndicated the commitment to lend is fair valued through profit or loss

On drawdown the portion of the loan expected to be syndicated is

recorded at fair value as held-for-trading asset and the expected

hold portion Is measured at amortised cost less where appropriate

impairment

The Group values the portion of the loan expected to be syndicated

held at fair value by using market observable syndication prices In the

same or similar assets Where these prices are not available

discounted cash flow model Is used The model Incorporates

observable assumptions such as current Interest rates and yield curves

the notional and tender amount of the loan and counterparty credit

quality where it is derived from credit default swap spreads using

market indices The model also Incorporates unobservable assumptions

including expected refinancing periods and counterparty credit quality

where it Is derived from the Groups Internal risk assessments

Derivatives arising from commitments to lend are measured using the

same model based on proxy notional amounts

Using reasonably possible alternative assumptions for expected cash

flows to value these assets of 2.0 pillion would reduce the fair value by

up to 32 million or increase the falrvalue by up to 45 million The

assumptions to determine these amounts were based on restructuring

scenarios and expected margins

Debt securities

Residential mortgage backed securities RMBS
RMBS where the underlying assets are US agency-backed mortgages

and there is
regular trading are generally classified as level In the fair

value hierarchy RMBS are also classified as level when regular

trading Is not prevalent In the market but similar executed trades or

third-party data including indices broker quotes and
pricing

servIces

can be used to substantiate the fair value RMBS are classifIed as level

when trading activity Is not available and model Is utilised which

uses significant unobservable data

In determining whether an instrument is similar to that being valued the

Group considers range of factors prlncipally the lending standards

of the brokers and underwriters that originated the mortgages the lÆad

manager of the security the Issue date of the respective securities the

underlying asset composition including origination date loan to value

ratios historic loss information and geographic location of the

mortgages the credit rating of the Instrument and any credit

protection that the instrument may benefit from such as Insurance

wraps or subordInated tranches Where there are Instances of market

observable data for several similar RMBS tranches the Group considers

the extent of similar characteristics shared with the instrument being

valued together with the frequency
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tenor and nature of the trades that have been observed This method is

most frequently used for US and UK RMBS The RMBS of Dutch and

Spanish originated mortgages guaranteed by those governments are

valued using the credit spreads of the respective government debt and

certain assumptions made by the Group or based on observable prices

from Bloomberg or consensus pricing services

Where there is an absence of trading activity models are used

The Group primarily uses an industry standard model to project the

expected future cash flows to be received from the underlying

mortgages and to forecast how these cash flows will be distributed to

the various holders of the RMBS This model utilises data provided by

the servicer of the underlying mortgage portfolio layering on

assumptions for mortgage prepayments probability of default

expected losses and yield The Group uses data from third-party

sources to calibrate its assumptions Including pricing
information from

third party pricing services Independent research broker quotes and

other independent sources An assessment Is made of third-party data

source to determine its applicabIlity end reliability The Group adjusts

the model price wIth liquidity premium to reflect the price that the

instrument could be traded at In the market and may also make

adjustments for model deficiencies

The weighted average of the key significant inputs utillsed In valuing US

level RMBS positions are shown in the table below

Notes

Constant default rate pobabillty of default

Constant prepayment rate

The fair value of securities within each class of asset changes on

broadly consistent basis in response to changes in given market factors

However the extent of the change and therefore the range of

reasonably possible alternative assumptions may be either more or less

pronounced depending on the particular terms and circumstances of

the individual security Through most of 2008 while default rates on

sub-prime mortgages were on the rise there was less transparency and

historical data to predict future defaults on both Alt-A and prime

securities As such the Group felt that probability of default was the

least transparent input Into Alt-A and prime RMBS modelled valuations

throughout 2008 and most sensitive to variations The Group believes

that range of 500 basis points greater than and 500 basis points less

than the weighted average constant default rate and range of 200

basis points greater than and 200 basis points less than the weighted

average constant default rate represents reasonably possible set of

acceptable pricing alternatives for Alt-A and prime RMBS respectively

These assumptions consider the inherently risky nature of Alt-A over

prime securities as well as declining economic conditions leading to an

increased likelihood of default at year-end While other key Inputs may

possess characteristics of unobservability in both Alt-A and prime

modelled valuations the effect of utilising reasonably possible

alternatives for these respective inputs would have an immaterial effect

on the overall valuation Using these reasonably possible alternative

assumptions the fair value of RMBS of 0.5 billion would be 90 million

lower or 40 million higher

Welghted-aveage Inputs

Non-agency

Mt-A RMBS

20.69%

40.00 CDRii

52.25%pi

10.65 CPR

Commercial mortgage backed securities

CMBS is valued using an industry standard model and the inputs where

possible are corroborated using observable market data

For senior CMBS and subordinated trenches the Group determined

that the most sensitive input to reasonably possible alternatives valuation

is probability of default and yield respectively Using reasonably possible

alternative assumptions for these Inputs the fair value of CMBS of

0.6 billion would be 30 million lower or 30 million higher

Coliateralised debt obligations

COOs purchased from third parties are valued using independent third-

party quotes or independent lead manager indicative prices For super

senior COOs which have been originated by the Group no specific third-

party information Is available The valuation of these super senior COOs

therefore takes into consideration outputs from proprietary model

market data and appropriate valuation adjustments

The Groups proprietary model calculates the expected cashflows from

the underlying mortgages using assumptions derived from publicly

available data on future macroeconomic conditions including house

price appreciation and depreciation and on defaults and delinquencies

on these underlying mortgages The model used by the Group comprises

an econometric loan-level model which provides the Input to an industry

standard ABS model the output of which feeds proprietary model

generating expected cashflows which are discounted using risk

adjusted rate

2008

Yield 11.02%

Probability of default 3.00 CDRCI

Loss severity 45.00%

Prepayment 12.67 CPR
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Due to the subjectivity of the inputs to the pricing model alternative

valuation points are constructed to benchmark the output of the model

These valuation points include determining an ABS Index implied

collateral valuation which provides market calibrated valuation data

point collateral net asset value methodology Is also considered which

uses dealer buy side marks to determine an upper bound for super

senior CDO valuations Both the ABS index implied valuation and the

collateral net asset value methodology apply an assumed immediate

liquidation approach

The Group using all pricing points available may make necessary and

appropriate valuation adjustments to the pricing information derived

from the proprietary model These adjustments reflect the Groups

assessment of factors that market participants would consider In setting

price to the extent that these factors that have not already been included

in the model and may Include adjustments made for
liquidity

discounts

In order to provide disclosures of the valuation of super senior CDO5

using reasonably possible alternative assumptions the Group has

considered macroeconomic conditions including house price

appreciation and depreciation and the effect of regional variations 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 increase

valuations by up to 4% Using these alternative assumptions would

reduce the fair value of level COOs of 1.7 billion by up to 440 million

super senior COOs 292 million and increase the fair value by up to

410 million super senior CDOs 292 million

Collaioraiised loan obligations

To determine the fair value of CLOs purchased from third parties the

Group use third-party broker or lead manager quotes as the primary

pricing source These quotes are benchmarked to consensus pricing

sources where they are available

For CLO5 originated and still held by the Group the fair value is

determined using correlation model based on Monte Carlo

simulation framewoit The main model Inputs are credit spreads and

recovery rates of the underlying assets and their correlation credit

curve Is assIgned to each underlying asset based on prices from third-

party dealer quotes and cash flow profiles sourced from an industry

standard model Losses are calculated taking into account the

attachment and detachment point
of the exposure As the correlation

Inputs to this model are not observable CLOs are deemed to be level

Using reasonably possible alternative assumptions the fair value of

CLOs of 1.0 billion would be 40 million lower or 40 million higher

Other debt securities

Other level debt securities comprise 1.4 billion of other ABS and

1.7 billion of other debt securities Where observable market prices for

particular debt
security are not available the fair value will typically be

determined with reference to observable market transactions in other

related products such as similar debt securities or credit derivatives

Assumptions are made about the relationship between the individual

debt security and the available benchmark data Where significant

management judgement has been applied in
identifying the most relevant

related product or in determining the relationship between the related

product and the instrument Itself the valuation is shown in level Using

differing assumptions about this relationship would result in different fair

values for these assets The main assumption made is that of relative

creditworthiness Using reasonably possible alternative assumption

credit assumptions taking into account the underlying currency tenor

and rating of the debt securities within each portfolio would reduce the

fair value of other debt securities of 3.1 billion by up to 50 million or

increase the fair value by up to 50 million

Derivatives

Level den vative assets comprised credit derivatives of 8.0 billion equity

derivatives of 0.1 billion and interest rate foreign exchange rate and

commodity derivative contracts of 2.2 billion Derivative liabilities

comprise credit derivatives of 2.6 billion interest rate foreign exchange

rate and commodity derivatives contracts of 1.4 billion

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 to observe or corroborate all

model inputs Unobservable inputs used are based on estimates taking

into account range of available information including historic analysis

historic traded levels market practice comparison to other relevant

benchmark observable data and consensus pricing data

Credit derivatives

The Groups credit derivatives include vanilla and bespoke portfolio

trenches gap risk products and certain other unique trades The

bespoke portfolio trenches are synthetic trenches referenced to

bespoke portfolio of corporate names on which the Group purchases

credit protection Bespoke portfolio trenches are valued using Gaussian

Copula standard method which uses observable market inputs

credit spreads index tranche prices and recovery rates to generate an

output price for the tranche via mapping methodology In essence this

method takeS the expected loss of the tranche expressed as fraction

of the expected loss of the whole underlying portfolio and calculates

which detachment point on the liquid index and hence which

correlation level coincides with this expected loss fraction Where the

inputs Into this valuation technique are observable in the market

bespoke trenches are considered to be level assets Where Inputs are

not observable bespoke tranches are considered to be level assets

However all transactions executed with CDPC counterparty are

considered level as the counterparty credit risk assessment is

significant component of these valuations

Gap risk products are leveraged trades with the counterpartys

potential toss capped at the amount of the initial principal invested Gap

risk is the probability that the market will move discontinuously too quickly

to exit portfolio and return the principal to the counterparty without

incurring losses should an unwind event be triggered This optionality is

embedded within these portfolio structures and is very rarely traded

outright
in the market Gap risk is not observable in the markets end as

such these structures are deemed to be level instruments

Other unique trades are valued using specialised model for each

instrument and the same market data Inputs as all other trades where

applicable By their nature the valuation is also driven by variety of

other model inputs many of which are unobservable in the market
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Where these instruments have embedded optionality it is valued using

variation of the Black-Scholes option pricing formula and where they

have correlation exposure it is valued using variant of the Gaussian

Copula model The
volatility or unique correlation inputs required to

value these products are generally unobservable and the instruments

are therefore deemed to be level instruments

Other de1vatives

Exotic equity interest rate and commodity options provide payout or

series of payouts linked to the performance of one or more underlying

including equities interest rates foreign exchange rates and

commodities Included in commodities derivatives are energy contracts

entered into by RBS Sempra Commodities Most of these contracts are

valued using models that incorporate observable data small number

are more complex structured derivatives which incorporate In their

valuation assumptions regarding power price volatilities and correlation

between inputs which are not market observable These Include certain

tolling agreements where power is purchased in return for given

quantity of fuel and load deals where seller agrees to deliver fixed

proportion of power used by clients utility customers

Exotic options do not trade in active markets except in small number

of cases Consequentlt the Group uses models to determine fair value

using valuation techniques typical for the lndustr These techniques

can be divided firstly into modelling approaches and secondly into

methods of assessing appropriate levels for model inputs The Group

uses variety of proprietary models for valuing exotic trades

Exotic valuation inputs include correlation between equities interest

rates foreign exchange rates and commodity prices Corfelations for

more liquid equity and rate pairs are valued using independently

sourced consensus pricing levels Where consensus pricing

benchmark is unavailable these instruments are categorised as level

Resoriebly possible sliernative assurnptloxls

In determining the effect of reasonably possible alternative assumptions

for unobservable inputs the Group has considered credit derivative

trades with CDPCs separately from all other level derivatives due to

the significant element of subjectivity
in determining the counterparty

credit risk

The fair value of credit derivative trades with CDPCs as at 31 December

2008 was 4.8 billion before applying CVA of 1.3 billion The Groups

credit derivative exposures to CDPCs are valued using pricing models

with inputs observed directly in the market An adjustment is made to

the model valuation as the creditworthiness of CDPC counterparties

differs from that of the credit risk assumptions used in the model The

adjustment reflects the estimated cost of hedging the counterparty risk

arising
from each trade In the absence of market observable credit

spreads of CDPCs the cost of hedging the counterparty risk is

estimated from an analsis of the underlying trades and the cost of

hedging expected default losses In excess of the capital available In

each vehicle reasonably possible alternative approach would be to

estimate the cost of hedging the counterparty risk from market

observable credit spreads of entities considered similar to CDPCs for

example monoline insurers with similar business or similarly rated

entities These reasonably possible alternative approaches would

reduce the fair value credit derivatives with CDPC5 by up to 740 million

or increase the fair value by up to 600 million

For all other level derivatIves unobservable inputs are principally

comprised of correlations and volatilitles Where derivative valuation

relies significantly on an Unobservable Input the valuation is shown In

level It is usual for such derivative valuations to depend on several

observable and one or few unobservable model inputs In determining

reasonably possible alternative assumptions the relative impact of

unobservable inputs as compared to those which may be observed

was considered Using reasonably possible alternative assumptions the

fair value of all other level derivative assets excluding CDPCs would

be reduced by up to 600 million or Increased by up to 560 million and

derivative liabilities of 4.0 billion would be reduced by up to 300

million or Increased by upto 280 million

Equity shares private equity

Private equity investments Include unit holdings and limited partnership

interests primarily in corporate private equity funds debt funds and fund

of hedges funds Externally managed funds are valued using recent

prices where available Where not available the fair value of

investments In externally managed funds is generally determined using

statements or other information provided by the fund managers

Although such valuations are provided from third parties the Group

recognises that such valuations may rely significantly on the judgements

and estimates made by those fund managers particularly in assessing

private equity components Following the decline In liquidity In world

markets the Group believes that there is sufficient subjectivity in such

valuations to report them in level

Reasonably possible alternative valuations have been determined based

on the historic trends in valuations received and by considering the

possible impact of market movements towards the end of the reporting

period which may not be fully reflected in valuations received Using

these reasonably possible alternate assumptions would reduce the fair

value of externally managed funds of 1.1 billion by up to 160 million

or Increase the fair value by up to 80 million

Other finsnclal Instruments

Other 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 adjustments to market

observed data Using reasonably possible alternate assumptions

appropriate to the liability
in question such as credit spreads derivative

inputs and equity correlations would reduce the fair value of other

financial instruments held at fair value of 5.0 billion primarily debt

securities in Issue of 4.4 billion by up to 250 million or Increase the

fair value by up to 210 million
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Own credit

When valuing
financial liabilities recorded at fair value the Group takes

into account the effect of its own credit standing The categories of

financial liabilities on which own credit spread adjustments are made

are issued debt including issued structured notes and derivatives

An own credit adjustment is applied to positions where It Is believed

that counterparties would consider the Groups creditworthiness when

pricing trades

For issued debt and structured notes this adjustment Is based on

independent quotes from market participants for the debt Issuance

spreads above average inter-bank rates at range of tenors which

the market would demand when purchasing new senior or sub-debt

issuances from the Group Where necessary these quotes are

interpolated using curve shape derived from CIDS prices

The fair value of the Groups derivative financial liabilities reflects the

Groups own credit risk The adjustment takes into account collateral

posted by the Group and the effects of master netting agreements

No adjustments were made for own credit risk in relation to derivative

liabilities in prior periods as It was not significant factor in the pricing

of derivative transactions by market participants The change in

methodology reflects market turbulence In 2008 whIch led to participants

focussing Increased attention on counterparty credit quality

The table below shows the own credit spread adjustments on liabilities

recorded In the income statement during the year

flhJ

Designated at

Hetd4or- tat value through

tradlug prot and toss Total Dedvatlves Total

Lie Cm Lin Cm Cm

At January2008 304 152 456 456

Effect of changes to credit spreads 376 583 959 450 1409

Benefit of foreign exchange hedges 392 195 587 587

New issues 274 97 371 371

At 31 December 2008 1346 1027 2373 450 2823
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Notes on the accounts continued

11 FInancial Instruments nmc.yi The turbulence in the financial markets during the second half of 2008

ReclassIficatIon of financial Instruments was regarded by management as rare circumstances In the context of

As discussed in accounting policies on page 178 during 2008 the paragraph 50B of lAS 39 as amended

Group reclassified financial assets from the held-for-trading and

available-for-sale categories into the loans and receivables category as The balance sheet values of these assets the effect of the

permitted by paragraph 50D of lAS 39 as amended and from the held- reclassification on the income statement for the period from the date of

for-trading category into the available-for-sale category as permitted by reclassification to 31 December 2008 and the gains and losses relating

paragraph 50B of lAS 39 as amended to these assets recorded In the Income statement for the years ended

31 December 2008 2007 and 2006 were as follows

2008

2008- on reclasntflcatjcei 31 December 2008 After redassification

Emns/losses

up to the Gains/ Amount

Effective Expected date ot tosses that wotid t.tlrnl

Carrying interest cash Carrying Fair redeem- Impairment in AFS have been fr

pii.v

value rate flown value value ficatiori Income oases reserves recognised

Em Em Em Em Em Em Em Em Em

Reclassified from HFT to LAR

Loans

Leveraged finance 3602 10.15 6083 4304 2523 457 454 1206 lS5

Corporate loans 5040 6.19 7582 5827 4.940 76 198 681 Si
8642 13665 10131 7463 533 652 1887 205

Debt securities

CDO of RMBS 215 4.92 259 236 221 11
RMBS 1765 6.05 2.136 2011 1536 115 157 302 112

CMBS 11.11

CLOs 835 6.34 1.141 952 717 22 104 130 14
Other ABS 2203 5.07 3202 2514 2.028 67 129 338
Other 2538 2.62 2764 2602 2388 72 166 94 475

7557 9.506 8.316 6.891 127 398 947 75 479

Total 16199 23171 18447 14354 660 1050 2834 129 402

Reclassified from HFT to AFS

Debt securities

CDO of RMBS 6228 8.14 8.822 5695 5695 1330 1147 464 1069 280 40O
RMBS 5205 8.03 8890 5171 5171 530 24 162 122 73

CMBS 32 6.81 85 31 31

CLOs 1457 5.02 1804 1.288 1.288 168 421 383 58 56
OtherABS 2199 6.02 3183 1847 1847 356 10 354 311 42 72

Other 614 12.55 1.311 698 698 130 166

15735 24095 14730 14730 2389 1717 464 2137 658 1457 49

Reclassified from AFS to LAR

Debt securities 704 1.38 772 1028 968 1211 37iii

Total 32638 48038 34205 30052 3061 2773 464 2.137 3.529 615 620

Note

Ill OaInS/ltosses recognised In Ue arailable-for-sale reserve
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Amounts included in the consolidated income statement

VJp
2008

Lix

Gains on financial assets/liabilities designated as at fair value through profit or loss 901 74 13

Gains on disposal or settlement of loans and receIvables

On the initial recognition of financial assets and liabilities valued using data become observable or when the transaction matures or Is closed

valuation techniques incorporating information other than observable out as approprIate At 31 December 2008 net gains of 102 million

market data any difference between the transaction price and that 2007 72 million were carried forward In the balance sheet During

derived from the valuation technique is deferred Such amounts are the year net gains of 89 million 2007 67 million were deferred and

recognised in profit or loss over the life of the transaction when market 65 million 2007 10 million released to profit or loss

FaIr value of financIal Instruments not carded at fair value

The following table shows the carrying values and the fair values of financial instruments carfled on the balance sheets at amortised cost

Financial assets

Cash and balances at central banks
_____________________________________________________________________________________

Loans and advances to banks

Loans and receivables

Loans and advances to customers

Loans and receivables

Finance leases

Debt securities

Loans and receivables

Settlement balances
____________________________________________________________________________________

Financial liabilities

Deposits by banks

Customer accounts _____________________________________________________________________________________

Debt securities in issue

Settlement balances
_______________________________________________________________________________

Subordinated liabilities 47645 36446 27i.6 35793 10314 8.752 7743 6983

Notes

11 FinancIal assets and financial Ilabilites for which carrying amount appraidinates to fair value because they are of ehont maturity

Fair values are eshmated by discounting expected future cash flows using current interest rates and making adjusfinenis for credit

The fair value of deposits repayable on demand Is equal to their carrying valIe The fair value of other deposits by banks and customer accorarts Is estimated by discounting expected Mere

cash flows at current rates and actuating where a4tgropdat for the Groups owi credit spread The fair value of many of these lnstrwnenta ippnadm.tea to their c.rrylng value because they

are of short maturity or regdce frequenfty

The fair value ci short-term debt securities hi issue Is dose to their carrying value Ike fair value of other debt securitIes hi Issue Is based on quoted price where the. are unavatable fair value

Is estimated using other valuation technlquee

The fair value ci subordinated fleb8tles In Issue Is based on quoted prices where these are unavailable fair value Is estimated using other valuation techniques

The fair value of smotmnls due from and to subsidiaries is equal to their carryIng value

2008 2008 2008 2008

Carrying Fair C.rrvIrt Frr Carrying Fair rir
value value viu aiue value value .ci.e

Liii Lni Liii Lix

12400 12400 /dt l.Ct

81963 81929 .17821 1d7.81r 27031 27031 7E86

806627 761619 03020 /11.346 30t 307

14453 14527 12.37 12378

12985 11500 2672 2z.44

17.832 17832 1Ei19 16059

176890 176266 246633 246621 1802 1.802 50/2 S72

575532 576378 614432 614067 26 26

248846 241295 222883 222763 14179 14010 13453 13453

11741 11741 7520 17520
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Notes on the accounts continued

11 FInancial Instruments .rri
Remaining maturity

The
following

table shows the residual
maturity

of financial instruments based on contract date of maturity

Grop

2008

Less than More than Ls th Mre thc

12 months 12 months Total rw 11 rnth
Em Em Em fm

Assets

Cash and balances at central banks 12364 36 12400 7866 7.366

Loans and advances to banks 133565 4632 138197 87269 31491 219460

Loans and advances to customers 338.751 535971 874722 395753 432 785 829538

Debt securities 69912 197637 267549 7j088 2245135 294656

Equity shares 26330 26330 5302.6 53.026

Settlement balances 17795 37 17832 16551 28 16.589

Derivatives 184278 808281 992559 50641 226561 277402

Liabilities

Deposits by banks 248896 9148 258044 30294 j360 312291

Customer accounts 611047 28465 639512 65062 31678 0.82363

Debt securities in issue 174507 125782 300289 156020 119.152 274172

Settlement balances and short positions 24448 29829 54277 44466 46555 91 .021

Derivatives 175908 795456 971.364 5462.4 217428 272052

Subordinated liabilities 3394 45760 49154 1696 5647 36043

2006

Lesslhan Morethan L2mmthmw Niommm thmr

12 months 12 months Total 12 mmmwtm IA mrmimm

Em Em Em 4mm

Assets

Loans and advances to banks 16096 10935 27031 1655 6CiSl 7.68t3

Loans and advances to customers 401 30

Derivatives 221 947 1168 127 46 173

Liabilities

Deposits by banks 1802 1802 5.572 5572

Customer accounts 26 26

Debt securities in issue 7253 6926 14179 6855 4598 13153

Derivatives 227 134 361 132 m9

Subordinated liabilities 424 9890 10314 i9 7624 7743
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The following tables show the contractual undiscounted cash flows payable up to period of twenty years including future payments of interest

Group

0-3months 3-l2morrltrs 1-3years 3-Syears 5-lOyears 10-2Oyears

Em Em Em Em Em Em

164614 14347 3345 2754 2048 34

523268 33450 6577 6337 7298 5319

131714 48652 40067 38223 38667 5626

394 2216 2543 1334 2682 1373

1753 4271 6824 5793 24503 13030

13351 12 10

825094 102941 59368 54447 75208 25388

depends on when cash flows are received from the secufltised assets

Where these assets are prepayable the timing of the cash outflow

relating to securities assumes that each asset will be prepaid at the

Financial liabilities are included at the earliest date on which the earliest possible date

counterparty can require repayment regardless of whether or not such

early repayment results in penalty If repayment is triggered by or is Liabilities with contractual maturity of greater than 20 years the

subject to specific criteria such as market price hurdles being reached principal amounts of financial liabilities that are repayable after 20 years

the liability
is included at the earliest possible date that the conditions or where the counterparty has no right to repayment of the principal are

could be fulfilled without considering the probability of the conditions excluded from the table as are Interest payments after 20 years

being met For example if structured note is automatically prepald

when an equity Index exceeds certain level the cash outflow will be Held-for-trading liabilities held-for-trading liabilities amounting to

included in the less than three months period whatever the level of the 1146.7 billion liabilities 2007 478.6 billion have been excluded

index at the year end The settlement date of debt securities In issue from the table in view of their short term nature

issued by certain securitisation vehicles consolidated by the Group

On balance sheet liabilities

2008

Deposits by banks

Customer accounts

Debt securities in issue

Derivatives held for hedging

Subordinated liabilities

Settlement balances and other liabilities

Deposits by banks 2294 21580 3206 2225 1509 434

Customer accounts 56 i.u5 55539 9430 1515 9052

Debt securities In issue 11122 37292 51562 342 4.1 66

Derivatives held for hedging 252 667 522 116

Subordinated liabilities 54 3/5C 5.603 34tio 22/5 5.354

Settlement balances and other liabilities 7.995 14 12

912150 9350j 75oSl 5672 80642 20188

company

0-3 months 3-12 months 1-3 years 3-5 years 5.10 yeats 10-20 years

2008 Em Em Em Em Em Em

Deposits by banks 116 1707

Debt securities in issue 4448 3105 1334 6105

Derivatives held for hedging 186 16 30

Subordinated liabilities 158 458 1464 1.376 4241 5149

4908 5.286 2828 7.482 4241 5149

Deposits by banks 115 5544

Debt securities in issue 24 .54/ 3447 1372

Derivatives held for hedging 52

Subordinated liabilities 116 34/ 19 iQ.5 3282 3909

1luS 435Q 4566 24r9 3262 3909

The tables above show the timing of cash outflows to settle financial

liabilities They have been prepared on the following basis
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Notes on the accounts continued

12 Past due and Impaired financial assets

The following table shows the movement in the provision for impairment losses for loans and advances

lndividua8y Cdlectlvely Total

assessed assessed Latenl 2008 .14T

1568 3834 1050 6452 3.OiS 968
222 351 194 767

1065 81 295 1441 137

2.22

149 29 178

1165 1983 3148 2011 164fl

113 206 319 342 2l

3663 2606 822 7091 1.946 L$77

142 194 1136 1421

4970 4102 1.944 11.016 6452 3.935

At January

Transfer to disposal groups

Currency translation and other adjustments

Acquisition of subsidiaries

Disposal of subsidiaries

Net increase in provisions of discontinued operations

Amounts written-oft

Recoveries of amounts previously written-off

Charged to the income statement

Unwind of discount 52
At 31 December

Notes

The pfonislcn for impairment losses at 31 December 2008 Indudes 127 million relasng to loans and adesnces to banks 2007- miact 2006- million

There Is no prdesion for impairment losses In the company

2008 2kl

Impairment losses charged to the income statement

Loans and advances to customers 6973 1945 1877

Loans and advances to banks 118

7091 1946 113/I

Debt securities 87$ 20

Equity shares 103

981 2.2

8072 irstt 18/8

2008 20116

in

Gross income not recognised but which would have been recognised under the

original terms of non-accrual and restructured loans

Domestic 393 390 310

Foreign 342 i5 37

735 545 447

Interest on non-accrual and restructured loans included in net interest income

DomestIc 150 135 142

Foreign 43 16

193 181 157
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The following table shows analysis of impaired financial assets

OR4
2008

Net book

Cost Pralslon value ct I.in
rn

Impaired financial assets

Loans and advances to banks 129 127 25 22

Loans and advances to customers 19350 8945 10405 10337 539 493%
Debt securities ii 52 37 15

Equity shares 260 173 87 142 70 72

19791 9.282 10509 1050 5416 5033

Notes

ImpaIrment pcwisions indMdually assessed

Impairment rosisions lndMduaIIy assessed on balances of 11313 mUllen 2007 3.1 78 mIllion

The Group holds collateral in respect of certain loans and advances to The
following table shows financial and non-financIal assets recognised

banks and to customers that are past due or impaired Such collateral on the Groups balance sheet obtained durIng the year by taking

includes mortgages over property both personal and commercial possession of collateral or calling on other credit enhancements

charges over business assets such as plant Inventories and trade

debtors and guarantees of
lending from parties other than the borrower

2008

Group Em

Residential property 41 32

Other property

Cash 59 18

Other assets 30

136 03

In general the Group seeks to dispose of property and other assets obtained by taking possession of collateral that are not readily convertible into

cash as rapidly as the market for the individual asset permits

Loans that have been renegotiated in the past 12 months that would otherwise have been past due or impaired amounted to 2637 million as at

31 December 2008 2007 930 million
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Notes on the accounts continued

13 Deulvatlves

Companies in the Group transact derivatives as principal either as

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 The majority of the Groups

interest rate hedges relate to the management of the Groups non-

trading interest rate risk The Group manages this risk to Value-at-Risk

limits The risk is assessed using gap reports that show maturity

mismatches To the extent that such mismatches exceed predetermined

limits they are closed by executing derivatives
principally

interest rate

swaps Suitable larger ticket financial instruments are fair value hedged

the remaining exposure where possible is hedged by derivatives

documented as cash flow hedges and
qualifying

for hedge accounting

The
majority

of the Groups fair value hedges involve interest rate swaps

hedging the interest rate risk in recognised financial assets and

financial liabilities Cash flow hedges relate to exposure to variability in

future interest payments and receipts on forecast transactions and on

recognised financial assets and financial liabilities The Group hedges

its net investments 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 from

financial assets and financial liabilities with interest rates linked to LIBOR

EURIBOR or the Bank of England Official Bank Rate The financial

assets are customer loans and the financial liabilities are customer

deposits and LIBOR linked medium-term notes and other issued

securities As at 31 December 2008 variable rate financial assets of

34.6 billion and variable rate financial liabilities of 56.4 billion were

hedged in such cash flow hedge relationships

For cash flow hedging relationships the initial and ongoing prospective

effectiveness is assessed by comparing movements 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 basis point Prospective effectiveness is

measured on cumulative basis i.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 over the life to date of the hedging relationship

Exchange rate contracts in cash flow hedge relationships hedge future

foreign currency cash inflow and outflows mainly principal and Interest

on foreign currency loans

For fair value hedge relationships of interest rate risk the hedged items

are typically large corporate fixed-rate loans fixed-rate finance leases

fixed-rate medium-term notes or preference shares classified as debt

As at 31 December 2008 fixed rate financial assets of 42.5 billion and

fixed rate financial liabilities of 46.4 billion were hedged by interest rate

swaps in fair value hedge relationships

The initial and ongoing prospective effectiveness of fair value hedge

relationships is assessed on cumulative basis by comparing

movements in the fair value of the hedged item attributable to the

hedged risk with changes In the fair value of the hedging Interest rate

swap or by comparing the respective changes in the price value of

basis point Retrospective effectiveness is assessed by comparing the

actual movements in the fair value of the hedged items attributable to

the hedged risk with actual movements in the fair value of the hedging

derivative over the life to date of the hedging relationship
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Exchange rate contracts

Spot forwards and futures

Currency swaps

Options purchased

Options written

2316 83065 83568 2134 29.829 29.b29

1.074 53398 54728 86 14755 13.i6

616 36762 4b 13750

668 35.017 59

Interest rate contracts

Interest rate swaps

Options purchased

Options written

Futures and forwards

Credit derivatives 2208 142366 132734 2422 34 29565

Eauitv and commodity contracts 622 22136 24301

992559 971364

10957 212

2c2U52

Certain derivative asset and liability balances with the London Clearing House which meet the offset criteria in lAS 32 Financial Instruments

Presentation are now shown net Comparative figures have been restated reducing derivative assets and liabilities at 31 December 2007 by 60008
million

Included above are derivatives held for hedging purposes as follows

2008

Assets Liabil Wee

Liii Lm

Fair value hedging

Exchange rate contracts 1257 1412 62 144

Interest rate contracts 2944 3330 1.590 .5

Cash flow hedging

Exchange rate contracts 90 55 78

Interest rate contracts 2.503 2834 738 1.014

Commodity contracts 39 14

Net investment hedging

Exchange rate contracts 114 596 211

Hedge ineffectiveness recognised in other operating income comprised

2008 2c

Fair value hedging

Losses/gains on the hedged items attributable to the hedged risk 965 61

Galns/losses on the hedging instruments 884 21

Fair value ineffectiveness 81 61

Cash flow hedging ineffectiveness 16
97

2008

Notlona$

amounts Assets UablIWeS

Lbn Lie Lm

37901 548040 532180 24728 142.470 41472

5.673 99192 4004 081
3.775 102216 3640 3i99

8555 7600 6620 3.17 501 981
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Notes on the accounts continued

13 DerivatIves nJri
The following tables show for interest rate swaps in cash flow hedges when the hedged cash flows are expected to occur and when they will affect

profit or loss

0.-I 1-2 2-3 3-4 4-5 5-10 10-20 Over 20

Hedged forecast cash flows years years years years years years years years Total

expected to occur En Em Em Em Em Em Em Em

Forecast receivable cash flows 985 779 667 554 423 1323 407 45 5183

Forecast payable cash flows 1.732 1.614 1390 1059 890 2.880 1397 257 11219

0-1 1-2 2.3 3-4 4-5 5-10 10-20 Over 20

Hedged forecast cash flows years years years years years years years years Total

affect profit or loss Em Em Em Em Em Em Em Em Em

Forecast receivable cash flows 871 758 659 545 421 1284 397 40 4978

Forecast payable cash flows 1701 1.576 1323 1023 878 2771 1337 128 10737

2008 007

Notional

amounts Assets UablIl8es

bn Em Em

Exchange rate contracts 792 353

Interest rate contracts 376 12

1168 361 172

Included above are derivatives held for hedging purposes as follows

2008

Assets Usbilitles A-s4s .lktM
Fair value hedging Em Em

Exchange rate contracts 225 54

Interest rate contracts 193

14 Debt securities

Group

UK US Other Mortgage and

central central central Bank and other easel

and local and local and local butdhig baciced

gcsernment goiernmant genernment society aecwlheatii Corporate Othernt Total

2008 Em Em Em Em Em Em Em Em

Held-for-trading 5372 9859 37519 4407 39879 17671 1573 116280

Designated as at fair value

through profit or loss 2085 510 472 89 236 1580 456 5428

Available-for-sale 11330 6152 32480 12038 62067 6501 2288 132856

Loans and receivables 114 8961 3749 161 12985

18787 16521 70471 16648 111143 29.501 4478 267549

Available-for-sale

Gross unrealised gains 41 41 1104 1372 1238 332 266 4394

Gross unrealised losses 166 3457 146 3533 448 80 7830
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Heldfortrading 111.30 2.6/0 60352- /.830 62430 35769 1216 19Ueill

Designated as at fair value

through profit or loss 223 317 101 134 340 2125

Available-for-sale 1034 2153 31347 1Li335 .36uU7 5.52- 3747 95535

Loans and receivables 14 72 2.612

i3.8ci iA.136 19.81913-0051 44445 /.490 294636

Available-for-sale

Gross unrealised gains 29 14 56 12 16 22 15

Gross unrealised losses 133 42 181 312 103 593

Notes

11 Indudes securities issued by US federal agencies and gesernmenl sponsored entities

indudes son asset backed securities issued by US federal agencies and gonernurent sponsored entities

DurIng 2008 the Group reclassified financial assets from the held-for-trading and available-for-sale categories into the loans and receivables calegory and from the held-for-trading category into

the avalIabln-forn8le category see page 208

The following table analyses by issuer the Groups available-for-sale debt securities by remaining maturity and the related yield based on weighted

averages

Afteribut After5but

k%lthin year wIthin years wIthin 10 years Mer 10 years Total

Amount Yieid Amount Yield Amount Yield Amount Yield Amount Yield

Em Em Em Lie Em

UK central and local government 9320 2.0% 1307 3.8% 670 72% 33 4.6% 11330 2.5%

US central and local government 37 3.6% 232 3.9% 4980 3.8% 903 5.6% 6152 4.0%

Other central and local government 4770 3.5% 9046 4.3% 18655 3.2% 3.2% 32480 3.5%

Bank and building society 5753 2.2% 3919 3.7% 2046 4.8% 320 3.3% 12038 3.0%

Mortgage-backed securities II 2806 4.1% 13286 2.6% 17510 3.9% 28465 4.6% 62067 3.9%

Corporate 1.024 4.6% 3454 5.1% 1565 7.4% 458 3.5% 6.501 5.4%

Other 202 3.4% 298 3.9% 1134 4.5% 654 4.4% 2288 4.2%

Total fairvalue 23912 2.7% 31542 3.5% 46560 3.8% 30842 4.6% 132.856 3.7%

Notes

11 indudes securities issued by US federal agencies and giwernment sponsored entities

indudes non asset backed securities Issued by US federal agencies and gouornmenl sponsored entilies

The table below shows the fair value of available-for-sale debt securities that were in an unrealisod loss position at 31 December

Less than 12 months More than 12 months Total

Gross Gross Gross

unrealised unreailsed unrealised

Fair value losses Fair value losses Fair value losses

99 Em Em Em Em Em Em

US central and local government 260 10777 163 11037 166

Other central and local government 17939 3450 39 17978 3457

Bank and building society 1402 95 1192 51 2594 146

Mortgage-backed securities 15.032 2840 25033 693 40.065 3533

Corporate 618 267 2326 181 2944 448

Other 21 235 79 244 80

35.260 6656 39602 1.174 74862 7830

Notes

Indodes securities issued by US federal agencies and gouornmenl sponsored entities

indudes non asset-backed securities issued by US federal agencies and gcmernment sponsored entities

Gross gains of 1633 million 2007 60 million and gross losses of 1411 million 2007 12 million were realised on the sale of available-for-

sale securities
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Notes on the accounts conUnued

14 Debt securities trUEd evidence of impairment when considered with other available

Impairment losses on available-for-sale debt securities are recognised information decline in the fair value of financial asset below its cost

when there is objective evidence of impairment The Group reviews its or amortised cost is not necessarily evidence of Impairment

portfolios of available-for-sale financial assets for such evidence which Determining whether objective evidence of Impairment exists requires

includes default or delinquency in interest or principal payments the exercise of management judgment The unrecognised losses on the

significant financial difficulty of the issuer or obligor and it becoming Groups available-for-sale debt securities are concentrated In its

probable that the issuer will enter bankruptcy or other financial portfolios of mortgage-backed securities and of securities issued by

reorganisation However the disappearance of an active market central and local governments other than the UK and the US The losses

because an entitys financial instruments are no longer publicly traded is reflect the widening of credit spreads as result of the reduced market

not evidence of impairment Furthermore downgrade of an entitys liquidity In these securities and the current uncertain macro-economic

credit
rating is not of itsel1 evidence of impairment although it may be outlook in US and Europe The underlying securities remain unimpaired

15 EquIty shares

Held-for-trading

Designated as at fair value through profit or loss

Available-for-sale

2008

Listed Unlisted k8al id 1kt
Lie Lm

15894 1160 17054 33$t ijC 37..13

1340 761 2101

4.882 2293 7175 2i Y92 7M11

22116 4214 26330 4174 11852 5O2

Available-for-sale

Gross unrealised gains 1505 172 1677 3487 150 3.597

Gross
unrealised_losses 225 103 328 10

Gross gains of 190 million 2007 475 million and gross losses of Unquoted equity Investments whose fair value cannot be reliably

70 million 2007 million were realised on the sale of available-for- measured are carried at cost and classified as available-for-sale

sale equity shares financial assets They include capital stock redeemable at cost in the

Federal Home Loan Bank and the Federal Reserve Bank of 0.9 billion

Dividend income from available-for-sale equity shares was 281 million 2007 0.5 billion that the Groups banking subsidiaries In the US are

2007 137 million 2006 92 million required to hold and number of Individually small shareholdings in

unlisted companies Disposals In the year generated no gains or losses

2007 0.5 million gain 2006 56 million gain

RBS Group Ann tor1 ar0 Aoun 2508



16 Investments In Group undertakings

Investments in Group undertakings are carned at cost less impairment Movements during the year were as follows

At January

Currency translation and other adjustments

Additional investments in Group undertakings

Impairment of investment in RFS Holdings B.V

Disposals

Additions

At 31 December

2008

43542 2i.734

2839

10323 63
14321

213

26 1i$6

42196 3.547

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 and ABN AMRO The Royal Bank of Scotland plc RBS

Insurance Group Limited and RFS Holdings B.V are directly owned by

the company and all of the other subsidiary undertakings are owned

directIt or Indirectly through intermediate holding companies by these

companies All of these subsidiaries are included In the Groups

consolidated financial statements and have an accounting reference

date of 31 December

Notes

The company does not hold any of the NatVst preference shares In suue

Couttu Co is thccjpootted with unfimited Kabtitty Its registered office IS 440 Strand London W32R OQ
Ulster Bank Limited end Its subsidiaries also operate in the Republic of Ireland

RFS HoldIngs av RFS owns 100% of the outstanding shares of AEN AMRO Holding NV ABN AMRO The company ownS 38% ci RFS the balance of shares IS held by the state of the

Nethertand successor to Foils NV Forfe SMP.t and Banco Santanrier S.A the consortium members Although the company does not control majority of the voting rights in RFSthrough

the terms of the Consortium and Shareholders Agreement and RFSs ktlcles of Assodatlon It controls the board of RFS and RFS Is subsidiary of the company The capital and Income tights

of shares Issued by RFS are linked to the net assets and income of the ABN AMRO busIness units Which the lndfedual consortium members hare agreed to acquU

The above information is provided in relation to the principal related undertakings as permitted by Section 2315 of the Companies Act 1985 Full

information on all related undertakings will be included iii the Annual Return delivered to the Registrar of Companies for Scotland

counlryof

incorporation

Nature of and p.lnGpaI Group

business area of operation interest

The Royal Bank of Scotland plc Banking Great Britain 100%

National Westminster Bank Plc Banking Great Britain 100%

Citizens Financial Group Inc Banking US 100%

Coutts Co Private banking Great Britain 100%

Greenwich Capital Markets Inc Broker dealer US 100%

RBS Insurance Group Limited Insurance Great Britain 100%

Ulster Bank Limited Banking Northern Ireland 100%

ABN AMRO Bank N.y 14 Banking The Netherlands 38%
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Notes on the accounts continued

17 IntangIble assets

Gaip

Core Other Internay

deposit purchased generated

Goodwil intangibles kitanes software Total

2008

Cost

At January 2008 42.953 2344 3489 3882 52668

Transfers to disposal groups 3692 240 105 146 4183

Currency translation and other adjustments 8905 680 961 214 10.760

Acquisition of subsidiaries 524 524

Additions 23 602 625

Disposal of subsidiaries 3066 3.073

Disposals and write-off of fully amortised assets 21 26
At 31 December 2008 45624 2780 4367 4524 57295

Accumulated amortisation and impairment

At January 2008 238 223 2291 2752

Transfer to disposal groups 37 37
Currency translation and other adjustments 150 210 69 429

Disposals and write-off of fully amortised assets 19 23
Charge for the year 337 582 651 1570

Write down of goodwill and other intangible assets 30062 685 1355 453 32555

At 31 December 2008 30062 1407 2369 3408 37246

Net book value at 31 December 2008 15562 1373 1998 1116 20049

Cost

At January2007 559 26 275 2542 07

Currency translation and other adjustments 105 177 52 1521

Acquisition of subsidiaries 23917 t9 74 .O34 711 29716

Additions

Goodwill written off 40 340

Disposals and write-off of fully amortised assets 54 871

At 31 December 2007 42.953 2.34i 3459 3.873 52.6513

Accumulated amortisation

AtlJanuary2007 127 97 1.943 2.15/

Currency translation and other adjustments

Disposals and write-off of fully amortised assets 60 II

Charge for the year continuing operations 11 124 .101 536

Charge for the year discontinued operations .- 14 2.1

At31 December2007

Net book value at 31 December 2007 4959 2.06 3296 1591 49.9
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lipairrrwnt review

The Groups goodwill acquired in business combinations is reviewed

annually at 30 September for impairment by comparing he recoverable

amount of each cash generating unit CGU to which
goodwill has been

allocated with Its
carrying value In

light of the unprecedented market

conditions the review has been updated to reflect the latest position as

at 31 December 2008

The Group recognised goodwill of 23.3 billion 33.5 billion following

the preliminary allocation of fair values since
acquiring

ABN AMRO on

17 October 2007 On final allocation of fair values goodwill of 23.9

billion 34.2 billion was recognised see Note 34 of which 17.6

billion 25.3 billion was attributable to
minority interests Of the

minority interests goodwill 5.4 billion 5.7 billion was in respect of

Santander acquired businesses which were subsequently sold during

2008 The remaining goodwill in respect of the State of the Netherlands

minority interest of 18.8 billion 19.6 billion was reduced in part by

2.7 billion 2.9 billion following the sale of the Asset Management

business with 14.6 billion 15.2 billion of the remainder subsequently

impaired following the acquisition by the State of the Netherlands for

6.2 billion 6.5 billion In addition further 1.1 billion 1.2 billion

impairment was recognised on other intangible assets attributable to the

State of the Netherlands acquired businesses

On the finalisatlon of the allocation of fair values goodwill arising on the

acquisition of ABN AMRO attributable to the Group has been allocated

to those CGUs which are expected to benefit from the synergies of the

combination based on their relative values In addition following the

reorganisation of the Group reporting structure NatWest and Citizens

goodwill was reallocated to the appropriate CGU5

The CGUs where the goodwill arising is significant principally on the

acquisitions of NatWest Charter One ABN AMRO and Churchill are

as follows

RBS Insurance

Global Banking Markets

UK Corporate Banking

Retail

Wealth Management

Citizens Retail Banking

Citizens Commercial Banking

Citizens Consumer Financial Services

RecceraUe
amount

based on

Fair value less costs to sell

Fair value less costs to sell

Fair value less costs to sell

Fair value less costs to sell

Fair value less costs to sell

Value in use

Value In use

Value in use

000dwil at

30 September

Em

1064

2346

1630

4278

1.100

2067

2274

1701

The analysis of goodwill by operating segment is shown in Note 38

Goodwill

Reccwerabte prim to

amount write down

2008 based on Em

Global Banking Markets Value In use 8946
Global Transaction Services Value in use 3121

UK Retail Commercial Banking Value in use 6009

US Retail Commercial Banking Value in use 7405

Europe Middle East Retail Commercial Banking Value in use 1201

Asia Retail Commercial Banking Value in use 970

RBS Insurance Value in use 935

Write down

8946

4382

1201

863

Goodwia at

31 December

Em

312

6009

3023

107

935
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Notes on the accounts continued

17 IntangIble assets ixnnued

In 2007 the recoverable amounts for all CGUs except Citizens were

based on fair value less costs to sell Fair value was based upon

price-earnings methodology using current earnings for each unit

Approximate price earnings multiples validated
against independent

analyst information were applied to each CGU The multiples used were

in the range 9.5 13.0 times earnings after charging manufacturing

costs The goodwill allocated to Global Banking Markets UK

Corporate Banking Retail and Wealth Management principally arose

from the acquisition of NatWest in 2000 The recoverable amount of

these cash generating units exceeded their
carrying

value by over 15
billion The recoverable amount for RBS Insurance exceeded its

carrying value by over 1.5 billion The multiples or earnings would have

to be less than one third of those used to cause the value in use of the

units to equal their carrying value

In light of the unprecedented market turmoil fair value was increasingly

hard to appraise and consequently the Group has generally adopted

value in use tests for CGUs in 2008 based upon managements latest

five year forecasts The long-term growth rates have been based on

respective country GOP rates adjusted for inflation The risk discount

rates are based on observable market long-term government bond

yields and average industry betas adjusted for an appropriate risk

premium based on independent analysis

Goodwill in respect of Global Banking Markets
principally arose from

the acquisition of ABN AMRO in October 2007 The failure of number

of banks and severe weakness in the global economy during the

second half of 2008 resulted in fundamental reappraisal of business

forecasts leading to the conclusion that the Global Banking Markets

business at 31 December 2008 could support no goodwill allocated

from the ABN AMRO or NatWest acquisitions In addition impairments

were recognised in respect of intangible assets and certain property

plant and equipment the customer relationship intangible was impaired

by 0.9 billion and capitalised software was impaired by 0.4 billion

The value in use was based on 3% terminal growth rate and pre-tax

discount rate of 19.5% The result was insensitive toreasonably

possible changes In key assumptions

The recoverable amount of the Global Transaction Services business

based on 3% terminal growth rate and 15.7% pre tax risk discount

rate exceeded its carrying value by more than 100% and was

insensitive to reasonably possible change in key assumptions The

goodwill arises principally from the global payments business acquired

through the ABN AMRO acquisition along with cash management and

corporate money transmission businesses
previously

in Citizens and

Regional businesses

UK Retail and Commercial Banking was formed at the beginning of

2008 when the Group brought together the businesses that use its UK

branch network It primarily comprised the UK Retail and Corporate

banks but excluded their transaction services business The recoverable

amount was equal to the carrying amount including goodwill arising

from the NatWest acquisition This is based on 4% terminal growth

rate and 15.9% pre tax risk discount rate 1% change in discount rate

or the terminal growth rate would change the recoverable amount by

over billion and billion respectively In addition 5% change in

forecast pre-tax earnings would change the recoverable amount by

approximately billion

The goodwill in Europe Middle East Retail and Commercial Banking

arose from the Groups interests in Ulster Bank Group principally arising

out of the acquisitions of NatWest and First Active The Irish economy

stalled in 2008 with the Government providing rescue packages to local

banks and forecasts within the eurozone economies have reduced

accordingly The Impairment review based on 3% terminal growth rate

and 14.1% pre-tax risk discount rate showed all goodwill associated

with the business was Impaired The result was insensitive to reasonably

possible changes in key assumptions

The Asia Retail and Commercial Banking business comprises much of

the Groups Wealth management business and retail operations in Asia

The outlook in the Asian economies has deteriorated and
falling

investment values have reduced the yield from managed portfolios The

allocated goodwill principally arising on the acquisition of ABN AMRO

was impaired by 862 million based on 5% terminal growth rate and

14% pre-tax risk discount rate 1% change in the discount rate or

similar change In the terminal growth rate would change the recoverable

amount by approximately 200 million and 100 million respectively

In addition 5% change in forecast pre-tax earnings would change

the recoverable amount by approximately 50 million

Further developments in the Groups US businesses have led to the

separation of the transaction services business with the retail and

commercial business being managed as single unit The 2007

impairment review indicated the recoverable amount of Citizens

exceeded its.carrying value by over 2.5 billion $5 billion using

terminal growth rate of 5% and pre tax discount rate of 16.5% In

2008 rates of 5% and 18% were used respectively and the recoverable

amount Indicated an impairment of 4.4 billion $6.4 billion 1%

change in discount rate or the terminal growth rate would change the

recoverable amount and hence goodwill impairment by over billion

$2 billion and 0.7 billion $1 biflion respectively In addition 5%

change in forecast pre-tax earnings would change the recoverable

amount by approximately 0.5 billion $0.8 billion

The goodwill allocated to RBS Insurance principally arose from the

acquisition of Churchill in 2003 The recoverable amount based on 3%

terminal growth rate and 14.6% pm tax risk discount rate exceeded the

carrying amount by over billion and was insensitive to reasonably

possible changes In key assumptions
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18 Property plant and equipment

Long Shert Computers Operating

Investment Freehold leasehold leasehold end other lease

properties premises premises premises equipment assets Tolal

2008 Em Em Em Em Em Em Em

Cost or valuation

At January2008 3.431 3645 215 1688 3929 11437 24345

Transfers to disposal groups 262 188 349 799

Currency translation and other adjustments 320 452 149 436 1313 2675

Acquisition of subsidiaries 30 31 61

Disposal of subsidiaries 57 5015 5074
Reclassifications 176 197 14
Additions 417 486 22 61 837 3794 5617

Expenditure on investment properties

Change in fair value of investment properties 86 86
Disposals and write-off of fully depreciated assets 222 113 18 68 645 2188 3254
At 31 December 2008 3868 4032 224 1867 4168 9334 23493

Accumulated impairment depreciation and amortisation

At January 2008 391 74 436 1952 2747 5600
Transfers to disposal groups 60 91 243 394

Currency translation and other adjustments 148 202 351

Disposal of subsidiaries 39 1447 1487
Reclassifications 17

Write-off of property plant and equipment 19 26

Disposals and write-off of fully depreciated assets 22 31 539 544 1136

Charge for the year 86 169 639 684 1584

At 31 December 2008 422 79 492 1.916 1635 4544

Net book value at 31 December 2008 3868 3610 145 1375 2252 7.699 18949

2007

Cost or valuation

At January2007 .1 25/2 310 ./54 3060 11189 23.586

Currency translation and other adjustments ii 173

Acquisition of subsidiaries 950 57 ifl ss i.soo

Reclassifications 41 31

Additions 630 309 2791 5033

Transfers to disposal groups ._ 131 422 149

Expenditure on investment properties 41 41

Change in fair value of investment properties 743 .. 714

Disposals and write-off of fully depreciated assets 2.332 533 120 11 sio 2.7 5039
At 31 December 2007 33.i 3.645 215 1688 39 13/ 24343

Accumulated depreciation and amortisation

At January2007 46t 96 3/4 160 2580 5260

Currency translation and other adjustments 11

Transfers to disposal groups 52 52
Reclassifications ._

Disposals and write-off of fully depreciated assets 122 32 25 132 610 021

Charge for the year continuing operations 73 87 100 727 1297

Charge for the year discontinued operations

At31 December 2007 371 74 435 1952 2747 5uUU

Net book value at 31 December 2007 3.131 3254 141 1.252 977 8.690 18745
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Notes on the accounts continued

18 Propeæ plant and equIpment xnu
2008

Em

Contracts for future capital expenditure not provided for in the accounts

at the year end excluding investment properties and operating lease assets 128 21

Contractual obligations to 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 The fair value of investment properties includes 172 million 2007

value of the Groups interest at the reporting date excluding any special 234 million of appreciation since purchase

terms or circumstances relating to the use or financing of the property

and transaction costs that would be incurred in making sale Rental income from investment properties was 257 million 2007

Observed market data such as rental yield replacement cost and useful 300 million 2006 278 million Direct operating expenses of

life reflect relatively few transactions Involving property that is not investment properties were 22 million 2007 49 million 2006

necessarily identical to property owned by the Group 54 million

Valuations are carried out by management with the support of qualified Property plant and equipment excluding Investment properties Include

surveyors who are members of the Royal Institution of Chartered 1132 million 2007 717 million assets in the course of

Surveyors or an equivalent overseas body The valuation as at construction

31 December 2008 for significant majority of the Groups investment

properties was undertaken by external valuers Freehold and long leasehold properties with net book value of nil

2007 451 million 2006Li 64 million were sold subject to

operating leases

19 Prepayments accrued Income and other assets

2008 20W 2008

Em Em

Prepayments 1949 1988

Accrued income 1206 121.1

Deferred expenses 709

Pension schemes in net surplus 36

Other assets 20502 11505 489 127

24402 15662 489 21
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20 DIscontinued operations and assets and liabilities of disposal groups

ProtftIJoaa from discontinued operations net of tax

2008 27
tn

Discontinued operations

Total income 2571 749

Operating expenses 1407 493

Insurance net claims 23
Impairment losses 564
Profit before tax 600

Gain on disposal 3859

Operating profit before tax 4459 55

Tax on profit 204
Tax on gain on disposal 33
Profit after tax 4222 sQ

Businesses acquired exclusively with view to disposal

Loss aftertax 251 135

Profitiloss from discontinued operations net of tax 3971 72

Discontinued operations reflect the results of Banco Real sold to Santander on 24 July 2008 There were no discontinued operations during 2006

Businesses acquired exclusively with view to disposal comprise those

ABN AMRO businesses including Banca Antonveneta Asset

Management and Private Eqult classified as disposal groups on the

acquisition of ABN AMRO on 17 October 2007 The Asset Management

business was sold to Fortis on April 2008 Banca Antonveneta

excluding its subsidiary interbanca was sold to Banca Monte dei

Paschi di Siena S.p.A on 30 May 2008

Cash flows attributable to discontinued operations

Included within the Groups cash flows are the following amounts attributable to discounted operations

2008

Li

Net cash flows from operating activities 124 1304

Net cash flows from
investing

activities 368 4341

Net cash flows from financing activities 339 125

Net Increase in cash and cash equivalents 287 3172

Assets and liabilities of dIsposal groups
2008 2tjf

Lm

Assets of disposal groups

Disposal groups and other disposals 66 295

Assets acquired exclusively with view to disposal 1515 45455

1581 45850

Liabilities of disposal groups

Liabilities acquired exclusively with view to disposal 859 29273
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Notes on the accounts continued

21 Settlement balances and short positions

2008 2fiF

Em

Settlement balances amortised cost 11741 17521

Short positions held-for-trading

Debt securities Government 32519 1.048

Other issuers 6374 25310

Equity shares 3643 .1.3

54277 071

22 Accruals deferred income and other liabilIties

.r
2008 2008

Em

Notes in circulation 1619 b.5

Current taxation 585 183O

Accruals 7531 t07
Deferred income 7640 1283

Other liabilities 14107 1b3i 40

31482 343u5 47

Note

Ii Other liabilities include mIllion 12007 million in respect of share-based compensation

Included in other liabilities are provisions for liabilities and charges as follows

Group Em

At January2008 168

Currency translation and other movements 12

Charge to income statement 116

Releases to income statement 42
Provisions utilised

____________________
32

At 31 December 2008 222

Note

Compnaes property provisions and oIlier provisions odsing in the normal cm.Jrse 01 business
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23 Deferred taxation

Provision for deferred taxation has been made as follows

Group Company

2008 2008

.f.rr fin

Deferred tax liability 4165 5430

Deferred tax asset 7082 t3 119

Net deferred tax 2.917 2.2

J/ .s
..... .rn

11

AtlJanuary200l ii7
Acquisition/disposals

of subsidiaries ..... .. .f
Charge/credit to

income statement .1 14 10 ..f

Chargelcredit to

equity directly 1. .. it ..

Other

At January2008 51 3384 886 606 619 233 1253 252 11 904 2281

Transfers to disposal groups 19 69 528 36 80 29 238 941

Acquisition/disposals

of subsidiaries 509 58 441

Charge/credit to

income statement 157 127 106 21 195 125 350 898 286 3079 63 3265

Credit/charge to

equity directly 476 547 317 10 709 2044
Other 31 267 350 46 84 445 201 38 516 389
At 31 December2008 382 3084 814 611 420 353 35 774 483 4730 166 2917

Cash

IFRS flow Total

Company transition hedging Other fin

At January 2007

Charge to equity directly

At January 2008

Credit/charge to income statement

Other

At 31 December 2008

Notes

Deferred tax assets are recognised as set out abave that depend on the avaitabtuty of future taxable preilts in excess of prof Is arising freer the raveraat of other temporary dlfference Business

prcec0ons prepared for Impairment redews see Note 171 indicate It Is probable that sufficient future taxable Income wil be available against winch to offset these recognised deferred tax assets

withIn years UK losses do not expire and Nethedands tosses expire after nine years In jurisdictions where doubt exists over the avaIlabilIty of future taxable proltt deferred lax assets of

1148 mltlon 2007- 687 miNion have not been recognised In respect of tax tosses carried forward of 5j79 melon 2007- 2043 miNion Of these losses 15 million writ expire within one

hear 137 million within five years and 5214 miNion thereafter The balance of tax tosses carded forward has no tine limit

Deferred tax liabilities of 980 miNion 2007- 977 mIllIon have not been recognised in respect of retained earnings Of overseas subsidiaries and held-over gain am the incorporation Of

overseas brend-eL Retained earnings of overseas subsidiaries are expected to be reinvested indefinitely or remitted to the UK free from further taxation No taxation Is expected to arise hi the

foreseeable future in respect of held-aver gaina
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Notes on the accounts continued

24 Insurance business

2008

Liti

Insurance premium income 6626 3376 6243

Reinsurers share 300 282 270

Net premium income 6326 13.087 5i3

Insurance claims 4603 4.742 4.550

Reinsurers_share 173

Net claims 4.430 4624 4.458

irC%

2008 2C
Insurance liabilities

Life assurance business

Unit linked insurance contracts 260 364

Other linked insurance contracts 3929 4031

Other insurance contracts 309 228

4498 4.1318

General insurance business 5478 5.168

9976 u1t2

General Insurance business

Claims and loss adjustment expenses

r$rt4c6

Notified claims 120.1 5.530

Incurred but not reported .s 66 1426

At January2007

Cash paid for claims settled in the year 33876 94

Increase/decrease in liabilities

arising from current year claims .1665 49 4.594

arising from prior year claims 53 2123 93
Net exchange differences

At 31 December 2007 0466 32853 0.203

Notified claims 3894 264 3630

Incurred but not reported 1.572 1573

At January 2008 5466 263 5203W

Cash paid for claims settled in the year 3969 97 3872

lncrease/decrease in liabilities

arising from current year claims 4079 45 4034

arising from prior year claims 241 66 307

Net exchange differences
S..

143 10 133

At 31 December 2008 5478 287 5191

Notified claims 4052 260 3792

Incurred but not reported 1426 27 1399

At 31 December 2008 5478 287 5191
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ii Provisions for unearned premiums and unexpired short-term insurance risks

rnrcc
Unearned premium provision

At January 2007 2650 43
Release in the year 98
At January2008 2.752 41 2711

Increase in the year 175 175

Release in the year 280 38 318
Net exchange differences 64 64

At 31 December 2008 2.711 79 2632

2008

Gross performance of life business life contracts

Opening net assets 604

Profit from existing business

Expected return 41 30

Experience variances 15 23
26

New business contribution 14

Operating assumption changes

investment return variances 46 ii
Economic assumption changes

Other 10
Closing net assets 588 604

Note

New business confilbuff on represents the present
valie

of future profits on new Insurance contract bustsess written during the year
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Notes on the accounts continued

24 Insurance business icortw1

n%p

Movement In provision for liabilities under life contracts and under linked and other investment contracts Lln

At January 2007 .2209 2246

Acquisition of subsidiaries 7775 3215

Premiums received 764 140

Fees and expenses 30 25
Investment return 251 93

Actuarial adjustments 493

Account balances paid on surrender and other terminations in the year 320

Exchange and other adjustments 65 75

At January 2008 4696 5555

Premiums received 868 330

Fees and expenses 21 38
Investment return 17 970

Actuarial adjustments 233

Account balances paid on surrender and other terminations in the year 734 455

Transfers to disposal groups 686

Exchange and other adjustments 591 904

At 31 December 2008 4498 5326

investment contracts are presented within customer deposits

changes In assumptions during the year were not material to the profit recognised

2008 27
Assets backing linked lIabilities Cr

Debt securities 4500 2899

Equity securities 4816 5.863

cash and cash equivalents
81

The associated liabilities are

Linked contracts classified as insurance contracts 4189 4398

Linked contracts classified as investment contracts 5208 5.43

There are no options and guarantees relating to life assurance contracts that could in aggregate have material effect on the amount timing and

uncertainty of the Groups future cash flows

The Group is exposed to insurance risk either directly through its Claims msnagsment risk

businesses or through using insurance to reduce other risk exposures The risk that claims are handled or paid inappropriately is managed

using range of IT system controls and manual processes conducted

Insurance risk is the risk of fluctuations in the timing frequency or by experienced staft These togetherwith range of detailed policies

seventy of insured events relative to the expectations of the Group at and procedures ensure that all claims arehandled in
timelt

the time of underwriting appropriate and accurate manner

Underwriting and pricing
risic Reinsurance risk

The Group manages underwriting and pricing risk throu9h the use of Reinsurance is used to protect against the Impact of major catastrophic

underwriting guidelines which detail the class nature and type of events or unforeseen volumes of or adverse trends In large Individual

business that may be accepted pricing policies by product line and by claims and to transfer risk that is outside the Groups current risk

brand and centralised control of policy wordings and any subsequent appetite

changes

Reinsurance of risks above the Groups 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
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ResrviriQ risk

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 fall due Claims development data provides information on the historical pattern of reserving risk

Accident veer

Cisirns rssrves The Groups focus is on high volume and relatIvely straightforward

It is the Groups policy to hold undiscounted claims reserves including products for example home and motoE This facilitates the generation of

reserves to cover claims which have been incurred but not reported comprehensive underwriting and claims data which are used to

IBNR reserves for all classes at sufficient level to meet all liabilities accurately price and monitor the risks accepted

as they fall due

2001 2002 2003 2004 2005 2006 2007

Em Em Em Em Em Em Em

2008 Total

Em EmInsurance claims gross

iiite or utmate c.laims ts
At end of accident year 2395 3013 3658 3710 4.265 4269 4621 4.080 30011

One year later 70 91 140 186 92 275 71 743
Two years later 20 106 88 147 77 397
Three years later 12 12 55 85 60 200
Four years later 40 17 47 31 135
Five years later 19 21 41
Six years later 11 20
Seven years later

Current estimate of cumulative claims 2.313 3046 3289 3320 3.966 3917 4550 4.080 28481

Cumulative payments to date 2235 2932 3060 2.977 3442 3121 3393 2052 23212
78 114 229 343 524 796 1157 2.028 5269

Liability in respect of prior years 91

Claims handling costs 118

Gross general insurance claims liability 5478

Accident year

2001 2002 2003 2004 2005 2006 2007 2008 Total

Insurance daims net of reinsurance Em Em Em Em Em Em Em Em Em

coii

At end of accident year 2011 2584 3215 3514 4168 4215 4572 4034 28313

One yearlater 61 59 106 168 67 261 90 694

Twoyears later 22 12 103 90 161 87 431
Three years later 13 53 81 64 188
Four years later 41 21 44 46 152
Five years later 24 23 46
Six years later 19 24
Seven years later

Current estimate of cumulative claims 1926 2578 2886 3129 3876 3867 4482 4034 26778

Cumulative payments to date 1873 2.492 2714 2.835 3364 3085 3347 2032 21742
53 86 172 294 512 782 1135 2.002 5036

Liability
in respect of prior years 42

Claims handling costs 113

Net general insurance claims liability 5191
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Notes on the accounts conUnued

24 Insurance business icortrue1

The following table shows loss ratios for each major class of business gross and net of reinsurance

2008

Earned Ctaims Loss iri .. i.rr1

premiums incurred ratio -lir
Em Em

Residential property Gross 1103 529 48 82 1.121 Sit

Net 1034 529 51 JIjI 59

Personal motor Gross 3173 2.679 84 3254 30 3364 131

Net 3075 2565 83 31tl 3.27.3 55

Commercial property Gross 194 79 41 211 55 218

Net 174 80 46 19i 60 196 38

Commercial motor Gross 143 130 91 142 75 90 09

Net 141 128 91 135 68 1111

Other Gross 994 422 42 551 .0 549 .37

Net 828 426 51 659 49

Total Gross 5607 3.839 68 3.545 73 5oSF

Net 5252 3.728 71 .314 75 5.459

The Group has no interest rate exposure from general insurance liabilities because provisions for claims under short-term insurance contracts are

not discounted

Frequency and severity of specifc risks and sources of
uncertainty Other commercial insurance contracts

Most general insurance contracts are written on an annual basis which Other commercial claims come mainly from business interruption and

means that the Groups liability extends for 12 month period after loss arising from the negligence of the insured liability insurance

which the Group is entitled to decline or renew or can impose renewal Business interruption losses come from the loss of income revenue

terms by amending the premium terms and conditions or both and/or profit as result of property damage claims Liability insurance

includes employers liability
and public/products liability Liability

The frequency and severity of claims and the sources of uncertainty for insurance is written on an occurrence basis and is subject to claims

the key classes that the Group is exposed to are as follows that are identified over substantial period of time but where the loss

event occurred during the life of the policy

Motor insurance contracts private and commercial

Claims experience is quite variable due to wide range of factors but Fluctuations in the social and economic climate are source of

the principal ones are age sex and driving experience of the driver uncertainty In the Groups business interruption and general liability

type and nature of vehicle use of vehicle and area accounts Other sources of uncertainty are changes In the Ia or its

interpretation and reserving risk Other uncertainties are significant

There are many sources of uncertainty that will affect the Groups events for example terrorist attacks and any emerging new heads of

experience under motor insurance including operational nsk reserving damage or types of claim that are not envisaged when the policy Is

risk premium rates not matching claims inflation rates weather the written

social economic and legislative environment and reinsurance failure risk

The following table shows the expected maturity of insurance liabilities

Property insurance contracts residential
and commercial up to twenty years excluding those linked directly to the financial assets

The major causes of claims for property insurance are theft flood escape backing these contracts 2008 4.1 89 millIon 2007 4398 million

of water fire storm subsidence and various types of accidental damage

The major source of
uncertainty In the Groups property accounts is the

volatility of weathec Weather in the UK can affect most of the above perils

Over longer period the strength of the economy is also factor

0-3 months 3-12 months 1-3 yeara 3-5 years 5-10 years 10-20 years

Em Em Em Em Em Em

623 1645 1899 903 487 532008

2007 712 179 1.961 Sc 595 33
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Liki bu4noss

The Groups three UK regulated life companies National Westminster

Life Assurance Limited NatWest Life Royal Scottish Assurance plc

RSA and Direct Line Life Insurance Company Limited are required to

meet minimum capital requirements at all times under the UK Financial

Service Authoritys Prudential Sourcebook The capital resources

covering the regulatory requirement are not transferable to 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 to price currency credit or interest risk on

unit linked life contracts but it is exposed to variation in management

fees decrease of 10% in the value of the assets would reduce the

asset management fees by million per annum 2007 million

The Group writes insurance contracts with minimum guaranteed death

benefits that expose it to the risk that declines in the value of underlylng

investments may increase the Groups net exposure to death risk

The Groups long-term assurance contracts include whole-life term

assurance endowment assurances flexible whole life pension and

annuity contracts 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 As required by IFRS

Insurance Contracts long term business provisions are calculated In

accordance with existing local GAAP UK accounting standard FRS 27

Life Assurance

Estimations assumptions including future mortality morbidity

persistency and levels of expenses are made in calculating actuarial

reserves Key metrics for the UK include

Assumptions zoos

Valuation inlerest rate

Term assurance 2.50% i.UU% 00%
Interest 2.50% 3.00%

Unit growth 3.70% .bi% 3.50%

Expense inflation 3.00% 4.00% 4.00%

Sample mortality rates expressed as deaths per million per annum for term assurance products age 40

Mortality

Male non-smoker 723

Male smoker 1.590 .830-

Female non-smoker 568 450 278

Female smoker 1277 1.3iiJ bIS

In 2007 the Group moved from the UK 80 series to the 00 series for mortality

Expenses
2008

Pre-2000 products RSA per annum

Lifestyle protection plan
29.30 5.i -5.YC$

Mortgage savings plan
65.92 W.Gt t3.I

Pre-2000 products NatWest Life

Term assurances 26.01 20.01 25Ui

Linked life bonds 26.01 25.11 L.3

Post-2000 products

Term assurances 23.17 3.1f

Guaranteed bonds 25.71 25.71 25.11
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Notes on the accounts continued

24 Insurance business

Frequency and severity of claims for contracts where death is the

insured risk the most significant factors that could increase the overall

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

For contracts with fixed and guaranteed benefits and fixed future

premiums there are no mitigating terms and conditions that reduce the

insurance risk accepted Participating contracts can result in

significant portion of the insurance risk being shared with the insured

party

Sources of uncertainty in the estimation of future benefit payments

and premium receipts- the Group 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 Groups experience mortality improvements and voluntary

termination behaviour

Sensitivity factor Description of sensitivity factor applied

Interest rate and investment return Change in market interest rates of 1%
The test allows consistently for similar 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 Increase In mortality/morbidity rates for assurance contracts of 5%

Annuitant mortality Reduction in
mortality rates for annuity contracts of 5%

The above sensitivity factors are applied via actuarial and statistical models with the following effect on the financial statements

1V
2008

Risk factor On

Interest rates 11
Interest rates 11

Expenses

Assurance mortality/morbidity

Limitations of sensitivity analysis the above tables demonstrate the

effect of change in key UK assumption whilst other assumptions

remain unaffected In reality such an occurrence is unlikely due to

correlation between the assumptions and other factors It should also

be noted that these sensitivities are non-linear and larger or smaller

impacts should not be interpolated or extrapolated from these results

The sensitivity analyses do not take into consideration that assets and

liabilities are actively managed and may vary at the time that any actual

market movement occurs
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25 Subordinated liabilities

2008 2C07 2008

______________ _____________________________________ Em Em

Dated loan capital 30162 23065 7.421 5565

Undated loan capital 11697 9330 1.071 761

Preference shares 2194 16811 1.822 1.377

Trust preferred securities 5101 3426

49154 35963 10314 7.743

Certain preference shares issued by the company are classified as liabilities these securities remain subject to the capital maintenance rules of the

Companies Act 1985

The following tables analyse the remaining maturity of subordinated liabilities by the final redemption date and the next callable date

Group

2009 2010 2011-2013 2014-2018 Thereafter Perpetual Tolel

2008-final redemption Em Em Em Em Em Em Em

Sterling 192 15 176 1458 370 6287 8498

US dollars 1308 342 1123 7435 561 7.655 18424

Euro 1865 1378 1991 7923 1957 4087 19201

ther 29 2284 34 677 3031

Total 3394 1735 3297 19100 2922 18706 49154

Group

Currently 2009 2010 2011-2013 2014-2018 Thereafter Perpetual Tolal

2008 call date Em Em Em Em Em Em Em Em

Sterling 192 752 1039 2.729 3.615 171 8498

US dollars 1833 3247 2.601 4.814 1951 2053 1925 18424

Euro 2351 3.137 5699 7021 942 51 19201

Other 500 405 922 954 250 3031

Total 1.833 6290 6895 12474 12655 6860 2147 49154

lV--2r12 Oi21/ nuirrr 4rC
2001 6ncl reCemptlon Cm Lii Cm Cm fin Cr

Sterling 191 34 i.60b 4i 3618 /849

US dollars 103 f5.3 620 z.-17 1n3 39115 132613

Euro /- i32 445 5/11 1/i
Other 2.06 425 45.3 2.903

Total 0r 2802 2.012 11tr9 3131 13.470 36013

4f/f2 Oi f2if rrnfnfl r6rC mini 1mm

2007 call date In fin liii Cm fin fin Cr

Sterling
194 49/ 2456 3.52 66 7841

US dollars 1347 1.192 2535 4463 1.676 1tiSl 13.265

Euro 17 1685 4.992 3.091 611 14.031

Other 43

Total 1.347 3333 4101 11.81 10093 596 205 38.043
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Notes on the accounts continued

25 Subordinated liabilities cortirudt

Company

2009 2010 2011-2013 2014-2018 Theceafter Perpetual Total

2008 final redemption Cm Cm Cm Cm Cm Cm Cm

Sterling 400 200 609

US dollars 415 717 1381 2863 2661 8037

Euro 1.668 1668

Total 424 717 1381 4931 2861 10314

Company

Currently 2009 2010 2011-2013 2014-2018 Thereafter Perpetual Total

2008call date Cm Cm Cm Cm Cm Cm Cm Cm

Sterling 199 400 609

US dollars 582 1511 682 1296 2710 1256 8037

Euro 1190 478 1668

Total 582 1520 881 2486 3588 1256 10314

019 20 r1Nr oio.rI or-r00o

2007 final reciempiton Or On Or 00 On tn

Sterling
19 611

US dollars 199 14 1104 2251 .95

Euro .24 132
Ibtal 39 1Q 144 1204 39.19 2134 7.743

.crrnuy 2000 2009 2i210 2000201 Irrr441nr frrrroJ 000

2001 roth date fr Or On On Or rn fry

Sterling 13 198 .390 311

US dollars 425 435 620 343 2I1$ .083 580
Euro 914 36/ 13261- 420 493 620 hiSS oo0 1069 /43
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Dated loan capital

2008

The company

US$400 million 6.4% subordinated notes 2009 278 .11.1

US$300 million 6.375% subordinated notes 2011 231 153

US$750 million 5% subordinated notes 2013 579 352

US$750 million 5% subordinated notes 2014 616

US$250 million 5% subordinated notes 2014 169 125

US$676 million 5.05% subordinated notes 2015 550

US$350 million 4.7% subordinated notes 2018 286 173

2709 158

The Royal Bank of Scotland plc

255 million 525% subordinated notes 2008 redeemed July 2008 192

300 million 4.875% subordinated notes 2009 298 228

1000 million 6% subordinated notes 2013 1083

US$50 million floating rate subordinated notes 2013 36 25

1000 million floating rate subordinated notes 2013 redeemed October 2008

500 million 6% subordinated notes 2013 487

150 million 10.5% subordinated bonds 2013 180 199

US$1250 million floating rate subordinated notes 2014 callable July 2009 862 5311

AUD59O million 6% subordinated notes 2014 callable October 2009 281 254

AUD41O million floating rate subordinated notes 2014 callable October 2009 195 82

AD700 million 4.25% subordinated notes 2015 callable March 2010 409 353

250 million 9.625% subordinated bonds 2015 311 289

US$750 million floating rate subordinated notes 2015 callable September 2010 513 374

750 million floating rate subordinated notes 2015 783 554

CHF400 million 2.375% subordinated notes 2015 257 58

CHF100 million 2.375% subordInated notes 2015 72 ii

GHF200 million 2.375% subordinated notes 2015 125 83

US$500 million floating rate subordinated notes 2016 callable October 2011 346 292

US$1500 million
floating rate subordinated notes 2016 callable Apnl 2011 1038

500 million 4.5% subordinated 2016 callable January 2011 511

CHF200 million 2.75% subordinated notes 2017 callable December 2012 129 59

100 million floating rate subordinated notes 2017 97 73

500 million floating rate subordinated notes 2017 callable June 2012 482

750 million 4.35% subordinated notes 2017 callable January 2017 770 548

AU0450 million 6.5% subordinated notes2017
callable February 2012 217 202

AUD45O million floating rate subordinated notes 2017 callable February 2012 214 199

US$1500 million floating rate subordinated callable step up

notes 2017 callable August 2012 1029 152

2000 million 6.93% subordinated notes 2018 issued April 2008 callable April 2018 2136

US$125.6 million floating rate subordinated notes 2020 87 94

1000 million 4.625% subordinated notes 2021 callable September 2016 1.019 724

300 million CMS linked floating rate subordinated notes 2022 303 228

144.4 million floating rate subordinated notes 2022 issued June 2008 callable June 2022 152

National Westminster Bank Plc

US$1000 million 7.375% subordinated notes 2009 697 507

600 million 6% subordinated notes 2010 623 174

500 million 5.125% subordinated notes 2011 488 375

300 million 7.875% subordinated notes 2015 379 3.13

300 million 6.5% subordinated notes 2021 376 350

Charter One Financial Inc

US$400 million 6.375% subordinated notes 2012 287 212

Greenwich Capita Holdings Inc

US$170 million subordinated loan capital floating rate notes 2009 116 89

US$100 million 5.575% senior subordinated revolving credit 2009 69 50

US$500 million subordinated loan capital floating rate notes 2010 Łallable on any interest payment date 342 212

First Active P/c

60 million 6.375% subordinated bonds 2018 callable April 2013 66 65
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Notes on the accounts continued

25 Subordinated iiablHties ocrdd
Dated loan capital connued

2006

On

Other minority interest subordinated issues 16

ABN AMRO and subsidiaries

113 million 7.50% subordinated notes 2008 redeemed January 2008
182 million 6.00% subordinated notes 2009

182 million 6.13% subordinated notes 2009

1150 million 4.63% subordinated notes 2009

250 million 4.70% CMS linked subordinated notes 2019

800 million 6.25% subordinated notes 2010

100 million 5.13% flip flop Bermudan callable subordinated notes 2017 callable December 2012
500 million floating rate Bermudan callable subordinated lower tier notes 2018 callable May 2013

1000 million floating rate Bermudan callable subordinated lower tier notes 2016 callable September 2011
13 million zero coupon subordinated notes 2029 callable June 2009

82 million floating rate subordinated notes 2017

103 million floating rate subordinated lower tier notes 2020

170 million floating rate sinkable subordinated notes 2041

15 million CMS linked floating rate subordinated lower tier notes 2020

1500 million floating rate Bermudan callable subordinated lower tier notes 2015 callable June 2010
million floating rate Bermudan callable subordinated lower tier notes 2015 callable October 2010

65 million
floating rate Bermudan callable subordinated lower tier notes 2015 callable October 2010

US$12 million floating rate subordinated notes 2008 rjeemed June 2008

US$12 million floating rate subordinated notes 2008 redeemed June 2008

US$165 million 6.14% subordinated notes 2019

US$72 million 5.98% subordinated notes 2019

US$500 million 4.65% subordinated notes 2018

US$500 million floating rate Bermudan callable subordinated notes 2013 redeemed September 2008

US$1500 million
floating rate Bermudan callable subordinated notes 2015 callable March 2010

US$100 million floating rate Bermudan callable subordinated lower tier notes 2015 callable October 2010

US$36 million floating rate Bermudan callable subordinated lower tier notes 2015 callable October 2010

US$1000 million floating rate Bermudan callable subordinated lower tier notes 2017 callable January 2012
AUD575 million 6.50% Bermudan callable subordinated lower tier notes 2018 callable May 2013
AuDi 75 million 7.46% Bermudan callable subordinated lower tier notes 2018 callable May 2013

26 million 7.42% subordinated notes 2016

million 7.38% subordinated notes 2016

256 million 5.25% subordinated notes 2008 redeemed July 2008
13 million floating rate subordinated notes 2008 redeemed June 2008
42 million 8.18% subordinated notes 2010

25 million 9.18% amortising MTN subordinated lower tier notes 2011

750 million 5% Bermudan callable subordinated upper tier notes 2016

US$250 million 7.75% subordinated notes 2023

US$150 million 7.13% subordinated notes 2093

US$250 million 7.00% subordInated notes 2008 redeemed April 2008

US$68 million floating rate subordinated notes 2009 161

US$12 million floating rate subordinated notes 2009

BRL5O million
floating rate subordinated notes 2013 61

BRL25O million floating rate subordinated notes 2013

BRL25O million floating rate subordinated notes 2014 16

BRL885 million floating rate subordinated notes 2014 161

BRL300 million floating rate subordinated notes 2014

PKRO.80 million floating rate subordinated notes 2012

MYR200 million subordinated notes 2017

TRY6O million subordinated notes
_____________________

In addihon the company has issued 0.5 million subordinated loan notes of 1000 each 1.95 mItten subordinated loan notes 08 US$1000 each and 0.4 mWion subordinated loan notes of 1000

each Those loan notes ate Indicted In the company balance sheet as loan capital but are redassifed as minoilty Interest Trust Preferred Securlhes on consdldatton see Note 26

Notes

Ill On.lent tome Royal Bank 08 scotland plc on subordinated basis

12 UnconditIonally guaranteed by the company

In the eatnl of certain changes In tax laws dated loan capital lessee may be redeemed In whole but not in part at the optIon 08 the insue at lIre principal amount thereof plus acorued Interest

sublect to prior regulatory approval

Except as stated aborue deters In respect 08 the Groups dated loan capital are subordinated to the deans of other creditors None of the Groups dated loan capital is secured

Interest on at floating rate subordinated notes is calculated by reference to market rates

Transferred to aanco Santander 5.A in July 2008

169 11
165 12/

1104 11.15

195 L31

795

89

455

923 70

72

89 313

205 l8l

10 ii

1419 1.08/

62 43

152 34

49

359

222

982

68 51

25 15

661

286 231

79 /3

28 20

i330

15 19

lb

728 642

173 12
104 75

121

251

83

40 30

34

30162 23065

236 RBS Group Ar1r1..l Rrxrt ar Acounr 2008



Undated loan capItal

2008

The company

US$350 million undated floating rate primary capital notes callable on any interest payment date 240 175

US$1200 million 7.648% perpetual regulatory
tier one securities callable September 2031 tI 831 606

1071 781

The Royal Bank of Scotland plc

150 million 5.625% undated subordinated notes callable June 2032 144 14

175 million 7.375% undated subordinated notes callable August 2010 190 183

152 million 5.875% undated subordinated notes redeemed October 2008

350 million 6.25% undated subordinated notes callable December2012 380 354

500 million 6% undated subordinated notes callable September 2014 565

500 million 5.125% undated subordinated notes callable July 2014 516 37

1000 million floating rate undated subordinated notes callable July 2014 966 742

500 million 5.125% undated subordinated notes callable March 2016 556 .199

200 million 5.625% subordinated upper tier notes calable September 2026 210 710

600 million 5.5% undated subordinated notes callable December 2019 677 595

500 million 6.2% undated subordinated notes callable March 2022 614 643

200 million 9.5% undated subordinated bonds callable August 2018 253 228

400 million 5.625% subordinated upper tier notes callable September 2026 397 397

300 million 5.625% undated subordinated notes callable September 2026 431 418

350 million 5.625% undated subordinated notes callable June 2032 364 365

400 million 5% undated subordinated notes callable March 2011 424 402

JPY25 billion 2.605% undated subordinates notes callable November 2034 217 163

CAD700 million 5.37% fixed rate undated subordinated notes callable May 2016 464 363

National Westminster Bank Plc

US$500 million primary capital floating rate notes Series callable on any interest payment date 343 25

US$500 million primary capital floating rate notes Series callable on any interest payment date 347 256

US$500 million primary capital floating rate notes Series callable on any interest payment date 346 255

400 million 6.625% fixed/floating rate undated subordinated notes callable October 2009 388 303

100 million floating rate undated step-up notes callable October 2009 97 74

325 million 7.625% undated subordinated step-up notes callable January 2010 363 357

200 million 7.125% undated subordinated step-up notes callable October 2022 201 25
200 million 11.5% undated subordinated notes callable December 2022 269 259

First Active plc

20 million 11.75% perpetual tier two capital 26 23

38 million 11.375% perpetual tier two capital
52 39

1.3 million floating rate perpetual tier two capital

ABN AMRO and subsidiaries

million 4.650% perpetual convertible financing preference shares redeemed October 2008

1000 million 4.310% perpetual Bermudan callable subordinated tier notes callable March 2016 824 535

11.697 9865

Notes

On-lent to The Royal Bank of Scotland plc on subordinated beds

The company can sahsfy interest payment obtlgahons by Issuing sufficient ordinary snares to appointed Trustees to enable stern en sdtlng these shares to settle the interest payment

Guaranteed by the company

Exchangeable at the option of the Issuer Into 200 m8lon 392% gross non-cumulative preference snares of eath of Natlonat Westminster Bank Plc at any time

51 Except as stated atomS clalms In respect of the Groups undated ben capital are subordinated to the daims of other creditore None of the Groups undated toes capital Is secured

plusaccrued

Interest subiect to prIor regulatory approsal

Interest on alt floating rate subordInated notes Is calculated by reference to market rates
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Notes on the accounts continued

760 .64

121 32

1064

5101 .3421

25 Subordinated liabilities 1niod
Preferenàe shares

2008 2f7

Em

The company

Non-cumulative preference shares of US$0.01

Series US$200 million 7.65% redeemable at option
of issuer 137 100

Series US$300 million 7.25% redeemable at option of issuer 205 150

Series US$850 million 5.75% redeemable September 2009 582 121

Non-cumulative convertible preference shares of US$0.01 iii

Series US$1000 million 9.118% redeemable March 2010 698 510

Non-cumulative convertible preference shareof 0.01

Series 200 million 7.387% redeemable December 2010 211 201

Cumulative preference shares of

0.5 million 11% and 0.4 million 5.5% non-redeemable

1834 1353

National Westminster Bank P/c

Non-cumulative preference shares of

Series 140 million 9% non-redeemable 145 143

Non-cumulative preference shares of US$25

Series US$300 million 7.7628% 21
215 110

2194 i4tll3

Noterr

Further details of the contractual terms of the preference shares are given In Note 27 on page 244

SerIes preference shares each carry gross divIdend of 8.625% Induslve of associated tax credit Redeemable at the option of the issuer at per

Trust preferred securities

2008

Eel

1250 million 6.467% redeemable June 2012 1325

US$750 million 6.8% redeemable March 2008 ii 514 314

US$850 million 4.709% redeemable July 2013 640 421

US$650 million 6.425% redeemable January 2034 677 344

A8N AMRO and subsidiaries

US$1285 million 6.03% Trust Preferred

US$200 million 6.25% Trust Preferred VI

US$1800 million 6.08% Trust Preferred VII

Note

The trust preferred securities iesued by subsidiaries hem no maturity dale and are not redeemable at the epSon 01 the holders at any time These securities may with Ste consent ci the UI

Financial Servktes Authority be redeemed by the issuer on the dates specif ed abone mon any Interest payment data thereafter They may also be redeemed In whole but not in part upon the

occurrence of certain tax and regulatory enerrt The company classifies its obligations to these subschatles as dated loan capital
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26 Mnodty Interests

At January 2007 5265 5263

Currency translation and other adjustments 1624 40

Acquisition of ABN AMRO i.5 9.28 32245

Profit attributable to minority interests 152 163

Dividends paid 121 1211

Losses on available-for-sale securities net of tax 50 5054 564

Movements in cash flow hedging reserves net of tax

Actuarial gains recognised in retirement benefit schemes net of tax

Equity raised 66 76

Equity withdrawn 201 53j 5531

At 31 December 2007 32.997 5391 38388

Currency translation and other adjustments 8098 1158 9256

Acquisition of outstanding ABN AMRO ordinary shares 356 356

Loss/profit attributable to minority interests 11244 412 10832
Dividends paid 285 285
Losses on available-for-sale securities net of tax 144 1303 1447
Movements in cash flow hedging reserves net of tax 831 831
Actuarial losses recognised in retirement benefit schemes net of tax 478 478
Equity raised 1071 1071

Equitywithdrawn 12571 1008 13579
At 31 December 2008 16183 5436 21618

ABN AMRO represents the other consortium members interests in RFS Holdings B.V The capital and income rights of shares Issued by RFS Holdings

B.V are linked to the net assets and income of the ABN AMRO business units which the individual consortium members have agreed to acquire

Other minority interests include trust preferred securities of 1821 million 2007 1821 million
and RBS China Sari of 1898 million 2007 2438

million Equity withdrawn in respect of ABN AMRO relates to distributions to consortium members

555

2008

Em

529

400

Included in minority interests are the
following trust preferred securities iii

US$950 million 5.512% redeemable September 2014 529

US$1000 million month US$ LIBOR plus 0.80% redeemable September 2014

500 million 4.243% redeemable January2016 337

400 million 5.6457% redeemable June 2017 400

1821 1821

Note

The trust preferred securities issued by subsidiwies have no maturity date and are not redeemable at tire opton of the holders at any time These securities may with tire consent of the UK

Financial Seriaces Authority be redeemed in whole or in part by the issuer on the dates specified abOve or ce any Interest pahment date thereafter They may also be redeemed le whole but not

In part upon tire occurrence of certain tax and regulatory everfle The company dessifies its obligations to these subeidiarles as dated loan captial
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Notes on the accounts continued

Number of shares thousands

Ordinary shares of 25p

Non-voting deferred shares of 0.01

Additional Value Shares of 0.01

Non-cumulative preference shares of US$0.01

Non-cumulative convertible preference shares of US$0.01

Non-cumulative preference shares of 0.01

Non-cumulative convertible preference shares of 0.01

Non-cumulative convertible preference shares of 0.25

Non-cumulative convertible preference shares of 0.01

Cumulative preference shares of

Non-cumulative preference shares of

2008 2008

39456005 10.0062i .i52.844 44603278 12.u049.5O79.319

2660556 201.556 266ob 32300000 230000u 32.30u.u0i

2700000 1u0000 00060

308015 .30521 .40.000 516000 19500 41000

1000 1.0u .000 3900 3.OuU 4900

2526 220 2200 66000 6O000 06000

3000 300 3000

900000 900000 00000
200 200 200 1000 1000 1.000

900 000 900 900 90u 900

5750 ibO 300000 300000300000

Movement in ordinary shares in issue during the year
Number of shares

thousands

At January2008 10006215

Shares issued in respect of the rights issue 6.123010

Shares issued In respect of the capitalisation issue 403468

Shares issued in respect of the placing and open offer 22909776

Other shares issued 13536

At 31 December 2008 39456005

27 Share capital
ad rij

January Issued 31 December 31 December

2008 dullng the year 2008 2008

Lm Liii Liii Liii

2501 7363 9864 11.151 3.013

27 323 323

Ordinary shares of 25p

Non-voting deferred shares of 0.01 27

Additional Value Shares of 0.01 27

Non-cumulative preference shares of US$0.01

Non-cumulative convertible preference shares of US$0.01

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

Non-cumulative convertible preference shares of 0.01

Cumulative preference shares of

Non-cumulative preference shares of 300 3CC
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Ordinary sharus

In June 2008 the company issued 6123 million ordinary shares of 25p

each at 200p per share by way of rights issue The rights issue was

on the basis of 11 new shares for every 18 shares held on May 2008

The net proceeds were 12 billion

In September 2008 the company issued 403 million ordinary shares of

25p each by way of capitalisation issue The capitalisation was on the

basis of one new share for every 40 shares held by shareholders on 12

September 2008

In December 2008 the company issued 22.910 million ordinary shares

of 25p each at 65.5p per share through placing and open offer This

placing and open offer which was fully underwritten by NM Treasury

was made available to shareholders on 31 October 2008 The net

proceeds were 14.7 billion

In addition 13.5 million ordinary shares were issued during the year

ended 31 December 2008 following the exercise of options under the

companys share schemes

Total consideration including the rights issue and placing and open

offer identified above of 27.3 billion was received on the issue of

ordinary shares for cash

During the year ended 31 December 2008 options were granted over

187.7 million ordinary shares under the companys executive and

sharesave schemes At 31 December 2008 options granted under the

companys various schemes exercisable up to 2018 at prices ranging

from 189p to 586p per share were outstanding in respect of 181.9

million ordinary shares

On 16 January 2009 further options were granted over 1176.1 million

ordinary shares under the companys sharesave scheme

In addition options granted under the NatWest executive scheme were

outstanding in respect of 0.8 million ordinary shares exercisable up to

2009 at prices ranging from 248p to 258p per share

Employee share trusts purchased 54.0 million ordinary shares at cost

of 63.7 million and awarded 3.3 million ordinary shares on receipt of

0.9 million on the exercise of awards under employee share schemes

The employee share trusts incurred costs of 0.3 million in purchasing

the companys ordinary shares

Prefererrc shares

In December 2008 the company issued million Series non-

cumulative preference shares of at 1000 each the net proceeds

being billion

On 19 January 2009 the Group announced that it had reached

agreement with HM Treasury and UK Financial Investments to replace

the billion of preference shares It holds with new ordinary shares

The offer of the new ordinary shares and redemption of the preference

shares are subject to shareholder approval at an Extraordinary General

Meeting

Under IFRS certain of the Groups preference shares are classified as

debt and are included in subordinated liabilities on the balance sheet

Other securities

Certain of the Groups subordinated securities in the legal form of debt

are classified as equity under IFRS

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-cumulatrve 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

on the next page plus dividends otherwise payable for the then current

dividend period accrued to the date of redemption
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Notes on the accounts continued

21 Share capital cr.iinid
Number Redemption Redemption

of shares Interest date on price Debt or

aass of preference share In Issue rate or after per share equltytil

Non-cumulative preference shares of US$0.01

Series million 7.65% 31 March 2007 US$25 Debt

Series 12 million 7.25% 31 March 2004 US$25 Debt

Series 34 million 5.75% 30 September 2009 US$25 Debt

Series 37 million 6.4% 30 September 2009 US$25 Equity

Series 40 million 6.35% 30 June 2010 US$25 Equity

Series 22 million 6.25% 31 December 2010 US$25 Equity

Series 27 million 6.75% 30 June 2011 US$25 Equity

Series 26 million 6.125% 30 December2011 US$25 Equity

Series 38 million 6.6% 30 June 2012 US$25 Equity

Series 64 million 7.25% 31 December 2012 US$25 Equity

Series 15000 7.64% 29 September 2017 US$100000 Equity

Non-cumulative convertible preference shares of US$0.01

Series million 9.118% 31 March 2010 US$1000 Debt

Non-cumulative preference shares of 0.01

Series 1.25 million 5.5% 31 December2009 1000 Equity

Series 1.25 million 5.25% 30 June 2010 1000 Equity

Series 26.000 7.09 16% 29 September 2017 50000 Equity

Non-cumulative convertible preference shares of 0.01

Series 200000 7.387% 31 December 2010 1000 Debt

Non-cumulative preference shares of

Series 750.000 8.162% October 2012 1000 Equity

Series million 12% December2013 1000 Equity

Notes

Those preference shares where the Group has an obligation to pay dMdends are Classified 05 debt those where distributions are discretionary are Classified as equity The conversion rights

attaching to the convertible preference shares may reach in the Group delioedng vanable number of egufly shares to preference shareholders these coosertlble preference shares are treated

as debt

The whole of each series of preference share Is Issued or redeemed at the same time

In the event that the non-cumulative convertible preference shares are company to vary or abrogate any of the rights attaching to the non-

not redeemed on or before the redemption date the holder may convert cumulative preference shares or proposing the winding-up or liquidation

them into ordinary shares in the company 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

Under existing arrangements no redemption or purchase of any non- resolution is to be proposed and are entitled to speak and vote on such

cumulative preference shares may be made by the company without the resolution but not on any other resolution In addition in the event that

prior consent of the UK Financial Services Authority prior to any general meeting of shareholders the company has failed to

pay in full the three most recent quarterly dividend payments due on the

On winding-up or liquidation of the company the holders of the non- non-cumulative dollar preference shares other than Series the two

cumulative preference shares will be entitled to receive Out of any most recent semi-annual dividend payments due on the non-cumulative

surplus assets available for distribution to the companys shareholders convertible dollar preference shares and the most recent dividend

after payment of arrears of dividends on the cumulative preference payments due on the non-cumulative euro preference shares the non-

shares up to the date of repayment pari passu with the cumulative cumulative sterling preference shares the Series non-cumulative

preference shares and all other shares of the company ranking pan dollar preference shares and the non-cumulative convertible sterling

passu with the non-cumulative preference shares as regards preference shares the holders shall be entitled to receive notice of

participation in the surplus assets of the company liquidation attend speak and vote at such meeting on all matters together with the

distribution per share equal to the applicable redemption price detailed holders of the ordinary shares In these circumstances only the rights of

in the table above together with an amount equal to dividends for the the holders of the non-cumulative preference shares so to vote shall

then current dividend period accrued to the date of payment before continue until the company shall have resumed the payment In full of

any distribution or payment may be made to holders of the ordinary the dividends in arrears

shares as regards participation in the surplus assets of the company

The series non-cumulative preference shares of each were issued

Except as described above the holders of the non-cumulative to HM Treasury The company subject to shareholder approval intends

preference shares have no right to participate in the surplus assets of to issue new ordinary shares by way of an open offer the proceeds will

the company be used to repay the preference shares issued to HM Treasury

together with the accrued dividend

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 adoption by the shareholders of the
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28 Owners equity

2006 211 21j5 2006 211 214

fnl

Called-up share capital

At January 2.530 5326 2.530 1315 326

Ordinary shares issued in respect of rights issue 1531 ... ...... 1531

Ordinary shares issued in respect of capitalisation issue 101 101

Ordinary shares issued in respect of placing and open offer 5.728 5728

Preference shares issued in respect of placing and open offer

Other shares issued 139 139

Bonus issue of ordinary shares 557 1515

Shares repurchased

At31 December 9898 2530 855 9.898 2530 3355

Paid-in equity

At January 1.073 1073

Securities issued during the year 1.073 1073

At31 December 1073 1073 1073 1073

Share premium account

At January 17322 12482 11777 17322 1.2482 1.777

Ordinary shares issued in respect of rights issue

net of 246 million expenses 10469 10469

Ordinary shares issued in respect of capitalisation issue 101 101

Expenses of placing and open offer 265 265
Other shares issued 46 6.25 53153 46 5.25t 5153

Bonus issue of ordinary shares 1.5.7t3 u.S/u

Redemption of preference shares classified as debt 159 271 59

Shares_repurchased 381i 381
At 31 December 27471 322 12.482 27471 r322 12.482

Merger reserve

At January 10881 10551 10881

Placing and open offer 14273 14273

Transfer to retained earnings 14.273 14.273

At 31 December 10881 0881 15.881

Available-for-sale reserve

At January 1.032 1528 10
Unrealised losses/gains in the year 6808 1915 2.609

Realised losses/gains in the year 842 513 313 rn

Tax 1373 208 R951

At 31 December 3561 1.03.2 1.525

Cash flow hedging reserve

At January 555 149 59

Amount recognised in equity during the year 603 4535 09
Amount transferred from equity to earnings in the year 198 138 40
Tax 84 192 11 ii

At 31 December 876 5551 51519 to

Foreign exchange reserve

At January 426 872u .139

Retranslation of net assets 11970 1.339 2159

Foreign currency losses/gains on hedges of net assets 5801 963 5318

Tax 642 /5

At 31 December 6385 126 53721

Capital redemption reserve

At January 170 1/0 153/ 170 1/53 153/

Shares repurchased during the year 13 13

At 31 December 170 70 170 170 70 1/0

Notes

01 the amount transferred to earnings 198 m8lon 2007- 138 milhcn 2006- 140 mWlOn was recorded In net interest Income and nIl 2007 and 2006-nil In other operaong Income

12 The hedging Instruments In the majority ci the Group net lrrssstment hedges are foraign currency borrowings the effecbvenens of these hedges Is assessed proepectivety and on an ongoing

basla by comparing anpected actual changes In the fair value ci the currency net Irsesitnents in forthgn enatkrns Sod anpected actual changes In the fair value of the extnrnal currency

liabliltes recciuding accrued Interest attributable to changes In the spot mcchange rate between the currency of the hwestinent and sterling

RBS Group Arru3 Retor1 256 Actouruts 2005 245



Notes on the accounts continued

28 Owners equity rruE

2008 2008 1.f

Retained earnings

Ati january 21072 4B 11346 3787 473 4194

Loss/profit attributable to ordinary and equity preference shareholders 23541 7.549 6493 9.602 2.490

Ordinary dividends paid 2312 3044 24701 2.312 13044 24101

Equity preference dividends paid 536 246 191 536 246 19
Paid-in equity dividends paid net of tax 60 60
Shares repurchased during the year 6241 621

Redemption of preference shares classified as debt 1521 f271 1521 271
Transfer from merger reserve 14.273 14.273

Actuarial losses/gains recognised in retirement benefit

schemes net of tax

Net cost of shares bought and used to satisfy share-based payments

Share-based oavments net of tax

1335 1.517 1262

19 1G 36

130

7.542 21012 467 5.550 316 4.737At 31 December

Own shares held

At january 61 115 fl

Shares purchased during the year 64 65 254

Shares issued under employee share schemes 21 19 46
At 31 December 104 161 115

Owners equity at 31 December 58.879 52038 40227 44.158 21677 1610

The merger reserve comprises the premium on shares issued to acquire Paid-in equity represents notes issued under the companys euro

NatWest less goodwill amortisation charged under previous GAAR No medium term note programme with par value of US$1600 million and

share premium was recorded in the company financial statements CAD600 million that are classified as equity under IFRS The notes

through the operation of the merger relief provisions of the Companies attract coupons of 6.99% and 6.666% respectively until October 2017

Act 1985 when they change to 2.67% above the London interbank offered rate for

3-month US dollar deposits and 2.76% above the Canadian dollar

UK law prescribes that only the reserves of the company are taken into offered rate respectively

account for the purpose of making distributions and In determining the

permissible applications of the share premium account Under the arrangements for the placing and open offer In December

2008 the company issued shares in exchange for shares in Encuentro

The Group optimises capital efficiency by maintaining reserves in Limited No share premium was recorded in the company financial

subsidiaries including regulated entities Certain preference shares and statements through the operation of the merger relief provisions of the

subordinated debt are also included within regulatory capital The Companies Act 1985 The subsequent redemption of these shares gave

remittance of reserves to the company or the redemption of shares or rise to distributable profits of 14273 million which have been

subordinated capital by regulated entities may be subject to maintaining transferred from merger reserve to retained earnings

the capital resources required by the relevant regulator

At 31 December 2008 61165254 200710474782 ordinary shares

of 25p each of the company were held by Employee Share Trusts in

respect of share awards and options granted to employees
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29 Leases

Minimum amounts receivable and payable under non-cancellable leases

tsar In whlcfl receIpt or pannent will occur

After year

WthIn but wIthin MarS

year years years Total

2008 On Lin Cm

Finance lease assets

Amounts receivable 1485 6112 12567 20164

Present value adjustment 613 2.004 3094 5711
Other movements 24 128 341 493
Present value amounts receivable 848 3.980 9132 13960

Operating lease assets

Future minimum lease receivables 918 2479 1141 4538

Operating lease obligations

Future minimum lease payables

Premises 567 1715 3299 5581

Equipment 12 12 24

579 1727 3299 5605

Finance lease assets

Amounts receivable 1.29 4203 it48 l1113

Present value adjustment 390 .766 3.167 36.3i3

Other movements 23 1Li 268nceivable 6173 1215

Operating lease assets

Future minimum lease receivables 103 .3046 1473 3.092

Operating lease obligations

Future minimum lease payablos

Premises 350 120 301 4.67/

Equipment 14 23

14 3.01 400

2008

Cm

Nature of operating lease assets In balance sheet

Transportation 5883 6.809

Cars and light commercial vehicles 1199 1390

Other 617 441

7699 8090

Amounts recognIsed as Income and expense

Finance lease receivables contingent rental income 37 23
Operating lease payables minimum payments 566 l22

Contracts for future capItal expenditure not provIded for at the year end

Operating leases 237

Finance lease receivables

Unearned finance income 5.711 5343

Accumulated allowance for uncollectible minimum lease receivables 96 63
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Notes on the accounts contriued

29 Leases ico5ud

Residual value exposures

The tables below give
details of the unguaranteed residual values included in the

carrying value of finance lease receivables see page 209 and

operating lease assets see page 223

Year in whith residual value wi be recoared

Men year After years

rMttrln but wSiln but wlUn MarS

year years years years Tube

_________________ Em Em Em Em Err

Operating leases

Transportation 794 130 1701 2103 4728

Cars and light commercial vehicles 577 195 182 962

Other 112 35 48 203

Finance leases 24 29 99 341 493

1507 389 2.030 2460 6386

Operating leases

Transportation .165 253 1752 2.505 5UUS

Cars and light commercial vehicles 331 457 916

Other 25 47 134 15

Fianceleases
______________________

23 23 115 266

2059 2ei 5.531

The Group provides asset finance to its customers through acting as lessor It purchases plant equipment and intellectual property ranting
them to

customers under lease arrangements that depending on their terms qualify as either operating or finance leases

30 Collateral and securitlsations The fair value and carrying value of securities transferred under

Securities repurchase agreements and lending transactions repurchase transactions included within debt securities on the balance

The Group enters into securities repurchase agreements and securities sheet were 80576 million 2007 107651 million All of these

lending transactions under which it receives or transfers collateral in securities could be Sold or repledged by the holdeE Securities received

accordance with normal market practice Generally the agreements as collateral under reverse repurchase agreements amounted to 89.3

require additional collateral to be provided If the value of the securities billion 2007 373.7 billion of which 49.0 billion 2007 337.8

falls below predetermined level billion had been resold or repledged as collateral for the Groups own

transactions

Under standard terms for repurchase transactions in the UK and US

markets the recipient of collateral has an unrestricted right to sell or

repledge it subject to returning equivalent securities on settlement of

the transaction
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Other collateral gIven
2008

Group assets charged as security for liabilities_________

Loans and advances to banks 13 753

Loans and advances to customers 118933 r3G-71

Debt securities 15.490 29.7Ol

Property plant and equipment

Other

134444 117.8fi

2008

Liabilities secured by charges on Group assets Em

Deposits by banks 15.429

Customer accounts 11050 6670

Debt securities in issue 58689 i35080

85168 274.13

Note

11 The table abwe includes assets used as callatefal foi central bank tquidity schemes

Of the assets above 91.3 billion 2007 62.0 billion relate to securitisations In securitisations debt securities are issued that are secured on

assets of the Group the rights to the cash flows from those assets are transferred to special purpose vehicles which issue debt securities The

holders of the notes are generally not able to sell or repledge the underlying assets The remaining balances mainly relate to assets charged as

security against deposits from central and federal banks and other public sector bodies

Securitlsations and other asset transfers

Continued recognition

The table below sets out the asset categories together with the carrying amounts of the assets and associated liabilities for those secuntisatlons and

other asset transfers where substantially all the risks and rewards of the asset have been retained by the Group

2008

Assets Uabllittee Lili.
Asset type Em Em

Residential mortgages 49184 20075 2362 23436

Credit card receivables 3004 3197 224
Other loans 1679 1071 1.iU .113

Commercial paper conduits 36395 35835 72513 31128

Finance lease receivables
_____________________________

1077 857 1280 03
91339 61035 SI .654 692ri

Contiluing nvolverrent

At31 December 2008 securitised assets were 1.1 billion 2007 18.1 billion retained interest 50 million 2007 1037 million subordinated

assets million 2007 314 million and related liabilities million 2007 314 million
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Notes on the accounts continued

31 CapItal resources

The Groups regulatory capital resources at 31 December in accordance with Financial Services Authority FSA definitions were as follows

Ba5eI II

2008

composition of regulatory capital Cr

Tier

Ordinary shareholders equity 45525 44M4

Minority interests 21619

Adjustment for

Goodwill and other intangible assets 20049 .18.492

Goodwill and other intangible assets of discontinued businesses 3232

Unrealised losses on available-for-sale debt securities 3687 030

Reserves arising on revaluation of property and unrealised gains on available-for-sale equities 984 .2221

Reallocation of preference shares and innovative securities 1813 318

Other regulatory adjustments 362 .24

Core Tier capital 47623 27324

Preference shares 16655 0.500

Innovative Tier securities 7353 6480

Tax on the excess of expected losses over provisions 615

Tier deductions 2429 n/a

Total Tier capital 69847 301

Tier

Reserves arising on revaluation of property and unrealised gains on available-for-sale equities 984 3.32

Collective impairment allowances 666 2.502

Perpetual subordinated debt 9829 9042

Term subordinated debt 23162 18.019

Minority
and other interests in Tier capital 11 .1

Tier deductions 2429

Total Tier capital 32223 HIO3

Tier 260 200

Supervisory deductions

Unconsolidated investments 404.4 4.297

Other deductions 111 5985

Total deductions other than from Tier capital 4155 10283

Total regulatory capital 98175 67374

It is the Groups policy to maintain strong capital base to expand it as

appropriate and to utilise it efficiently throughout its actMties to optimise

the return to shareholders while maintaining prudent relationship

between the capital base and the underlying risks of the business In

carrying out this policy the Group has regard to the supervisory

requirements of the FSA The FSA uses Risk Asset Ratio RAR as

measure of capital adequacy for UK banks comparing banks capital

resources with its risk-weighted assets the assets and off-balance

sheet exposures are weighted to reflect the inherent credit and other

risks by international agreement the RAR should be not less than 8%

with Tier component of not less than 4% The Group has complied

with the FSAs capital requirements throughout the year

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 overseas
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32 Memorandum Items

Contlngiait Isbililes and coiirrtertiC

The amounts shown in the table below are Intended only to provide an indication of the volume of business outstanding at 31 December Although the

Group is exposed to credit nsk in the event of non-performance of the obligations undertaken by customers the amounts shown do not and are not

intended to provide any indication of the Groups expectation of future losses

More than

years but

less than

years

La

Banking commitments and
contingent obligations which have been

entered into on behalf of customers and for which there are

corresponding obligations
from customers are not included in assets and

liabilities The Groups maximum exposure to credit loss in the event of

non-performance by the other party and where all counterclaims

collateral or security proves valueless is represented by the contractual

nominal amount of these instruments included in the table above These

commitments and contingent obligations are subject to the Groups

normal credit approval processes

Continqent liablties

Guarantees the Group gives guarantees on behalf of customers

financial guarantee represents an irrevocable undertaking that the Group

will meet customers obligations to third parties if the customer fails to

do so The maximum amount that the Group could be required to pay

under guarantee is its principal amount as disclosed in the table above

The Group expects most guarantees it provides to expire unused

Other
contingent

liabilities these include standby letters of credit

supporting customer debt issues and contingent liabilities relating to

customer trading actMties such as those arising from performance and

customs bonds warranties and indemnities

Commitments

Commitments to lend under loan commitment the Group agrees to

make funds available to customer in the future Loan commitments

which are usually for specified term may be unconditionally

cancellable or may persist provided all conditions in the loan facility are

satisfied or waived Commitments to lend include commercial standby

facilities and credit lines liquidity facilities to commercial paper conduits

and unutilised overdraft facilities

Other commitments these include documentary credits which are

commercial letters of credit
providing

for payment by the Group to

named beneficiary 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

1ustee and other fiduciary cLlvlties

In its capacity as trustee or other fiduciary role the Group may hold

or place assets on behalf of Individuals trusts companies pension

schemes and others The assets and their income are not included

in the Groups financial statements The Group earned fee income

of 1442 million 2007 695 million 2006 472 million from

these activities

he Financial Services Compensation Scheme

The Financial Services Compensation Scheme FSCS the UKs

statutory fund of last resort for customers of authorised financial

services firms pays compensation If firm is unable to meet its

obligations
The FSCS funds compensation for customers by raising

management expenses levies and compensation levies on the Industry

In relation to protected deposits each
deposit-taking

institution

contributes towards these levies in proportion to their share of total

protected deposits on 31 December of the year preceding the scheme

year which runs from AprIl to 31 March subject to annual maxima

set by the Financial Services Authority FSA In addition the FSCS has

the power to raise levies exit levies on firms who have ceased to

participate in the scheme and are in the process of ceasing to be

authonsed for the amount that the firm would otherwise have been

asked to pay during the relevant levy year The FSCS also has the power

to raise exit levies on such firms which look at their potential liability to

pay levies in future years

FSCS has borrowed from HM Treasury to fund the compensation costs

associated with Bradford Bingley Heritable Bank Kaupthing Singer

Friedlander Latidsbanki Icesave and London Scottish Bank plc These

borrowings are on an interest-only basis until September 2011 The

annual limit on the FSCS management expenses levy for the three years

from September 2008 in relation to these institutions has been capped

at billion per annum

The FSCS will receive funds from asset sales surplus cash flow or other

recoveries in relation to these institutions which will be used to reduce

the principal amount of the FSCSs borrowings Only after the interest

only period which is expected to end In September 2011 will schedule

More than

year but

Less than less than

year years

Em Em

Ovar

years

Em

2008

Em

Contingent liabilities

Guarantees and assets pledged as collateral security 29.350 7738 2898 9.276 49262 344
Othercontingent liabilities 9.093 6637 2252 4293 22275 16.479

38443 14375 5150 13.569 71537 61920

Commitments

Urtdrawn formal standby facilities credit lines and

other commitments to lend

lessthanoneyear 166572 166572 i%i.94

one year and over 22209 70301 62725 30591 185826 IbU60f

Other commitments 6715 309 1210 1.092 9326 367
195496 70610 63935 31683 361724 6.6 79
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Notes on the accounts continued

32 Memorandum Items tru
for repayment of any remaining principal outstanding after recoveries

on the borrowings be agreed between the FSCS and HM Treasury It is

expected that from that point the FSCS will begin to raise compensation

levies principal repayments No provision has been made for these

levies as the amount is not yet known and is unlikely to be determined

before 2011

The Group has accrued 150 million for its share of FSCS management

expenses levies for the 2008/9 and 2009/10 scheme years

lnvestlcJatlcns

The Groups businesses and financial condition can be affected by the

fiscal or other policies and other actions of various governmental and

regulatory authorities in the united Kingdom the European Union the

United States and elsewhere

The Group has engaged and Will continue to engage in discussions

with relevant regulators including in the United Kingdom and the United

States on an ongoing and regular basis informing them of operational

systems and control evaluations and issues as deemed appropriate or

required and it is possible that any matters discussed or identified may

result in
investigatory actions by the regulators increased costs being

incurred by the Group remediation of systems and controls public or

private censure or fines Any of these events or circumstances could

have material adverse Impact on the Group its business reputation

results of operations or share price

There is continuing political and
regulatory scrutiny of the operation of

the retail banking and consumer credit industries in the United Kingdom

and elsewhere The nature and impact of future changes in policies and

regulatory action are not predictable and are beyond the Groups

control but could have an adverse impact on the Groups businesses

and earnings

European Union

In the European Union regulatory actions included an inquiry into retail

banking in all of the then 25 member states by the European

Commissions Directorate General for Competition The inquiry

examined retail banking in Europe generally On 31 January 2007 the

European Commission announced that barriers to competition in certain

areas of retail banking payment cards and payment systems in the

European Union had been identified The European Commission

indicated that it will consider using Its powers to address these barriers

and will encourage national competition authorities to enforce European

and national competition laws where appropriate

In 2007 the European Commission issued decision that while

interchange is not illegal per Se MasterCards current multilateral

interchange fee MIF arrangement for cross border payment card

transactions with MasterCard and Maestro-branded consumer credit

and debit cards in the European Union are in breach of competition law

MasterCard was required by the decision to withdraw the relevant cross

border MlFs by 21 June 2008 MasterCard lodged an appeal against

the decision with the European Court of First Instance on March 2008

and on 12 June 2008 it announced that it would be temporarily

withdrawing its cross border MIF pending the outcome of the appeal

The Group has been granted leave to intervene in the appeal

proceedings Visas MlFs were exempted in 2002 by the European

Commission for period of five years up to 31 December 2007 subject

to certain conditions On 26 March 2008 the European Commission

opened formal inquiry into Visas current MIF arrangements for cross

border payment card transactions with Visa-branded debit and

consumer credit cards in the European Union There is no deadline for

the closure of the inquiry

United Kingdom

In the United Kingdom in September 2005 the Office of Fair Trading

OFT received super-complaint from the Citizens Advice Bureau

relating to payment protection insurance PPI As result the OFT

commenced market study on PPI in April 2006 In October 2006 the

OFT announced the outcome of the market study and on February

2007 following period of consultation the OFT referred the PPI

market to the Competition Commission CC for an in-depth inquiry The

CC published its final report on 29 January 2009 It found lack of

competition in the PPI market as result of various factors Including

lack of transparency and barriers to entry for standalone providers The

CC will therefore impose by Order range of remedies including

prohibition on actively selling
PPI at point of sale of the credit product

and for days thereafter ban on single premium policies and other

measures to increase transparency in order to Improve customers

ability to search and Improve price competition The deadline for

implementation will be 2010

The FSA has been conducting broad industry thematic review of PPI

sales practices and in September 2008 announced that it intends to

escalate its level of regulatory intervention The FSA is expected to

publish further update In 2009 Substantial numbers of customer

complaints alleging the mis-selling of PPI policies have been made to

banks and to the Financial Ombudsman Service FOS and many of

these are being upheld by the FOS against the banks Discussions

continue between the FSA the FOS and Industry bodies on how best to

handle these complaints Separately discussions are ongoing between

the FSA and the Group in respect of concerns expressed by the FSA

over certain categories of historic PPI sales

The OFT has carried out Investigations into Visa and MasterCard

domestic credit card interchange rates The decision by the OFT In the

MasterCard interchange case was set aside by the Competition

Appeals Tribunal in June 2006 The OFTs investigations
in the Visa

interchange case and second MasterCard interchange case are

ongoing The outcome is not known but these investigations may have

an impact on the consumer credit
Industry

in general and therefore on

the Groups business In this sector On February 2007 the OFT

announced that It was expanding its investigation into domestic

interchange rates to include debit cards

On 29 March 2007 the OFT announced that following an Initial review

Into bank current account charges it had decided to conduct market

study into personal current accounts in the United Kingdom and

formal investigation into the fairness of bank current account charges
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On 16
July 2008 the OFT published the results of its market study into

personal current accounts in the United Kingdom The OFT found

evidence of competition and several positive features in the personal

current account market but believes that the market as whole is not

working well for consumers and that the ability of the market to function

well has become distorted The OFT is currently consulting with the

banking industry consumer groups and interested parties on its report

After this consultation the OFT will decide on next steps which could

include further discussions or agreed remedies with the industry or

possibly reference of the market to the CC

The OFTs investigation into the fairness of bank current account

charges is ongoing On 12 August 2008 the OFT indicated to the Group

and other banks that although it had not concluded its investigation and

had reached no final view it had serious concerns that contractual

terms relating to Relevant Charges in personal current account

agreements were unfair under the Regulations The OFT is currently

consulting with the Group and other banks on this issue Given the

stage of the investigation the Group cannot reliably estimate the impact

of any adverse outcome of the OFTs market study or investigation upon

it if any However the Group is co-operating fully with the OFT to

achieve resolution of the matters under investigation

On 26 January 2007 the FSA issued Statement of Good Practice

relating to Mortgage Exit Administration Fees On March 2007 the

Group adopted policy of charging all customers the fee applicable at

the time the customers took out the mortgage or if later varied their

mortgage The Group believes that it is currently in compliance with the

Statement of Good Practice and will continue to monitor its performance

against those standards

United States

In July 2004 ABN AMRO signed written agreement with the US

regulatory authorities concerning ABN AMROs dollar clearing
activities

in the New York branch In addition in December 2005 ABN AMRO

areed to Cease and Desist Order with the Dutch Central Bank and

various US federal and state regulators This involved an agreement to

pay an aggregate civil penalty of US$75 million and voluntary

endowment of US$5 million in connection with deficiencies in the US

dollar clearing operations at ABN AMROs New York branch and OFAC

compliance procedures regarding transactions originating at its Dubai

branch ABN AMRO and members of ABN AMROs management

continue to provide Information to law enforcement authorities in

connection with ongoing criminal investigations relating
to ABN AMROs

dollar clearing activities OFAC compliance procedures and other Bank

Secrecy Act compliance matters The Cease and Desist Order with the

Dutch Central Bank was lifted on 26 July 2007 and the Cease and Desist

Order agreed with the US authorities was lifted on September 2008

Although no written agreement has yet been reached and negotiations

are ongoing ABN AMRO has reached an agreement in principle with the

US Department of Justice that would resolve all presently known aspects

of the ongoing investigation Under the terms of the agreement in

principle ABN AMRO and the United States would enter Into deferred

prosecution agreement in which ABN AMRO would waive Indictment and

agree to the filing of information in the United States District Court

charging it with certain violations of federal law based on information

disclosed in an agreed factual statement ABN AMRO would also agree

to continue co-operating in the United States ongoing investigation
and

to settle all known civil and criminal claims currently held by the United

States for the sum of US$500 million The precise terms of the deferred

prosecution agreement are still under negotiation

These compliance issues and the related sanctions and investigations

have had and will continue to have an impact on ABN AMROs

operations in the United States Including
limitations on expansion ABN

AMRO is actively exploring all possible options to resolve these issues

The ultimate resolution of these compliance issues and related

investigations
and the nature and seventy of possible additional

sanctions cannot be predicted

The New York State Attorney General has issued subpoenas to wide

array of participants In the sub-prime mortgage industry including

mortgage originators appraisers due diligence firms investment banks

and rating agencies focusing on the Information underwriters obtained

as part of the due diligence process from the independent due

diligence firms and whether that information Is adequately disclosed to

investors RBS Greenwich Capital has produced documents requested

by the New York State Attorney General principally related to sub-prime

loans that were pooled into one securitisation transaction

In addition to the above certain of the Groups subsidiaries have

received requests for information from various US 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 In particular

during March 2008 the Group was advised by the SEC that it had

commenced non-public formal Investigation relating to the Groups

US sub-prime securities exposures and US residential mortgage

exposures The Group and Its subsidiaries are co-operating with these

various requests for information and investigations

Lltiçatlort

United Kingdom

In common with other banks in the United Kingdom the Royal Bank and

NatWest have received claims and complaints from large number of

customers challenging unarranged overdraft charges the Charges as

contravening the Unfair Terms in Consumer Contracts Regulations 1999

the Regulations or being unenforceable penalties or both

On 27 July 2007 the OFT issued proceedings In test case against the

banks which was intended to determine certain preliminary issues

concerning the legal status and enforceability
of contractual terms

relating to the Charges Because of the test case most existing and

new claims in the County Courts are currently stayed the FSA

temporarily waived the customer complaints-handling process and there

is standstill of Financial Ombudsman Service decisions
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Notes on the accounts conUnued

32 Memorandum Items cWwriii

High Court judgment in April 2008 addressed preliminary issues in

respect of the banks contractual terms relating to the Charges in force

in early 2008 the Current Terms The judgment held that the Current

Terms used by the Royal Bank and NatWest are not unenforceable as

penalties but ii are not exempt from assessment for fairness under the

Regulations The Group in common with the other banks has accepted

that the ruling in the April judgment that the Current Terms are not

exempt from assessment for fairness applies also to sample of the

Royal Bank and NatWest contractual terms relating to the Charges in

force between 2001 and 2007 the Historic Terms The High Court

made an order to this effect in October 2008

The Group and the other banks have appealed against the rulings
in

April and October 2008 that the Current Terms and Historic Terms are

not exempt from assessment for fairness under the Regulations The

hearing of the appeal in relation to Current Terms took place before the

Court of Appeal in October and November 2008 The decision of the

Court of Appeal is expected shortly The appeal in relation to the

Historic Terms Is stayed pending the resolution of the appeal in relation

to the Current Terms

High Court judgments on further preliminary issues were handed down

in October 2008 and January 2009 These judgments primarily

addressed the question of whether certain Historic Terms were capable

of being unenforceable penalties The Judge decided that all of the

Royal Banks and most of NatWests Historic Terms were not penalties

but that term contained in set of NatWest 2001 terms and conditions

was contractual prohibition against using cord to obtain an

unarranged overdraft The Judge did not decide whether any charge

payable upon breach of this prohibition was penalty The Group has

not appealed that decision

The issues relating to the legal status and enforceability of the Charges

are complex The Group maintains that its Charges are fair and

enforceable and believes that it has number of substantive and

credible defences The Group cannot at this stage predict with any

certainty the final outcome of the customer claims and complaints

the appeals referred to above and any further stages of the test case

It is unable reliably to estimate the liability if any that may arise as

result of or in connection with these matters or Its effect on the

Groups consolidated net assets operating results or cash flows in

any particular period

United States

Proceedings including consolidated class actions on behalf of former

Enron securities holders have been brought in the united States against

large number of defendants including the Group following the

collapse of Enron The claims against the Group could be significant

the class plaintiffs position is that each defendant is responsible for an

entire aggregate damage amount less settlements they have not

quantified claimed damages against
the Group in particular The Group

considers that it has substantial and credible legal and factual defences

to these claims and will continue to defend them vigorously Recent

decisions by the US Supreme Court and the US Federal Court for the

Fifth Circuit provide further support for the Groups position The Group

is unable reliably to estimate the liability if any that might arise or its

effect on the Groups consolidated net assets operating results or cash

flows in any particular period

Group companies have been named as defendants in number of

purported class action and other lawsuits In the United States that relate

to the sub-prime mortgage business In general the cases involve the

issuance of sub-prime-related securities or the issuance of shares in

companies with sub-prime-related exposure where the plaintiffs have

brought actions against the issuers and underwriters including Group

companies of such securities claiming that certain disclosures made in

connection with the relevant offerings of such securities were false or

misleading The Group considers that it has substantial and credible

legal and factual defences to these claims and will continue to defend

them vigorously The Group does not currently expect that these

lawsuits indMdually or in the aggregate will have material impact on

its consolidated net assets operating results or cash flows in any

particular period

The company and number of its subsidiaries and certain indMdual

officers and directors have been named as defendants in number of

class action complaints filed in the United States District Court for the

Southern District of New York The complaints allege that public filings

in connection with the issuance of non-cumulative dollar preference

shares ADS including Series SerIes Series and Series

contained false and misleading statements and variously assert claims

under Sections 11 12 and 15 of the Securities Act 1933 Section 10 of

the Securities Exchange Act of 1934 and SEC Rule lOb-5 Plaintiffs

seek unquantifled damages on behalf of purchasers of these shares

The proceedings are In their initial stages The Group considers that it

has substantial and credible
legal

and factual defences to these claims

and will defend them vigorously The Group is unable reliably to estimate

the liability if any that might arise or Its effect on the Groups

consolidated net assets operating results or cash flows in any particular

period

Other disputes legal proceedings and litigation

Members of the Group are engaged in other litigation In the United

Kingdom and 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 material adverse effect

on its consolidated net assets operating results or cash flows in any

particular period
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33 Net cash outflowlinllow from operating activities

Operating loss/profit before tax

Operating profit before tax on discontinued activities

lncrease/decrease in prepayments and accrued income

Interest on subordinated liabilities

lncrease/decrease in accruals and deferred income

Provisions for impairment losses

Loans and advances written-off net of recoveries

Unwind of discount on impairment losses

Profit on sale of property plant and equipment

Profit on sale of subsidiaries and associates

Profit on sate of securities

Charge for defined benefit pension schemes

Cash contribution to defined benefit pension schemes

Other provisions utilised

Depreciation and amortisation

Write down of goodwill and other
intangible assets

Write down of investment in subsidiaries

Elimination of foreign exchange differences

Elimination of non-cash items on discontinued activities

Other non-cash items

Net cash outflow/inflow from trading activities

lncrease/decrease in loans and advances to banks and customers

Decrease/increase in securities

lncrease/decrease in other assets

lncrease/decrease in derivative assets

Changes in operating assets

Decrease/increase in deposits by banks and customers

Decrease/increase in insurance liabilities

lncreasdecrease in debt securities in issue

Decreasefincrease in other liabilities

Increase in derivative liabilities

Decrease/increase in settlement balances and short positions

Changes in operating liabilities

Total income taxes paid/received

Net cash outflow/inflow from operating activities

2008 ..l 2008

iJ LIn

40667 9832 9.186 10017 2372

4208 66

921 1662 322

2144 1518 1.3136 499 471

3961 615 115

8072 1968 1.811

2829 1.6621 1626

194 114 142

167 U41 216

943 6fl 44 487

342 54 3691

490 489 560

810 699 1136

32 211 42
3154 16.78

32581

... 14321

41874 111.2.62 .1616 1778 54
592 62

1998 3211 i.335

31579 21 i$j90 6103 2.r8

5.469 114829 ll0211 15542

75964 26.16/1 i6t63

5845 1364 671 73
708607 68948 18.615 995 1731

643957 208.22 13 16610 151

78166 l11615 63.091 4064 4677

186 6106 244

27222 99.735 4457 1794 10.936

8869 il036 926 32 In

699601 83.466 19i72 182 18

37864 4673 4068

601738 234589 83.153 5644 .15743

1540 2442 2229 119

75338 2604 17441 16032 4353

3.486

It

.11

.1.502

403

16.1

3131

42

54

3648
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Notes on the accounts continued

34 AnalysIs of the net Investment in business Interests and operations investment banking and other related financial activities

Intangible assets DurIng 2008 RFS acquired the remaining 1% of the ordinary shares of

Acquisition of ABN AMRO ABN AMRO

On 17 October 2007 the Group through its subsidiary RFS Holdings

By RFS acquired 99% of the ordinary shares of ABN AMRO Holding The provisional fair values of ABN AMROs assets and liabilities at the

N.y the holding company of major European banking group based in date of acquisition were finalised as follows

the Netherlands with subsidiaries that undertake commercial banking

Amendments

Pre-acqulalton Predsianat to prodsional Recognised

carrying Disposal lair value fair value acquisition

amounts groupeili adjuatmentsqt adjustments valueaisi

Cm Cm Cm Cm

7263 186 7077

120120 3646 116474

314287 26158 1843 699 285587

166018 3804 162214

86695 322 86373

4239 3522 4282 788 5787

2062 747 175 1485

32710 1357 180 33880

2987 38392 787 98 42068

160906 2808 321 322 158097

253583 13786 152 239947

134630 5937 776 551 128468

44748 36 44712

85491 417 85074

11748 868 685 61 10256

21268 271 1814 114 22925

2.377 24.123 26500

21630 3932 596 24966

Minority interests 242

Goodwill on acquisition 23851

Consideration 48575

Satisfied by

Issue of 531 million ordinary shares of the company 2719

Cash 45786

Fees and expenses relating to the acquisition
70

Consideration 48575

Net cash

Cash consideration 45856

Cash acquired 60093

14237

Notes

Banca Antonveneta SpA and AON AMROs asset management business were Identified as disposal groups on the acqsisltmn of ABN AMRO and sold during 2008 In addition under the terms of

the Consortium and Shareholders Agreement consortium members other than the Group agreed to acquir in due course venous ABN AMRO businesses Including opefationu in Brazil sold

July 2008 the conrinordal end retail businesses in the Netherlands the private clients business arid Interbanca

The Initial accounting for the acquisition was determined prcetslanaly at 31 December 2007 because at Its complesity and the limited lkn available between the acquisItIon and the preparation

of the 2007 financial statements The principal adJuslmennt exduding redussiltcatIon on finallskrg fair vaiues were

The Group methodology for calculating the fair value of trading financial instruments produced values 4ower by 524 mlon than those recorded by ASN ANRO

Following further work on IdentIfying Intangible assets additional customer ralatlonahip assets and core deposit Intangibles of 724 million have been recognised

Net assets of the Netherlands pension scheme have been reduced by 250 rnltlcn

dl The fair value of private equity irruesSnents was reduced by 98 miillon based on additional evidence presided by disposals In 200

The liability for instruments Issued by conduits should be Increased by 366 millIon

No material change was required to the deferred tax effect of fax value adJuutmerrt

It is estimated that the Group would have reported total income of 37.2 billion and profit after tax of 7.7 billion from continuing operations for the year

ended 31 December 2007 had all acquisitions occurred on January 2007 These results would not have been materially affected by the finalisation

of fair values

Cash and balances at central banks

Loans and advances to banks

Loans and advances to customers

Treasury and other eligible bills and debt and equity securities

Derivatives

Intangible assets

Property plant and equipment

Other assets

Assets of disposal groups iii

Deposits by banks

Customer accounts

Debt securities in issue

Settlement balances and short positions

Derivatives

Subordinated liabilities

Other liabilities

Liabilities of disposal groups

Net identifiable assets and liabilities
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OthDr acquistions and dispoaals

2008 21.f

Em

air value given for businesses acquired 1810 260 21

Cash and cash equivalents acquired

Non-cash consideration 17
Net outflow of cash in respect of purchases 1.827 275

Cash and cash equivalents in businesses sold 229

Other assets sold 739 16 36

Non-cash consideration 103

Profit on disposal

Net inflow of cash in respect of disposals 1579 102 308

Dividends received from joint ventures 89

Cash expenditure on intangible assets 2.411 435 310

Net outflow 2252 507 63

The Groups reported result from continuing operations for the year would not have been materially affected had all acquisitions occurred on

January 2008 The profit on disposal arises on the sales of Angel Trains Tesco Personal Finance and the European Consumer Finance business

during the year

35 Interest received and paid

2008 2001 2008 /00/

... Em Em Op

Interest received 52393 31552 24.38 794 457 504

Interest paid 31 .614 1i340fl 14656 1325 746 632

20.779 3145 9125 531 1269 38
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Notes on the accounts continued

36 Analysis of changes In financing during the year

3rj

Share capital Snare capital

share premium paid-in share preinkim paid-In

equity and merger reserve SubordInated Ilabtldes equity and merger resolve Subordinated tabitbes

2008 El 2008 2008 XJU 2008

Cm Cm Er Cm Lv Cm

At January 31.806 24.178 38.043 2i54 20925 32.97 7743 8.194

Issue of ordinary shares 49 77 49 77

Issue of other equity securities 4672 4.673

Placing and open offer 19741 19741

Rights issue 12.000 12000

Net proceeds from issue of

subordinated liabilities 2413 1918

Repayment of subordinated liabilities 1727 1708 469
Net cash inflow/outflow from financing 31790 4750 686 690 31790 4750 469
Acquisition of subsidiaries 2.719 10.256 2719

Transfer to retained earnings 14273 14273

Currency translation and other adjustments 159 10425 159 2571 iS

At 31 December 49323 .3180 49154 36043 38442 207i2 10314 43

37 AnalysIs of cash and cash equivalents

lrgr

2008 Cliri 2008 EriE

Cm Err Err Lie irE iv

At January

cash 52796 26.31 218 11 30

cash equivalents 96159 4.3273 27073 1568 645 1096

148955 71631 32.549 1573 68/ 113

Acquisition of subsidiaries 60.098

Disposal of subsidiaries 3.171

Net cash outflow/inflow 10859 17206 19102 3496 916 .169

At31 December 134925 148955 71651 5069 .573 657

Comprising

Cash and balances at central banks 12.007 17428 5S2
Treasury bills and debt securities 15623 6818 1596

Loans and advances to banks 107295 12.1709 64303 5069 1573 657

Cash and cash equivalents 134 925 145 069

Certain subsidiary undertakings are required to maintain balances with the Bank of England which at 31 December 2008 amounted to 393 million

2007 439 million Certain subsidiary undertakings are required by law to maintain reserve balances with the Federal Reserve Bank in the US

Such reserve balances were nil at 31 December 2008 2007 US$1 million ABN AMRO had mandatory reserve deposits of million at

31 December 2008 2007 million
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38 Segmental analysIs

Dvrsons

The directors manage the Group primarily by class of business and

present the segmental analysis on that basis The Groups activities

are organised as follows

Global Markets is focused on the provision of debt and equity

financing risk management and transaction banking services to

large businesses and financial institutions in the United Kingdom and

around the world Its activities have been organised into two

divisions Global Banking Markets GBM and Global Transaction

Services GTS in order best to serve the Groups customers whose

financial needs are global

GBM is leading banking partner to major corporations and

financial institutions around the world providing an extensive range

of debt and equity financing risk management and investment

services to its customers

GTS ranks among the top five global transaction services providers

offering global payments cash and liquidity management as well as

trade finance UK and international merchant acquiring and

commercial card products and services It includes the Groups

corporate money transmission activities in the United Kingdom and

the United States

Regional Markets is organised around the provision of retail and

commercial banking to customers in four regions the United

Kingdom the United States Europe and the Middle East and Asia

This includes the provision of wealth management services both in

the United Kingdom and Internationally

UK Retail Commercial Banking comprises retail commercial and

corporate banking and wealth management services-in the United

Kingdom It supplies financial services through both the Royal Bank

and NatWest brands

US Retail Commercial Banking comprises Citizens which is

engaged in retail and corporate banking activities through its branch

network in 13 states in the United States and through non-branch

offices in other states

Citizens Financial Group provides financial services through the

Citizens and Charter One brands

Europe Middle East Retail Commercial Banking comprises

Ulster Bank and the Groups combined retail and commercial

businesses in Europe and the Middle East

Ulster Bank provides comprehensive range of financial services

across the island of Ireland Its retail banking arm has network of

branches and operates In the personal commercial and wealth

management sectors while its corporate markets operations provide

services in the corporate and institutional markets

Asia Retail Commercial Banking holds prominent market positions

in India Pakistan China and Taiwan as well as presences in Hong

Kong Indonesia Malaysia and Singapore It provides financial

services across four segments affluent banking cards and

consumer finance business banking and international wealth

management which offers private banking and Investment services

to clients in selected markets through the RBS Coutts brand

RBS Insurance sells and underwrites retail and SME insurance over

the telephone and Internet as well as through brokers and

partnerships Its brands include Direct Line Churchill Privilege

Green Flag and NIG Direct Line Churchill 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 Italy The Intermediary and Broker division sells

general insurance products through Independent brokers

Group Manufacturing comprises the Groups worldwide

manufacturing operations It supports the Groups customer-facing

businesses and provides operational technology customer support

in telephony account management lending and money transmission

global purchasing property and other services

The Centre comprises group and corporate functions such as

capital raising finance risk management legal communications and

human resources The Centre manages the Groups capital

resources and Group-wide regulatory projects and provides services

to the operating divisions

RFS Holdings minority interest comprises those activities of ABN

AMRO that are attributable to the other consortium members

Share of shared assets comprises the Groups share of the

unallocated assets of ABN AMRO

Segments charge market prices for services rendered to other parts

of the Group with the exception of Group Manufacturing and central

items The expenditure incurred by Group Manufacturing relates to

costs principally In respect of the Groups banking and insurance

operations in the UK and Ireland These costs reflect activities that

are shared between the various customer-facing dMslons These

shared costs and related assets and liabilities are not allocated to

divisions in the day-to-day management of the businesses and the

results below reflect this 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 investments and subsidiaries Contribution are shown

in the following table
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Notes on the accounts contrued

38 Segmental analysis cirucii

Opating

Net Non- and Depredadon

interest Interest insurance and Impairment

1coIne income Total daims amorusatlon bases Ccnbjtbutcn

2008 Em En Em Em Em Em Em

Global Markets

Global Banking Markets 3490 6010 2520 3833 519 3643 10515
Global Transaction Services 909 1.563 2472 585 60 1818

Regional Markets

UK Retail Commercial Banking 6.999 3999 10998 2942 413 1964 5679

US Retail Commercial Banking 2106 904 3010 942 144 1041 883

Europe Middle East Retail Commercial Banking 1087 431 1.518 563 526 429

Asia Retail Commercial Banking 379 402 781 475 171 127

RBS Insurance 647 4919 5566 4464 40 42 1020

Group Manufacturing 202 11 213 3867 713 4793
Central Items 524 902 378 371 55 19 675
Share of shared assets 175 18 193 62 41 300

15764 5277 21041 18104 1832 7.432 6327
RFS Holdings minority interest 2911 1.916 4827 3303 843 640 41

15675 7193 25868 21407 2675 8.072 6286
Amortisation of intangibles 443 443

Integration and restructuring costs 1321 36 1357
Goodwill and other

intangibles write-downs 32581 32581

18.675 7193 25868 55309 3154 8072 40667

Global Markets

Global Banking Markets 808 f5ulr o819 2613 436 67 3.663

Global Transaction Services 55 163 1778 6431

Regional Markets

UK Retail Commercial Banking 6.602 .1504 11106 3.73 340 13613 6.225

US Retail Commercial Banking 1936 846 2761 844i 115 340 1476

Europe Middle East Retail Commercial Banking 958 386 1346 4531 18 769

Asia Retail Commercial Banking 123 230 355 245 24i 91

RBS Insurance U45 bt 4100 451 905

Group Manufacturing 1001 196 2983 774 31131

Central Items 69 141 12 486 13 552
Share of shared assets 54 30 31

11.524 8ulC 29534 159/3 1092 1930 10.039

RFS Holdings minority interest 54 04 332 53i 58 38 163

13 lCylr It/P

Amortisation of intangibles 40 222 2132

Integration costs 48 60 108
2.059 007 13038616534 1932 1965 9830

yJ

Global Markets

Global Banking Markets 1028 5.676 6704 2343 465 85 3811

Global Transaction Services 449 108 153o 334 1105

Regional Markets

UK Retail Commercial Banking 13.350 4223 10513 3011 34/ 1491 5/8
US Retail Commercial Banking 2941 249 2990 9101 56 160 1744

Europe Middle East Retail Commercial Banking 024 320 1.144 360 104 615

Asia Retail Commercial Banking 52 159 211 140 67

RBS Insurance 511 6.155 o619 4669 43 116

Group Manufacturing iSOl SO 1541 359 3503

Central Items 1470 79 649 1591 18 1231
10.596 140c 28002 15142 1568 18783 9414

Amortisation of intangibles
104 04

Integration costs 118 16 134

10596 7406 28002 i52130 1818 18Th 66
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2008 00 4100

Inter nor

External segment Total r..xrqri T5to Lr.4 snrnrr

Total revenue Em Em Em Cm Cm

Global Markets

Global Banking Markets 10324 13135 23459 3335 9544 54f 7535 15551

Global Transaction Services 3087 80 3167 2952 11 3.036 lu/S SOn

Regional Markets

UK Retail Commercial Banking 18.690 3718 22408 82.22 3820 22.042 6201 2804 lOon

US Retail Commercial Banking 5.031 5031 04 5163 5456 5458

Europe Middle East Retail

Commercial Banking 3572 738 4310 2940 191 313 2363 195 2.569

Asia Retail Commercial Banking 823 .350 1173 563 330 f393 2So 252 1/0

RBS Insurance 6177 33 6210 $.35 89 6422 6o65 52 6.441

Group Manufacturing 37 37 44 46 52

Central Items 700 13 405 15 105 rh

Share of shared assets 257 257 2.64 264

49.698 31459 81157 51497 24030 17.52 442o 758 53.254

RFS Holdings minority interest 9.703 24 9679 5/A 1255 1.2/9

Eliminations 31 435 31 435 iS 1f

59401 59401 S6uOl 6303 142..u 1.286

2008

Inter Into

External segment Total 1./loll rn4nnmn 091 L/0.rl

Total income Em Em Cm Cm or Co Cm or

Global Markets

Global Banking Markets 99 2.421 2520 6457 1.6364 6619 8315 1.6 6.04

Global Transaction Services 2000 472 2472 2134 356 7/i 1528 u30

Regional Markets

UK Retail Commercial Banking 12445 1.447 10998 1956 856 1106 11405 022 159/3

US Retail Commercial Banking 3049 39 3010 2831 156 2631 30/2 32 2.990

Europe Middle East Retail

Commercial Banking 2071 553 1518 1823 4/1 46 122P b.o

Asia Retail Commercial Banking 434 347 781 83 2.72 .355 2.19

RBS Insurance 5549 17 5.566 5640 5656 6682 17

Group Manufacturing 204 213 192 .1.1 196 159 211 180

Central Items 4798 4.420 378 35763 3.5.0.4 /2 13269 2.i2U 849

Share of shared assets 56 249 193 391 .39

20503 538 21041 29135 399 296.34 28022 23.002

RFS Holdings minority
interest 5365 538 4827 1231 3091 332

25.868 25868 .50366 30.366 iS022 263J62

Note

Segmental resuirs for 2007 and 2006 have been restated to reflect transfers of bunesses between Segments in 2008

2008

Coslto

acquire 101110

Exedaasets 1010000

and iritangide

Assets Liabittles assets AomO L1r1 04
Cm Cm Em Cr1 Jr 0111

Global Markets

Global Banking Markets 1672.158 1580.651 3105 l47354 1043060 2061

Global Transaction Services 23962 54109 /7730 58.905 15

Regional Markets

UK Retail Commercial Banking 249385 193.101 1447 21o821 196.674 1497

US Retail Commercial Banking 103940 91834 204 79078 67.84 171

Europe Middle East Retail Commercial Banking 66382 48397 5608 44 r2

Asia RetalI Commercial Banking 8284 15700 18 /582 11.629 14

RBS Insurance 12855 9086 61 12459 8.956 32

Group Manufacturing 6105 2.469 1235 5.6Sf 2.139 .001

Central Items 73575 156984 4065 /5.437

Share of shared assets 2047 2047 2/222 2/.222

2.218.693 2154.378 6076 1595084$ 153563/ 4685

RFS Holdings minority interest 182959 166776 174 245783 212736 u/S

2401652 2321154 6250 1.8.16829 1.749403 5561
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Notes on the accounts continued

38 Segmental analysis cuiti

2008 2i
Owners equity

Global Markets

Global Banking Markets 17100 9375

Global Transaction Services 1.202 507

Regional Markets

UK Retail Commercial Banking 9928 8.595

US Retail Commercial Banking 10035 1036$

Europe Middle East Retail Commercial Banking 1894 1652

Asia Retail Commercial Banking 396 149

RBS Insurance 3048 2645

Group Manufacturing 257 .19

Central Items 15019 19238

58879 53038

Note

11 Segmental results for 2007 heve been restated to retied transfers of businesses between segments ri
2008

Segmental analysis
of

goodwill
is as follows

M11Ji i4 Au 1db

cu .1u13i uu u.uuuu fruuf Ruitt

ur.kh4 F1r9tiC1r crrub C.uTmic.b C1flii.lii orriu1.ui 11db

uai buu Cl. Abc Uurriu ii r.Acl 111e.t 114

fl 141 14 41 14

At January 2007 .2l1 1.742 17 5.429 903 298 1.064 17389

Currency translation and other adjustments 227 ft .. 957 1.187

Acquisitions 4834 860 88 573 rn T.46.i 2797

Goodwill written off 40 41

At January2008 7342 2591 6172 5.392 1069 902 1064 18.421 42953

Transfers to disposal groups 3692 3692

Currency translation and other adjustments 1475 678 2013 173 225 4.336 8905

Acquisitions 448 42 28 524

Disposals 47 3017 3066

Write-down of goodwill 8946 44 46 4382 1.201 863 42 14538 30062

At31 December2008 317 3267 6124 3023 292 1029 1510 15562
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$373 5570 lu 2575 5.3031 .678 51353

030 2054 1.310 66 2O69 545 hu2e

3933 1114 55t 555 224 5861

1252 46c 345 ri 1292 i131 1.431

200 Srlt 142 4833 96 413/

5562 525 6uof 106 5981

22311 3004 3.330 531 3366 532 235.34

19 1135 23 9.342 163 9009

938064 340 42368 140337 8$08i3 245 7r33 .595060

902340 3s1Ioc 392.332 213202 742403 212.730 .5.$6u37

35714 13071 29690 12335 91425 32991 58a13

19u31 36541 82.316 24599 400099 21.000 39u99

j35 3135 1793 225 556 375 4855

Geographical segments

The geographical analyses in the tables below have been compiled on the basis of location of office where the transactions are recorded

Group

Less RFS

Hotdkigs

Rest of mna1ty

UK USA Eure the Meld Total Interest Group

2008 Em Em Em Em Em Em Em

Total revenue 23748 8.518 21112 6023 59.401 9679 49722

Net interest income 9853 2.790 5018 1014 18.675 2911 15764

Net fees and commissions 3728 1492 1.648 577 7445 1011 6434

Income from trading activities 7103 1.604 552 782 8477 352 8829

Other operating income 2337 49 528 41 1899 64 1963

Insurance premium income net of reinsurers share 5190 1136 6326 617 5709

Total income 14005 2727 6722 2414 25868 4827 21041

Operating loss/profit before tax 7989 5.809 26883 14 40667 15629 25038

Total assets 1304714 607511 368290 121137 2401652 182959 2218693

Total liabilities 1253814 592272 361590 113478 2321154 166776 2154378

Net assets attributable to equity owners and

minority interests 50900 15239 6700 7659 80498 16183 64315

Contingent liabilities and commitments 200763 131435 79941 21122 433.261 9272 423989

Cost to acquire property plant and equipment

and
intangible assets 3415 4.45 2204 186 6250 174 6076

Total revenue

Net interest income

Net fees and commissions

Income from trading activities

Other operating income

Insurance premium income net of reinsurers share

Total income

Operating profit before tax

Total assets

Total liabilities

Net assets attributable to equity owners

and minority interests

Contingent liabilities and commitments

Cost to acquire property plant and equipment

and intangible assets
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Notes on the accounts continued

38 Segmental analysis cnnu4i

.SA

Or

Total revenue 2ii52 941 463 1030 44.2813

Net interest income /541 2218 /09 68 IQ595

Net fees and commissions 3.443 .24 14 94

Income from trading actMties 1J9 108 44 /W
Other operating income 2/66 295 4.fl 12 3561

Insurance premium income net of reinsurers share 5604 iiti

Ibtal income 20939 4151 2.0139 21/ 26002

Operating profit before tax 6.053 2134 781 22 sibr

Total assets 5790/0 i57.4I 759 1957 85.1312

Total liabilities h5605 183.430 56602 811342

Net assets attributable to equity owners and minority interests 2470 13991 499 932 4549

Contingent liabilities and commitments 186.62 516/3 13244 1.159 2f4903

Cost to acquire property plant and equipment and intangible assets 3040 254 1427 12 4.40

39 Directors and key management remuneration

2008

Directors remuneration 000 044

Non-executive directors emoluments 1408 1081

Chairman and executive directors emoluments 7132 16451

contributions and allowances in respect of defined

contribution pension schemes 30

8543 17512

amounts receivable under long-term incentive plans 646 1.639

gains on exercise of share optionS 77 14/4

9266 20.88r

Retirement benefits are accruing to one director 2007 five under defined benefit schemes No directors 2007 one are accruing benefits under

defined contribution schemes

The executive directors may also participate
in the companys executive share option and sharesave schemes and details of their Interests in the

companys shares arising from their participation are given on page 165 Details of the remuneration received by each director during the year and

each directors pension arrangements are given on pages 164 to 168

2008

000 .416

16813 37751

13174 10051

708

__________________________________________________
2078 5165

32906 3368/

Compensation of key management

The aggregate remuneration of directors and other members of key management during the year was as follows

Short-term benefits

Post-employment benefits

Other long-term
496

Termination benefits 345

Share-based payments
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40 TransactIons with directors officers and others For the purposes of lAS 24 Related Party Disclosures key

At 31 December 2008 the amounts outstanding in relation to management comprise directors of the company and members of

transactions arrangements and agreements entered into by the Group Executive Management Committee The captions in the

authonsed institutions in the Group as defined in UK legislation Groups primary financial statements Include the following amounts

were 117847 in respect of loans to 27 persons who were directors attributable in aggregate to key management

of the company or persons connected with them at any time during

the financial period

2008

000

Loans and advances to customers 4217 2223

Customer accounts 9572 13.309

Key management have banking relationships with Group entities which are entered into in the normal course of business and on substantially
the

same terms including interest rates and securltM as for comparable transactions with other persons of 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 or balances with the company except for dividends

41 Related parties

In their roles as providers of finance Group companies provide

development and other types of capital support to businesses These

investments are made in the normal course of business and on

arms-length terms In some instances the investment may extend to

ownership or control over 20% or more of the voting rights of the

investee company However these investments are not considered to

give rise to transactions of materiality requiring disclosure under

lAS 24

The Group recharges The Royal Bank of Scotland Group Pension

Fund with the cost of administration services incurred by it The

amounts involved are not material to the Group

In accordance with lAS 24 transactions or balances between Group

entities that have been eliminated on consolidation are not reported

The captions in the primary financial statements of the parent

company include amounts attributable to subsidiaries These

amounts have been disclosed In aggregate in the relevant notes to

the financial statements

On December 2008 the UK Government through HM Treasury

became the ultimate controlling party of The Royal Bank of Scotland

Group plc The UK Governments shareholding is managed by UK

Financial Investments Limited company wholly owned by the UK

Government As result the UK Government and UK Government

controlled bodies became related parties of the Group The Group

enters into transactions with many of these bodies on an arms

length basis The volume and diversity of such transaction are such

that disclosure of their amounts in the perIod December 2008 to

31 December 2008 is impractical

As at 31 December 2008 balances with the UK Government and UK Government controlled bodies were

Central

gonnment
fndudlng the

Bank of England

Banks Cnanclal

corporations

Local and public

gonernmeflt cporatloos

On Em

2008

Total

Notes

11 In adctiOce to uK Gwernments eharehoicling lathe Group the uK Gonernment end UK Gnoernment controlled bodes may hold debt secuildes subonkneted liabli Wee end other IlabilItlea or

shares Issued by the Group In the normal course of the business It Is not practicable to ascertsin and dlsdaee these arnount

121 Certain of the IlabSty balances are secured

Assets

Balances at central banks 393 393

Loans and advances to banks 1081 1081

Loans and advances to customers 721 468 1194

Debtsecurities 21628 113 21741

Derivatives 1286 64 17 1367

Other 249 249

LiablIhIes

Deposits by banks 26541 633 27174

Customer accounts 1536 3.320 598 5454

Derivatives 276 78 29 383

Other 176 176
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Notes on the accounts continued

41 Related parties cc truci

No impairment losses were recognised by the Group in 2008 In respect

of balances with UK Government and UK Government controlled bodies

The Group participates in number of schemes operated by the Bank

of England and the UK Government and made available to eligible

banks and building societies

Bank of England facilities include

Open market operations these provide market participants with

funding at market rates on tender basis in the form of short and

long-term repos on wide range of collateral and outright purchases

of high-quality bonds to enable them to meet the reserves that they

must hold at the Bank of England

US dollar repo operations these commenced in September 2008

taking the form of an auction Eligible
collateral consists of securities

routinely eligible in the Banks short-term repo open market

operations together with conventional US Treasuries

The special liquidity scheme this was launched in April 2008 to

allow financial institutions to swap temporarily illiquid assets for

treasury bills with fees charged based on the spread between

3-month LIBOR and the 3-month gilt repo rate

As at 31 December 2008 the Groups utilisation of these facilities

amounted to 41.8 billion

Government credit guarantee scheme this was announced In

October 2008 The Government in return for fee 50 basis points plus

the banks median five-year credit default spread during the twelve

months to October 2008 guarantees new unsecured borrowing

As at 31 December 2008 the Group had obtained funding from the

Bank of England and issued debt guaranteed by the government

totalling 32.2 billion

42 Post balance sheet events

There have been no significant events between the year end and the date of approvill of these accounts which would require change to or

disclosure in the accounts
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Additional information

Financial summary The dollar financial information included below has been converted from

The Groups financial statements are prepared in accordance with IFRS sterling at rate of 1.00 to US$1A619 being the Noon Buying Rate on

as issued by the IASB Selected data under IFRS for each of the five 31 December 2008

years ended 31 December 2008 are presented on pages 268 to 276

Amounts in accoidance with IFRS

2008 2008 2tT ooe 21
Summary consolidated income statement IFRS Sm Liii Lrn nI

Net interest income 27301 18675 12069 10596 9918 9071

Non-Interest Income cii 10.515 7193 18297 17406 16984 14321

Total Income 37816 25868 30366 28002 25902 23.391

Operatingexpenses2.34.5e 78991 54033 13942 12480 11946 16362

LossIprofit before other operating charges and impairment losses 41.175 28165 16424 15522 13.956 13029

Insurance net claims 6476 4430 4624 4458 4313 4.261

Impairment 11800 8072 1968 1678 1.707 1485

Operating loss/profit before tax 59451 40667 .832 9136 7936 7234

Tax 3396 2323 2.044 2689 2378 1.9915

Loss/profit from continuing operations 56055 38344 7786 6.497 6658 5289

Profit/loss from discontinued operations net of tax 5805 3971 76

LossIprofit for the year 50250 34373 7712 6497 557j 5289

Loss/profit attributable to

Minority interests 15835 10832 163 104 57 177

Otherowners 871 596 246 191 109 256

Ordinary shareholders 35286 24137 7.303 6202 5.392 4856

Notes

Includes gain on sale ci strsteglc investment of 333 milan In 2005

Indudss loss an sale ci subaidlafles of 83 million In 2005

Includes Integration ecpendkure ci 1050 nlScn lii 20082007-0108 mOulon 2006-0134 mIIrai 2005-0468m111on 2004-0520 milan

InCkIdOB purChased Ifltang5las aiTimOsition of 919 milan In 20082007 234 milan 2006.- 94 milan 2005 97 milan 2004-045 milan

Includes restructuring expenotture of 307 muon 200

Inctijdss WTIIe-down of goodsill and outer IntangIbles 5la of 32581 milan In 200

2008 2008 iI.4 1ii5

Summary consolidated balance sheet IFRS Sm Liii LII rn LIT

Loans and advances 1480786 1012919 1147998 649 41 487813 408324

Debt securities and equity shares 429622 293879 347682s 46246 135804 14741

Derivatives and settlement balances 1477091 1010391 293991 199503 89470 5193

Other assets 123476 84463 151158 51531 51542 51575

Total assets 3510975 2401652 1840823 856832 764629 579.833

Owners equity 86.075 58879 53038 40227 35435 33905

MinorIty Interests 31.605 21619 33386 5263 2109 3492

Subordinated liabilities 71 .858 49154 38043 27.654 28274 20366

Deposits 1312137 897556 994657 516365 453274 363.198

Derivatives settlement balances and short positIons 1499385 1025.641 363073 152988 128226 43577

Other liabilities 509915 348803 353630 14335 17309 96295

Total abliities and equity 3510.975 2401652 1840829 356832 764629 579833

Notes

2007 coneraratlve data have been restated Sulcaving Snatisaflan of the A5tl AMRO acquisition accounting

2007 to 2004 comperative amounts have been restated for the netting at certaIn deitvattea asset and derinattae labtilty balance 48i the London Clearing House
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The per share data in the table below have been restated for the effect of the rights issue in June 2008 and the capftalisetion issue in September

2008

Other financial data based upon IFRS

Earnings per ordinary share pence

Diluted earnings per ordinary share pence

Adjusted earnings per ordinary share pence

Dividends per ordinary share pence

Dividend payout ratio

Share price per ordinary share at year end

Market capitalisation at year end bn
Net asset value per ordinary share

Return on average total assets

Return on average ordinary shareholders equity

Adjusted return on average ordinary shareholders equity

Average owners equity as percentage of average total assets

Risk asset ratio Tier

Risk asset ratio Total

Ratio of earnings to combined fixed charges and preference share dividends

including interest on deposits

excluding interest on deposits

Ratio of earnings to fixed charges only

including interest on deposits

excluding interest on deposits

2008

1457 64.0 54.4 47.3 3.9

145.7 03.4 53.9 47.0 43.5

12.9 63.3 58.8 49 47.5

19.3 27.0 21.6 17.0 14.7

43% 45% 41% 35%

0.494 3.72 556 4.90 6.139

19.5 444 62.8 56.1 85.6

1.15 3.74 3.24 2.83 ..59

1.18% 0.65% 0.74% 0.73% 0.24%

50.0% S.% 18.5% 17.5% 5.3%

4.7% 113.6% 19.0% 12.3% 16.9%

2.9% 3.9% 4.4% 4.5% 5%
10.0% 7.3% 7.5% 7.6% 7.0%

14.1% 11.2% 1./% 11/% 11./%

0.29 1.48 1.62 1.67 1.136

11.96 6.73 62 6.08 7.43

0.30 1.47 1.64 1.69 194

14.71 0.53 6.37 6.80 9.70

Notas

None of the convertible preference shares had dtudve effect in 200t 55 the corwitbie preference eheres had dib6fve effect In 20072005 and 2006 end as audi were Included In the

computation of dialled earnings per share In 2004 $1500 reSin of convertible preference shares was not Included In the omrçutitlon of cluted earnings per Share th effect was wl.dtutie

DivIdend payout redo represents the lntebn dMdend paid and current year mu cfvldend proposed as percentage of profit etlilbutable to ordnary eharshddsrs before ctiscontlnsed operation

Integration costs aniortsatlcn of purchased Intangible and net gain on sale of strategic lnveatrnent and sub.ldi.tee net of ta4

Return on average total assets represents profit ettithutable to ordinary shareholders aaa percentage of average total aaaeta

Return on average ordinary shareholders equity repreaenta profit altitbutable to ordinary ahareholders aspreesed percentage of average ordinary eharehdders equity

A4usted return on average ordinary shareholders equity represents profit attIltutable to ordinary etiasholders babe daconitnued quatians credit msitarti seedoe.te and ene.off ltanrs

lntegrstton coats restructurIng costs amortlsatlor of purchased intangibles wflle.downs of goodeSt and other intangible Malta end net gain on sale of salegIc Investments and subeldwtes

arcpresaed as percentage ci average ordinary shsrefrddera equfl

For this purpose eanllngs consist of income before tax and mtncrtty interests gius fixed charges Was the ixwernhttsd income of associated undertalrge Share of pro6ta lisa dividend received

Fitted charges consist of total Interest arcpense Indudhig or eriduding interest on deposits arid debt securldee In laeuó as appropitets and the proportlon of rental erpenee deemed

repreaentallve or the Interest factor one Ud of total rental errpenses
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Additional information continued

Amounts in accordanc with IFRS conilSied

Analysis oi loans and advances to customers lFS

The following table analyses loans and advances to customers before provisions by remaining maturity geographical area and type of customec

Marl

V.1tJn utwIthk After 2008

bear 5yeers Syears Tots 24 Jo5

Lie Lie Lm Lm jr iv jr

UK

Central and local government

Manufactunng

Construction

Finance

Service industries and business activities

Agriculture forestry and fishing

Property

Individuals home mortgages

other

Finance leases and instalment credit

2760

8615

6.465

35055

25763

1361

19231

19005

20027

2705

2.348

143335

60415

203750

27

4552

2482

3547

13076

302

15251

1672

3337

6666

29

50941

36570

87511

304

1.907

1224

3830

19799

1309

17645

60290

3625

7992

86

118011

22671

140682

Accrued interest

Total domestic

Overseas residents

Total UK offices

3091

15074

10171

42432

58638

2972

52 127

80967

26989

17363

2463

312287

119656

431943

.1135

13452

10202

70006

53965

2473

50051

739S

213186

15632

2.344

323362

343 S45

422201

6.732 3340

11.051 1015

13251 7.274

25.017 27091

438c7 40687

2167 2.64

39296 321399

70884 65266

27922 26323

14218 13909

1497 1250

251 .52 23319

6924 52234

320 64 284.55.1

160.6

6292

5024

24638

30.867

248

26448

515.35

26459

13.044

196654

48 I3

242831

Overseas

US 38706 42123 45448 126.277 135059 92166 90330t3 74027

Rest of the World 107184 66794 153413 327391 217721 52396 45951 34525

Total Overseas offices 145890 108917 198861 453668 412780 150062 136.557 103582

Loans and advances to customers gross 349640 196428 339543 885.611 836987 670.826 421110 381419

Loan impairment provisions 10889 6449 13933 3864 1333

Loansand advancestocustomersnet 874722 826538 466893 417.226 347.251

Fixed rate 57671 46487 79536 183693 351336 115260 100748 101227

Variable rate 291969 149941 260007 701918 483651 365586 320362 250192

Loans and advances to customers gross 349640 196428 339643 885611 834987 470826 421110 351.49

Cross border exposures The table below sets out the Groups cross border outstandings in

Cross border exposures are defined as loans to banks and customers excess of 0.75% of Group total assets including acceptances which

including finance lease and instalment credit receivables and other totalled 2401.7 billion at 31 December 2008 2007 1840.8 billion

monetary assets including
non-local currency claims of overseas 2006 856.8 billion None of these countries has experienced

offices on local residents repayment dIfficulties that have required refinancing of outstanding debt

The Group monitors the geographical breakdown of these exposures

based on the country of domicile of the borrower or guarantor of

ultimate risk

2008

Do Err

United States 91544 91653 4318
France 58251 65.430 13136

Germany 40812 51123 20130

Spain 36441 31851 11.341

Netherlands 34283 27.707 2.407

Republic of Ireland 18662 17136 .530

Cayman Isiands 18126 17191 9063

Japan 31922 7725

Italy 23925 7506

Norway 7766

Switzerland 7262

China 6.574

Leo ttien 0.75% of Group toaI auel
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Loan impairnient provisions

For discussion of the factors considered in determining the amount of the provisions see impairment on page 99 and Critical accounting policies

Loan Impairment provisions on pages 185 and 186

312287 323362 251522 232.319 194654

573324 511625 219.304 138791 156165

885611 834987 47Q826 421.110 351419

The following table shows the elements of loan impairment provisions

2008 2C7

fri rrn

4jn5

Lii Li

ProvisIons at the begInning of the year

Domestic 3258 3037 2759 2675 2408

Foreign 3194 898 1128 1.410 141/

6452 3.935 3857 4145 3885

Transfer to disposal groups

Oomestic

Foreign 767

767

Currency translation and other adjustments

Domestic 107 17 fl

Foreign 1334 178 44 58 90
1441 183 61 51 98

Dlsposals/acquisltons of businesses

Domestic 108 10

Foreign 70 288

178 2221 29C

Amounts written-off

Domestic 1446 1222 1.380 1252 901

Foreign 1702 1789 481 7881 548

3148 2.011 1841 2040 1449
RecoverIes of amounts written-off In previous years

Domestic 116 158 119 77 85

Foreign 203 154 96 75 59

319 342 215 172 44

Charged to Income statement

Domestic 2698 .420 1653 1376 960

Foreign 4393 826 214 327 442

7091 1.946 1877 1.703 .402

Unwind of discount

Domestic 151 150 127 130

Foreign 43 15 14
194 164 142 144

Provisions at the end of the year

DomestIc 4474 3258 3037 2759 2546

Foreign 6542 3.194 898 1128 1.628

11016 6482 3.935 3687 4174

Gross loans and advances to customers

Domestic

Foreign

Closing customer provisions as of gross loans

end advances to customers

Domestic 1.43% 1.01% 1.21% 1.9% 31%

Foreign 1.12% i.SL% 0.41% 0.60% 1.04%

Total 1.23% 0.77% 0.84% 0.92% 1.19%

Customer charge to income statement as of gross loans

and advances to customers

Domestic 0.86% 0.44% 0.00% 0.59% 0.49%

Foreign 0.75% 0.10% 0.10% 0.17% 0.25%

Total 0.79% 0.23% 0.40% 0.40% 0.40%

NoteS

Innkidea doakig prcMatons against loans arid achances to banks or 127 ml5on 2007- mIlan 2006- muon 2005- mIlan 2004-08 mIlan

ClosIng custon provisions mcdLlde dosing provisions against loans and sd.ances to bankL
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Additiona information conUnued

Accrued interest 0.3 113 011

Total domestic 4200 35.1 111 35.5 626 53.4 b52 51.2 2266

Foreign 4745 64.9 2269 6.2 442 454 652 44.5 11
Impaired book provisions 8945 100.0 .511190 1011.0 3340 100.0 3341 100.0

1.050 1103 1143Latent book provisions 1944

Specific provisions

General provision

Amounts in accordance with IFRS icnnimc

Loan impairment prnvlsiorts oonnue4l

The following table shows additional information In respect of the loan impairment provisions

D41

2008 2L0 20011 2070 10.01

Em Cm

Loan impairment provisions at end of year

customers 10.889 6449 3933 3.884

banks 127

Specific provisions

customers

banks

General provision

11016 6452 3935 3.88/ 4.1/4

Average loans and advances to customers gross 858333 56/000 44s765 4024/3 2191.30

As of average loans and advances to customers during the year

Total customer provisions charged to income statement 0.81% 0.31% 0.42% 0.12% 147%

Amounts written-off net of recoveries customers 0.33% 11.29% 0.36% 04611 046%

AnalysIs of 01001161 mart rripairrneul provisions

The following table analyses customer loan impairment provisions by geographical area and type of domestic customeE

2008 2007 2.070 20011 /004

of loans 10 ion 01 or ol Iaa
closing to total .o.mro .oq to toirtl 12 101111 Ctcmp 006

pratsIon loans 1/61 .1. 1OSOO 1600 r.t6/6/6 063

Em fIn rIo lt

Domestic

Central and

local government 0.3 CA 1.4 0.8 0.6

Manufacturing 127 1.7 93 1.6 34 2.4 138 2.5 127 1.8

Construction 254 1.1 71 1.2 53 141 74 1.7 71 .4

Finance 67 4.8 52 11.4 33 5.11 10 6.4 54 71

Service industries and

business activities 778 6.6 562 1115 667 9.11 647 516 48

Agriculture forestry

andfishing 19 0.3 21 1113 25 0.6 26 U.o 23

Property 490 5.9 8s /0 7.11 o3 7.8 64 c.h

Individualshome mortgages 36 9.1 36 8.8 15.1 36 15.5 32 6.4

other 2235 3.0 2.1154 34 $2c 501 113 6.3 111/1

Finance leases and

instalment credit 194 2.0 13 .9 011 3.0 88 11.3 123 37

Total provIsions 10889

554

1110.0

4110%

6449 3033 466
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Anelysis of wntsoffs

The following table analyses amounts written-off by geographical area and type of domestic customer

2008 D1 200C

Lie

Domestic

Manufacturing 61 29 .i

Construction 51 21 29 1/

Finance 31 47 17 21 13

Service industries and business activities 299 190 76 163

Agriculture forestry and fishing

Property 34 25

Individuals home mortgages

others 938 909 1221 016

Finance leases and instalment credit 26 13 15 03

Total domestic 1446 i..22 136 1232 11

Foreign 1702 153 155 545

Total writeoffs ii 3148 41 2040 i..i.i9

Note

Exdudes million wiltten-off In respect of loans and advances to banks In 2005

Analyss of recoveries

The following table analyses recoveries of amounts written-off by geographical area and type of domestic customer

ito

2008 1001 .i
Lni f.ln

Domestic

Manufacturing

Construction

Finance

Service industries and business activities 12

Property

Individuals home mortgages

others 96 131 64 79

Finance leases and instalment credit

Total domestic 116 155 19 97 64

Foreign 203 154 06 to 59

Total recoveries 319 342 172 144

RBS Group Anrosi Rer1 totS Arcounts 2008 273



Additional information continued

Amounts In accordance with IFRS IFRS require interest to be recognised on financial asset or group

Risk elarrients in
lending and potential problem loans of financial assets after impairment at the rate of interest used to

The Groups loan control and review procedures do not include the discount recoveries when measuring the impairment loss Thus interest

classification of loans as non-accrual accruing past due restructured on impaired financial assets is credited to profit or loss as the discount

and potential problem loans as defined by the SEC in the US The on expected recoveries unwinds Despite this such assets are not

following table shows the estimated amount of loans that would be considered performing All loans that have an impairment provision are

reported using the SECs classifications The figures are stated before classified as non-accrual This is change from practice in 2004 and

deducting the value of security held or related provisions eerier years where certain loans with provisions were classified as past

due 90 days or potential problem loans and interest accrued on them

2008

rn Cr Cm ljv Cr

Loans accounted for on non-accrual basis 12

Domestic 8.588 z599 5420 0if 4566

Foreign 10891 47t3 82 949 17175

Total 19479 10362 6242 5926 4143

Accruing loans which are contractually overdue

90 days or more as to principal or interest ii

Domestic 1201 634

Foreign 581 15.2 21 /9

Total 1782 360 uS

Loans not included above which are classified as

troubled debt restructunngs by the SEC

Domestic

Foreign .... 10

Total 24

Total risk elements In lending 21261 10./31 3337 584/ s.4O

Potential problem loans

Domestic 218 53 14 173

Foreign 608 107

Total potential problem loans 226 671 52 19 280

Closing provisions for impairment as of total risk elements in lending 52% 62% 62% 65 75%

Closing provisions for impairment as of total risk elements in lending

and potential problem loans 51% n/S o2% 655 12%

Risk elements in lending as of gross lending to customers excluding

reverse repos 2.51% 1.zi6% .55% 1.60% 1.84%

Nutes

For the analysis abeve Domestic consists of tire United Kingdom domestic tiansactions ci tire Group Foreign comprises the Groups transactions conducted liwough offices outside the uK and

through those offices in the uK specifically organised to service International banking trensackone

MI loans against which an impairment pro.rslon Is held are reported in the non-accrual category

Loans where an Impairment event has taken place but no Impairlnent recognised This category is used for My cdlatallssd non-rvIng credt facilities

Loans for which an impairment event has occurred but no impairment prevision is necessary This category Is used for fully colateralised advances and rendeing crectt facistles where

IdentificatIon as 90 days a.erdue Is not feasible

2008 ili 011 14
Lie Fo iii foi ri

Gross income not recognised but which would have been recognised

under the original terms of non-accrual and restructured loans

Domestic 393 290 370 441 232

Foreign
342 154 77 52 66

735 645 467 495 293

Interest on non-accrual and restructured loans Included in net interest income

Domestic 150 95 142 1710 66

Foreign
43 16 15 14

193 181 157 144 65
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Analysis of deoos4s produol analysis

The following table shows the distribution of the Groups deposits by type and geographical area

2008

On

UK

Domestic

Demand depositsinterest-tree 43.376 43721 39.49

interest-bearing 107159 121.343 18315

Time depositssavings 88434 41185 31656

other 130951 201.253 80.196

Overseas residents

Demand deposits interest-free 907 553 573

interest-bearing 16320 23.129 3/ 29

Time depositssavings 1819 O05 1122

other 67477 81437 31s68

Total UK offices 456443 52/246 362608

Overseas

Demand deposits interest-free 29253 27950 12113

interest-bearing 92354 10758 27441

Time deposits savings 68014 528i 19.049

other 251492 316.313 97054

Total overseas offices 4.41113 167lli

Total deposits 897556 994657 516.365

Held-for-trading 137080 25917 104.249

Designated as at fair value through profit or loss 8054 7.505 3922

Amortised cost 752422 861235 408194

Total deposits 897556 994657 516.365

Overseas

US 153163 15232l 115121

Rest of the World 287.950 315087 40.636

Total overseas offices 441113 46/.4 185151
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Additional information continued

Commercial paper

Outstanding at year end

Maximum outstanding at any month end during the year

Approximate average amount during the year

Approximate weighted average interest rate during the year

Approximate weighted average interest rate at year end

Other short term borrowings

Outstanding at year end

Maximum outstanding at any month end during the year

Approximate average amount during the year

Approximate weighted average interest rate during the year

Approximate weighted average interest rate at year end

Average interest rates during the year are computed by dividing total

interest expense by the average amount borrowed Average interest

rates at year end are average rates for single day and as such may

reflect one-day market distortions which may not be indicative of

generally prevailing rates Original maturities of commercial paper are

not in excess of one year Other short-term borrowings consist

principally
of borrowings in the money markets included within

Deposits by banks and Customer accounts in the financial statements

and generally have original maturities of one year or less

Cerlificzilesctf ciepos and other bme deposits

The following table shows details of the Groups certificates of deposit and other time deposits over $100000 or equivalent by remaining maturity

Over3months Overe months

lMthin but Within but within Over

months mOnths 12 mOnths 12 monthS

Cm Cm Cm Cm

2008

Tutal

Cm

UK based companies and branches

Certificates of deposit 23076 7475 9236 13 39800

Other time deposits 62623 7665 5939 12359 88586

Overseas based companies and branches

Certificates of deposit 32263 1666 1316 35245

Other time deposits 111542 13498 7983 15641 148664

229504 30304 24474 28013 312295

Amounts In accordance with IFRS cnthevd

Short term borrowings

2008

Cm

78581 Th.6 1267t

111108 iB7 14 402

98150 32.48 1225

3.3% 4b% 4çh

3.0% tS% bO.

194346

395132 3076f

299513 112006

3.2%

2.5%
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Other contractual cish obiioziiions

The table below summanses the Groups other contractual cash obligations by payment date

0-3monttis 3-l2monttis 1-3yeara 3-5years 5-loyears 10-20years

2008 Lip Lie

Operating leases 146 433 976 751 1.448 1851

Contractual obligations to purchase goods or services 237 892 486 208 303

383 1325 1462 959 1751 1852

Operating leases 90 26 655 569 1.060

Contractual obligations to purchase goods or services .007 748

531 1275 1.403 763 1055 1.960

The Groups undrawn formal facilities credit lines and other commitments to lend were 352398 million 2007 332811 million While the Group

has given commitments to provide these funds some facilities may be subject to certain conditions being met by the counterparty The Group does

not expect all facilities to be drawn and some may lapse before drawdown

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

January December Ncwember October September August

2009 2008 2008 2008 2008 2008US dollars per

Noon Buying Rate

High 1.5254 1.5457 1.6156 1.7804 1.8558 1.9743

Low 1.3658 1.4395 1.4789 1.5472 1.7497 1.8190

2008 zi
Noon Buying Rate

Period end rate 1.4619 .9643 1.9565 i.7I95 1.9150

Average rate for the period 1.8424 2.0073 .8532 1.6147 1.8356

Consolidation rate

Period end rate 1.4604 2.0043 1.9651 1.7214 19346

Average rate for the period 1.8528 2.0015 1.6436 1.8194 .4325

Notes

The
avemge of the Noon Buhing Rates on the test business day at each month during the period

The rates used by the Group for transteting US dolare Into starting In the preparation of Its
financial statements

On 25 Feixuary 2009 the Noon Bu4ng Rate was 1.00 US$14408
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AdditonaI information conUnued

Economic and monetary environment

The world economy entered its most difficult period in generation in

the second half of 2008 The failure of large financial institution in

September coincIded with the near-seizure of already fragile Interbank

funding markets Heightened risk aversion among Investors led to

unprecedented volatility across global financial markets including

equities fixed income and foreign exchange Many asset prices

tumbled with global real estate and equity markets the worst hit while

flight to quality prompted an historic rally in government bond markets

that pushed long-term risk free interest rates towards all time lows in

many developed economies

The pronounced increase in commodity prices in the first half of 2008

together with the intensifying financial crisis led to further sharp

deterioration in private sector confidence in all major economies Private

spending weakened significantly Softer demand conditions adversely

affected prospects for profitability and employment Policymakers

responded aggressively Since September governments have either

proposed or implemented measures that lncludÆ the recapitalisation of

the banking sector tax cuts and/or new infrastructure spending Central

banks provided support through rate cuts and increased liquidity

provision Despite these supportive actions the global economy

remained on downward trajectory at the beginning of 2009 with many

industrialised economies In recession

In the UK the Bank Rate fell from 5.5% at the beginning of 2008 to

1.0% in February 2009 The Bank of England remained cautious in the

first half of 2008 lowering policy rates modest 25bps twice Mounting

inflationary pressures were major constraint with the annual inflation

rate climbing as high as 5.2% in September the highest reading since

the Bank of Englands operational Independence in 1997 and some

way above the official target of 2% Before October the Bank focused

on liquidity measures to support the financial system When It became

clear in the final quarter of 2008 that the confidence in the wider

economy had fallen to levels consistent with deep contraction policy

became more aggressive The government assisted the recapitalisation

of the banking sector while the Bank of England reduced rates rapidly

from 5.0% in October to 1.0% in February 2009

However the economy had already gathered too much
negative

momentum to stop an official recession GOP declined by 2.1% in the

second half of 2008 and Is widely expected to fall further in 2009 One

reason Is lower policy rates have failed to translate effectively into looser

monetary conditions for the private sector Three-month sterling LIBOR

key determinant of borrowing costs for households and firms

remained on average almost 100bps above the prevailing Bank Rate

well above its long-term average of 20bps Sterlings 17% depreciation

on trade-weighted basis did not deliver significant
offset to

weakening domestic demand due to the difficult economic conditions

prevailing in the UKs main trading partners

US policy rates also declined substantially In 2008 from 4.25% in

January to effectively zero In December With no room to cut interest

rates further the Federal Reserve has since started to target longer term

market interest rates to directly lower the cost of funds for households

and firms for example by purchasing mortgage-backed securities and

corporate commercial paper More unorthodox policy measures are

likely this year Similar to the UK monetary policy failed to gain much

traction in the wider economy Three-month USS LIBOR averaged close

to 100bps higher than the prevailing policy rate

The US officially entered recession in December 2007 and in spite of

fiscal stimulus in the first half of the year activity continued to fall

through 2008 and is forecast to decline markedly in 2009 The effects

were acutely felt In employment with US non-farm businesses shedding

2.6 million jobs in the twelve months to December The dollars 11%

depreciation In 2007 helped to boost net exports making trade the

single biggest contributor to GDP growth in 2008 However this support

was fading in
early 2009 due to slumping overseas demand

The Eurozone started 2008 on strong footing with some member

countries experiencing above-trend growth in the first quarter However

for reasons that varied across countries conditions worsened markedly

throughout the remainder of the year and the region officially entered

recession In the second quarter Growth in Germany the regions largest

economy and the worlds largest exporter was hit hard by the slowdown

in
global trade Many of the more peripheral economies like Ireland and

Spain with higher debt levels were hit hard by the turbulence in credit

markets and falling asset prices Economic activity in the entire region is

forecast to continue to contract in 2009

Policy in the Eurozone was on average less supportive than in the UK or

the US with the Repo Rate on hold at 4% in the first half of 2008 In

July2008 the ECB raised rates by 25bps to fend off the dangers of

spiralling inflation Official rates finally started to fall in October when

the ECB participated in globally co-ordinated rate cut to calm

investors fears amid intensifying strains In the global financial system

The euros strong appreciation against the dollar also reduced the

competitiveness of the regions exporters

initially Asia Pacific appeared Insulated from economic difficulties

elsewhere as China and India continued to grow strongly In the first half

of 2008 In fact surging inflation reinforced concerns about overheating

and prompted series of policy measures aimed at cooling monetary

conditions But this perception changed towards the end of 2008 when

recession in the major industrialised countries highlighted the regions

exposure to retrenchment in global trade Growth forecasts have been

cut substantially with 2009 growth in China and India potentially falling

to half Its level from year earlier Increasing risk aversion of

International investors also led to large capital outflows putting

downward pressure on floating currencies and local equity markets

Exchange rates affect earnings and costs reported by the Groups

non-UK subsidiaries and the value of non-sterling denominated assets

and liabilities Sterling weakened significantly during 2008 losing
28%

against the dollar and 30% against the euro respectively These

movements Increase the sterling-value of non-sterling earnings costs

assets and liabilities As result the Group recognises translation

benefits if
it reports profits and/or has positive net asset position

denominated in foreign currency
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Supervision

United Kingdom

The UK Financial Services Authority FSA is the consolidated

supervisor of the Group As at 31 December 2008 31 companies in the

Group excluding subsidiaries of ABN AMRO spanning 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 Ulster Bank Limited Wholesale activities other than

Group Treasury activities are concentrated in the Groups Global

Markets division and are undertaken under the names of the Royal

Bank and NatWest UK retail banking activities are managed by

Regional Markets RBS UK The exception is Ulster Bank Limited which

is run as separate division within the Group Ulster Bank Group will

move to single brand in the Republic of Ireland with First Active

merging with Ulster Bank Ulster Bank Limited provides banking

services In Northern Ireland while the banking service the Republic of

Ireland Is provided by Ulster Bank Ireland Limited which is primarily

supervised by the Irish Financial Services Regulatory Authority

Investment management business is principally undertaken by

companies in the Regional Markets division including Coutts Co
Adam Company Investment Management Limited and in the Global

Markets division through RBS Asset Management Limited

General insurance business is principally undertaken by Direct Line

Insurance plc and Churchill Insurance Company Limited Life assurance

business Is principally undertaken by Royal Scottish Assurance plc and

National Westminster Life Assurance Limited in partnership with Aviva plc

United States

The Group is both bank holding company and financial holding

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 Groups direct and Indirect activities

and investments In the United States are limited to those that are

financial In nature or incidental or complementary to 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 holding company

Under current Federal Reserve policy the Group is required to act as

source of financial strength for its US bank subsidiaries Among other

things this source of strength obligation could require the Group to

inject capital Into any of its US bank subsidiaries If any of them became

undercapitalised

The Groups US bank and non-bank subsidiaries and the Royal Banks

US branches are also subject to supervision and regulation by variety

of other US regulatory agencies RBS Citizens NA Is supervised by the

Office of the Comptroller of the Currency which Is charged with the

regulation and supervision of nationally chartered banks Citizens

Financial Group is under the supervision of the Federal Reserve as

bank holding company Citizens Bank of PennsylvanIa Is subject to the

regulation and supervision of the Pennsylvania Department of Banking

and the US Federal Deposit Insurance Corporation The Royal Banks

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 Groups US insurance agencies are regulated by state Insurance

authorities The Groups US broker dealer Greenwich Capital Markets

Inc is subject to regulation and supervision by the US Securities and

Exchange Commission SEC and the Financial Industry Regulatory

Authority FINRA with respect to Its securities actMtles The futures

activities of Greenwich Capital Markets Inc are subject to regulation

and oversight by the US Commodity Futures Trading CommissIon

CFTC and the Chicago Board of Trade CBOT The Groups US

commodities business RBS Sempra Commodities Is primarily regulated

by the Federal Energy Regulatory Commission FERC and CFTC

The Group is subject to extensive regulations that impose obligations on

financial institutions to maintain appropriate policies procedures and

controls to insure compliance with the rules and regulations to which

they are subject In particular to detect prevent and report money

laundering and terrorist financing and to ensure compliance with

economic sanctions against designated foreign countries nationals and

others Anti-money laundering anti-terrorism and economic sanctions

regulations have become major focus of US government policy

relating to financial Institutions and are rigorously enforced by US

government agencies

Nthrltuid

The consolidated supervisor of ABN AMRO is the Dutch Central Bank

De Nederlandsche Bank DNB The DNB operates as prudential

supervisor of banks and insurance companies and also as part of the

European System of Central Banks

Other urlsdictions

The Group operates In over 50 countries through network of branches

local banks and non-bank subsidiaries
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AddtionaI information conUnued

Regulatory reviews and developments

The Group works with domestic and international trade associations and

proactively engages with regulators and other authorities such as the

Basel Committee the Committee of European Banking Supervisors and

the EU Commission in order to understand the implications of proposed

regulatory change and to contribute to the development of regulatory

policy

The Group and its subsidiaries have co-operated fully with various

regulatory
reviews and developments in the UK and internationally

including enquiries or investigations into alleged or possible breaches

of regulations

Uniteci Kingdom

The Group successfully implemented the Markets in Financial

Instruments Directive MiFID by the Implementation date of November

2007 MiFID established comprehensive legislative framework at the

European level which is now Implemented in the UK for the

establishment and conduct of Investment firms multilateral trading

facilities and regulated markets

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 Regulations came

into force on 15 December 2007 and implemented the EUs Third

Money Laundering Directive Amongst their other provisions the

Regulations endorse risk based approach to combating money

laundering while also
prescribing

enhanced due diligence for non face

to face customers politically exposed persons PEPs and

correspondent banking Whilst for all material purposes the Group Is

already compliant 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 policy guidelines
based on the regulations and

supporting industry guidance against which all dMsions have

undertaken gap analysis as basis for further action plans where

necessary

In the UK the Group has engaged proactively
with

variety
of

legislative and regulatory consultations Financial stability and depositor

protection have been key focus for the UK regulatory authorities The

Group participated fully
In the consultation process on the Banking

Reform Bill In addition the Group continues to comment on regulatory

and legal changes that impact its business Examples Include the

Department for Business Enterprise and Regulatory Reform BERR
transposition of the Consumer Credit Directive and Consumer Law

Review HM Treasurys Dormant Bank and
Building Society Accounts

Bill Lord Hunts Review of the Financial Ombudsman Service and the

review of the Banking Codes and the FSAs consultations on liquidity

and regulatory capital

review by the Competition Commission and the FSA into Payment

Protection Insurance is ongoing with the Competition Commission

drafting the implementation order following finalisation of its remedies

In July 2008 the Office of Fair Trading OFT published the results of Its

market study Into personal current accounts and is now consulting on

remedial action in the three key areas of transparency complexity of

charging structure and switching The OFT Is also continuing Its Inquiry

into credit and debit card interchange fees

UK regulated firms within the Group are members of the Financial

Services Compensation Scheme FSCS which provides compensation

to eligible customers of authorised financial services firms that are

unable to meet their obligations The FSCS is funded through annual

levies charged to UK regulated firms These levies are apportioned

between firms on the basis of theIr shares of the FSCS tariff base in

the case of deposit takers this means that levies are determined by

their share of protected deposits As result of FSCS involvement in

number of bank failures In 2008 there will be significant Impact on

levies charged to deposit takers starting with those for 2008-09 These

impacts are reflected in the accounts

The FSA in their 2008/09 Business Plan emphasised the continued

focus on Treating Customers Fairly
in line with their view that the area

of greatest structural concern remains the retafi market The Group has

undertaken process of continuous Improvement of management

information and root cause analysis of customer issues in order to

ensure that it can demonstrate that it is consistently treating customers

fairly throughout the product lifecycle

The Group also continues to co-operate with the Information

Commissioners Office the UKs independent public body set up to

promote access to official Information and to protect personal

information The Group continues to impr Its processes In line with

changing guIdelines in order to meet Information security requIrements

European Union

In the EU the Group has also responded to number of proposals for

regulatory and legislative change including proposed amendments to

the Capital Requirements DIrective and the establishment of Colleges of

Supervisors to enhance cross border cooperation between supervisors

The Group also follows closely the work and recommendations of the

G7 and Gb

United States

In the US the Group also engages constructively with regulators and

other bodies on regulatory
and legislative change and seeks to ensure

proper Implementation and compliance Current Issues Include

mortgage reform and student lending
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Department uf Justice investigation

As previously disclosed by ABN AMRO the United States Department

of Justice has been conducting criminal investigation into ABN

AMROs 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 Deferred Prosecution Agreement in return for

settlement payment by ABN AMRO of US$500 million accrued by ABN

AMRO in its interim financial statements for the six months ended 30

June 2007 Negotiations are continuing to enable written agreement

to be concluded

Suhprime exposures

Certain of the Groups subsidiaries have received requests for

information from various US 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 In particular during March 2008 the

Group was advised by the SEC that it had commenced non-public

formal investigation relating to the Groups US sub-prime securities

exposures and US residential mortgage exposures The Group and its

subsidiaries are cooperating with these various requests for information

and investigations

The outcome of these reviews is outside the Groups control and it is

not possible to predict the effect if any on the Groups operations of

future regulatory actions or policy changes

Other jurisdictions

The Group Is active in monitoring regulatory developments in each

country in which it operates to ensure internal policies are sufficient to

ensure the effective management of regulatory risk

Description of property and equipment

The Group operates from number of locations woridwide principally

in the UK At 31 December 2008 the Royal Bank and NatWest had 651

and 1628 retail branches respectively
In the UK Ulster Bank and First

Active had network of 295 branches and business centres In Northern

Ireland and the Republic of Ireland Citizens had 1606 retail banking

offices Including in-store branches covering Connecticut Delaware

Illinois Indiana Massachusetts Michigan New Hampshire New 4ersey

New York Ohio Pennsylvania Rhode Island and Vermont 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 Groups 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 2008

was 1406 million 2007 1792 million 2006 1140 million

Major shareholders

Details of major shareholders of the companys ordinary and

preference shares are given on page 152

In December 2008 The Solicitor for the Affairs of Her Majestys

Treasury acquired 22854 million ordinary shares representing 57.92%

of the companys issued ordinary share papital The ordinary

shareholding of Legal General Group plc decreased from 5.04% in

December 2007 to below 3% in December 2008

Other than detailed above there have been no significant changes in

the percentage ownership of major shareholders of the companys

ordinary and preference shares during the three years ended 25

February 2009 All shareholders within class of the companys shares

have the same voting rights

At 25 February 2009 the directors of the company had options to

purchase total of 3073.445 ordinary shares of the company

As at 31 December 2008 almost all of the companys US$

denominated preference shares and American Depositary Shares

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 to various contracts in the

ordinary course of business Material contracts include the following

Consortium and Shareholders Agreement CSA
On 28 May 2007 Fortis the company Santander and RFS Holdings

entered into the CSA Fortis Bank Nederland acceded to the CSA on 26

July 2007 On October 2008 the State of the Netherlands acquIred

Fortis Bank Nederland On 24 December 2008 the State of the

Netherlands acceded to the CSA following Its acquisition of the shares

held by Fortis Bank Nederland In RFS Holdings pursuant to Deed of

Accession entered into between RFS Holdings the company Fortis

Bank Nederland Santander and the State of the Netherlands The CSA

governs the relationships amongst the parties thereto in relation to the

acquisition by RFS Holdings of ABN AMRO The CSA details Inter ella

the funding of RFS Holdings In connection wIth the acquisition of ABN

AMRO the equity interests in RFS Holdings the governance of RFS

Holdings both before and after the acquisition of ABN AMRO the

arrangements for the transfer of certain ABN AMRO businesses assets

and liabilities to the State of the Netherlands previously Fortis Bank

Nederland the company and Santander post-acquisition of ABN

AMRO further funding obligations of the State of the Netherlands

previously Fortis Bank Nederland the company and Santander after

the acquisition of ABN ft1RO where funding Is required by regulatory

authorities In connection with the ABN AMRO businesses the allocation

of Core Tier capital and the allocation of taxes and conduct of tax affairs

RBS Group Annual Report and Acounts 2QO3 261



Additional information continued

Stardby underwfiting cornrntrTIant letter

On 28 May 2007 the company and Merrill Lynch International entered

into standby underwriting commitment letter pursuant to which Merrill

Lynch International undertook to underwrite one or more issues by the

company of securities eligible to be treated as part of its innovative or

non-innovative Tier capital and/or convertible securities convertible

into Ordinary Shares the proceeds of which would be used to finance

part of the cash portion of consideration payable to ABN AMRO

shareholders upon settlement of the offers for shares in ABN AMRO

The aggregate amount of Merrill Lynch Internationals standby

underwriting commitment was 6.2 billion Pursuant to the letter the

company agreed to pay certain fees and expenses to Merrill Lynch

international in consideration for its standby commitmeni

Agreement with Bank of America for the sale of LaSalle

On 22 April 2007 ABN AMRO Bank and Bank of America entered into

an agreement for the sale by ABN AMRO Bank to Bank of America of

all of the outstanding shares of common stock of ABN AMRO North

America Holding Company ABN AMRO North America Delaware

corporation whose subsidiaries include LaSalle The consideration for

the shares was US$21 billion subject to potential purchase price

adjustment if ABN AMRO Banks estimate of the net income of ABN

AMRO North America for the pre-closing period was less than

specified income threshold The agreement also provided for

approximately US$6 billion owed by ABN AMRO North America to other

members of the ABN AMRO group to be converted into common stock

of ABN AMRO North America ABN AMRO Bank gave certain

representations and warranties to Bank of America including inter alia

as to title to the shares authority and capacity to enter into the

agreement financial statements tax and employee benefits The

warranties given by ABN AMRO Bank were repeated on closing of the

agreement ABN AMRO Bank is liable to indemnify and hold harmless

Bank of America for damages arising out of certain specified events

including breach of any covenant that survives closing

Underwriting agreement

On 22 April 2008 the compant Goldman Sachs International Merrill

Lynch International UBS and the Royal Bank entered into an underwriting

agreement pursuant to which Merrill Lynch International Goldman

Sachs International and UBS agreed to procure subscribers for or falling

which themselves to subscribe for Ordinary Shares not taken up under

the Rights Issue in each case at the relevant issue price Pursuant to the

underwriting agreement the company agreed to pay certain fees and

expenses to Merrill Lynch International Goldman Sachs International and

UBS in consideration for their underwriting commitment The company

gave certain representations and warranties and Indemnities to those

persons defined as underwriters in the Underwriting Agreement The

liabilities of the company were uncapped as to time and amount

Sale of Angel Tmins

On August 2008 the company completed the sale of Angel Trains

Group to consortium advised by Babcock Brown for an enterprise

value of 3.6 billion

Sale ci Tesco Personal Finance

On 28
July 2008 the company announced that it had agreed to sell its

50 per cent shareholding in Tesco Personal Finance to its joint venture

partner Tesco plc for cash consIderation of 950 million subject to

transaction adjustments As part of this transaction the Group will

continue to provide certain commercial services to Tesco Personal

Finance post-completion The sale completed on 19 December 2008

First Placing and Open Offer Agreement

Pursuant to placing and open offer agreement effective as of 13

October 2008 entered Into between the compant UBS Merrill Lynch

International and HM Treasur the company agreed to Invite

qualifying shareholders to apply to acquire new Shares at the issue

price of 65.5 pence by way of the First Open Offer ii UBS and Merrill

Lynch International were appointed as Joint sponsors joint bookrunners

and joint placing agents and agreed to use reasonable endeavours to

procure placees to acquire the new Shares at not less than the issue

price of 65.5 pence on such terms as agreed by NM Treasury on the

basis that the new Shares placed were subject to clawback to the

extent they were taken up under the Open Offer and iii NM Treasury

agreed that to the extent not placed or taken up under the First Open

Offer and subject to the terms and conditIons set out In the First Placing

and Open Offer Agreement HM Treasury would acquire such new

Shares itself at the Issue price of 65.5 pence

In consideration of Its services under the First Placing and Open Offer

Agreement HM Treasury wes paid commission of 0.5 per cent of

the aggregate value of the new Shares at the issue pflce of 65.5 pence

per new Share payable on Admission as defined In the First Placing

and Open Offer Agreement and the second business day after the day

on which the First Placing and Open Offer Agreement terminated and

ii further commission of per cent of the aggregate value of the

new Shares acquired by placees includIng NM Treasury at the Issue

price of 65.5 pence per new Share payable on Admission as defined in

the First Placing and Open Offer Agreement The company paId all

legal and other costs and expenses of NM Treasur those of UBS and

Merrill Lynch International properly Incurred and the costs and

expenses of NM Treasurys financial advisers incurred in connection

with the First Placing and Open Offer end the Preference Share Issue

The company also bore all costs and expenses relating to the First

Placing and Open Offer and the Preference Share Issue including but

not limited to the fees and expenses of its professional advisers the

cost of preparation advertising printing and distribution of the First

Placing and Open Offer prospectus and aD other documents connected

with the First Placing and Open Offer and the Preference Share Issue

the listing fees of the FSA any charges by CREST and the fees of the

London Stock Exchange and Euronext

The company gave certain undertakings to NM Treasury in relation to

such matters as mortgage lending lending to SMEs and Board

remuneration These undertakings were aimed at ensuring that any state

aid involved In the potential acquisition of new Shares and the

companys potential participation in the guarantee scheme to be

promoted by NM Treasury as part of its support for the UK banking

industry was compatible wIth the common market under EU law These

constraints will cease to apply when broadlt it is determined that the

company is no longer In receipt of state aid
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The undertakings the company has given to HM Treasury included the

following

no bonus will be awarded to any director for 2008 and any bonuses

earned by directors in respect of 2009 will be paid in restricted

shares remuneration will seek to reward long term value creation and

not encourage excessive risk taking short term Indicators will be

taken into account only where fully consistent with long term value

creation and not encouraging excessive risk taking and Directors

who are dismissed will receive severance package which is

reasonable and perceived as fair

to work with HM Treasury on the appointment of up to three new

independent non-executive directors

to maintain its SME and mortgage lending availability to at least 2007

levels until the end of 2011 with the active marketing of competitively

priced loan products

to increase its support to shared equity projects until the end of 2009

in order to assist those in difficulties with their mortgage payments to

stay in their homes either through individual bank schemes or paid

into central fund run by industry and

to publish an annual report for each year until 2011 on its lending to

SME5 and establish transparent public reporting on both SME and

mortgage lending as agreed with HM Treasury

In addition the company agreed to limit its activities to tie higher of

the annual rate of growth of UK nominal GDP in the preceding year

and ii the average historical growth of the balance sheets in the UK

banking sector during the period 1987-2007 unless there is evidence

that the thresholds are exceeded for reasons unrelated to the provision

of the aid HM Treasury agreed in certain circumstances to consult

with the company with view to making submissions to the European

Commission to obtain
clarity as to the duration of the conditions and/or

seek their disapplication

Sale of Bank of China investment

On 14 January 2009 pursuant to placing agreement entered Into

between the company RBS China Investments Sari Luxembourg

incorporated subsidiary of the company and ABN AMRO Bank NV
Hong Kong Branch ii placing agreement entered into between the

company RBS China Investments Sari ASN AMRO Bank N.y. Hong

Kong Branch and Morgan Stanley Co International plc and iii

share purchase agreement entered Into between RBS China

Investments SarI Pnmestar Resource Holdings Limited and Onentmax

Capital Limited the company through RBS China Investments Sari

sold its entire 4.26 per cent stake In Bank of China for HKD18.4 billion

Second Placing and Open Offer Agreement

Pursuant to placing and open offer agreement dated 19 January 2009

entered into between the company UBS Merrill Lynch International and

HM Treasury the company agreed to Invite Qualifying Shareholders

to apply to subscribe for New Shares at the Issue Price by way of the

Open Offer ii UBS and Merrill Lynch International were appointed as

Joint sponsors joint bookrunners and joint placing agents and agreed to

use reasonable endeavours to procure Placees to subscribe for the

New Shares on such terms as may be agreed by the Company and HM

Treasury at not less than the Issue Price on the basis that the New

Shares placed will be subject to clawback to the extent they are taken

up under the Open Offer and iii HM Treasury agreed that to the extent

not placed or taken up under the Open Offer and subject to the terms

and conditions set out in the Placing and Open Offer Agreement HM

Treasury will subscribe for such New Shares itself at the Issue Price

Pursuant to the terms of the Second Placing and Open Offer

Agreement the aggregate proceeds of the Placing and Open Offer will

be used in full to fund the redemption on Admission of the Preference

Shares held by HM Treasury at 101 per cent of their Issue price

E5050000000 together with the accrued dividend on the Preference

Shares from and including December 2008 to but excluding the date

of Admission and the commissions payable to HM Treasury under the

Second
Placing

and Open Offer Agreement Should the proceeds of

the Placing and Open Offer be Insufficient to fund the redemption of the

Preference Shares the company shall provide additional finance from

its own resources and make use of its own reserves to enable such

redemption to be effected in full

In consideration of the provision of Its services under the Second

Placing and Open Offer Agreement the company shall pay to HM

Treasury commission of 0.5 per cent of the aggregate value of the

New Shares at the Issue Price per New Share payable on the earlier of

Admission and the second Business Day after the day on which the

Second Placing and Open Offer Agreement is terminated and ii

further commission of per cent of the aggregate value of the New

Shares subscribed for by Placees at the Issue Price per New Share

payable on the date of Admission

The company shall pay to each of HM Treasury UBS and Merrill Lynch

International all legal and other costs and expenses properly Incurred

in the case of UBS and Merrill Lynch International and those of HM

Treasurys nanciaI advisers incurred in connection with the Placing

and Open Offer the redemption of the Preference Shares or any

arrangements referred to in the Second Placing and Open Offer

Agreement

The company shall also bear all costs and expenses relating
to

the Placing and Open Offer and the Preference Share Redemption

including but not limited to the fees and expenses of its professional

advisers the cost of preparation advertising printing
and distribution

of all documents connected with the Placing and Open Offer and the

Preference Share Redemption the listing fees of the FSA any charges

by CREST and the fees of the London Stock Exchange and Euronext

The obligations of HM Treasury UBS and Merrill Lynch International

under the Second Placing and Open Offer Agreement are subject to

certain conditions including amongst others

the passing of the Resolutions to be proposed at the General

Meeting

the obtaining of regulatory approvals and

Admission becoming effective by not later than 8.00 a.m on 15 AprIl

2009 Or such later tlmeand date as HM Treasury may agree
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Certain of the conditions may be waived by HM Treasury at its

discretion Prior to Admission HM Treasury may terminate the Second

Placing and Open Offer Agreement in certain circumstances On

termination event arising neither UBS nor Merrill Lynch International are

entitled to effect the termination of the Second Placing and Open Offer

Agreement but each may terminate its obligations under the Second

Placing and Open Offer Agreement

On termination of appointment by UBS or Merrill Lynch International the

Second Placing and Open Offer Agreement will continue to be in force

as between the non-terminating parties

HM Treasury is entitled to novate its
rights under the Second

Placing

and Open Offer Agreement to any entity that is owned directly or

indirectly by NM Treasury

The company has given certain representations and warranties and

indemnities to each of HM Treasury UBS and Merrill Lynch International

under the Second Placing and Open Offer Agreement The liabilities of

the company are unlimited as to time and amount

The company also gave HM Treasury the following undertakings

to extend the lending commitments made to NM Treasury in the First

Placing and Open Offer Agreement In respect of the UK mortgage

and SME lending markets These commitments will now also apply to

the companys lending to larger commercial and industrial companies

in the United Kingdom and

commitment to increase the level at which competitively priced

lending is made available and actively marketed by the Group in the

United Kingdom by billion

Preference Share Subscription Agreement

Pursuant to preference share subscription agreement effective as of

13 October 2008 between the company and NM Treasury HM Treasury

subscribed for and the company allotted and issued to HM Treasury the

Preference Shares for total consideration of billion The company

and NM Treasury agreed that applIcations would be made to the UKLA

for the Preference Shores to be admitted to the Official List and to the

London Stock Exchange for the Preference Shares to be admitted to

trading on the London Stock Exchange Pursuant to the Preference

Share Subscription Agreement the company agreed to pay the costs and

expenses of both parties in relation to the
negotiation

of the Preference

Share Subscription Agreement and the subscription fcc and allotment and

issue of the Preference Shares including without limitation any stamp

duty or stamp duty reserve tax HM Treasury was entitled to novate its

rights under the Preference Share Subscription Agreement to any entity

that is owned directly or Indirectly by HM Treasury

The Preference Share Subscription Agreement was conditional on the

First Placing and Open Offer Agreement becoming unconditional In

accordance with Its terms

Subscripbon and Transfer Agreements

In connection with the First Placing and Open Offer the company

Merrill Lynch International UBS Computershare and Encuentro Limited

entered into several agreements dated November 2008 in respect of

the subscription and transfer of ordinary shares and redeemable

preference shares in Encuentro Limited Under the terms of these

agreements

the company and UBS and/or Merrill Lynch International agreed to

acquire ordinary shares in Encuentro Limited and enter Into put and

call options in respect of the ordinary shares in Encuentro Limited

subscribed for by UBS and/or Merrill Lynch that were exercisable If

the Placing end Open Offer did not proceed

Merrill Lynch International or UBS as applicable agreed to apply

monies received from
Qualifying Shareholders placees or HM

Treasury under the Placing and Open Offer to subscribe for

redeemable preference shares in Encuentro Limited to an aggregate

value equal to such monies after deduction of the amount of certain

commissions and expenses and

the company agreed to allot and issue the New Shares to those

persons entitled thereto in consideration of Merrill Lynch International

or UBS as appcable transferring
Its holding of redeemable

preference shares and ordinary shares In Encuontro Limited to

the company

Accordingly instead of
receiving cash as consideration for the issue of

the New Shares at the conclusion of the First Placing and Open Offer

the company owned the entire issued ordinary and redeemable

preference share capital of Encuentro Limited whose only assets were

its cash reserves which represented an amount equivalent to the net

proceeds of the First Placing and Qpen Offer The company was able to

utilise this amount equivalent to the First Placing and Open Offer net

proceeds by exercising its right of redemption over the redeemable

preference shares it held In Encueritro Limited

Qualifying Shareholders were not party to these arrangements and so

did not acquire any direct right against Merrill Lynch International UBS

and Computershare pursuant to these arrangements The company was

responsible for enforcing the other parties obligations thereunder

FSA Listing Rules dlsciosurs

With effect from July 2008 the Group sold to Santander related

party for the purposes of the FSA Listing Rules its interests in the

European Consumer Finance businesses in Germany and Austria for

306 million
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Shareholder information

Financial calendar

Annual General Meeting

Iteorri resulis

Apfll 2009 at 1pm

Edinburgh International

Conference Centre

The Exchange Morrison Street

Edinburgh

August 2009

Dividends

Payment dates

Cumulative preference shares

Non-cumulative preference shares

Edividand dates

Cumulative preference shares

Record dates

Cumulative preference shares

29 May and 31 December 2009

31 March 30 June

30 September and

31 December2009

29 April 2009

May2009

Shareholder enquiries

Shareholdings in the company may be checked by visiting our website

wwrbs.com/shareholder You will need the shareholder reference

number printed on your share certificate or tax voucher to gain access

to this information

Dvidend payments

The company pays its dividends in pounds sterling although

shareholders 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 Companys Registrar

Computershare Investor Services PLC

The Pavilions

Bridgwater Road

Bristol BS99 6ZZ

Telephone 0870 702 0135

Fax 0870 703 6009

Email web.queriescomputershare.co.uk

Shareholders may also download an instruction form via our website

wwarbs.com/shareholder Completed instruction forms must be

returned to the registrar no later than 15 workIng days before the

relevant dividend payment date

Braille and audio Annual Review arid Summary Financial Statement

Shareholders requiring Braille or audio version of the Annual Review

and Summary Financial Statement should contact the Registrar on 0870

702 0135

Donating your shares in this way will not give rise to either gain or

loss for UK capital gains tax purposes and you may be able to reclaim

UK income tax on gifted shares Further information can be obtained

from HM Revenue Customs

Warning to shareholders boiler room scams

Over the last yeaç many companies have become aware that their

shareholders have received unsolicited phone calls or correspondence

concerning investment matters These are typically
from overseas based

brokers who
target UK shareholders offering to sell them what often

turn out to be worthless or high risk shares In US or UK investments

These operations are commonly known as boiler rooms These

brokers can be very persistent and extremely persuasive and 2006

survey by the Financial Services Authority FSA has reported that the

average amount lost by investors Is around 20000

It is not just the novice investor that has been duped in this way many

of the victims had been successfully Investing for several years

Shareholders are advised to be very wary of any unsolicited advice

offers to buy shares at discount or offers of free company reports If

you receive any unsolicited investment advice

Make sure you get the correct name of the person and organisation

Check that they are properly authorised by the FSA before getting

involved by visiting fsa.goukIregister

Report the matter to the FSA either by calling 0845 606 1234 or

visiting wiwmoneyrnadeclear.fsa.gouk and

ShareGift

The company is aware that shareholders who hold small number of

shares may be retaining these shares because dealing costs make it

uneconomical to dispose of them ShareGift the
charity

share donation

scheme Is 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 Carton House Terrace London SW1Y 5AH

Tel 02O 7930 3737

wsharegift.org

If the calls persist hang up

If you deal with an unauthorlsed firm you will not be
eligible

to receive

payment under the Financial Services Compensation Scheme The FSA

can be contacted by completing an online form at

wwfsa.govukIpages/dolng/regulatedAaw/alerts/overseas.shtml

Details of any share dealing facilities that the company endorses will be

included in company mailings

More detailed information on this or similar actMty can be found on the

FSA website www.moneymadeclearfsa.gocuk
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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 following

the March 1985 rights issue

the September 1989 capitalisation Issue

the 12 July 2000 bonus issue of Additional Value Shares

the May 2007 bonus issue

the June 2008 rights issue

For shareholders who held NatWest ordinary shares at 31 March 1982

the market value of one ordinary share held was 76.3p for shareholders

who accepted the basic terms of the RBS offer This takes account of

the following

the August 1984 rights issue of NatWest ordinary shares

the June 1986 rights issue of NatWest ordinary shares

the June 1989 bonus issue of NatWest ordinary shares

the 12 July 2000 bonus issue of Additional Value Shares

the May 2007 bonus Issue

the 15 September 2008 capitalisation issue and

the basic entitlement under the December 2008 open offer

the adjusted 31 March 1982 base value of one ordinary share held

currently is 73p

the June 2008
rights Issue

the 15 September 2008 capitalisatlon Issue and

the basic entitlement under the December 2008 open offer

The lnfonnatlon set out above Is Intended as general guide only and

Is based on current United Kingdom legislation and HM Revenue

Customs practice asat 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 IndIvidual shareholders

shareholders who are resident outside the United Kingdom for tax

purposes or certain types of shareholders such as dealers In

securities

Analyses of ordinary shareholders at 31 December 2008

Nwuber

shares

SarefrSrigs muons

Individuals 195459 982.9 2.5

Banks and nominee companies 28.242 37496.0 95.0

Investment trusts 179 7.0

Insurance companies 283 7.8

Other companies 2131 893.6 2.3

Pension trusts 46 30.2 0.1

Other corporate bodies 88 38.5 0.1

226428 39456.0 100.0

Range of shareholdings

1000 75566 31.9 0.1

1001 10000 123493 441.6 1.1

10001 100000 25347 557.7 1.4

100001 1000000 1192 385.8 1.0

1000001 10000000 613 2106.5 5.3

10000001 and over 217 35932.5 91.1

226428 39456.0 100.0
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Shareholder information continued

Trading market

Non-cumulative dollar preference shares

On 26 March 1997 February 1999 30 September 2004 26 August 2004 19 May 2005 November 2005 25 May 2006 27 December 2006

28 June 2007 27 September 2007 and October 2007 the company issued the following American Depository Shares ADSs representing non-

cumulative dollar preference shares of the company in the United States which were outstanding at 31 December 2008

8000000 Series Series ADSs representing 8000000 non-cumulative dollar preference shares Sefles

12000000 Series Series ADSs representing 12000000 non-cumulative dollar preference shares Series

34.000.000 Series Series ADSs representing 34.000000 non-cumulative dollar preference shares Series

37000000 Series Series ADSs representing 37000.000 non-cumulative dollar preference shares Series

40.000000 Series Series ADSs representing 40000000 non-cumulative dollar preference shares Series

22000.000 Series Series ADS5 representing 22000.000 non-cumulative dollar preference shares Series

27.000.000 Series Series ADSs representing 27000000 non-cumulative dollar preference shares Series

26000000 Series Series ADS5 representing 26000000 non-cumulative dollar preference shares Series

38000000 Series Series ADS5 representing 38000000 non-cumulative dollar preference shares Series

6-4000000 Series Series ADSs representing 64000000 non-cumulative dollar preference shares Series and

15000 Series Series ADS5 representing 15000 non-cumulative dollar preference shares Series

Each of the respective ADSs set out above represents the right to

receive one corresponding preference share and is evidenced by an

American Depository Receipt ADR and is listed on the New York Stock

Exchange subsidiary of NYSE Euronext NYSE

The ADRs evidencing the ADS5 above were issued pursuant to Deposit

Agreements among the company The Bank of New York as depository

and all holders from time-to-time of ADR5 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 held by the depository as custodian in bearer

form

At 31 December 2008 there were 106 registered shareholders of

Series ADSs 68 regIstered shareholders of Series ADSs 30

registered shareholders of Series ADS5 registered
shareholders of

Series ADSs 39 registered shareholders of Series ADSs 50

registered shareholders of Series ADS5 15 registered shareholders

of Series ADSs registered shareholders of Series ADS5

registered shareholders of Series ADSs 29 registered shareholders

of Series ADSs and registered shareholder of Series ADS5

PROs

In August 2001 the company issued US$1.2 billion of perpetual

regulatory
tier one securities PROS ri

connection with public offering

in the United States The PROs are listed on the NYSE

ADSs repr erning ordinary shares

In October 2007 the company listed ADSs each representing one

ordinary share nominal value 25p each or right to receive one

ordinary share and evidenced by an ADR or uncertlflcated securities

on the NYSE WIth effect from November 2008 the ratio of one ADS

representing one ordinary share changed to one ADS representing 20

ordinary shares As of 31 December 2008 12.9 millIon ADSs were

outstanding The ADSs were issued in connection with the companys

bid for the outstanding share capital of ABN AMRO Holding N.y

The ADSs described in the above paragraph were issued pursuant to

Deposit Agreement among the company The Bank of New York Mellon

as Depository and all owners and holders from time to time of ADS5

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 Depository
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Note

Prtce quoted asa%ot US$1000 nominal

Figures in US$

The following table shows for the periods indicated the high and low sales prices for each of the outstanding AIDS5 representing non-cumulative

dollar preference shares and PROs as reported on the NYSE composite tape

i..N
ADS ADA ADS AD

ci r-e.Lj kD
By month

January2009 High 14.19 12.99 10.89 12.25 11.75 11.50 12.18 11.30 11.84 13.51 43.96 56.03

Low 3.35 3.17 2.51 2.73 2.80 2.68 3.00 2.67 2.94 3.80 12.49 25.00

December 2008 High 11.33 10.55 8.80 9.45 9.29 8.97 9.74 8.97 9.55 11.07 48.92 56.25

Low 8.51 8.03 6.67 7.05 7.19 6.95 7.47 6.96 7.32 8.42 39.84 53.60

November2008 High 13.34 13.40 10.37 10.84 11.30 10.71 11.34 10.32 11.15 12.36 52.91 69.74

Low 8.60 6.75 5.50 6.00 6.48 5.70 5.64 5.50 6.00 6.40 46.89 .55.25

October2008 High 14.10 12.78 10.94 11.36 11.70 11.10 12.20 11.16 11.98 13.09 74.78 84.10

Low 5.10 5.00 4.37 4.51 4.20 4.50 4.34 4.16 4.36 5.43 44.62 68.63

September 2008 High 23.24 21.90 17.31 19.36 19.29 18.76 20.49 18.32 20.06 22.42 86.72 96.30

Low 8.39 7.00 4.74 8.49 5.98 5.24 5.80 5.40 6.25 8.00 74.34 83.82

August 2008 High 24.00 22.11 16.86 18.83 18.72 18.22 20.18 17.81 19.53 21.98 84.68 90.90

Low 21.45 19.88 15.06 16.85 16.44 16.30 18.12 16.05 17.74 20.07 83.20 90.13

By quarter

2008 Fourth quarter High 14.10 13.40 10.94 11.36 11.70 11.10 12.20 11.16 11.98 13.09 74.78 84.10

Low 5.10 5.00 4.37 4.51 4.20 4.50 4.34 4.16 4.36 5.43 39.84 53.60

2008 Third quarter High 24.00 22.11 17.31 19.36 19.29 18.76 20.49 18.32 20.06 22.42 92.03 96.30

Low 8.39 7.00 4.74 8.49 5.98 5.24 5.80 5.40 6.25 8.00 74.34 83.82

2008 Second quarter High 25.74 24.95 20.22 22.64 22.73 22.01 23.74 21.57 22.99 24.73 96.63 93.76

Low 21.50 20.15 16.12 17.90 18.10 17.34 18.78 17.08 18.62 20.40 85.25 89.23

2008 First quarter High 25.59 25.30 22.27 24.12 24.01 23.85 24.95 23.52 24.66 25.66 105.61 107.55

Low 24.50 24.00 18.05 20.60 19.78 20.05 21.80 19.79 20.77 23.95 86.13 93.76

2007 Fourth quarter High 25.85 25.50 21.34 23.23 23.10 22.89 24.80 22.54 24.11 25.48 107.98 109.95

Low 23.60 22.70 17.90 19.68 19.50 19.25 20.71 18.96 20.26 22.61 98.34 100.49

2007 Third quarter High 26.23 25.60 22.23 24.60 24.30 24.14 25.88 23.55 25.20 25.10 112.88

Low 25.25 24.95 20.30 22.22 21.98 21.76 23.49 21.20 22.77 24.95 104.94

2007 Second quarter High 26.50 25.78 24.36 25.88 25.67 25.78 26.40 25.35 25.00 118.15

Low 25.39 25.10 21.80 24.10 23.81 23.51 24.95 23.30 24.75 110.17

2007 First quarter High 25.76 25.85 24.75 25.99 25.75 25.83 26.91 25.50 122.07

Low 25.26 25.21 24.O2 25.50 25.35 25.25 26.08 24.79 115.81

By year

2008 High 25.74 25.30 22.27 24.12 24.01 23.85 24.95 23.52 24.66 25.66 105.61 107.55

Low 5.10 5.00 4.37 4.51 4.20 4.50 4.34 4.16 4.36 5.43 39.84 53.60

2007 High 26.50 25.85 24.75 25.99 25.75 25.83 26.91 25.50 25.20 25.48 107.98 122.07

Low 23.60 22.70 17.90 19.68 19.50 19.25 20.71 18.96 20.26 22.61 98.34 100.49

2006 High 27.25 25.95 24.62 26.08 25.96 26.07 26.76 122.23

Low 25.29 25.01 21.15 23.58 23.32 22.76 24.67 106.06

2005 High 28.00 26.19 24.99 26.75 26.23 25.50 129.57

Low 26.02 25.20 22.67 24.77 24.70 24.60 116.70

2004 High 28.45 25.87 24.68 26.16 125.14

Low 25.65 24.45 23.51 25.13 110.58
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Shareholder information continued

Ordinary shares

The following table shows for the periods indicated the high and low sales prices for the companys ordinary shares on the London Stock Exchange

as derived from the Daily Official List of the UK Listing Authority and restated for the effect of the rights issue in June 2008 and the capitalisation

issue in September 2008

By quarter By year

High 0.5500 2008 Fourth quarter High 1.8620 2008

Low 0.1030 Low 0.4140

High 0.7010 2008 Third quarter High 2.4293 2007

Low 0.4140 Low 1.6098

High 0.6900 2008 Second quarter High 3.2156 2006

Low 0.4170 Low 2.0707

High 1.8620 2008 First quarter High 3.7054 2005

Low 0.5680 Low 2.5540

High 2.4293 2007 Fourth quarter High 4.7689 2004

Low 1.6180 Low 3.3265

High 2.4293 2007 Third quarter High 5.3802

Low 2.0439 Low 4.2581

2007 Second quarter High 5.7780

Low 5.2169

2007 First quarter High 6.0208

Low 5.4514

High 3.7054

Low 0.4140

High 6.0208

Low 3.3265

High 5.5770

Low 4.6559

High 5.1081

Low 4.2456

High 4.9155

Low 4.0865

On 24 February 2009 the closing price of the ordinary shares on the London Stock Exchange was 0.2210 equivalent to $0.3184 per share

translated at the Noon Buying Rate of $1 .4408 per 1.00 on 24 February 2009

ADSs

The following table shows for the periods indicated the high and low sales prices for the companys ordinary ADSs as reported on the NYSE

composite tape and restated for the effect of the rights issue in June 2008 and the capitalisatlon issue In September 2008

uss By quarter

January 2009 High 16.70 2008 Fourth quarter High

Low 3.33 Low

December 2008 High 20.75 2008 Third quarter High

Low 12.66 Low 55.00

November 2008 High 22.80 2008 Second quarter High 129.96

12.20 Low 83.71

66.00 2008 First quarter High 149.05

18.00 Low 105.18

86.05 2007 Fourth quarter High 189.25

55.00 Low 141.18

93.85

78.63

With effect from November 2008 the ratio of one ADS representing one ordinary share changed to one ADS representIng 20 ordinary shares The

prices in the table have been adjusted accordingly

On 24 February 2009 the closing price of the ordinary ADSs on the New York Stock Exchange was $6.83

By month

January 2009

December 2008

November 2008

October 2008

September 2008

August 2008

BY month

October 2008

September 2008

August 2008

uss By year

66.00 2008

12.20

93.85 2007

Low

High

Low

High

Low

High

Low

uss

High 149.05

Low 12.20

High 189.25

Low 141.18
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Dividend history

Preference and other non-equity dividends

2008 21 2202 2200

Sub naIad drojd 0ub2rooi

liabilities Equity chiu iqi ii
Amount per share

Non-cumulative preference shares of US$0.01

Series redeemed March 2006 0.2 1.13 .11

Series redeemed January 2007 074 11 .12 11

Series 1.91 1.04 0.96 1.03 1.05 114

Series redeemed January 2007 .1.04 1.00 1.02 .00

Series 1.81 0.99 0.91 0.95 .00 0.98

Series redeemed March 2006 120 1.0

Series redeemed November 2005 1.06 15

Series redeemed January 2007 074 1.06 1.09 .17

SeriesL 1.44 0.78 u./0 0./8 0.11 2.10

SeriesM 1.60 0.89 0.60 07 0.66 0.30

Series 1.59 0.88 ./9 0.136 0/%

Series 1.56 0.87 075 0.83 0.13

Series 1.69 0.94 0.84 0.53

Series 1.53 0.85 0.77

Series 1.65 0.92 0.41

Series 1.81 1.01 23
Series 7555 3935

Non-cumulative convertible preference

shares of US$0.01

Series 91.18 49.66 45.58 50.25 50.33 42.05

Series redeemed March 2005 1.60 47.43

Series redeemed December 2005 403 4r.74

Non-cumulative convertible preference

shares of 0.01

Series redeemed March 2005 11.54 4.t

Non-cumulative preference shares of 0.01

Series 67.95 46.53 30.63 3L18 .1111 3.49

Series 61.03 41.79 3537 3672

Non-cumulative convertible preference

shares of 0.01

Series 107.88 73.87 t3.8i 3B1 o3.81 138r

Ordinary dividends

Ordinary dividends per share for prior years in the table below have been restated for the effect of the rights issue in June 2008 and the capitalisation

issue in September 2008

Amount per share and American Depository Shares

Interim 8.5 6.3 5.4 4.7

Final 121 193 .5 14.8 1.5

Total dividends on equity shares 27.5 25.3 20.2 5.2

Notes

Each Aneslcan Depository share represents 20 ardlilary shares The hlstoulcsl amounts listed in the table apply to the ordinary shares as the Mtedcan Depositary shares were not Issued until

October 2007 as descilbed above under Tracing Machat

12 Final dtodendn for each year were proposed Is the indicated year and paid in the folkysing yeac

In September 2008 the company issued new ordinary shares by way of capitalisation issue rather than paying an intenm dividend

In December 2008 the company issued Series non-cumulative preference shares of each to HM Treasury with an attached condition that no

dividend is paid to ordinary shareholders until those preference shares are no longer in issue unless otherwise agreed by HM Treasury The company

has reached agreement with HM Treasury to replace the Series non-cumulative preference shares held by NM Treasury with new ordinary shares

Following redemption the dividend restriction on ordinary shares will be removed However It Is currently the Boards intention not to pay any ordinary

dividends for 2009

For further information see Notes and on the accounts
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Shareholder information continued

Taxation for US Holders

The following 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 preference ADS5 or PROs by beneficial

owner that is citizen or resident of the United States or that otherwise

will be subject to US federal income tax on net income basis in

respect of the ordinary shares non-cumulative dollar preference shares

ordinary ADSs preference ADS5 or PROs US Holder This summary

assumes that US Holder is holding ordinary shares non-cumulative

dollar preference shares ordinary ADS5 preference ADSs or PROs as

applicable as capital assets This summary does not address the tax

consequences to US Holder that is resident or in the case of an

individual ordinarily resident in the UK for UK tax purposes or ii

generally that is corporation which alone or together with one or more

associated companies controls directly or indirectly 10% or more of

the voting stock of the company

The statements and practices set forth below regarding US and UK tax

laws including 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 to satisfy themselves as to 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 ordinary shares

non-cumulative dollar peference 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 passive foreign Investment company PFIC see Passive

Foreign Investment Company Considerations on page 295

Ordinary shares pretererice shares ordinary ADSs and

preference ADSs

Taxation of dividends

For the purposes of the Treaty the Estate Tax
Treaty

and the US Internal

Revenue Code 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 shares

underlying such ADSs

The US Treasury has expressed concerns that parties to whom

depositary receipts are released before shares are delivered to the

depositary or intermediaries in the chain of ownership between US

holders and the issuer of the security underlying the depositary receipts

may be taking actions that are inconsistent with the claiming of foreign

tax credits for US holders of depositary receipts Such actions In

connection with pre-release activity would also be inconsistent with the

claiming of the reduced rate of US 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

holders of ordinary ADS5 could be affected by actions token by such

parties or Intermediaries

Tfle company is not required to withhold UK tax at source from dividend

payments it makes or from any amount including any amounts In

respect of accrued dividends distributed by the company US Holders

who are not resident or ordinarily resident in the UK and who do not

carry on trade profession or vocation In the UK through branch

agency or permanent establishment in connection with which their

ordinary shares non-cumulative preference shares ordinary ADS5 or

preference ADSs are held used or acquired will not be subject to 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 paid out of the

current or accumulated earnings and profits of the company as

determined for US federal income tax purposes Because the company

does not maintain calculations of its earnings and profits under US

federal Income tax principles it is expected that distributions will be

reported to US Holders as dividends Payments will not be eligible
for

the dividends-received deduction generally allowed to corporate US

holders

Subject to applicable limitations that may vary depending upon

holders individual circumstances dividends paid to certain non-

corporate US Holders in taxable years beginning before January 2011

will be taxable at maximum tax rate of 15% Non-corporate US

Holders should consult their own tax advisers to 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 US Holders income on the date of the

US Holders or in the case of ADS5 the Depositarys receipt of the

dividend The amount of any dividend income paid in pounds sterling or

euros will be US dollar amount calculated by reference to the relevant

exchange rate in effect on the date of such receipt regardless of

whether the payment is In fact converted into US dollars If the dividend

is converted Into US dollars on the date of receipt the US Holder

generally 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 dollars on the date of receipt the US Holder

may have foreign currency gain or loss

Taxation of capital gains

US Holder that is net 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 the disposition of an ordinary share non-

cumulative dollar preference share an ordinary ADS or preference

ADS unless at the time of the disposal in the case of corporate US

Holder such US Holder carries on trade In the UK through

permanent establishment or in the case of any other US Holder such

US Holder carries on trade profession or vocation in the UK through

UK branch or 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 ordinarily

resident in the UK

US Holder will upon the sale or other disposition of an ordinary

share non-cumulative dollar preference share an ordinary ADS or

preference ADS or upon the redemption of non-cumulative dollar
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preference share or preference ADS generally recognise capital gain or

loss for US federal income tax purposes assuming that in the case of

redemption of non-cumulative dollar preference share or preference

ADS such US Holder does not own and is not deemed to own any

ordinary shares or ordinary ADS5 of the company in an amount equal

to the difference between the amount realised excluding in the case of

redemption any amount treated as dividend for US federal income

tax purposes which will be taxed accordingly and the OS Holders 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 so sold

disposed or redeemed for more than one year

US Holder who is liable for both UK and US tax on gain recognised

on the disposal of an ordinary share non-cumulative dollar preference

share an ordinary ADS or preference 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 corporate US Holder is subject to UK corporation ta by reason of

carrying on trade in the UK through permanent establishment and

its non-cumulative dollar preference share or preference ADS is or has

been used held or acquired for the purposes of that permanent

establishment certain provisIons introduced by the Finance No Act

2005 will apply if the US Holder holds its non-cumulative dollar

preference share or preference ADS for tax avoidance purpose If

these provisions apply dMdends on the non-cumulative dollar

preference share 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 to UK corporation tax on income and the UK tax

position outlined in the preceding paragraphs will not apply in relation to

such US Holder

Estate and gift tax

Subject to the discussion of the Estate Tax Treaty in the next paragraph

ordinary shares non-cumulative dollar preference shares ordinary

ADS5 or preference ADS5 beneficially owned by an indMdual may be

subject to UK Inheritance tax subject to exemptions and reliefs on the

death of the individual or in certain circumstances if such shares or

ADSs are the subject of gift including transfer at less than market

value by such individual Inheritance tax is not generally chargeable

on gifts to indMduals made more than seven years before the death of

the donor Ordinary shares non-cumulative dollar preference shares

ordinary ADSs or preference ADS5 held by the trustees of settlement

will also be subject to UK Inheritance tax Special rules apply to such

settlements

An ordinary share non-cumulative dollar preference share an

ordinary ADS or preference ADS beneficially owned by an Individual

whose domicile is determined to be the UnIted States for purposes of

the Estate Tax Treaty and who Is not national of the UK will not be

subject to UK Inheritance tax on the individuals death or on lifetime

transfer of such share or ADS except In certaIn cases where the share

or ADS is comprised In settlement unless at the time of the

settlement the settlor was domiciled In the United States and was not

national of the UK ii Is part of the business property of UK

permanent establishment of an enterprise or lii pertains to UK fixed

base of an Individual used for the performance of independent

personal services The Estate Tax Treaty generally provIdes credit

against US federal estate or gift tax liability for the amount of any tax

paid in the UK in case where the ordinary share non-cumulative

dollar preference share ordinary ADS or preference ADS Is subject to

both UK inheritance tax and US federal estate or gift tax

UK stamp duty and stamp duty reserve tax SORT
The following is 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 non-cumulative dollar preference

share transfer of registered ADS or ADR executed and retained in

the United States will not give rise to stamp duty and an agreement to

transfer
registered

ADS or ADR will not give rise to SORT 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 to acquire ordinary

shares or non-cumulative dollar preference shares Is advised to consult

its own tax advisers in relation to stamp duty and SORT

PROs

United States

Payments of Interest on PRO Including any UK withholding tax as to

which see below will constitute foreign source dividend income for US

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 generally allowed to corporate US

holders US Holder who is entitled under the Treaty to refund of UK

tax if any withheld on payment will not be entitled to claim foreign

tax credit with respect to such tax

Subjec to applicable limitations that may vary depending upon

holders individual circumstances dividends paid to certain non-

corporate US Holders in taxable years beginning before January 2011

will be taxable at maximum tax rate of 15% Non-corporate US

Holders should consult their own tax advisers to determine 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 US House and the US

Senate which would have denied the favourable tax rates described in

the preceding paragraph for dividends paid In respect of certain

securities including securities such as PROS where the issuer of the

securities is allowed deduction under the tax laws of foreign country

with respect to such dividend The proposed legislation would have

applied to dividends received after the date of its enactment It Is not

possible to predict whether similar legislation might be reintroduced and

enacted in the future Non-corporate US Holders should consult their tax

advisers with respect to the potential enactment of currently proposed

legislation and its application In their particular circumstances

US Holder will upon the sale exchange or redemption of PRO

generally recognise capital gain or loss for US federal income tax

purposes assuming that in the case of 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 realised excluding any amount In respect of

mandatory interest and any missed payments which are to be satisfied

on missed payment satisfaction date which would be treated as

ordinary income and the US Holders tax basis in the PRO
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Shareholder information continued

US Holder who is liable for both UK and US tax on gain recognised

on the disposal of PROs 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

Uted Kingdom

Taxation of payments en the PROs

Payments on the PROs will constitute interest rather than dividends for

UK withholding tax purposes However the PROs will constitute quoted

eurobonds within the meaning of section 987 of the 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 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

basic rate currently 20% subJect to any direction to the contrary by HM

Revenue Customs under the
Treaty

and except that the withholding

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 categories enjoying special tax status including

charities and pension funds or are partnerships consisting
of such

persons unless HM Revenue Customs directs otherwise Where

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 information 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 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 interest payment is made the PROs

are not held by company which is associated with the company or by

funded company company will be associated with the company if

broadly speaking it is part of the same group as the company

company will be funded company for these purposes If there are

arrangements lnvoMng 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 company

holding an interest In the PROs which incidentally has banking facilities

with any company associated with the company will not be 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 withholding

However Interest with UK source received without deduction or

withholding on account of UK tax will not be chargeable to UK tax in the

hands of US Holder unless In the case of corporate US Nolder

such US Holder carries on trade In the UK through UK permanent

establishment or in the case of other US Holders such persons carry

on trade profession or vocation in the UK through UK branch or

agency in connection with which the interest is received or to which the

PROs are attributable There are exemptions for interest received by

certain categories of agents such as some brokers and Investment

managers

EU Directive on taxation of savings income

The European Union has adopted directive regarding the taxation of

savings income The Directive requires member states of the European

Union to provide to the tax authorities of other member states details of

payments of interest and other similar income paid by person to an

individual or certain other persons resident in another member state

except that Belgium Luxembourg and Austria may instead impose

withholding system for transitional period unless during such period

they elect otherwise

Disposal including redemption

disposal including redemption of PROs by non-corporate

US Holder will not give rise to any liability to UK taxation on capital

gains unless the US Holder carries on trade which for this purpose

includes profession or vocation In the UK through branch or

agency and the PROs are or have been held or acquired for the

purposes of that trade branch or agency

transfer of PROs by US Holder will not give
rise to charge to UK

tax on accrued but unpaid interest payments unless the US Holder is

an individual or other non-corporate taxpayer and at any time in the

relevant year of assessment or accounting period carries on trade in

the UK through brancfl or agency to which the PROs are attributable

Annual tax 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 corporate US Holders carry on trade profession or vocation in

the UK through UK permanent establishment to which the PROS are

attributable

Irtherilance tax

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 lifetime

transfer or death of 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 circumstances there may be charge to

UK inheritance tax as result of 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 indMduels made more than seven

years before the death of thedonoc However exemption from or

reduction of any such UK tax liability may be available under the Estate

Tax Treaty see below US Holders should consult their professional

advisers in relation to such potential liability
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PROs beneficially owned by an indMdual whose domicile is

determined to be the United States for the purposes of the Estate Tax

Treaty and who is not national of the UK will not be subject to UK

inheritance tax on the indMduals death or on lifetime transfer of the

PRO except In certain cases where the PRO is comprised in

settlement unless at the time of the settlement the settlor was

domiciled in the United States and was not national of the UK ii Is

part of the business property of UK permanent establishment of an

enterprise or iii pertains to UK fixed base of an Individual used for

the performance of independent personal services The Estate Tax

Treaty generally provides credit against US federal estate or gift tax

liability for the amount of any tax paid in the UK in case where the PRO

is subject to both UK inheritance tax and US federal estate or gift tax

Stamp 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 Foreign investment Company considerations

foreign corporation will be PFIC in any taxable year in which after

taking into account the income and assets of the corporation and

certain subsidiaries pursuant to applicable look-through rules either

at least 75% of Its gross income Is passive income or ii at least 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 PFIC for its 2008

taxable year Although interest income is generally passive income

special rule allows banks to treat their banking business income as non-

passive To qualify for this rule bank must satisfy certain requirements

regarding its licensing and activities The company believes that it

currently meets these requirements The companys possible status as

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 Holder holds ordinary shares non-cumulative dollar

preference shares ordinary ADSs preference ADSs or PROs If the

company were to be treated as PFIC In any year during which US

Holder holds ordinary shares non-cumulative dollar preference shares

ordinary ADS5 preference ADS5 or PROs US Holders would generally

be subject to adverse US federal income tax consequences Holders

should consult their own tax advisers as to the potential application of

the PFIC rules to the ownership and disposition of the companys

ordinary shares non-cumulative 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 interest or other payments to

non-UK resident holders of the companys 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 to vote

the companys securities

Memorandum and Articles of AssocIation

The companys Memorandum of Association and Articles of Association

as in effect at the date of this annual report are registered with the

Registrar of Companies of Scotland The Articles of Association were

last amended on 23 April 2008 and have been filed with the SEC

For description of certain provisions of the companys Memorandum

and Articles see the Additional Information Memorandum and Articles

of Association section of the companys Annual Report on Form 20-F

for the fiscal year ended 31 December 2007

incorporation and registration

The company was incorporated and registered in Scotland under the

Companies Act 1948 as limited company on 25 March 1968 under the

name National and Commercial Banking Group Limited On 10 March

1982 it changed its name to its present name and was registered under

the Companies Acts 1948 to 1980 as public company with limited

liability The company is registered under Company No SC 45551

Code of ethics

As discussed on page 149 the Group has adopted code of conduct

applicable to all Group employees which will be provided to any person

without charge upon request by contacting Group Secretariat at the

telephone number listed on page 296
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Shareholder information continued

Important addresses Principal offices

Shareholder enquiries The Royal Bank of Scotland Group plc

Registrar P0 Box 1000 Gogarburn Edinburgh EH12 IHQ

Computershare Investor Services PLC Telephone 0131 626 0000

The Pavilions

Bridgwater Road The Royal Bank of Scotland plc

Bflstol BS99 6ZZ P0 Box 1000 Gogarburn Edinburgh EH12 1HQ

Telephone 0870 702 0135 280 Bishopsgate London EC2M 4RB

Facsimile 0870 703 6009

Email web.queries@computershare.co.uk National Westminster Bank Plc

135 Bishopsgate London EC2M 3UR

ADR Depositary Bank

BNY Mellon Shareowner Services Citizens

P0 Box 358516 Citizens Financial Group Inc

Pittsburgh PA 15252-8516 One Citizens Plaza Providence Rhode Island 02903 USA

Telephone 866 241 9317 US callers

Telephone 201 680 6825 International Ulster Bank

Email shrrelationsbnymellon.com 11-16 Donegall Square East Belfast BT1 5UB

Website wwwbnymellon.com/shareowner Georges Quay Dublin

Group Secretadat RBS Insurance

The Royal Bank of Scotland Group plc Direct Line House Edridge Road CroJon Surrey CR9 lAG

P0 Box 1000 Churchill Court Westmoreland Road Bromley Kent BR1 lOP

Business House

Gogarburn RBS Greenwich Capital

Edinburgh EH12 1HQ 600 Steamboat Road

Telephone 0131 556 8555 Greenwich Connecticut 06830 USA

Facsimiie 0131 626 3081

Coutts Group

Investor Relations 440 Strand London WC2R OQS

280 Bishopsgate

London EC2M 4RB The Royal Bank of Scotland International Limited

Telephone 44 0207 672 1758 Royal Bank House 71 Bath Street

Facsimiie 44 0207 672 1801 St Helier Jersey Channel Islands JE4 8PJ

Email lnvestor.relations@rbs.com

NatWest Offshore

Regsterod office 23/25 Broad Street

36 St Andrew Square St Hailer Jersey Channel Islands JE4 8QJ

Edinburgh EH2 2YB

Telephone 0131 556 8555 AttN AMRO Holding NV
Registered in Scotland No 45551 Gustav Mahlerlaan 10

1062 PP Amsterdam The Netherlands

Websito

wwwrbs.com
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Chairman1s statement

Despite this betove strongly that BBS can be successful orce

again am pnv leged to have been yen the opporturoty to

chair the Group This remains truly nit rnatronal company with

many excellent bus nesses Our roots may be ri Scotland and

our largest market in the UK but we also employ 10 000 people

in India enjoy strong positions on the island of Ireland through

Ulster Bank and in our United States markets through Citizens

the Global Markets businesses are precisely that global They

will nitiriuc to operate ir the eriirig firitir iciel centres supper trip

our corperete institutional and financial sector clients amt und

the world The international nature of the Group is reflected by

the fact that during 2008 we were able to benefit from liquidilv

support provided by central banks in nurribr of jurisdictions

With hard work determination and willingness to lake tough

decis ens we have the peoplo and aoabilities to enable the

Group to receven We can rrrako it profitable investment

mod corporate ti/err in all of the countries in which it

operates arid an excellent place to work

Jus8fyng the support of our shareholders

Twice during 2008 the Group sought addit enS capital from

sham holders to enable it to wcather the very testing cnvironrnerrt

arid to achieve the higher capital ratios that markets now demand

On the second occasion the cap tel raisirrg was underwritten by

the UK government arid in November it became the Groups

rnrajority
shareholder

The UK gayer rrrnert wants BBS to operate err corninrrercial

bass and intends to act as an arms length commercial

shareholde which will sell its interests in PITS and other barrks

at the arliest attractive time Our interests coincide We art

working to restore the ire ps financial
prrfonrr ancc in ord to

810w us to repay the UK taxpayer as soon as is practk able

Ar
irr mitable but regrettable corrsequerrce ot the successive

caeital raisrng exercises has been the dilution ot the interests

exst ng shareholders My predecessor Sin Tom McKillop

apok gised to shareholders for the impact err tlrenr of the

erosion of their investments serif rrrent echo those of us

now charged wth leading BBS are committed to implementing

measures which will allow us to reston the Group to standalerri

financial health ri the interests of all shareholders

It is not appropriate to pay any div dend err the ordinary shares

2009 owever the Board is very ndful that dividends are an

ext erriely important part of shareholder return and irrcorrr It is

the Boards intent on over trnrre to return to paying dividends

tak ng accourrt of the Groups capital posit err ret8rred

earnings and prospects To that end we welconnr the fact that

the existing prohib err on tfre payment of dividends err the

ordinary shares will be removed when the preterencr shares

held by UKFI are redeemed

to



Changing the way we work

To achieve Its objectives the company needs to change not

just the business we do but how we do business That includes

our governance arrangements The directors decided that

restructured Board with fewer members would be better able

to engage in the restructuring process which the company will

undertake As result number of Non-Executive Directors

resigned from the Board in February 2009 would like to thank

each of them for their service to the company In particular wish

to acknowledge the contribution of Sir Tom McKillop who chaired

RBS through testing times with great dedication and integnty

We will appoint further three Non-Executive Directors in due

course

Our people

Last year was also period of great anxiety and uncertainty for

our employees Despite this the vast majority of them contributed

to profitable year for their own businesses and they demonstrated

the commitment that will be needed to return the Group to good

health Unfortunatelt however the uncertainty Is not over and

many of our people will be affected by the steps we must take

to restore RBS to strength My experience of leading businesses

through periods of significant change has taught me that

people are resilient and work best when they have certainty

over strategic direction clarity about the role they are being

asked to play and feel engaged in pursuing shared objectives

We have already begun to provide certainty and clarity over

strategy and management structures My further commitments

to our people are that we will move as swiftly as possible where

change is required and that we will work to ensure that those

affected by change are the first to know about it

We must also engage our people with new employment

proposition which sets incentives that reward them for delivering

sustained and sustainable success

AlignIng remuneratIon wIth long-term shareholder valuó

In recognition of the crisis In global financial services and the

unprecedented losses Incurred by the RBS Group in 2008 the

Remuneration Committee of the Board has been working to

bring about fundamental change to the way remuneration works

throughout the Group There Is an obvious need for very

significant change to compensation policies and practice

across the industry and we intend that RBS will be fully

engaged In the necessary process of change

Our approach has sought to balance the reality of our current

losses at Group level with need to offer competitive remun

eration package for teams and Individuals that are performing

well and in manner that is sustainable in the long-term

Our customers and communIties

Most of our businesses were profitable In 2008 That was

because they met their customers needs consistent hallmark

of RBS has been the ability to work with our customers and to

provide them with high quality of service whether they are

personal or corporate customers be they In the UK Ireland the

USA or across continental Europe and Asia RBS has frequently

led our peers in service quality league tables

We are grateful for the support our customers gave us during

2008 when their faith in us might understandably have been

dented and recognise that our plans will succeed only if we

continue to serve them well

In every country where RBS operates we do so within

wider community Our activities affect and are affected by the

customers governments suppliers and other stakeholders with

which we interact On joining the company it was encouraging

to learn that we provide banking services to more small firms

than any other UK bank and that our flagship money advice

and financial education programme MoneySense has been

in place for many years As an international company we have

extended MoneySense to Ireland and the US We support the

causes our staff care about and invest to improve the capacity

of community to generate wealth These programmes are more

relevant than ever to the challenges that lie ahead

We recognise that our reputation has been damaged by the

events of the last year So too has the reputation of the banking

industry in countries across the globe We are determined to

rebuild our reputation and to demonstrate leadership In the

industry in this respect partly through our core purpose of

business success but also by playing constructive and

responsible role In the communities In which we operate

The way forward

am confident that we can must and will restore the RBS Group

to standalone financial strength Last year was undeniably tough

and worsening economic environment means that 2009 will

present significant challenges in all of our markets The path to

recovery will be neither smooth nor straight But we build on

number of strengths excellent businesses talented people and

above all millions of loyal customers around the world who

recognise the quality of service that we provide By doing our

best by them In all of our enduring franchises around the worid

we will take the actions that will deliver once again sustainable

returns for our shareholders

PhIlip Hampton

Chairman
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The task we face

We are intensely engaged in finalising strategic restructuring

plan for RBS The goal is to correct those factors that made us

particularly vulnerable to the downturn and to adjJst further our

business to reflect changes in the environment facing our

industry While the plan will not be complete until the second

quarter of 2009 we have decided lot already

Our strategic plans will take three to five years to execute given

the headwinds of economic downturn Nevertheless we expect

to make strong and purposeful progress each and every year

Our aspiration is that RBS should again become one of the

worlds premier financial institutions anchored in the UK but

serving individual and institutional customers herO and globally

and doing it well We aim for AA category standalone credit

status and to rebuild shareholder value along the way enabling

the UK Government to sell down its shareholding

We should be known for our businesses and how we manage

them We want to focus on enduring customer franchises with

top tier competitive positions where we choose to compete

Our businesses will target 15% return on equity and primarily

organic growth at rates consistent with the markets in which

they operate Our businesses should reinforce each other with

shared products customers and expertise Our risks should be

diversified well controlled and proportionate to the business

and customer opportunity

In management style we want to be purposeful to make it

happen for our customers and then for our shareholders We will

anchor our efforts in strategic understanding of the businesses

focusing on long-term quality profitability Our business mix

should be more biased to stable customer businesses than before

We aim to rely less on volatile unsecured wholesale funding

Strategic Restructuring Plan

We have embarked on sweeping restructuring of the Group

that will fit our activities to the goals above While the details of

the Strategic Plan will be refined over the coming weeks we are

now able to announce the following

We will create non-core Division of RBS during the second

quarter of 2009 separately managed but within the existing

legal structures of the Group and matrix-managed to

donating Divisions where necessary This Division will have

approximately 240 billion of third party assets 145 billion of

derivative balances and 155 billion of risk-weighted assets

comprising individual assets portfolios and businesses of the

Group that we intend to run off or dispose of during the next

three to five years The specific timetable will vary in each

case consistent with optimising shareholder value and risk

Approximately 90% of the Non-Core Division will consist of

GBM assets primarily linked to proprietary portfolios excess

risk concentrations and illiquid originate and hold asset

portfolios The remainder will be risk concentrations out of

-footprint assets and smaller less advantaged businesses

within our Regional Markets activities across the world

As part of this effort our representation in approximately 36

of the 54 countries in which we operate will be significantly

reduced or sold We will remain strong in all our major

existing global hubs however

Given the commercial and human sensitivity of these issues

detail on this will not be given until the interim results

The income expenses impairments and write-downs

associated with the Non-Core Division in 2008 were

approximately 3.9 billion 1.1 billion 3.2 billion and

9.2 billion respectively

In addition to eliminating expenses associated with the Non-

Core Division the restructuring plan will make efficiency savings

across the Group aimed at achieving run-rate reductions by

2011 of greater than 2.5 billion 16% of 2008 cost base at

constant exchange rates This will involve re-engineering and

other measures and regrettably reductions in employment

This target excludes any impact of inflation incentive pay

movements or cost reductions arising from business exits or the

impact of new projects if any It includes the 0.5 billion of

ABN AMRO integration benefits previously announced but not

reflected in 2008 expenses We will book one-off charges

against these actions over the next three years with run-rate

cost savings expected to provide payback in 1.5 to 1.75 years

We plan to retain each of our major business Divisions since

we believe with intensive restructuring they can meet the

attractive business characteristics outlined as targets above

In many cases the restructuring of these businesses to

achieve our goals will be far-reaching The greatest element of

restructuring will be in GBM substantial shrinkage of size

product and geographic scope wilt take place This should

leave GBM positioned around those of its existing core

strengths that rest on profitable customer franchise business

with significantly
less illiquid risk overall

At all times we wit responsibly compare the value to RBS

of each of our businesses with realistic alternatives and take

different actions if they prove compelling The current state

of markets for financial assets and businesses offers little

immediate encouragement in that regard

Alongside our business restructuring activities will be

substantive changes to management and internal processes

There will continue to be changes of personnel as we promote

and reassign internal talent and add to our ranks externally

RBSGroup



Group Chief Executivs review continued

Our Manufacturing Division wiii re-aiign with ourS
Our priorities

customer-facing businesses Businesses will have ciear

bottom-line returns allocated equity and balance sheet
-.

and funding goais While we drive for profit
there will be Our aspiration

concentration on earnings quality and sustainabiiity drIven

by strategic pians to ensure alignment of our businesses
RBS should again become one of the worlds

to their markets and their risk targets People evaluation premier financial institutions anchored in the UK but

and incentivisation will meet best practice levels to
serving individual and institutional customers here

support the revised mission of the company and globally and doing it well
This will be underpinned by full suite of nsk and

funding constraints Including concentration iimits

Our alms
This major change programme has already begun
To carry it through while runnIng our continuing business To achieve AA category standalone credit status

in difficult markets will test our management capacity We

expect to be successful overall though we wiil inevitably To rebuild shareholder value along the way
have setbacks and make mistakes along the way But there

enabling the UK Government to sell down its

is no alternative RBS must change in far-reaching way If

shareholding
we do that the strength quality and power that are already

present in our business across the world will be what shines

through once again We wIll achieve our aims by

Outleek Focusing our activities on serving enduring

To make any forecast hazardous beyond the eipectation customer franchises with top tier competitive
that 2009 will be very tough year for the world economy

positions where we choose to compete
RBS in common with all banks will see some erosion of

underlying income levels as result of weaker business
Targeting 5% return on equity in our businesses

activity
and iow interest rates squeezing savings margins

whilst credit costs rise probably sharply We hope that
Achieving primarily organic growth at rates consistent

markets will be less disrupted than In 2008 with lower

associated wnte-downs but time will tell 2009 has in
with the markets in which our businesses operate

fact started well for our busInesses
Using proportionately our balance sheet

We have confirmed our Intended partIcipation in HM funding and risk

Treasurs Asset Protection Scheme APS This wbuid be

subject to shareholder approval More Information will be Having businesses that reinforce each other with

made available as soon as practicable shared products customers and expertise

Notwithstanding the challenging outlook our businesses

all around the world are inherently good and
fully engaged

Our approach will entail

in sustaining as robust performance as the environment
ur oseful mana ement st le

permits And the strategic restructuring we have embarked

on will see high levels of activity designed to reposItion
Making it happen for our customers and then

RBS successfully
for our shareholders

believe RBS can come to be regarded again as tine of

the worlds premier financial institutions My specIal thanks strategic understanding of our businesses

go to all my colleagues around the world serving our and focus on long-term quality profitability

customers everyday and redoubling theIr efforts to move

RBS forward again
business mix more biased than before to

stable customer businesses

Stephen Hester Aiming to rely less on volatile unsecured

Group Chief Executive wholesale funding

RBS Group



Divisional review

Goba Banking Markets

In 2008 the division was organised along four principal bus ss

lines rates currencies and commodifes neluding 1788 Sempra

Oomrricdites LI the comrnoditiowmarketing joint venture betwc en

17135 and Sempra which was formed on April 2008

equit credit markets and asset and portfolio rr anagement

The poor results recorded by GE3M in 2008 should not he alk wed

to disguise the fact that many businesses produced good

perforrr ances most notably rates ano currencies and that thr

achy tius wh ch directly support ir relationships with customers

provide the platform for return to susta nable profitability

Total ircomnie before credit rear ket writmdowris arid or usual

iterrer was 810 214 rnilliorr down 6% from 200/ In additon

tn losses err previously iderrt lied credit market xposures

781 rrrillion TAM incur red 76 millinn wad
rr

asset

wnit downs Although direct expenses were cut by 18/ as

we addrussed the challenges lacing the business credit

rrrpa rmenls rose sharply The operahirrg loss fur the year was

10094 million Or an indicative basis the return on qi ty

1701 of iBM was 050%

These losses occurred relatively narrow parts of the

busir ess focused on proprietary trsdng struninred redit and

co in erparty exposure More than 50 of losses pertained tc

ABN AMROwriginated portfolios

Despitr the disappo nting headl nes and the difficulties

enco intered by individual business lines market volatility

provided opportunities The rates dnd cur renries husirress

135 oup



Div sonaI revew

ach cved pa ticularly strong performance with high volumes

of customer activity and flow tradir resu ting in 450 ncrease

in income from rates had
rig

to 53543 million and 55% growth

in currencies ncome to P1697 million The Sempra Comrnodaies

joir venture performed well in the nine months after its formation

with GBMs commodities ncorne reaching 178 Ilion for the year

Equ Sos saw reduced customer flow and wntwdowns on trading

poe tOns as mnarkrts detenorated rapialy Credit markets achiovea

some successes ri arranging debt financng for its customers

hut is rnained severely affected by market dislocation

Tho task that OHM faces is to rebuild bus ness ri
which profit

is costa riable We start frorri very solid foundation of rung

und oly rig
revenues In addition we enjoy global top live rankings

in cr rporato lending foreign exchange ra conimoditios arid

interest rates arid options Our problems have largely arisen in

trad nq structured credit products and taking sigrrif cant longer

terrr inderwnt rig risk In doing so we strayed from the model

wh of had oripinally brought us success of focusing on the

rieeiA of cur ustomners arid trading in mnakcts only in odcr to

support thers As result our balance sheet has grown in ways

that added risk without corresponding returns

folloviirrq the review GBM intends to focus its business around

its co compurate and institutional customer set across the

world These ci ents are global in nature and are multeproduct

users OHM will deploy capital and resources in support of this

custo nor base and will continue to arrango and distribute credit

loans arid bonds arid build sustained competitive advantage

in its ore financing risk management and investment products

and tradnq hisineses

NtIS is renewing its cornn itmcnt to pr duct areas wh re OHM
has mamket4eading competitive positions across its custorncr

centric origination advisory arid trading activ tics It has streri

market positions in loans bonds foreign exchange rates

commodities arid ego es arid will dr ye these businesses

restruclured where necessaiy in focused manner around

custc mnens needs OHM will discontinue all ill quid ropnietary

trad
rig

activities ar correlation trading ni equity arid credit

rriarkets It wirl drastiealiy scale back act
vity

in structurod real

estate leveraged ar project finance and exit lenidrig in thesc

areas entirely All bose esses arid notably OHM asset finance

businesses will be managed within strict capital guidelines

lobally the intention is for OHM to movo incneas nqly twards

hubandw eke model Risk will be managed from req onal

cbs It is intended that strihution arid coverage will be

delivered from mix of hub countries and scaledwtack

press rice in seine local cifices he aim ever me will be to

reduce mniuch of the oreshore tiadng activity outside the key

financial centres

Asse products ar geographies that fit OHMs new clienb

focused propos fion will be defined as come and will iema

thin the division Assets business hr es arid sonic geographies

that arc nomcore will be transferred to the ni sw Nonwtere

Diviskiri These nomcore activities accounted for apprx mutely

205 billion of tfard party assets at end 2008

None of this will be easy The difficult economic en inronmenit

ai jur the world will make 2009 nnnther chalk nigirig year We

are confident however that at the core of OHM lies an excellent

franchise which can deliver endureng profitability to the Omoup



GJoba Transaction Services

CT7 orjoyed ste ng ysar Income grew 17% to 2472
rnifr er the go wth rate eing rnarrrlainod the second half of

the year deSp to ffrcult market conditions Direct expenses

we 0% highc at 594 milkon noanly as result of nvestment

in
tl franchise to upport growth Operatuig profit ncreased

by 17/ to 1339 million On an indicative basrs the ROF of

Gf was 60%

Grow was driven by strong performance ri
cash management

wharf provider cfeets liquidity management and

international and domestic payment services Income rose 9%

ci tre year to 1514 mnrllron with good growth in international

cash manager wnt markets and steadier growth in UK arid US

dorr estic markets ftc Division was successful throughout the

year ii winning new riterriational cash rrianagemerit mandates

frerr existing PBS Group clients due to the strength of the

inter national iymc ts platforrri arid netwoi

Trar finance executes end advises on customers tradwrelated

finance ar risk reouirements It made
significant progress with

inc me continuing to grow strongly throughout the year up 7%

on 200/ 015 has substantially unproved its paniotration into

the AsuaPacifrc market increasing trade finance income in the

region by 4% and has expanded ui5 opply chain fnance

ectiv tics with an enhanced product suite

Merchant servuces arid commercial cards offers custum

wide iango of card issuing and acquiring solutions products

id services It delivered 5% increase in income to 694
rr iliumi Acquinng volumee were up in the yuer dnvun by

good growth in online volumes although weaker corisomnem

confidence in the latter part of the year meant that average

transaction values decreased owng income growth

Commercial cards urcome grew by 16%

CTS has mnrauritained its market share anD is ranked fhfi worldwide

for transaction banking in terms of both revenue at constant

exchange rates and network In the UK it is numnrbn erie for

CHAPS heque processing and BAGS transnmassuons Strearnl no

merchant services retained its number one position in the UK

market handling mere than erie in thm of all card transact mc

fhe GTS business successfully exploits eceriem en of scale

and scope Dir scale

Intern atiorral Cash Management processes ever one billion

payrrients and collect ens annually

Domestic Cash Management processes Il ree Ilicin RACS

transactions in the UK each year

tlaJr Finance processes 11 million collections arid letters

of credit annually and

our carets businesses precess six Ilion transact ens per

annum worth 233 trillion peaking at approximately 500

transactions per second

Ic up



Div%iondl rEview

On scope 013 isan intJral part of the offenng of G8M arid

our cgional commercial arid corporate businesses which in

turn ntroduce customers to 015

GO remains strategically attractive business for RBS

providing important working capita and payment solutions to

the Doups customers and substantial scope remains to cross

sell obal tranact on sersrce to or corporate and financial

institutions clients particularly those in th UK iTS plans to

rrqh ri.o its qI ibal network consistent with develop ng crope

as ts coro baso it will iota the capab ty to continue to serve

butt locally and globally ill mulOriatiunal custon ers who are at

the mart of the core OBM proposilion whilst at all tinres

ma nia rung service levels during the charqe The busuress also

plans to uncreese efficiency through development of lower

cost Pont and backoffice operating model and explore joint

vertures for grawth and selective disposals

Although ttie yar ahead will present challenges as slowing

gleE a1 grotur affects trace flows and transac5on volumes

01 remains an attractive component of the Groups portlolio

for tie future

UK Retail Commercia Banking

RBS UK holds leading market share across all cit the business

commercial and corporate sectors Through its network of

relationship managers it distributes ull range of banking

finance and risk nnranagement serv ce including mc arketdeadr rg

invoice finance and asset finance offerings

Ore UK wealth management arm offers high quality private

barrk.ng arid investment services through tire ConEs Adam

Company RF3S In ernatronnnl and NatWest twsf er brands

The results for the year reflect weaker second halt witti rap dly

deter orat ng economic conditions rr tfre UK fetal rrrcomc grrw

modustly up 2% on 2UU to 1U814 million cons sts nt tti wro

across ttre busirressos was the wrakncss of nor irmtercst

comic which was down 5/0 reflecting generally lower dernrarrd

for range of products Direct expenses increased by 6% to

3.1/i million arid irnpa nrnerut losses by 44% to 196/ mullion

with marked deterioration in the second trait of tt ycac

Open 4mg profit dccl nrcd by 18% to 3283 rrrillion The

ndicatrve ROE of UK Retail Commercial Ftarrkrnrg was 18%

fetal income was unchanged err the year at 6/94 million

Direct costs rose modestly by 1/i to 1832 rn II on

lrrrpa rnronts increased by 8% to 1281 mill on Oporat ng profit

declined by 12/s to 1764 million

In testing environment Retail Banking supported custonrrers

by ma rta rung th availability of lending while
rruanaginrg

sk

Business Ranking cent nued to grow rnaurrtiurrng market

leadership with share of 26% cans arid advances to srnrall

busincss custerrrers were up 7% desp to qnrfrcant

contnction iii demand

In tf reta rrmcrrket RF3S UK serves over 15 million pcrsonal

custo ners through ttre RBS arid NatWest brands It offers full

rungs of banking products arid related financial services

rnclu
rug mortgages haricassurance products deposit

accour ts and crcdit arid charge cards



Mo tqage balances at 31 Decemoer 2008 were 11% higher

tha year earlie in the face of weaker demand in the

second half of the year Market share of net mortgage

coding inca osed to 19% front 2% at the end of 2007

number of specific in atives wore taken to help custorriers

dcci with the effects of market turbulence and the recession

Unaer the Mcrrgoge Repossess on Initia we RBS has extenoed

the options for customcrs unable to macat their mortgage

payments to owing change in circumstances such as loss

of employm nt by allowing more flexibility to agree reduced

eymcnfs to period or short payment holidays

As Dart of our Help Me Programme we proactively idenfrfy

ccslomers snowing signs of financial sfrcss errablinig us to

contact cuslomcrs too for advce and solutions to help them

or nage their nioney We are continually eriharrcmng our systenis

am prucescs to gain greater in ghts into our custoniers

bet av our arid ensure we offer the appropriate solution at the

rigt tine and through the rght channel for each cusfurrier

Spc citically to provide advice to customers and others

cc ncerned about their personal fir arrces 2008 saw an

extension of our lormgwtanding MoneySense programme

1300 Mont ySense advisers were introduced to NalWest

or RBS branches all of whoni ave received tra ning

accredited by the independent crarity Consumer Credit

Counselling Service

Ste were also taken to assist Business Barrkrng custorriers

through the downturn

Under our Price Promise to small bus rress customers we

The Corn-mitted Overdraft facility prcivides custorrrers with re

assurance that their facility will reman in place for the agreed

term usually 12 months

Busir ess feline is source of adv cc and information which

cornt lonrents the work of relationship managers Open from

to Monday to Friday the telephor help desk allows

customers to speak meetly to experienced bankers

Almost 100000 Business Barrking customers have receivr

guide to support therrr through the downturn covering topics

such as managing cash4low and spreadirrg risk and

dirac ory of soirrces of adv cc and nformrmtien

the Retail Banking franchise exhibits number of strengths that

positior it well for the longterrrr The BBS and NalWest brands

enjoy reputation for excellerrce
ri

customer service ast
yr or

according to
leacting independent research BBS retained top

pos tion and NatWest was ago joint second fcrr ustonrer

satisfaction amongst main high street banks the Group ranks

second in tcrnrs of rniarket sham the critical current accouni

rr arenA and regularly secures the largest share of current

acce jns opened by first year higher education studc nts

Exanrrples for 2008 which illustrate the strength of the franchise

nclude

perscrrral savings grew by 9% and business deposits by

.3% despite increased competition and slowing niarket

for deposits arid

BBS arid NatWest attracted rmrore than one ci Iliori new

current accounts in the year

hcve urrdertakerr not to increase

mn argmns err overdrafts for existing customers at facil
ty

it view where there is no change to their sk prof Ic arid

slarrdard fees for arrvnging an overdraft



Divoiontl review

Total income increased by 5f to 3161 million with growth

sloweig the second half of the year as the economy

doter orated Direct expenses increased by 13% to 1015

million pnncipolly as result of 26% rise in operating leaso

deprr awn to 401 milion reflechng both gher volumes and

lower than expected residual values in the ombard vehicle

lease bosine Excluding this tern direct expenses increased

by 7% to 614 mflloo as sod tional relationsoip managers were

recruited Impairment losses increesed from the historically low

lrve of 2007 by f3/ to 671 million Operating profit fell by

300 to 1116 million

Suposrt for customers is evident in the 18% growth of average

ba rs and advances Avemge depos balances increased by

3% sp te volatility and acute competition in that market

ROS enjoys br ding positions ri the corporate and commercial

mar ts Cuslc mer satisfaction in coiporae is strong and

inc eased in 2008 over 2007 both overall and in the key area

of th quality relatorrhip managers Almost 19 out of 20

rustoners surveyed said that they would advocate RBS to other

businesses hose are strong foundations on which to bold

endunrrg protmitability

Iota ineonie grew rohosly by 9% to 859 milton Drect

exper ses increased by 13% to 324 illior Ibis figure

moE red erie off cost provision items resulting frorri economic

conditons Operating profit urcreased by 5% to 403 millon

UK Wealth generates earnings from troth privsto banking and

investment services this balanced income base allowed it to

maintar robust organic growth despite market conditions

Cootts Co pentorntcd particularly well with contribution up lSYo

Our UK wealth businesses have strong biands and are well

P05 tioned in ti err markets Adam Company is number one in

Scotland with RDS International also rumber Otto ti the Cha mel

Islanos arrO toe Isle or Man courts Co ma rrumr Dci two across

the UK In addition to their proft contribution they generate

deposits for the Group We believe that attractive oeportonities

exist for further sustainable profitable development of our UK

wealth businesses building on these ox st rig strengths

UK Retail and Commercial Banking retains an extremely strong

franchise arid represents the core of the RBS Group However

the external environment over the next few years will preserrt

significarrt challenges with pressure on income as result of

very low interest raIr lower fee income and impairment costs

which arc tKcly to ncrcse further

The business plans to rispond to this environment by reducrrj

lost and increasing productivity throu 3h invcstrrient in orrlirre

service channels aullroatmon of activities and rmdesiqn of errd

wend processes The business will tailor the cost ot service tom

different client segnierits more closely to their value generation

Wealth management remains strong growth opporturety and

the business plans to pursue more cor solidated approach to

the nramket through more emordirratior across the multiple

brands with which it currently faces the rnrarket whilst investirt3

in addrtcial Relationship Managers aid piorform functionality

100 rouo



It Division wit pursue 3bove market growth ri
customer

depodts to reprove its fund
rig

contribution to the Group arid

will Irversify ts customer lending reducing its exposure to

corrrnercial property

US Retail Commercial Banking

Citizens is cog iged in retail and corporate banking activties

thror ph its branch network in 13 states in the Urited States and

throuqh nun ench offices in other states Citizens was ranked

the orithiargest commercial bank rip orgarusation in the United

Stat based on deposits as at 30 September 2008 arid is top

tier b3rik in its New Englr rid and Mid Atlantic reg onal rrierkets

In yea of cc 5nueJ acute maccot tuihulence and sharp

slowdown in onornic actrvity the Divisions total inconie was

essentially unchanged at $5518 million rise of 8/ in storing

terre to 013 mIlion Operating profit fell by 57/ to $972

million and by %% in sterling terms to 524 mill on Direct

expenses rose by 5% to $2012 million reflect rig both the

ccii irrued expansion of cornnicrcial banking relationship

mar agernient towns arid wote downs on mortgage servicing

rigS cud othe costs related to loan workout and collection

activi The indicative ROt of US Retarl Commercial

Ranking was 8%

Rio ng irrupairrncrrts were the rniain course of the declune in

ope atirig profit arid reflected an environment in which houne

pro cent nued to fall an unemployment to rise credit spreads

widened and household wealth contrac ted lmpairrrrent losses

increased by 184% to $1 929 million compared with 200/

In the externally soc reed home equity portfolio rope nmerits

rose by 80% to $592 million although the seonn halt tiqure of

S209 million was lower than the first half $324 ruillion In Iho

cure US Retail Currimercial portfolio irrupairments wow 281/

higher than ru 200/ at $133/ million witti rriarked deterioration

the second halt of the year Stress was evident in all sectors

it zens loss rares were low relative mu its peers

Average core customer deposits declined by 5% arid the

division further reduced its reliance on brokered deposits by

80/a leading to an overall decline of 11% in average custonier

deposits Net interest margin was held steady reflecting

wideruir asset margins and careful nruanagernerit of savings

rates in competitive deposit market

The Division continued to evaluate oppoitunities to optirruse

capital allocation by exiting or reducing exposure to lower

growA or subscale segrrrerrts In the fourth quarter of 2008

18 irl branches the Adirondach region Ncv Yode were

so to Community Bank System Am agreement has also been

reached to sell the Indiana retail branch network consist
rig

of

65 branches arid the Indiana business bankinq arid reqiorral

itnk nq activities to Gd National Bank These and other

nreasures will also assist ri containing costs ru future

One benefit of increased volatility in Ihe ecoriorniy was that the

Commercial Markets business generated strong revenues as

custom es sought to manage risks Revenues from interest rate

and foreign exchange products increased signiticarrtly on 200/

figures wth foreign exchange particularly strong The Division

conrtinjed to innovate to enhance cnstnmer service Citizens

upgraded its Or/inc Banking and Bill Pay system giv ng

customers the ability to pay bills rorore quickly and to track arid



DIvisiOflal rLview

manage payrn tnts from new useefr ondly interface arly

2005 saw the aunch of LZ Deposit Th service enables

business owners to scan deposits and to delver the images

electronically to the bank via sec ire internet connection frorr

the own premises this eliminates the need to visit branch

as iell as redi cing the before deposits reach accounts

Citbe ts has high qual retail ord commercial banking

fran hise in the north eastern tJS New ngland and the Mid

Atlu tic are attractive bank nq markets and Citizens is well

positi toed in them in tortes of market sha and key local

market coverage the business intends to nvest in this core

business through increased markeling activity arid targeted

tecf nology irivestnients wh 1st reducing activity ri its outoh

tootpr nt niatior al businesses in consumer and commercial

finance this strategy will allow Citizens to be become fully

funded from its own customer deposits over tirrie arid will

Support low risk proti

Europe Middkr East Retafi Commerca Banking

Ulstr E3ank prvides cornpretrensive range of financial services

ocrss the island of Ireland Its ret-al banking arrrr has network

of brriches arid operates in the personal commercial arid wealth

mar agerrierit sectors while its corporate markets ooerations

provide services in the corporate arid nst ti.it onal markets

In weakened economic conditions operating profit after

Manufacturing costs fell by 85% to 70 million Total iricoroe

rcached 1518 million an increase of 6% in sterling terms

although reflecting drop of 5/ wrrerr stated on constant

currency basis Direct expenses rose by 12t/ in sterling trims

although were flat when viewed on constant curie icy basis

rcflectir disciplined management of the cost fase articulrrly

the second halt of 2008 The rria irrip ret on performance in

the dvi err was siqnficant irerease inrp1r-rer lasses olbeit

from low bese particularly in Ulster Dank whore in pairments

rose to 394 rriilliort this reflects the inipact on cred quality of

the slowdown si the Inst econorriy and the inc cased flow of

cases into the problem debt manager tent process

Average loans and advances to customers increased by

25% versus prior year or 12% when stated on constant

currency has

Avcrag deposit balances ri the MI vision were 13% higher

in
sterling tcrrrrs and largely flat at constant exchange rates

reflecting perhcuiarly the ft qhly norripetitivo rrisnket for rrsoi rc

in Ireland in 2008 Dopes flows in Ulster Dank were strcrrg
in

the latter part of the year arid into the early months of 2009

Dyer 119000 personal current accounts were ported by Ulster

Rank across the island of Ireland in 2008 up 7/ on 207 In

the UAE RBS issued 170000 credit cards in 2008 taKing the

total niunrber in circulation over 410000

External recognition of the Divisions ach evernients in 2008

ncludr Ulster Flank winning the KPIVG Business Ranking

Lxcellerice Award for en unprecedented fourth successive yew

while R3S UAF won the Rest Premium/Priority Pa kiriq Service

Award at the 2008 Banker Middle Last roduc Asvards



In Ireland UIst3r Bank has been pro active in responding to tI

challeng ng br and global rr arket conditions through

programme of nit atives which mc udes the move to nqle

brand strategy under the Ulster Ba ik brand This will see the

rnerq of the operations of Ulster Bank arid First Active in the

Republic of Ireland RI by the end of 2009 series of cost

manaqemerit initiatives has also commenced across the business

Stop in supporm customers through this difficult coon mnic

pen have al been irutiatort in Ireland Ulster Bank

ann iunced in ebruary 2009 fIrst it will he niaking available

signit cant funds frir the Northern Ireland NI SME sector with

sm Mi supp rt in tiative soon to launch in RI Ulster Bank hus

also dopted the Groups pledge regarding certainty of

overdraft limits for th segnrenit

To support personal customers the Groups MeneySense

financial education programme is being rolled out across the

islaric of Irclaro wth trained advisors being introduced to all

UIst Bank br nrrches The Momentum and Secure Step

mneffages hevo been Iai riched ri NI arid RI espectively to

support rst time buyers

Ulster Bank re cams core part of the Groups global bank ng

ope tions It I- as strong franchise rn Ireland and has the

predcct and stribution capability to grow profitably and well irr

normal market corrd tiorrs The business plans to rrianage its

balance sheet over the rrredium term with particular focus on

reduc ng risk nor ccrrtratioris as market conditions allow whilst

inictreasiriq arid versity pg its cuMnmei deposit base

The I- ME Retail arid Commercial frarichisr outside of Ireland

lack scale arid breadth They would require very siqnificant

nvestment cit capital and rrranagemont rose irce to ho able tc

achieve levels of sharetroldor return equivalent to those possible

frorri more established core frarictrises in the Group We lrave

corrirnericed review to consider future options for those

busir esses including options for sale

Asia Retail Commercial Bankng

It provides financial services across four segments- attluenit

bank ng cards arid consurnier fimnance business banking and

international wealth nrnanagement which offers private banking

and investnnnent services to clients ri selected markets through

the RBS Coutts brarrd

Asias coenomies slowed sharply in 2009 and especially the

second hall end ng decade of oonristorrt widespread and oflenr

rapid growth in the negierr this was reflected iii the porter nrance

of Asia Retail Commercial Bankrnq althougtr ceorpariseris with

the prier year are affected by the marked depreciation of sterlinrq

during the year While irrceme increased by 12% to 761 rn Ilion

an operatinrg less attei manufacturing costs of 113 rrnillion was

incurred compared with loss of F-20 mm illiorr irn 2007



Dlvlslond review

Direc expenses increased by 30% to 483 milton This

reflected gher collechon costs and conunued investment in

the Groups ntrastructure the region including the

recru tment of additional experienced private bankers in CBS

Coutts As Impairment losses inc eased by 44% to 011

eel ion largely as result of pressures on the Indian consumer

tinance book he indicafive ROE of Asia Retail Commercial

Baneng was lb%

Volati m-arkst conditions reduced demand among ci tints for

stru turorl and equity fund products and led to slowing in

aftlt net honks income Despite this Royal Preferred Banking

wh cf was launched in rumber of countries during the year

saw lient numbers increase by 1/ and ossets Under

inner aqennennt the affluunt segment grew by 3% Royal Wc alth

Mar agemnent was launched in India emphasising our

con niitmernt to that market

Credit cards arid censunen finance metr cs have continually

bee reviewed over the period result ng in further tightening of

nun surer bUrg poliunnw TI has led to lowe levels of cad

and lean acquisition There has also been slowdown in the

non her of card transactions Despite tlr the cards arid

corisnnmer fina ice business reported income growth of 20%

Bus ness barrk ng saw strong growth across most regions with

revenue incressing by 2B/ havirìg performed particularly well

iii lr cia Pak st in and China

RBS Coutts our wealth rr anagement business continued to

deliver good income growth of 19% and strong levels of client

acquisitinn or 5% in the year Despite adverse financial

rnrarkets and qn ficant levr Is of client de4evc raging acm ts

und manaq men tin the nntermnatnonai wealth hue ness grew by

BOA We cent riued to rebi arid Coot businesses outside the UK

to BBS Coutts

otal acm ts under management for the Division at 31 December

2008 were /% higher than year earlier at 212 billion while

custonier deposits were 40% higher partly ref looting exchanrcje

mate movements

Asia Retail Corn mere al Banking has establ shed operations

nurriher of fast qrowirg and attractive rniankets However

tee francnise is tninnly spread one in general nas riot yet

achieved sign ficant scale The Group intends to exit its retail

and eerrrmereial activities in these areas CBS Coutts will

remain core business

RBS nsurance

Its brands include Direct Line wtAch sells general irnsurarie

products direct to tlne customer while the Churchill arid

Privilege brands sell both directly to the east erier arid

selected price comparison wehsites In addition NIG sells

genera insurance products through independent brokers arid

Gree lag is RBS Irsuranees provider of the rescue product

Ir tenmnat onally CBS Insurance sells gn neral ir surarice rnnainily

meter ii Spain Oerrrnany and Italy under the flirect brie brand



RB remains the UKs largest motor insurer and its second

largst home usurer This is supported by the strength of the

Direc inc and Churchill brands which mointaur ed their

positions as the two loading motor insurance branos The total

nurr her of in force policies was 7% higher in December 2006

thar months earlier

RB Inst rance made strong progress in 2008 Operating profit

after manufacturing costs rose cy 99 minion to record 780
million an increase of 15% Fxcludirig the impact of the 2007

flonde arid poor year reserve releases operating profit grew by

6% iroct exp1nscs grw by 4% to /71 million Net clams fell

by UI to 3/33 million and by 3% if the effects of the 200/

floods and rust rving rev ew are excluded he indicative ROF ot

89 Insurance was 36

Dunn 2008 ROS Insurance continued its strategy of growing

own rand business with income mncreas ng 7% Within the

partri mship market RBS Insurance continued to focus on the

more profitable opportur ities whict resulted in discontinuing

5ur it uf ri less profitable perti ersl contracts Consequently

the iurriber of pantriersh and broker policies indonce at

December 2008 was down 9% compared with year earlier

altt or gh contr outiori increased by 27Y

In 2008 RDS isurance ontinued to develop its synengies with

the dcr Group Excellert sales growth was achieved through

the 53S and NatWest brands where home insurance new

businss sales irici cased by 289% the equivalent of one policy

every ci riute during branch opening hours

The ntemnational businesses performed well with income

up 24% and contribution up 37% these buiriesses now have

rr ore than million customers RI-IS Insuranco under the

Direct rio brand is the largest direct motor neuter in Spain

the second largest in Italy and the third largest in Germany

The success of RBS Insurance in 2008 was delivered by

anotl er strong performance from our people This was

Ilustratod by the Group-wide Your f-eeaback survey which

showed that 85 Insurance improved its position in 11 out of

15 categories compared with 2007 and exceeded the global

financial services norm in 12 of the 15 categories

throughout 2008 R8S Insurance continued to develop and

enharrce its operat ng model This involved focus on lowcost

customer acquisition through mult pie disfr bution channels

efficiency enhancemr ents to our lowcost operations and

mprovd underwriting risk selection arid claims handling Tf /s

has given the company strong foundation and Ieaves it well

placed for future profitable growth despite the ongoing impacts

the urccnt economc market condtons

The Group has decided to rota 85 Insurare reflecting the

strength of its franchise as the leading UK personal litres ins iron

It provides high quality ear riirrgs which are differentiated from

die Groups banking businesses providing valuable
diversity

and

strong returns The business plans to pursue additional growth

throuqfr building its position in tf re online insurance aggregatoi

channel through the bank channels arid in tIre comnnmercmal

market The business retains cornpetit ye advantage throt gh its

market eadurrg brands low cost operating odd and the

benets of wale on it claims costs

7/ Cc



Corporate Responsibility

Our approach

As Well as rrspond ng to what we learn from stakeholders

we have to be flexible adapting what we do as circumstances

change The turbulence in financial markets in 2008 and its

effects on our customers were precisely the typos of events to

which responsible financial services company hs to rcspond

During the year we gave much greater cmnpf asis to support nq

oo cisomors through tho economio Jowrturn while cord muirg

to work on the priorities which had previously been iderrtt ed

What ths denronstrates above all is th at ROD social

responsibility is business as usual

Progress against priorites rn 2008

Consultation wth our sfakoholders had led to the identificatior

of 10 pr ority areas for action in 2008 full details of thcse arc

available at wwwrbs corn/cr three leading priority areas wcre

nancial crime

custorrier service and

how we rriarket and sell our products

nancial crime at the heart of our crest basic rnsporrsibility

as bank to keep our customers nnioney secure During th

year we

promoted Risk Cuandian fraud screen rig product

help reduce merchant Ii hrlify frornr card fra ud



cot tinued otter customers the additk nal socunty for ontrie

transactions afforded by two factor authentication with over

th rritl on customers now registered to use it

inreased the use of online customer identificatori and

address verlication systems

Given the importance to stakeholders and to PBS of customer

service it was oncouraging tnat accord ng to leading

independent research PBS retained top position and NatWest

was again joint second for customer satisfaction among main

high rtreef banks Saturday opening was extended so that 404

of th RhO/Na West brarch network now opens on Saturdays

We iricroasud ho number of Custorrier Advisors in NafWcst

brat chos by 20 ri 2008

To respond to stakeholdcrs riteres in our approach to how

we arket and sell our products we

increasingly focused or service on custorriers who gut into

fi iancal dirts ulty arid

dry loped ir Expert Managed Solutions product

proposition rnabling customers to acces industrywide

fund rniarraq mont expc rUse

nvestng in financial ed jcation

Undistanding and confidently managing money are crucial life

skills PBS has longstanding commitment to financial

education one which wa expanded in 2008 to help people

ray gate difficult economic times

TSr Cronps fir ancial rducaiinn activities tire built around th

MoneySense piogramrne which has been running for more than

lb years It provides free arid impaital guidance about money

arid financial services and is the largest fir anc al education

programnnie of its kind MoneySense aims to or sure that an

evorancreasing nurriber of people whether or not they choose

to bank with the Group are able to make informed decisions

based un solid understanding of their
rrioriey

and how

financial products arid serv ccc work

MoneySense for Sot eels is accredited by the Personal Finance

Education Group art ineepeneent char my tnat nerpa schonls to

plan and teach personal finance education

the core uf MoneySensu for Schools is lessons delivered to

young people ir their classrooms Since 2004 alurir more tutu

two mill on MeneySense lessons have been delivered to pu Is

with the figure for 2008 exceeding 700000 Some lessons are

deliver by RBS arid NatWest employees wt visit schools ri

their local communities and others by teachers Resources hays

been develooed to support teachers end ins lude

online tutorials

free telephone helpline which gives teachers the

opportunity to speak to MoneySense educational experts id

Teact cr Zone art area from which registered users can

download suppurt materials and resources for the niodules

School Money allows young people to pract se the skills they

have learned It is school batik run by pupils arid for pupils

arid was established in 2006 Last year saw the opening of the

100th inner ty school bank with total of 33 in operation

Bald rig financial eupeb try is importa it or adults as wll

young people that is wiry the programme was extended to

elude MoneySense for Adults It offers advice and guidance

8030 to



Co porate ResponsibUty

in nches tt rough published guides and leaflets and over

the riernet rich morrth more than 10000 copies of the

Mor eySense guide are stnbuted to customers ard the

Mor eySerise website recteves an average of 60000 visitors

Ftec nising the impact that worsening econorn conditions

would have on household budgets PBS expanded MoneySense

for Adults in December 2008 Following successful pilot

ext rc se wh en had already taken place earlier the year in

NatWst branches in Londnn the Group significantly increased

its investment in the provision of financial advice An additional

I0t0 MoneySense Adv sore were introduced to PBS and

Nai West brunt nec This
ii ado PBS the first bank to offer tree

in par Lial financial go dance to everyone including custoniers

of en bar ks ar people without bank accounts The Group

work with the Consumer Credit Counselling Service

charity which otters free and confidential advice and support

to
aiiyor

worried about debt to Iran retail custorr er serv cc

office for this role These new MoneySerise Advisers were

nomir ated for the posit oris based on their exceptional

custoincoorier ted skilL Their job is to focus on helpful

guidance net rolling products

Mo ieySence is also being expanded to other couritoes in which

the roup operates In ftc United States of America Cit zens

Fin tricial Group is involved in number of financial inclusion

and capab lity initiatives Vermont Citizens runs Federal

Deposit Insurance Corpo ation Money Smart Series through the

branch rietwort The Money Smart curricolum helps individuals

huilrf financial knowledge develop financial confidence and

usc bank ng serv ccc effi
cfively

Cit zenc Bank Connecticut is

ad partner with mpowen New Havens 1-iniancial iferacy

poqrjrnrnic New 4avcn $AVI Tfr5 inhotive promuts

economic security for low ricome families in New Haven

offeneig accounts for first time homebuyers arid young peoplc

saving or higher education irrarreral educaton arid asset

spec fic training arc required and participanls are matched

52 for every $1 saved up to total of $2000 Plane are

currc of ly in progress to introduce MoneySense across the US

thnougt Citizens wth additional programmes launching in 2009

lste Bank is introducing MoneySt rise to both RI and NI

MoireySense for Scnicols nnioduks have been mccc uvuiltible

oril rio and plans are in development to broaden tIe scnrools

prograrnnre and launch MoneySonse services for adults during

2009 Ulster Bank in NI also provides financial support for the

provision of ndepenidcnt debt advice by sponsoring the

Cit zens Advice Debt Advice handbook Th is reference

book to face to4ace debt advisers working in NI

Supporting business customers

RBS has implemented range of rrioasures designed to ass at

both businesses and households in the current fficult

oriorr climate

In November the Group made cc rice of prom ses to srniall

business customc is of PBS and NatWest Under he Ccrnrrr tIed

Overdraft promise customers committed fan litres ronrarn in

plact for 12 mr rrths from the date they are agreed rather than

being repayable on demand The Price Promise means that

comrri tted overdraft pricing is guaranteed usually for 12 months

from the date if is agreed At renewal the price will riot ncrc ace

unless there has been rise in the risk associated with lending

to the custorriei

As well as this financial support PBS also extended the faceHo

face advice and support that is already available ro ci etornors

through their relat onahip nianagers team of 900 highly

experienced managers was selected to prey do bus ness

custonicns with hands on suprort to orunage their businesses

thrcrugh the downturn This was followed in December 20 by

the laurctr of Business Lifeline specialist helpline which RBS

has established to provide advice and support to small

business customers



In february 2009 the Group announced additional funding for

small and med urnsized enter pnses SMIT lh swill be delivered

thruugh 12 Regional SME Funds in Wales and Scotland

with Ulster Bank providing the Fund for businesses in NI

Alor with providing tradit onal debt finance the Funds will

otto wsinesses the opportunity to access other avenues to

help them manage tneir capital and cash flow through the

econonric dow iturn

Supporting persona customere

In Us emt or 2008 RBS arid NatWest introduced measures to

helf rnortgagr customers should they face financial difficuliics

irst repossession proceedings II riot proceed for full

six months attn custurr or first falls into arrears Secondly

cuxto nens in arrears will be given the opportunity to seek

advice from in Jepondent money advice organisations before

ano em are taken by the Group These commitments will

rem sin place at least until the end of 2009

Environment

hrmcgh the U3S Group IT nvironrrent Pgrammo cc have

bee coritnibut rig to the global shift to niore sustainable and

efficient use ot natural resources We have provided number

of fi iuricial pe ducts and services that support the environmental

objectives of our customers such as our trzens Bank

Grecrr$erise aeco in whith rewards envrrorrrrreritsl behaviour

and cur highly successtu green savings pioducts In 2008 we

were one of the worlds leading arrangers of finance to

rencwable power projects arid we cent need to procure

renewable el sctricrty for oui UK properties We completed

larq scale en rrqy effic ency upgrades to several of our nra

ho Idiom arou rd the world arid continue to help our employees

play their vt probet rg the enGr orrmnerit

Ou fforfs in rrrarraging environmental risks arid opportunities

were recognsed through our inclusion for the secorrd year

rurrr rig in the Carbon Disclosure Projects Leadership Index

and or score ii the Dow Jones Sustainability Index increased

2008 hghHghts

More than three rtjljliorr customel rogrstered to use

two factor authentication whrch provides additiona

security for online Ii ansachons

Saturday opening extended in NatWest and

RBS branches

MoneySense lessorrs delivered to more

than 00000 pupjls

100th inner city school hank opened

Art addihonal 1000 MonreySense Advisers

introduced to NatWest and RUG branches

MorreySense being introduced in thc

Island ol Ireland by Ulster Bank

Addiiional funding for small and

mediumsized entorprisee

New mortgage repossession policy to

help customers who fall mb ar ears

Irroluson in the Carbon Disclosure Piojects

Leadership lnrdex for the second year rijnning
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Letter from the Chairman of the Remuneration Committee

In recognition of the crisis in global financial services and the

unprecedented losses incurred by the Group in 2008 the Remuneration

Committee has been working with the executive to bring about

fundamental change to the way remuneration works throughout the

Group There is an obvious need for very significant change to

compensation policy and practice across the industry and we Intend

that the Group will lead that process in consultation with our major

shareholders

As we embark on process of change our approach has sought to

balance the reality of our current situation with the needto offer

competitive remuneration package for teams and individuals that are

performing well and in manner that is sustainable In the long-term

Achieving this balance is essential to our task of
rebuilding

the Groups

standalone strength as well as repaying the support of the UK

taxpayers

In previous years the Directors Remuneration Report has described

how remuneration policies are being implemented for executive

directors but given the exceptional circumstances would like to

take this opportunity to describe in greater detail how the Group Is

approaching remuneration for all employees

Immediate key decisions taken by the Group were as follows

There have been no discretionary cash bonuses for any employees

for performance in 2008 No bonuses have been paid to anyone

directly associated with the Groups major losses There are some

limited contractual commitments to pay bonuses typically as part of

an agreement on recruitment and these have been honoured

Where there has been exceptional performance by key individuals

and teams employees have been given deferred bonus awards These

awards will be released in three instalments in 2010 2011 and 2012

in the form of RBS Group subordinated debt by which time we hope

the Group will be well on its way to standalone financial strength

If the performance on which these deferred bonus awards was

based later turns out to have been
materially different or if there is

subsequent material loss or reputatlonal damage as result of

activity in the deferral period or otherwise at the discretion of the

Remuneration Committee then part of these awards may be reduced

or cancelled without payment clawback

No profit share payment has been made for financial year 2008 and

the scheme has been withdrawn going forward We have made

changes to benefits for some employees below manager level as part

of the transitional arrangements to end the annual entitlement to profit

share bonuses

Annual base salary increases in 2009 will be made to limited

number of employees and salary increases will be below Inflation for

all businesses across the Group

No bonuses have been paid to executive directors in relation to 2008

performance and no deferred awards have been made Over the past

four years the long term incentive awards granted under the Medium

Term Performance Plan have lapsed due to the performance criteria not

being met

In respect of 2009 the Remuneration Committee has made key

decisions in relation to the remuneration of executive directors

There will be no base salary Increase in 2009

Any bonus earned in 2009 will be deferred and subject to

clawback provisions

No further payments will be made under the companys Profit Sharing

Scheme for 2009 onwards

Annual incentives for 2009 will be based on performance against

framework of measures with all payments deferred for up to three

years with potential clawback

The exceptional maximum annual Incentive opportunity will not be

available

The individual performance management processes will be

strengthened at executive levels This includes revised performance

scorecard The five performance areas are strategic direction finance

and operations stakeholder management Including employee and

customer satisfaction efficiency and control and capability and

development

Long term Incentive awards will continue to be made under the

Medium-term Performance Plan and the Executive Share Option Plan

but the level of awards will be lowered compared to 2008 All awards

will only vest If stretching performance conditions are met in three

years time

The provision for an undiscounted pension on early
retirement at

employer request will not apply to any executive director appointed in

the future

The Remuneration Committee recognises that the Groups performance

has not only impacted its shareholders and customers but also its

employees who have worked so very hard over many years to build an

organisation of which they were proud and which provided secure

livelihood for them and their families The Board deeply regrets
that our

employees trust has been eroded and their welfare affected during the

last year While It is both necessary and appropriate that we adopt

stringent measures for employee compensation we are more mindful

than ever of the need for the Group to continue to develop the best

employment practices in our Industry to enable us to retain and recruit

outstanding talent This is critical to the delivery of our strategic plan

and to build sustainable and successful Group for the future

Cohn Buchan

Chairman of the Remuneration Committee

25 February 2009
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Summary remuneration report

Remuneration policy

It has been agreed with HM Treasury that in addition to complying with

the Association of British Insurers best practice code on remuneration

the Remuneration Committee will continue to work to ensure that future

remuneration arrangements are linked to long-term value creation In line

with the Groups business strategy with appropriate account taken of

risk and avoiding bias towards short-term indicators such as profit or

revenues The company is also actively engaged in discussions with the

Financial Services Authority FSA in relation to remuneration policies and

practices across the banking sector and intends that any remuneration

policies should take account of the FSA5 remuneration design criteria

Accordingly in conjunction with the Board and independent advisers

and in consultation with shareholders the Remuneration Committee is

undertaking comprehensive review of its remuneration policy which it

will complete during 2009

Components of executive remuneration 2009 UK based directors

Salary

Base salaries of executive directors have been reviewed and it has

been agreed that no increases in base salaries will be made as part of

the annual 2009 review

3anef its

Executive directors are eligible to receive various employee benefits or

cash equivalent from flexible benefits account on similar basis to

other employees

For all executive directors joining on or after October 2006 pension

provision is in the form of pension allowance which may be used to

participate in The Royal Bank of Scotland Group Defined Contribution

Pension Fund which is open to all employees or to invest in alternative

pension arrangements or to take all or some of the allowance in cash

In addition as employees executive directors are eligible to participate

in Sharesave and Buy As You Earn schemes These schemes are not

subject to performance conditions since they are operated on an all-

employee basis

Annual incentives

No annual incentive has been awarded to any executive director in

relation to 2008 performance

UK-based executive directors have normal maximum annual incentive

opportunity of between 160% and 200% of salary with an exceptional

maximum opportunity of 200-250% of salary The on-target opportunity

is 107% to 133% of salary

The Remuneration Committee has determined that for the financial

year ending 31 December 2009 the exceptional maximum incentive

opportunity will not be available

Any annual incentive payments earned in 2009 will be deferred and

released In equal annual instalments over three years The Remuneration

Committee will reserve the right to review performance prior to each

element of deferred incentive vesting and reduce the proportion that

vests if there Is evidence that the financial performance for 2009 was

materially inaccurate or there is material loss or reputational damage

as result of activity during the deferral period

Any incentive payments to executive directors in 2009 will reflect

performance across five performance categories Strategic Direction

Finance and Operations Stakeholders Efficiency and Control and

Capability
and Development Group business unit and functional

performance will be considered as appropriate

Lcng4erm Incentives

The company provides long-term Incentives in the form of share options

and share or share equivalent awards Their objective Is to encourage

the creation of value over the long term and to align the rewards of the

executive directors with the returns to shareholders The Remuneration

Committee is formulating proposals under which awards may be made

in the future under two plans the Medium Term Performance Plan and

the Executive Share Option Plan Any awards will be subject to rigorous

performance conditions on which shareholders will be consulted

Medium-term Peifbrrriarice Plan

The Medium-term Performance Plan was approved by shareholders 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 of shares worth up to one and half

times earnings the Remuneration Committee has adopted policy of

granting awards based on multiple of salary No changes will be

made to this policy without prior consultation with shareholders

The award levels for 2009 will be reduced from the policy applied for

awards in 2008

opt
The executive share option plan was approved by shareholders at the

companys 2007 Annual General Meeting

In 2008 optIons were granted to executive directors under the executive

share option plan approved by shareholders in 2007 over shares worth

between one and half times salary and three times salary For 2009

the award levels will be reduced from the policy applied in 2008

Sharehoidirig guidelines

The Group operates shareholding guidelines
for executive directors 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 Groups Medium-term

Performance Plan Executive directors have period of five years in

which to build up their shareholdings to meet the guideline levels

Group ChIef Executive Stephen Hester

Stephen Hester became Group Chief Executive on 21 November 2008

His annual basic salary is 1200000

Mr Hester also received certain share awards on appointment as Group

Chief Executive and share awards to replace bonus and share awards

he forfeited on leaving The British Land Company PLC Mr Hester was

granted conditional share awards over total of 10407081 shares

Subject to their terms the majority of these awards will vest between

February 2009 immediately after the announcement of the 2008 annual

results and the third anniversary of his appointment as Group Chief

Executive
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Summary remuneration report contjnued

Chairman Philip Hampton

Philip Hampton became Chairman-designate on 19 January 2009 and

Chairman on February 2009 His fee is 750000 per annum He will

also receive one-off restricted share award over shares in the company
which will vest subject to the satisfaction of appropriate performance

conditions on the third anniversary of the date of grant The amount of

this award will be two times his annual fee based on the share pnce at

the date of grant

Former executive directors

Sir Fred Goodwin

Sir Fred Goodwins employment with the company ended on 31 January

2009 Under the terms of an agreement reached on 13 October 2008

he has waived any payment in lieu of notice and his rights
in respect of

unvested executive share options and unvested awards under the

Medium-term Performance Plan have lapsed He will not receive short

term incentive payment for the financial year ended 31 December 2008

.iohnny Cameron

Johnny Camerons employment with the company will end on

28 February 2009 Under the terms of an agreement reached with him

on 19 December 2008 he will not receive pay in lieu of notice or short-

term incentive payment for 2008 or 2009

Mark Fmher

Mark Fishers employment with the company will end on March 2009

He will not receive any short-term incentive payment in respect of either

2008 or 2009

Total shareholder return performance

The performance graph below 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 because it represents 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 beeh rebased to 100 for 2003

Total shareholder return
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ServIce contracts

The companys 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 months In relation to newly

recruited executive directors subject to the prior approval of the

Remuneration Committee the notice period may be extended beyond

12 months if there is clear case for this Where 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

All new service contracts for executive directors are subject to approval

by the Remuneration Committee Those contracts normally include

standard clauses covering the performance review process the

companys normal
disciplinary procedure and terms for dismissal In the

event of failure to perform or In situations inOIvlng actions in breach of

the Groups policies and standards

Any compensation payment made in connection with the departure of

an executive director will be subject to approve by the Remuneration

Committee having regard to the terms of the service contract and the

reasons for termination Any Board members who leave the company in

the future will receive severence package which Is reasonable and

perceived as fair

No compensation payment was made to Sir Fred Goodwin Johnny

Cameron or Mark Fisher in respect of their ceasing to be directors

2003 2004 2005 2006 2007 2008
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Directors remuneration

Salary Pension 2008

fees altowance Benefits Total

000 000 000 000

Executive directors

Mr Hester 163 52 216

Mr PeII 908 909 2204

MrWhittaker 829 282 1115 2.450

Former Chairman

Sir Tom McKiliop 787 787 750

Former executive directors

Sir Fred Goodwin 1297 39 1.336 4190

Mr Cameron 902 312 25 1239 3255

Mr Fish 324 40 364

MrFisherio 760 187 441 1388 2.355

Notes

Mr Hester was appomted Group Chief Executive on 21 Nommber 2008 He was pro9iously nan-erveculve director from October 2008

SIr Torn McKitap ceased to be Chairman and director on February 2009

Sir Fred Goodwin ceased to be Group Chief Executive and director on 21 Norembor 2008 His employment with the Group ceased on 31 January 2009

MrCameronceasedtobeadirectoron l3October200ssndwllceaseemmontwrththeGroupon2sFebruary200s

Fmnl Jsnuary200Buntil3OApfll2008MrFshwasanexecutivedimctorof ttrecornpanyHebecameanon-ececuitvedirectaronl May2008andceasedtobe.dhectcron3l Oeceirder

2008 Throughout this period he was non-executtve chairman of RBS Mrerica and Citizens Mr Fish se non-executive director of Textron Inc and Tiffany Co and retateed the feee pald to Prim

in this respect For 2008 he received remuneration from Textron Inc of US$260500 induding deterred feeL He received an annual fee of US$4800 from liBerty

Mr fluter ceased lobe director on 21 Nonember 2008 end wil cease employrrsnt with the Group on6 March 2009 In tee with ta international assignment pdlcy costa such as additional tax

and accommodation incurred as result of Mr Fishers assignment to the Netherlands are met by the Group These additional costs are shown In Benefits abon

Notes

AppoInted as directors on October 2008

Retired as directors anti Febnrary 2009

Mr Scotts senior independent director fee cenered all Board and Board Committee work induding Chat rmanoirlp of the Remuneration Committee

Board

Board committee 2008

fees fees Total

000 000 600

No director received any expense allowances chargeable to UK income tax or compensation for loss of office/termination payment The non-executive

directors did not receive any bonus payments or benefits

Non-executive directors

MrBuchan 73 57 130 122

Mr Hunter 73 101 174 162

Mr MacHale 73 33 106

MrMCFarlanet 18 18

MrRyantit 18 18

Former non-executive directors

Dr Curne 73 16 89 35

Mr Friedrlch 73 33 106 190

Mr Koch 73 73

Mrs Kong si 73 16 89 85

Sir Steve Robson 73 33 106 lOC

MrScottt23 174 00

Mr Sutherland 73 29 102 91
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Summary remuneration report continued

Medium Term Performance Plan

Scheme interests at January 2008 and the related market price on award in the table below have been restated to reflect the rights issue in June

2008 and the capitalisation issue in September 2008

Market Share interest End pedod

Awards pdce on Awards Awards share far quitylng

granted award vested in exercised equNalenis at conditions to

in 2008 2008 in 2008 31 December 2008 be fulilued

Mr Pell 148.953 5.17 Nil lapsed 31.12.08

138384 5.85 138384 31.12.09

305177 2.97 305177 31.12.10

287337 443561

MrWhittaker 135410 5.17 Nil lapsed 31.12.08

128134 5.85 128.134 31.12.09

277525 2.97 277525 31.12.10

263.544 405659

Sir Fred Goodwin iii 333324 4.56 333324 vested 31.12.03

121.288 5.19 121288 vested 31.12.04

348202 5.17 Nil lapsed 31.12.08

333145 5.85 waived 31.12.09

754364 2.97 waived 31.12.10

1135959 454612

Mr Cameron 121 199994 4.56 vested 31.12.03

79096 5.19 vested 31.12.04

174103 6.17 Nil lapsed 31.12.08

170845 5.85 lapsed 31.12.09

403673 2.97 lapsed 31.12.10

624038

Mr Fish 111479 5.17 Nil lapsed 31.12.08

102587 5.85 102587 31.12.09

214066 102587

Mr Fisher 71651 4.56 71651 vested 31.12.03

28660 5.19 28660 vested 31.12.04

125.741 5.17 Nil lapsed 31.12.08

119.593 5.85 119.593 31.12.09

282570 2.97 282570 31.12.10

345645 502.474

Notes

Awards held at 21 Noeember 2008 when he ceased to be directar Unseated awards were waked on cessation and lapsed on 31 January 2009

Awards held at 13 October 2008 when he ceased to be directric Subseguentiy Mr Cameron exercised his vested awards on December 2008 outetanding awards will lapse when his

employment with the company ends 0828 February 2009

Awards held at 21 Ncweniber 2008 when he ceased to bee dfrector Mi urwested awards and any vested but unarcarcised awards will lapse when his employment with the canpeny ends cii

Marsh 2009

For any awards that have vested participants holding option-based awards can exercise their right over the underlying 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

Scheme interests

share equinaients at

January 2008
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Notes

Awards

held at Awards

January granted in

2008 2008

Market

price on

award

Awards to replace bonus and share awards Mr -tester forfeited on ieaeing The British Land Company PLC which reflect the vesfi ng dates of the original awards

These awards nest as to 1/3 on each of the first second and third annmersary of award subiect to their terms

Awards were granted to Mr Mith8ker in lies of unvested share awards fron his predous ernployac

The end period for quatfying condltons is subiect to any restrictions on dealing in the Gmsp shares which may be in place and to which Mr Mrittaker may be aubiect Ma result of the close

period prior to the announcement of the Groups resutt the end of the period for quaiifsg conditions to be fulfiled hr 2009 is 26 February 2009

Award has now vested end shares will be released to Mr Wbittaker on 26 February 2009

Citizens Long Term lriceriiive Plan

Benefits received from awards

vested during the sear Interests at 31 December 2008interests at January 2008

Mr Fish LTIP awards for the

year periods

01.01.0531.12.07 nil

01.01.0631.12.08 flil2

01.01.0731.12.09 nhIi

Notes

This cash L11P was approned by shareholders at the compans Annual General Meeting In Apt 2005 Performance is measured one cointilnaflon of growth in Profit before tax and Relative

Return on Equity based one comparison of Citizens with comparator US banks

Wnen Mr Fish stepped deer from the Board on 31 December 2008 under the terms of the Citizens Lilt tea outstanding awards vested subiect to proratlng for the elepeed proportion of the

performance period and for performance to date Ass result there was nit veshng for at awards

No variation WOS made to any of the terms of the plan during the year

Festncted Snito Award

Interests at January 2008 and the related prices on award and vesting
in the table below have been restated to reflect the rights Issue in June 2008

and the capitaliSation issue in September 2008

Market Value of Awards

Awards pnceon awards held at

vested hr vesting vested 31 December

2008 2008

Mr Hester 8575.019 0.48 577964 0.48 277.423 7997055

1832062 0.48 1832062

10407.081 9829117

Mr Whittaker i3 109208 5.41 109.208 3.37 368503

90.718 5.41 90718 01.02.094.5

44.500 5.41 44.500 01.02.10

244426 135218

End of the

pertod tor

qsattf4ng

conditions to

be fulfiled

21.11.08 29.05.111

21.11.09 21.11.llco
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Financial results

Summary financial statement

Important note

This summary financial statement is summary of information in the

2008 Report and Accounts the RA It does not contain sufficient

Information to allow for full understanding of the results of the Group

or of the state of affairs of the company For further information the

2008 RA the auditors report on those accounts and the report of the

directors should be consulted copy of the RA may be obtained

free of charge from the companys registrar at the address shown on

the inside back cover

Shareholders who wish to receive the RA may also complete if they

have not done so previously the request card which accompanies this

document and return it to the companys registrar

Corporate governance

The company is committed to high standards of corporate governance

business integrity and professionalism
in all its activities

Throughout the year ended 31 December 2008 the company has

complied with all of the provisions of the Combined Code issued by the

Financial Reporting Council in June 2006 the Code except in relation

to the provision that the Remuneration Committee should have

delegated responsibility
for

setting
remuneration for the Chairman and

executive directors The company considers that this is matter which

should rightly be reserved for the Board No director is invelved in

decisions regarding his or her own remuneration

During the period following the changes to the Board or February

2009 and the date of this Report the company has not had senior

independent director and the Remuneration Committee has comprised

two independent non-executive directors and the Chairman of the

Board not the three independent non-executive directors required by

the Code The Board Is In the process of recruiting
three additional

independent non-executive directors and plans to appoint senior

independent director and an additional member of the Remuneration

Committee as part of the recruitment process

The company has also complied with the Financial Reporting Council

Guidance on Audit Committees issued in October 2008 in all material

respects

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

Summary directors report

Activities and business review

review of the activities and business of the Group for the year ended

31 December 2008 of recent events and of likely future developments

is contained on pages to 21

Going concern

The accounts for the year ended 31 December 2008 have been

prepared on going concern basis The directors have reviewed the

Groups forecasts projections and other relevant evidence including the

ongoing measures from governments and central banks in the UK and

around the world to sustain the banking sector Whilst the Group has

received no guarantees the directors have reasonable expectation

based on experience to date of continued and sufficient access to

these funding facilities and accordingly that the Group will continue in

operational existence for the foreseeable future

Directors

Photographs and biographical details of the directors are shown on

pages 24 and 25

Report of the auditors

The auditors report on the full accounts for the year ended

31 December 2008 was unqualified and did not Include statement

under sections 2372 inadequate accounting records or returns or

accounts not agreeing with records and returns or 2373 failure
to obtain

necessary information and explanations of the Companies Act 1985
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The
following additional information is required to be disclosed by Part of the Companies Act 1985 as amended

Share capital

Details of the ordinary and preference share capital as at 31 December 2008 are provided below

Allotted called up

and tully paid Authatsad

Em

Ordinary shares of 25p 9864 11151

Non-voting deferred shares of 0.01 27 323

Additional Value Shares of 0.01 27

Non-cumulative preference shares of US$0.01

Non-cumulative convertible preference shares of US$0.01

Non-cumulative preference shares of 0.01

Non-cumulative convertible preference shares of 0.01

Non-cumulative convertible preference shares of 0.25 225

Non-cumulative convertible preference shares of 0.01

Cumulative preference shares of

Non-cumulative preference shares of 300

Allotted called up
Number of shares thousands and fully paid Autfloflsed

Ordinary shares of 25p 39.456005 44603278

Non-voting deferred shares of 0.01 2660556 32300000

Additional Value Shares of 0.01 2700000

Non-cumulative preference shares of US$0.01 308015 516000

Non-cumulative convertible preference shares of US$0.01 1000 3900

Non-cumulative preference shares of 0.01 2526 66000

Non-cumulativeconvertible preference shares of 0.01 3000

Non-cumulative convertible preference shares of 0.25 900.000

Non-cumulative convertible preference shares of 0.01 200 1000

Cumulative preference shares of 900 900

Non-cumulative preference shares of 5750 300000
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Financial results continued

The rights and obligations attaching to the companys ordinary shares There are no restrictions on the transfer of ordinary shares in the

and preference shares are set out in the companys Articles of company other than certain restrictions which may from time to time be

Association copies of which can be obtained from Companies House imposed by laws and regulations for example insider trading laws

in the UK or at wwrbs.com Pursuant to the
Listing

Rules of the Financial Services Authority certain

employees of the company require the approval of the company to deal

On show of hands at general meeting of the company every holder in the companys shares

of ordinary shares and cumulative preference shares present in person

or by proxy and entitled to vote shall have one vote On poll every number of the companys share plans include restrictions on transfer

holder of ordinary shares present in person or by proxy and entitled to of shares while the shares are subject to the plans in particular the

vote shall have one vote for every share held On poll holders of Employee Share Ownership Plan

cumulative preference shares present in person or by proxy and entitled

to vote shall have four votes for every share held The Notice of the Non..cumulative preference shares

Annual General Meeting specifies the deadlines for exercising voting
Non-cumulative preference shares entitle the holders thereof subject to

rights
and appointing proxy or proxies to vote in relation to resolutions the terms of Issue to receive periodic non-cumulative cash dividends at

to be passed at the meeting specified fixed rates for each Series payable out of distributable profits

of the company

The cumulative preference shares represent less than 0.01% of the total

voting rights of the company the remaining being represented by the The non-cumulative preference shares are redeemable at the option of

ordinary shares 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

period accrued to the date of redemption

Number Recjenption Redeniptical

at shares Interest dateon prIce Debtor

Class of preference share In Issue rate or after per share equdyirl

Non-cumulative preference shares of US$0.01

Series million 7.65% 31 March 2007 US$25 Debt

Series 12 million 7.25% 31 March 2004 US$25 Debt

Series 34 million 5.75% 30 September 2009 US$25 Debt

Series 37 million 6.4% 30 September 2009 US$25 Equity

Series 40 million 6.35% 30 June 2010 US$25 Equity

Series 22 million 6.25% 31 December 2010 US$25 Equity

SenesQ 27million 6.75% 3OJune2Oll US$25 Equity

Series 26 millIon 6.125% 30 December 2011 US$25 Equity

Series 38 million 6.6% 30 June 2012 US$25 Equity

Series 64 million 7.25% 31 December 2012 US$25 Equity

SeflesU 15000 7.64% 2gSeptember2ol7 US$100000 Equity

Non-cumulative convertible preference shares of US$0.01

Series million 9.118% 31 March 2010 US$1000 Debt

Non-cumulative preference shares of 0.01

Series 1.25 million 5.5% 31 December 2009 1000 Equity

Series 1.25 million 5.25% 30 June 2010 1000 Equity

Series 26000 7.0916% 29 September 2017 50000 Equity

Non-cumulative convertible preference shares of 0.01

Series 200000 7.387% 31 December2010 1000 Debt

Non-cumulative preference shares of

Series 750000 8.162% October2012 1000 Equity

Series million 12% December2013 1000 Equity

Note

Those preference shares where the Group has an obligation to pay dhodenda are dasaif ad as debt those where dIStrIbUtiCIcs are discretionary are daaaifled as equity The coiwereten lights

attaching to the coesertible preference shares may result In the Group dekesling variable number of equity abates to preference ShareholderL these coiwertible preference nharea are treated

as debt

The whole Of each series of preference share Is Issued or redecaned at Ihe same thou
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In the event that the non-cumulative convertible preference shares are

not redeemed on or before the redemption date the holder may convert

them into ordinary shares in the company

Under existing arrangements no redemption or purchase of any non-

cumulative preference shares may be made by the company without the

prior consent of the UK Financial Services Authority

On winding-up or liquidation of the company the holders of the non-

cumulative preference shares will be entitled to receive out of any

surplus assets available for distribution to the companys shareholders

after payment of arrears of dividends on the cumulative preference

shares up to the date of repayment part passu with the cumulative

preference shares and all other shares of the company ranking pan

passu with the non-cumulative preference shares as regards

participation in the surplus assets of the company liquidation

distribution per share equal to 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 holders of the ordinary

shares as regards participation in the surplus assets of the company

Except as described above the holders of the non-cumulative

preference shares have no right to participate in the surplus assets of

the company

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 adoption by the shareholders of the

company to vary or abrogate any of 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 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 quarterly dividend payments due on the

non-cumulative dollar preference shares other than series the two

most recent semi-annual dividend payments due on the non-cumulative

convertible dollar preference shares and the most recent dMdend

payments due on the non-cumulative euro preference shares the non-

cumulative sterling preference shares the series non-cumulative

dollar preference shares and the non-cumulative convertible sterling

preference shares the holders shall be entitled to receive notice of

attend speak and vote at such meeting on all matters together with the

holders of the ordinary shares In these circumstances only the rights of

the holders of the non-cumulative preference shares to vote shall

continue until the company shall have resumed the payment In full of

the dividends in arrears

The series non-cumulative preference shares of each were Issued

to NM Treasury The company subject to shareholder approval Intends

to issue new ordinary shares by way of an open offer the proceeds

from which will be used to repay the preference shares issued to NM

Treasury together with the accrued dividend

Authority reputtiase shares

At the Annual General Meeting in 2008 shareholders renewed the

authority for the company to make market purchases of up to

1000710085 ordinary shares The directors have not used this

authority to date and there is no current intention that the authority will

be exercised This authority will lapse at the conclusion of the AGM of

the company In 2009 and no renewal will be sought

Shareholdings

The table below shows the shareholders that have notified the Group that they hold more than 3% of the voting rights
in the undernoted classes of

shares as at 31 December 2008

Nwnber of shares held Number of sh.res held

Ordinary shares 51/% cumulative preference shares

Solicitor For The Affairs of Mr and Mrs Allen

Her Majestys Treasury Miss Allen and Miss Allen 112949 28.23

As Nominee for Commercial Union Assurance plc 91.429 22.86

Her Majestys Treasury 22853798818 57.92 Bassett-Patrick Securities Limited1 46255 11.56

11% cumulative preference shares Behrens Charitable Trust 20000 5.00

Guardian Royal Exchange Assurance plc 129830 25.97 Trustees of The Stephen Cockburn

Windsor Life Assurance Company Limited 51510 10.30 Limited Pension Scheme 19879 4.97

Cleaning Tokens Limited 25500 5.10 Mrs Gina WIld 19800 4.95

Mr and Mrs Cockburn 15520 3.10 Miss Elizabeth Hill 16124 4.03

Mr Stephen Cockburn 15290 3.06 MrW Hardison Jr 13532 3.38

Note

Not5cation has been received on behalf of Mr Medod and Mrs Meotock that they each have an interest In the holding of 55% oinulatIve preference shares registered in the name

of Basselt-Patilcir Securilfes Limited noted above and that there are further holdings of 5300 and 5000 shares respectively of that dass registered in each of their names
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Financial results continued

The company is not aware of any agreements between shareholders

that may result in restrictions on the transfer of securities anWor 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 Ulster Bank

Dublin Trust Company as Trustees Voting rights are exercised by the

Trustees on receipt of participants instructions If participant does

not submit an Instruction to the Trustee no vote is registered

The Royal Bank of Scotland Group plc 2001 Employee Share Trust The

Royal Bank of Scotland Group plc 2007 US Employee Share Trust and

The Royal Bank of Scotland plc 1992 Employee Share Trust hold shares

on behalf of the Groups employee share plans The
voting rights are

exercisable by the Trustees however in accordance with investor

protection guidelines the Trustees abstain from voting The Trustees

would take independent advice before accepting any offer In respect of

their shareholdings for the company in takeover bid situation

Independent auditors statement to the members of

The Royal Bank of Scotland Group plc

We have examined the summary financial statement which comprises

the summary consolidated income statement the summary

consolidated balance sheet the summary directors report and the

summary remuneration report

This
report

Is made solely to the companys members as body in

accordance with section 251 of the Companies Act 1985 Our work has

been undertaken so that we might state to the companys 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 la we do not

accept or assume responsibility to anyone other than the company and

the companys members as body for our audit work for this report for

our audit report or for the opinions we have formed

Respective responsibilities of directors and auditors

The directors are responsible for preparing the Annual Review and

Summary Financial Statement in accordance with United Kingdom law

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 annual 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

Under the companys Articles of Association all directors must resign

and seek re-election by shareholders 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 companys Articles of Association may only be amended by

special resolution at general meeting of shareholders

change of control of the company following takeover bid may cause

number of agreements to which the company Is party to take effect

alter or terminate In addition number of executive directors service

agreements may be affected on change of control All of the

companys employee share plans contain provisions relating to

change of control Outstanding 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 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 Inconsistencies with the summary

financial statement

Basis of opinion

We conducted our work in accordance with bulletin 1999/6 The

auditors statement on the summary financial statement Issued by the

Auditing Practices Board for use In the United Kingdom Our report on

the companys full annual financial statements describes the basis of

our audit opinion on those financial statements and the part of the

directors remuneration report 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

report of The Royal Bank of Scotland Group plc for the year ended 31

December2008 and complies with the applicable requirements of

section 251 of the Companies Act 1985 and the regulations made

thereunder

Deloitte LLP

Chartered Accountants and Registered Auditors

Edinburgh

25 February 2009

Neither in audit nor review provides eaeursnoe on the mainterrence and hiagrity ot the wsbeite itichdhrg controis used to achiev this and in psilicuier on whether any things may have cxrsd

to the financial inlormittion since first putflehe These matters el the responetlitty of the itreutora but no cortd procedures can provide ibeode aurenOe in this Ste.

I.eglstation in the United Kingdom governing the preparation and ntsiern1naon of financial stalemerde difera from legislation in other Jurisototlone
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Summary consolidated Income statement for the year ended 31 December 2008

2008

Net Interest Income 18675 2069

Non-interest income excluding net Insurance premium income 867 12.2

Insurance net premium income 6326 6067

Non-interest Income 7193 18297

Total Income 25868 30

Administrative expenses 50879 12010

Depreciation and arnortisation 3154 1932

Operating expenses 54033 31
Loss/proflt before other operating charges and impairment 28165 16424

Insurance net claims 4430 4.624

ImpaIrment 8072

Operating loss/profit before tax 40667 9832

Tax 2323 2044

Profit/Ioss from discontinued operations net of tax 3971 72

Loss/proflt for the year 34373

Loss/proflt attributable to

Minority interests 10832 63

Other owners 596 246

Ordinary shareholders 24137 7303

34373 7712

Basic earnings per 25p ordinary share iii 145.7p Op

Diluted earnings per 25p ordinary share 11 145.7p 4p

Integration and restructuring costs included in operating expenses comprise

Administrative expenses 1321 18

Depreciation and amórtisation 36 60

1357 108

Note

Pfler year per share data hee bees restated to rellect the rights issue in June 2008 aird the capitailsason issue Septefnber 2008

2008

Directors remuneration 000

Non-executive directors emoluments 1408 1081

Chairman and executive directors emoluments 7132 12.461

contributions and allowances In respect of defined

contribution pension schemes 30

8543 17.6i2

amounts receivable under long-term incentive plans 646 1639

gains on exercise of share options 77

9266 20681

Retirement benefits are accruing to one director 2007 five
under defined benefit schemes No directors 2007 one are accruing benefits under

defined contribution schemes
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Hnancial results continued

Summary consolidated balance sheet at 31 December 2008

2008

Assets

Cash and balances at central banks 12400 17.66

Loans and advances to banks 138197 219460

Loans and advances to customers 874722 $2863

Debt securities 267549 294.053

Equity shares 26330 502h

Settlement balances 17832 16589

Derivatives 992559 2771.02

Intangible assets 20049 1991

Property plant and equipment 18949 18 745

Deferred taxation 7082

Prepayments accrued income and other assets 24402 15.662

Assets of disposal groups
1581 45850

Total assets 2401652 1.860629

Liabilities

Deposits by banks 258044 312294

Customer accounts 639512 50363

Debt securities in issue 300289 241/2

Settlement balances and short positions
54277 9102

Derivatives
971364 2/2.032

Accruals deferred income and other liabilities 31482 34208

Retirement benefit lIabilities 2032 .160

Deferred taxation
4165 0100

Insurance liabilities
9976 11162

Subordinated liabilities
49154 38.043

Liabilities ot disposal groups
859 29.228

Total lIabIlities
2321154 /49402

Minority interests 21619 38388

Equity owners 58879 53
Total equity

80498 91426

Total liabilities and equity
2401652 .840.829

Memorandum items

Contingent liabilities and commitments 433261 40099

At 31 December 2008 provisions for loan Impairment amounted to 11016 million 2007 6452 million

The summary financial statement on pages 32 to 38 was approved by the Board of directors on 25 February 2009

Philip Hampton Stephen Hester Guy Whittaker

Chairman Group Chief Executive Group Finance Director
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Shareholder information

Analyses of ordinary shareholders at 31 December 2008
Number

shares

Sharehokngs mms

IndivIduals 195.459 982.9 2.5

Banks and nominee companies 28242 37496.0 95.0

Investment trusts
179 7.0

Insurance companies 283 7.8

Other companies 2131 893.6 2.3

Pension trusts
46 30.2 0.1

Other corporate bodies 88 38.5 0.1

226428 39456.0 100.0

Range of shareholdings

1000 75566 31.9 0.1

1001 10000 123.493 441.6 1.1

10001 100000 25347 557.7 1.4

100.001 1000.000 1.192 385.8 1.0

1000001 10000000 613 2106.5 5.3

10000001 and over 217 35932.5 91.1

226428 39456.0 100.0

Financial calendar

Annual Genera Meeting

Interim results August 2009

Dividends

Payment tiat.es

Cumulative preference shares

Non-cumulative preference shares

Es-dividend dates

Cumulative preference shares

Record dates

Cumulative preference shares

Corporate Resnonsibiltty Report

If you wish to obtain copy please contact

Corporate Responsibility

The Royal Bank of Scotland Group plc

P0 Box 1000

Gogarburn

Edinburgh EH12 1HO

It Is also available on our website at www.rbs.com/crreports

Investor Relations

Shareholders can access updated Information on RBS via our website

wtrbs.com/ir

Shareholder enquiries

Shareholdings in the company may be checked by visiting our website

ww.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

shareholders 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 Companys Registrar

Computershare Investor Services PLC

the Pavilions

Bridgwater Road

Bristol BS99 6ZZ

Telephone 0870 702 0135

Fax 0870 703 6009

Email webqueriescomputershare.co.uk

Shareholders may also download an Instruction form vIa our website

wwwrbs.com/sharehoider Completed instruction forms must be

returned to the
Registrar no later than 15 working days before the

relevant dividend payment date

April 2009 at 1pm

Edinburgh International Conference Centre

The Exchange Morrison Street Edinburgh

29 May and 31 December 2009

31 March 30 June 30 September and 31 December 2009

29 April 2009

May2009
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Shareholder information confinued

Bralle and audio Annual Review and Summary Financial Statement

Shareholders requiring Braille or audio version of the Annual Review

and Summary Financial Statement should contact the Registrar on 0870

702 0135

ShareGt

The company is aware that shareholders who hold small number of

shares may be retaining these shares because dealing costs make it

uneconomical to dispose of them ShareGift the charity share donation

scheme is 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 5AH

Telephone 020 7930 3737

wwwsharegift.org

Donating your shares in this way will not give rise to either gain or

loss for UK capital gains tax purposes and you may be able to reclaim

UK income tax on gifted shares Further information can.be obtained

from HM Revenue Customs

Warning to shareholders boiler ror scams

Over the last year many companies have become aware that their

shareholders have received unsolicited phone calls or correspondence

concerning investment matters These are typically from overseas based

brokers who target
UK shareholders offering to sell them what often

turn out to be worthless or high risk shares In US or UK investments

These operations are commonly known as boiler rooms These

brokers can be very persistent and extremely persuasive and 2006

survey by the Financial Services Authority FSA has reported that the

average amount lost by investors is around 20000

It is not just the novice investor that has been duped in this way many

of the victims had been successfully investing for several years

Shareholders are advised to be very wary of any unsolicited advice

offers to buy shares at discount or offers of free company reports If

you receive any unsolicited investment advice

Make sure you get the correct name of the person and organisation

Check that they are properly authonsed by the FSA before getting

involved by visiting www.fsa.goukIregister

Report the matter to the FSA either by calling 0845 606 1234 or

visiting wwtmoneymadeclear.fsa.go\wk and

If the calls persist hang up

If you deal with an unauthonsed firm you will not be eligible
to receive

payment under the Financial Services Compensation Scheme The FSA

can be contacted by completing an online form at

www.fse.goiuk/pages/doing/reguafedIaw/aIerfS/OVerSeaS.Shtm

Details of any share dealing facilities that the company endorses will be

included in company mailings

More detailed information on this or similar activity can be found on the

FSA website www.moneymadeclear.fsa.gov.uk

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 following

the March 1985 rights issue

the September 1989 capltalisatlon issue

the 12 July 2000 bonus issue of Additional Value Shares

the May 2007 bonus issue

the June 2008 rights issue

the 15 September 2008 capitallsation Issue and

the basic entitlement under the December 2008 open offer

the adjusted 31 March 1982 base value of one ordinary share held

currently is 73p

For shareholders who held NatWest ordinary shares at 31 March 1982

the market value of one ordinary share held was 76.3p for shareholders

who accepted the basic terms of the RBS offer This takes account of

the following

the August 1984 rights issue of NatWest ordinary shares

the June 1986 rights issue of NatWest ordinary shares

the June 1989 bonus Issue of NatWest ordinary shares

the 12 July 2000 bonus Issue of Additional Value Shares

the May 2007 bonus Issue

the June 2008 rights issue

the 15 September 2008 capltalisation Issue and

the basic entitlement under the December 2008 open offer

The information set out above is Intended as general guide only end

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 tsx purposes who are the beneficial owners of their

shares and who hold their shares scan Investment It does not deal

with the position of shareholders other than lndMdual shareholders

shareholders who are resident outside the United Kingdom for tax

purposes or certain types of shareholders such as dealers in

securities
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Important addresses

Shareholder orquiries

Registrar

Computershare Investor Services PLC

The Pavilions

Bridgwater Road

Bristol BS99 6ZZ

Telephone 0870 702 0135

Facsimile 0870 703 6009

Email web.quenes@computershare.cO.uk

ADR Depositary Bank

BNY Mellon Shareowner Services

P0 Box 358516

Pittsburgh PA 15252-8516

Telephone 866 241 9317 US callers

Telephone 201 680 6825 International

Email shrrelationsbnymellon.com

Website www.bnymellon.com/shareowner

Group Secretariat

The Royal Bank of Scotland Group plc

P0 Box 1000

Business House

Gogarbum

Edinburgh EH12 1HQ

Telephone 0131 556 8555

Facsimile 0131 626 3081

Investor Relations

280 Bishopsgate

London EC2M 4RB

Telephone 44 0207 672 1758

Facsimile 44 0207 672 1801

Email investor.relations@rbs.com

Registered office

36 St Andrew Square

Edinburgh EH2 2YB

Telephone 0131 556 8555

Registered in Scotland No 45551

Website

www.rbs.com

Published by The Royal Bank of Scotland Group pic

Designed by Addison wesi.addison.co.uk

Printed by St yes Westerham Press

Mixed Sources

h1 C-C47fl
.L

This report is printed on ERA Silk paper This paper has been independently

certified as meeting the standards of the Forest Stewardship council FSC

and was manufactured ate mill that is certified to the ISO1 4001 and EMAS

enonmental standards

Please remove the front cover of this report if you are recycling It

It has protective laminate to prolong fis shelf life and we awafi recyclable

alternatives which the printing industry Is addressing ass matter of urgency
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Signature

Pursuant to the requirements olthe Securities Exchange Act of 1934 the registrant has duly

caused this report to be sIgned on its behalf by the undersigned thereunto duty authorized

Date April 172009

THE ROYAL BANK OF SCOTLAND GROUP plc

Registrant

By _______________
Name MrAEMIIIs

Title Assistant Secretary


