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RBS is a UK-based banking and financial services
company, headquartered in Edinburgh.

RBS provides a wide range of products and services

to personal, commercial and large corporate and
institutional customers through its two main subsidiaries,
The Royal Bank of Scotland and NatWest, as well as
through a number of other well-known brands including
Ulster Bank and Coutts.

Why go online?

E . E rbs.com/annualreport

. Many shareholders are now benefitting from more accessible information and
Eﬁ helping the environment too. If you haven't already tried it, visit our online
EI -

Annual Report or just scan the QR code opposite with your smart phone and
go direct. You may need to download a QR code reader for your phone.
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2015 performance

Notes:

(1) Operating profit/(loss) before tax, own credit
adjustments, (loss)/gain on redemption of
own debt, strategic disposals and excluding
restructuring costs, litigation and conduct
costs and write down of goodwill.

(2) Excluding restructuring costs, litigation and
conduct costs and write down of goodwill.

(3) Return on equity for Personal & Business
Banking (PBB), Commercial & Private
Banking (CPB) and CIB combined.

The Royal Bank of Scotland Group (RBS) continues to
deliver on its plan to build a strong, simple and fair bank
for both customers and shareholders. RBS delivered

against its 2015 targets.

RBS reported a loss attributable to
ordinary shareholders of £1,979 million,
compared with a loss of £3,470 million in
2014. This included elevated restructuring
costs (£2,931 million), as the bank’s
repositioning accelerated, particularly in
the Corporate & Institutional Banking (CIB)
business. Litigation and conduct costs
(£3,568 million) increased as further steps
were taken to clear legacy obstacles from
RBS’s path to normalisation.

RBS continues to strengthen and reshape
the balance sheet, building on a strong
track record of delivery. Risk-weighted
assets (RWAs) reduced 32%, or £113
billion, including £109 billion from the
disposal of Citizens Financial Group and
the accelerated run-down of Capital
Resolution.

RBS intends to pay a final dividend on the
Dividend Access Share (DAS) during the
first half of 2016 subject to final Board

and PRA approval, further normalising the
capital structure of the bank and removing
a constraint on the resumption of capital
distributions.

2015 results included a charge for
goodwill impairment of £498 million
attributed to Private Banking; a loss on
redemption of own debt of £263 million;
and a gain of £1,147 million on loss of
control of Citizens largely arising from
the reclassification of foreign exchange
reserves (£962 million).

Adjusted operating profit*) totalled £4,405
million compared with an adjusted
operating profit of £6,056 million in 2014,
lower primarily due to income attrition and
disposal losses in the Capital Resolution
business.

UK Personal & Business Banking (UK PBB)
recorded an adjusted operating profit of
£2,169 million, broadly stable compared
with the prior year. There was a good
performance in mortgages with net

new lending totalling £9.3 billion, RBS’s
strongest performance since 2009, albeit
at lower overall margins as customers shift
from standard variable rate to fixed rate
products. Adjusted operating costs® were
3% lower, while credit quality remained
good, with modest net impairment releases.



(£1,979m)

Loss attributable to

£4.405m

Adjusted operating profit
before tax @

897%

Loan:deposit ratio @

11%

Adjusted return on

ordinary shareholders

£243bn

RWAs

5.6%

Leverage ratio @

(£2,703m)

Operating loss before tax

£17bn

Short-term wholesale funding®

712%

Cost:income ratio — adjusted ©
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15.5%

Common Equity Tier 1 ratio

£156bn

Liquidity portfolio

2.12%

Net interest margin

tangible equity *:9

Notes:

(1) Excluding own credit adjustments, loss on redemption of own debt and strategic
disposals and excluding litigation and conduct costs, restructuring costs and

write down of goodwill.

(2) Includes disposal groups.

(3) Excludes repurchase agreements and stock lending and derivative collateral.

Commercial Banking adjusted operating
profit was down 6% at £1,384 million,
driven by a marginal fall in income
reflecting margin pressure and included a
Q4 2015 loss of £34 million on the sale of
non-strategic asset portfolios. Deposit and
lending volumes (net new lending of £3.6
billion excluding business transfers, run-off
and disposals), contributed to a 1% rise in
net interest income.

Ulster Bank Rol adjusted operating

profit declined 45% to £264 million as

net impairment releases, though still
substantial, were lower than in 2014.
Private Banking adjusted operating profit
was 41% lower at £113 million, while RBS
International (RBSI) recorded an adjusted

operating profit of £211 million, down 14%.

CIB made an adjusted operating loss of
£55 million, compared with an adjusted
operating profit of £233 million in 2014,
driven by lower income in line with the
business’s reduced scale and risk appetite.
Adjusted expenses were down 15% as
CIB continues to move towards a more
sustainable cost base.

Capital Resolution recorded an adjusted
operating loss of £412 million, compared
with a profit of £1,115 million in 2014,
reflecting increased disposal losses as

it accelerated the run-down of its
portfolios, reducing RWAs by almost half
to £49.0 billion.

Delegated Act.

Based on end-point CRR Tier 1 capital and leverage exposure based on CRR

Tangible equity is equity attributable to ordinary shareholders less intangible assets.

Cost:income ratio is based on total income excluding own credit adjustments, loss on

redemption of own debt, strategic disposals, and operating expenses excluding

litigation and conduct costs, restructuring costs and write down of goodwiill.

Adjusted bank return on equity was 11.0%
in 2015, compared with (1.5%) in 2014.
Franchise return on equity® was 11.2%.

Common Equity Tier 1 (CET1) ratio
improved 430 basis points to 15.5% in
2015, as RWAs declined by £113 billion,
partially offset by the attributable loss and
the accelerated recognition of previously
committed contributions in relation to The
Royal Bank of Scotland Group Pension

Fund following a change in accounting policy.

Our blueprint for
lasting success

Tangible net asset value was 352p per
ordinary share at 31 December 2015,
down from 374p at 31 December 2014
post restatement for the accounting

policy change. This was largely driven

by the attributable loss for the year less
the impact of reclassified reserves on the
deconsolidation of Citizens and cash flow
hedging reclassifications from equity arising
as the hedged transactions occurred.

No.1

for customer
service, trust

Our Ambition and advocacy

Our Purpose / Serve customers well \
Serving Working | Doingthe | Thinking

Our Values customers | together | rightthing | longterm

/e. NatWest g Royalbark

Coutls &= %% Ulster Bank\

Our Brands
Strength Customer Simplifying Supporting Employee
P and experience the bank growth engagement
Our Priorities sustainability
Employee
CET1 ratio 13% No.1 for Cost:income | Leading market engagement in
Our Iong-term RoTE =12% service, trust | ratio <50% positions in upper quartile of

targets

and advocacy

Global Financial
Services (GFS) norm

every franchise




Delivery against our 2015 targets

In 2015, RBS set out targets across its five strategic priorities, and continued its track record of delivery.

Strategy Goal

Strength &
sustainability

Reduce risk-weighted assets (RWAs) £243 billion, a reduction of £113 billion.

to <£300 billion

Funded assets down 88% since initial
pool of assets identified. Residual £4.6
billion of assets within Capital Resolution.

RCR exit substantially completed

Citizens deconsolidation Sold full stake a year ahead of schedule,

allowing full deconsolidation.

Successfully issued USS$3.15 billion
AT1 capital notes (£2 billion equivalent).

£2 billion AT1 issuance

Improve NPS in every
UK franchise

Year-on-year significant improvement in
NatWest Business Banking, RBS Business

Customer experience Banking and Ulster Bank Personal
Banking (NI).
. . Reduce costs by £800 million, target Achieved £983 ) million of cost savings.
Simplifying the bank exceeded and increased to >£900 million

Supporting growth

Lending growth in strategic segments
= nominal UK GDP growth

4.8% growth achieved in UK PBB and
Commercial Banking in 2015, exceeding
nominal UK GDP growth @.

Raise employee engagement index to
within 8% of Global Financial Services

Surpassed employee engagement
goal, up six points to within three

Employee engagement
(GFS) norm

points of GFS.

Notes:

(1) Excluding litigation and conduct costs, restructuring costs, write down of goodwill and other intangible assets and the operating costs of Williams & Glyn.

(2) Preliminary estimate for nominal UK GDP growth in 2015 is 2.6% year-on-year.

Balance sheet progress
RBS continued to improve its capital

Building a strong,
simple, fair bank

points from 11.2% at 31 December 2014
and up 690 basis points from 8.6% at 31
December 2013. CET1 ratio benefited
from the disposal of Citizens and Capital
Resolution’s performance in running off
and disposing of capital intensive assets,
partly offset by the attributable loss and
the pension accounting policy change.

The leverage ratio rose to 5.6% at 31
December 2015, an improvement of 140
basis points from 4.2% at 31 December
2014 and 220 basis points from 3.4% at
31 December 2013, assisted by the
successful issuance of Additional Tier 1
(AT1) capital notes in August 2015 and a
substantial reduction in leverage exposure
to £702 billion, down £237 billion from

31 December 2014 and £380 billion from
31 December 2013. Planned 2016
issuance of £2 billion AT1 capital notes,
subject to market conditions, will provide

strength, with the CET1 ratio increasing to
15.5% at 31 December 2015, up 430 basis

further balance sheet resilience. In
addition, issuance of £3-5 billion of senior
debt, eligible to meet RBS’s Minimum
Requirement for Own Funds and Eligible
Liabilities (MREL), is targeted from the RBS
Group plc holding company, again subject
to market conditions.

Progress was made in de-risking the
balance sheet as the bank continued the
run-down or sale of certain businesses
and higher risk or capital intensive assets.
RWAs decreased from £356 billion at

31 December 2014 to £243 billion at 31
December 2015.

In 2015 RBS:

+ Completed the exit from Citizens a
year ahead of schedule, reducing
RWAs by £63 billion in the process and
underlining our commitment to a UK
market focus.

Delivered strong progress in the
first year of CIB Capital Resolution,
reducing RWAs by £32.6 billion to



£40.5 billion, exceeding its target RWA
reduction of £25 billion. The business
substantially exited the North American
and Asia-Pacific (APAC) portfolios,

and a partnership for our international
customers was agreed with BNP
Paribas as an alternative to the Global
Transaction Services business. Agreed
the sale of our Russian subsidiary
which is due to complete in Q2 2016.

Achieved the run-down target of RCR
a year ahead of schedule, reducing
funded assets by 88% since the original
pool of assets was identified, exceeding
the targeted 85%, to £4.6 billion at 31
December 2015.

Completed the first tranche of the
international private banking business
sale, with the final tranche due to
complete in the first half of 2016.

Improved the quality of its core

loan books, primarily through the

sale of commercial real estate and
infrastructure portfolios in Commercial

Banking and a buy-to-let portfolio in
Ulster Bank Rol.

Continued to progress the Williams &
Glyn (W&G) divestment, submitting

a banking licence application to UK
regulatory authorities in September
2015 and work continues on separation
(although this will not now be achieved
until after the previously announced Q1
2017). The Group remains committed
to full divestment by the end of 2017.

Credit quality remained strong, with risk
elements in lending (REIL) decreasing

to £12.2 billion (3.9% of gross customer
loans) at 31 December 2015, from £28.2
billion (6.8%) at 31 December 2014 and
£39.4 billion (9.4%) at 31 December 2013.
This reduction was primarily driven by
disposals in Capital Resolution coupled
with the recovering Irish economy.

In line with the progress to de-risk the
balance sheet, committed exposures to
the natural resources sectors have more
than halved, with oil and gas in particular

2015 performance 5

substantially reducing by 70% during

2015 to £6.6 billion. The majority of our
emerging market exposures have declined
following action on non-strategic activities,
reducing by 75% our exposure to China
and Russia. Reductions primarily reflected
corporate loan portfolio disposal activity
and the strategic direction of CIB.

Our funding and liquidity position remains
strong, aided by the accelerated reduction
of the Capital Resolution balance sheet.
The liquidity coverage ratio was 136%,
compared with 112% at 31 December
2014, whilst the net stable funding ratio
was 121%, compared with 112% at

31 December 2014, both well above
regulatory minima at the end of 2015.

The 2015 Bank of England stress test
results concluded that RBS did not need
to alter its capital plan, as sufficient
steps had already been taken by RBS to
strengthen its capital position.



Delivering for our customers

Product proposition enhanced:

Investing in building deeper customer
engagement through the launch of

a new current account, ‘Reward’,
which enables customers to receive
3% cashback on household bills for a
monthly account fee of £3.

Launched an innovative new home
insurance product offering customers
a fixed premium for three years, which
we believe is a positive departure from
industry practice.

Committed to fair banking through
making overdrafts more accessible to
one million customers who are now
eligible for overdrafts of £100 and £250.

One of the first UK banks to offer the
Government-led Help to Buy: ISA as we
continue to help first time buyers.

Continue to lead on collaboration
and innovation:

Launched Royal National Institute of
Blind People (RNIB) approved cards,
becoming the first bank to achieve
RNIB accreditation.

Became the first UK bank to enable
customers to use only their fingerprint
to log into their phone banking app via
Touch ID.

Real time registration of our mobile
banking app enabling customers to log
in as they open their current account.

One of the first UK banks to launch
Apple Pay and subsequently created
an Apple Watch app.

Supporting UK entrepreneurs
and businesses:

Opened four Entrepreneur Hubs across
the UK, increasing our involvement

to seven, enabling entrepreneurs and
small businesses to access free office
space, mentoring and financial support,
with a further five hubs to be opened
in 2016.

The Commercial Bank has issued
12,500 statements of appetite letters to
our customers, offering up to £8 billion
of new borrowing facilities.

Investing in our operational capabilities:

Enhanced our mortgage operations,
including an online mortgage tracker
application to improve customer
experience, whilst increasing mortgage
advisors by 21% from 803 to 974.

Employed a new automated account-
opening system to improve our
onboarding process, accelerating end-
to-end account opening times by 50%
for business customers and 30% for
commercial customers.

Launched a new customer relationship
management tool, enabling a single
view of the customer.

Planned £3.5 billion IT investment
spend committed from 2015 to 2017

to improve core infrastructure and
resilience whilst addressing innovation
capabilities.

Core technology platforms continued to
be simplified with 370 applications and
over 6,000 servers decommissioned.

Upgrading our points of presence:

Upgraded 322 branches and replaced
922 ATMs as the bank enhances
customers’ experience.

Customers in Ireland are benefiting from
a joint venture with ‘An Post’, accessing
1,140 new points of presence.

Continued to evolve the NatWest
mobile app through Touch ID and the
ability to apply for loans and savings
products whilst enhancing the PAYM
feature and ability to use Apple Pay.
Active mobile users have increased
27% to 3.7 million in 2015.

Broke with tradition to open 34 of the
busiest branches in the UK during
bank holidays.

Launched an ‘online diary’ where
customers can book an appointment
with an advisor from the comfort of
their own home.
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Investing in our people:

+  Delivered leadership training to
over 13,000 leaders through a
comprehensive ‘Determined to Lead’
training programme.

+ Around 5,500 front line staff completed
certified banking skills programmes,
with a further ¢.11,000 enrolled.

Announced a target of having 30%
female leaders in every business unit
by 2020 and a further goal of a 50/50
spilt by 2030 across all levels of the
business.

Became the first bank to achieve
Investing in Young People Accreditation.

Government shareholding

On 4 August 2015, HM Treasury (HMT)
sold 630 million RBS ordinary shares, its
first sale since its initial investment in 2008.

On 8 October 2015, HMT converted the
51 billion B shares it held into 5.1 billion
ordinary shares, further normalising the
ownership structure of RBS. These new
ordinary shares were admitted to the
London Stock Exchange on 14 October
2015. HMT’s economic interest was 72.6%
at 31 December 2015.

Our current plan assumes that we will
pay the final Dividend Access Share (DAS)
dividend of £1,180 million, plus interest,
during the first half of 2016, subject to
final Board and PRA approval. This

thereby effects the conversion of the

DAS into a single ordinary share. This will
further normalise the capital structure of
the bank and remove a constraint on the
resumption of capital distributions. The
retirement of the DAS demonstrates the
strategic progress of the bank and follows
an initial payment of £320 million in 2014.
The pro forma impact, at 31 December
2015, to TNAV from making the payment
in 2016 is approximately 10p per share
and approximately 50 basis points to the
CET1 ratio.

Pension Fund

On 27 January 2016, the bank announced
a change to its pensions accounting policy;
in particular, the policy for determining
whether or not it has an unconditional
right to a refund of surpluses in its
employee pension funds. As a result of this
accounting change, a minimum funding
requirement of £3.3 billion in respect

of the Main scheme was recorded as a
liability at 31 December 2015 representing
the present value of deficit reduction
contributions for 2016 to 2023 (£3.7 billion)
less an asset ceiling of £400 million. The
net post tax impact of the policy change,
together with updated IAS 19 year-end
scheme valuations, is approximately £1.6
billion or approximately 13p per share
reduction in TNAV and approximately 70
basis points on the CET1 ratio.

Separately, RBS has signed a memorandum
of understanding with The Royal Bank of
Scotland Group Pension Fund trustee to

make a payment of £4.2 billion into the
scheme. The pro-forma 2016 impact on
TNAV, at point of payment, is a further
£400 million or approximately 3p per
share and approximately 30 basis points
on the CET1 ratio.

The accelerated payment improves
capital planning and resilience, bringing
forward the valuation date not later than
31 December 2015. The next valuation
date will take place between 31 October
2018 and 31 December 2018, with any
future funding arrangements needed to be
agreed with the Trustee no later than Q1
2020. This provides increased certainty
on contribution commitments and the
pension balance sheet position. Subject

to PRA approval, the bank expects the
adverse core capital impact to be partially
offset by a reduction in RBS’s core capital
requirements. Any such potential core
capital offsets are likely to occur at the
earliest 1 January 2017 and will depend
on the PRA’s assessment of RBS’s core
capital position at that time.

Current trading

PBB and CPB franchises have traded in
line with expectations in the first six weeks
of 2016. CIB has had a difficult start to the
year, given overall market conditions.

The net impact of lower long term yields
and year to date sterling weakness have
contributed to earnings volatility, reflected
in certain line items such as IFRS volatility,
own credit adjustments and foreign
exchange gains/losses.



2016 Targets

Strength &
sustainability

maintain bank CET1
ratio of 13%.

Outlook

In our core PBB and CPB franchises we
expect income to stabilise in 2016 as
headwinds from low interest rates and the
uncertain macroeconomic environment

are balanced by strong planned volume
growth, particularly in mortgages but also
in core commercial lending. CIB may see
some modest further income erosion. Cost
savings of £800 million are planned in 2016
(in addition to the £2 billion achieved in
2014 and 2015). Our expectation is for cost
reduction to exceed any income erosion
across our combined core businesses.

Legacy credit portfolios have now been
substantially disposed of, so we do not
expect the considerable recoveries seen
in 2014 and 2015 to be repeated and
some portfolios may see net impairment
charges. However, impairments on

core portfolios are expected to remain
low in 2016, with a modest overall net
impairment charge for the year, though
we recognise that the risk of larger single
name events has increased, given the
uncertain macroeconomic environment.

Previous guidance has indicated
restructuring costs of approximately £5
billion and disposal losses of approximately
£1.5 billion in the period 2015-19.
Consistent with this, restructuring costs
are expected to remain high in

Customer
experience
narrow the gap to

No.1 for NPS in every
primary UK brand.

Simplifying
the bank

reduce operating
expenses by
£800 million ).

Note:

(1) Excluding litigation and
conduct costs, restructuring
costs, write down of goodwill
and other intangible assets
and the operating costs of
Williams & Glyn.

2016, totalling over £1 billion. Most of

the remaining signalled disposal losses
are expected to be incurred in 2016
(2015 - £367 million). Capital Resolution

is expected to reduce RWAs to around
£30 billion by the end of 2016, ahead of
our original plan, despite a more difficult
economic environment for disposals, given
the momentum we created in 2015, and
continued substantial run-off activity.

Based upon the currently expected timing
of payments, the combined impact of

the accelerated pension payment as
announced on 27 January 2016, and the
final DAS dividend would be to reduce
TNAV per share by 13p during Q1 2016.

We continue to deal with a range of
uncertainties in the external environment,
including those caused by the referendum
on the UK’s continuing membership of

the European Union. We will also have to
manage conduct-related investigations and
litigation, including US RMBS, throughout
2016, and substantial incremental provisions
may be recognised during the year.

Work continues on the separation of

Williams & Glyn, but this will now not be
achieved until after Q1 2017. The Group
remains committed to full divestment by
the end of 2017, although it continues to

Supporting
growth
net 4% growth

in PBB and CPB
customer loans.

Employee
engagement

raise employee
engagement to
within two points of
GFS norm.

face significant challenges and risks in
separating the Williams & Glyn business,
some of which may only emerge as various
separation process phases are progressed.
The Williams & Glyn separation process is a
high priority for the Group and involves the
diversion of Group resources away from
other key areas. The associated risks are
discussed in more detail in the Risk Factors
on pages 390 to 414.

RBS plans to return excess capital to
shareholders through dividends or
buybacks, subject to Board and PRA
approval at the time. Key milestones
before seeking such approval for capital
distributions would include, among other
considerations: passing the 2016 Bank of
England stress test (including our Individual
Capital Guidance hurdle); operating within
our capital risk appetite; passing the peak
of litigation and conduct costs including

US RMBS; confidence in sustainable
profitability; and an assured exit of Williams
& Glyn. Given the challenges in separating
Williams & Glyn and the potentially
elongated period to resolve US RMBS-
related litigation claims and regulatory
investigations, we now consider it more
likely that capital distributions will resume
later than Q1 2017.
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Our progress in 2015

We have a clear ambition to become No.1 for customer service, trust and

advocacy. In 2015, our focus has been on Cost, Capital, Restructuring and
Resilience. We have also begun the process of making RBS a simpler place
to work and an easier bank to do business with.

(o)
Reward Account 3 /O

New banking proposition
launched: ‘Reward’ offering
customers 3% cashback on their
household bills.

Fair Banking

Launched an

innovative new home insurance
product offering customers a
fixed premium for three years,
which we believe is a positive
departure from industry
practice.

Account opening . '
efficiency

New automated account

opening process has increased

our onboarding process

efficiency, with end-to-end

account opening times falling

by 50% for business customers

and 30% for Commercial
customers.

Simple IT
Core technology

platforms continued

to be simplified with 370
applications and over 6,000
servers decommissioned.

Financial
inclusion
Launched the fee-free

Foundation account to
better support unbanked
individuals in the UK.

Innovation

First UK bank to enable
customers to login to

their mobile banking app
using only their fingerprint.

€¢

Determined
tomake a U
difference

Comprehensive campaign started
in October 2015 placing emphasis
on personal determination and
accountability. 13,000 leaders
went through our Determined

to Lead training programme to
ensure a consistent approach to
decision making.

-
\d

Real time P
registration

This enables customers

to have access to mobile
banking as they open their
current account. Active
mobile users have increased
27% to 3.7 million.

Branches
refurbished
Branch Transformation

programme - 322 branches
refurbished, 922 ATMs replaced.

()

Independent =
Lending Review (ILR)

progress is available on rbs.com

Supporting

employment ‘

Increased the
number of apprentices
from 50 to over 300.

Online diary

Launched an ‘online
diary’ where customers

can book an appointment with
an advisor from the comfort of
their own home.

Entrepreneurial
Hubs

In partnership with
Entrepreneurial Spark, RBS has
opened four Entrepreneurial
Hubs across the UK, increasing
our involvement to seven,
enabling entrepreneurs and
small businesses to access free
office space, mentoring and
financial support, with a further
five hubs to be opened in 2016.

Accessible ‘ g

banking

First banking product

to be awarded ‘RNIB approved’ as
RBS launched new cards specifically
designed for blind and partially
sighted customers.
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Chairman’s
statement

“The Board’s strategy for this bank is straightforward:

a simpler bank focused on doing fewer things, and

doing them well, built around a low risk UK and Irish

retail and commercial bank.”

| took over as Chairman in September
2015, so much of the business transacted
by the Board during the year predated
my arrival.

For most of the year the Board was
chaired by my predecessor, Philip
Hampton; it is right, therefore, to begin
by thanking him for his service to the
company since 2009.

Philip would be the first to acknowledge
that the period was not an easy one for
the bank or its shareholders. The recovery
from the financial crisis has taken longer
than foreseen and there is still much

work to be done. However, Philip led the
Board with calm authority through many
challenging episodes and earned the
respect and gratitude of his colleagues
and successive teams of executives. We

all wish him well in his new role as chair of
the GSK Board.

Strategy

The Board’s strategy for this bank is
straightforward: a simpler bank focused
on doing fewer things, and doing them
well, built around a low risk UK and Irish

retail and commercial bank; a stronger
bank with a long term target of at least
13% CET1 ratio; and a fair bank that
meets customers’ needs, with a target to
be seen as the best UK bank for customer
service, trust and advocacy by 2020.

| am therefore pleased to note the
progress that management have made

in delivering that strategy across all our
businesses including the accelerated
downsizing of the investment bank
announced in February 2015. This
reshaping exercise remains one of the
foremost priorities for the Board, and
while the disposal process is ahead of plan
we continue to pay close attention to it.
There are as many risks involved in exiting
businesses as there are in entering them.

As part of the reshaping, RBS Capital
Resolution (RCR) was established in

2013 to separate and wind down capital
intensive assets. Rapid progress has
continued during 2015, and the target of
removing 85% of these assets from the
balance sheet by the end of 2016 was
achieved a year earlier than planned. The
RCR Oversight Committee met for its



Chairman’s statement 1 1

final meeting in January 2016 to finalise
the transfer of remaining assets and the
closure of RCR.

Any company must have mixed feelings
about a reduction of its activities on this
scale but | note that a number of other
banking groups, especially in Europe, have
now reached similar conclusions about the
need to cut back their investment banking
activities faced with ever-increasing
capital and leverage requirements and a
challenging competitive environment.

| am pleased to report that one exit was
successfully achieved during the year.
The Board decided in 2013 that Citizens
Financial Group (CFG) was not an integral
part of the bank in the longer term and
resolved to float it through an IPO, and
eventually to sell all the equity. The sale
was achieved in stages, with the final
tranche sold at the end of October 2015.
The outcome was a good one for the
bank’s shareholders and we wish the
Board of CFG success as they embark on
life as a wholly independent entity.

There is one other major divestment
programme under way on which
important progress was made during

the year. As a condition of the state

aid made available to RBS in 2008 the
European Commission required the bank
to divest over 300 branches in the UK as a
standalone banking entity to be known as
Williams & Glyn.

The necessary application for a new
banking licence was made in September
2015, a major step on the route to
separation. While our planned separation
will not now be achieved until after the
previously announced Q1 2017, we remain
committed to full divestment by the

end of 2017. The Board exercises close
oversight of this programme, which is
uniquely challenging, especially from an IT
perspective.

The strategy for the remainder of the
bank, including The Royal Bank of
Scotland, NatWest, Coutts, Ulster Bank
in Ireland, RBS International in Jersey
and other linked entities, remained

essentially unchanged through the year.
The responsible executives make regular
presentations to the Board on progress
against their objectives, and a strategy
offsite was held in June 2015, at which
progress was reviewed in greater detail.
While the strategic direction for the core
businesses is clear, the bank continues

to execute a major transformation
programme, designed to reduce costs and
enhance IT capability. That is an essential
element of strategic delivery.

Conduct, regulation, and litigation
Over the past seven years the global
regulatory and supervisory environment
for banks has changed beyond all
recognition, a necessary reaction to

the parlous state in which many in

the industry, notably RBS, had found
themselves in 2008.

Banks have responded to the changes,
and capital levels and other loss
absorbency tools have been transformed.
The Board has provided detailed oversight
of the bank’s capital management
capacity, which involved reviewing the
outputs of stress tests, recovery and
resolution plans, and defining the bank’s
continuing risk appetite. We are firmly
committed to being a strongly capitalised
entity, meeting the requirements imposed
on us by our many regulators.

| would observe, however, that a period of
stability and reflection on the new rules,
alongside some assessment of their overall
impact, will be welcome. That would also
allow banks more opportunity to look at
how we finance the rest of the economy
and hence support growth.

As is the case for other major banks
domiciled in the UK, our future

operations will be materially affected

by the requirement to ring-fence the

retail and commercial banking activities,
following the legislation to implement the
recommendations of the Independent
Commission on Banking. The restructuring
will have an important impact on the way
we serve our customers, so the Board has
devoted considerable time to the oversight
of the plans being developed to erect the

ring fence, which must be in place by the
end of 2018.

Another key element of the Board’s
role relates to the significant conduct
issues which the bank has experienced,
and continues to face. These costs
have materially delayed our return to
profitability. So a very high priority for
the Board is to resolve legacy issues
and oversee the implementation of
strengthened control frameworks to
guard against future misconduct.

Specifically, in May 2015 the Board
authorised the bank’s settlements with
the Department of Justice and the Federal
Reserve in relation to investigations into its
foreign exchange business. We regret the
conduct which led to those settlements.
Appropriate remediation policies have
since been put in place.

Throughout the year the Board has
received regular reports on other
litigation, and a number of settlements
have been reached on terms which the
Board regarded as acceptable. Particular
attention has been paid to the claims and
investigations related to the origination
and trading of US mortgage-backed
securities, dating back to 2007, raised by
the Department of Justice, the Federal
Housing Finance Agency, the National
Credit Union Administration, and several
state Attorneys General. Although we
have put aside substantial provisions for
mortgage-backed securities litigation
claims we have not provided for the
Department of Justice and state Attorneys
General investigations. It is not possible at
this point to forecast when these claims
and investigations will be resolved or at
what ultimate cost but further substantial
provisions may be required.

The Board has also overseen the response
to the action raised by the 2008 rights
issue Shareholders Action Groups. That
case is unlikely to come to court before
the end of 2016.

In 2015 a Board oversight committee was
established in relation to the Financial
Conduct Authority review of the treatment
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“Our brand franchises are strong and distinctive
and there is much to build on as we refocus RBS
on its core markets in the British Isles.”

of SME customers referred to the bank’s
Global Restructuring Group. As | write,
that review is still under way.

The Future

Shareholders, including of course the

UK government through UK Financial
Investments, are well aware that it is now
seven years since RBS posted a profit or
paid a dividend. It would be good to be
able to promise both in the near future,
but while potentially large US settlements
remain outstanding it would be imprudent
to do so.

What | can say is that the future shape

of the bank is now far clearer than it

was a year ago. We are well on the

way to exiting the non-core elements of
the business, and the divestments are
proceeding well. We can also see signs of
progress in the core business, especially in
the mortgage market, though all retail and
commercial banks find a very low interest
rate environment one in which margins
and profits are under pressure.

The bank’s ambition to be number one in
our chosen markets for customer service,
trust and advocacy is stretching, but it
focuses the attention of all our staff on the
right things, and there are promising signs
that staff morale is responding positively
to the challenge. Our brand franchises are
strong and distinctive and there is much
to build on as we refocus RBS on its core
markets in the British Isles. At the same
time, we need to reduce our cost base,
and embed a new risk culture which will
guard against a recurrence of the failings
and bad behaviour which have held us
back in the past.

The Board is firmly behind the strategy,
and believes that we have the right
management in place to deliver it.
There are of course varying risks and
uncertainties, which we set out in the
accompanying company risk disclosures,
so our role is to be supportive, while
also exercising strong oversight of the
risk appetite and control frameworks,
to protect the long-term interests of
shareholders.

I have been impressed by the focus on
culture and diversity at RBS. To deliver
on the strategy we need to have a
culture that puts customers at the heart
of the business and places a premium
on integrity. This is a long-term journey
but it is central to making RBS a bank
that is growing and flourishing for its
customers and shareholders. Central to
culture is diversity, which drives innovation
and improves decision making, and |
am pleased to see the emphasis in the
business on ensuring women take a
significant number of roles throughout
the bank and at all levels.

Looking forward into 2016 and

beyond RBS, there are a number of
macroeconomic and political risks and
uncertainties which are set out in the
accompanying risk disclosures. One key
question for the UK electorate this year
will be whether the UK should remain in
the EU. We are a UK-focused bank, but
we have good businesses operating in
other EU countries such as Ulster Bank
in Ireland and many of our business
customers heavily depend on unfettered
access to the European Single Market.
Most economic forecasts therefore point
to a slowdown in UK growth, at least in
the short to medium term, which would be
unwelcome. Therefore, like any prudent
business we are preparing for various
potential scenarios. However, our primary
responsibility is to serve and support our
customers, and we will continue to do
this, whichever way the UK electorate
ultimately decide to vote.

Our role in the Community

RBS is a core part of the communities

it serves and undertakes a number of
initiatives to support them and help
them succeed. In 2015 the bank’s
MoneySense programme, which provides
impartial financial education for young
people, celebrated its 21st anniversary.
To mark the occasion, MoneySense was
redeveloped and relaunched on a new
digital platform with brand new content.

In 2015, we also spent a great deal of
effort and resource supporting small

businesses and encouraging start-ups.

In partnership with social enterprise
Entrepreneurial Spark we opened four
new entrepreneur hubs, with a further six
to be launched throughout the UK in the
next two years, including one in our HQ
in Edinburgh opened in February. These
business accelerators, which are based

in our buildings, provide start-ups with
free office space, mentoring and access
to our networks. 7,000 entrepreneurs

will be supported in this way over five
years, helping to grow the economy and
create jobs. In Scotland, we have also
been supporting local charities and social
enterprises through use of vacant space in
our retained branch network.

| am also impressed with the zeal with
which the staff of RBS got on their bikes to
support our chosen charity, Sport Relief.
Over 700 colleagues got involved, raising
over £600,000 in just five days, making
the event the largest corporate fundraising
event in Sport Relief’s history.

Conclusion

Apart from the departure of Philip
Hampton, the composition of the Board
has remained unchanged through

the year, though we welcomed a new
member early in 2016: Mike Rogers, the
CEO of Liverpool Victoria, who brings
valuable retail financial services experience
to the Board.

The particular challenges of RBS impose
heavy burdens on the Board of directors.
Their time commitment is unusually high,
even by the rising standards of European
banking. | am very impressed by the
dedication and skills which my colleagues
bring to the role. They all serve on more
than one committee, and their workloads
are intense. | look forward to continuing to
lead such a motivated and diligent team
as we continue the recovery process
through 2016.

Howard Davies
Chairman
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RBS made progress again in 2015.

We ended the year a simpler, stronger

bank with a business anchored squarely

in the UK and Ireland, focused on retail

and commercial markets.

Year one of our plan in 2014 was about
getting cost out and improving our capital
position. This gave us the platform to go
further, faster in 2015 by exiting more
businesses that didn't fit our strategy, and
accelerating improvements in our core
bank. We delivered on both.

Simpler and stronger

Over the last few years, RBS has built a
good track record in restructuring and we
reinforced that record in 2015. The sale
of Citizens was completed early following
the largest US bank IPO ever. We are

well through the sale of our international
private banking business, and are winding
down our non-UK transaction services
business. Major loan portfolios have been
divested, and the progress continues on
the complex process to exit 25 of the 38
countries in our international network.

We also marked the end of RBS Capital
Resolution (RCR), having substantially
completed its run down one year ahead of
schedule.

Our progress on exits and disposals has
supported a substantial uplift in capital

strength, with our CET1 ratio up by 430
basis points over the year to 15.5%.

Like other banks, we continue to look

for opportunities to resolve legacy
conduct issues on terms we believe to

be acceptable. We have recently added
to our provisions in relation to residential
mortgage-backed securities in the US
(RMBS) and Payment Protection Insurance
(PPI). We hope to conclude many of

the remaining substantial conduct and
litigation issues over the coming year, but
the timing of many of these matters is not
in our hands.

An improving core bank

As well as exiting businesses that don'’t
fit our strategy, we have made strong
progress in improving our core retail

and commercial franchises. Mortgage
and commercial lending showed healthy
growth over the year as we played a key
role in supporting the UK economy.

Focus continues around simplifying
processes as the scale and footprint of the
bank is reshaped. At an operational level,
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we have reduced our London property
footprint, further rationalised and simplified
our systems, and increased stability across
our core platforms. Simplification across
the bank has helped reduce our cost base
by £983 million this year.

We have also improved our products and
service for customers. Our new current
account proposition — Reward — is a
further step forward in terms of our
offering, with our customers receiving 3%
cashback on their household bills. This
product is geared toward building stronger
and deeper customer relationships.

Across our franchises we demonstrated
further commitment to becoming a fair
bank that earns the trust and loyalty of
its customers. We launched a progressive
three year fixed premium home insurance
product, made £100 and £250 overdrafts
available to an additional one million
customers, and launched new cards for
visually impaired customers that secured
approval from the Royal National Institute
of Blind People (RNIB).

Our underlying performance over the year
shows the strength — and further potential
— of our core businesses, but the conduct
and restructuring issues mentioned have
taken their toll on our bottom line. While
adjusted operating profit for the year
totalled £4,405 million, we recorded a full
year attributable loss of £1,979 million.

We went further, faster against

our targets in 2015

We have consistently referred to five
priorities, which have become a familiar
framework for tracking performance. This
management team is committed to a
simple approach: we set out our priorities,
we commit to targets against each of
them, and then we deliver, as we have set
out on page 4.

2016 Targets

Each year, the bank moves toward
delivering stronger returns from a lower
risk profile; our strategic priorities are at
the core of this. For 2016, we have a new
set of targets which ultimately underpin
achieving the long-term target of being
number one for customer service, trust
and advocacy:

Note:

(1) Excluding litigation and conduct costs, restructuring
costs, write down of goodwill and other intangible
assets and the operating costs of Williams & Glyn.

Strength and sustainability:
maintain bank CET1 ratio of 13%.

Customer experience:
narrow the gap to No.1 for NPS in
every primary UK brand.

Simplifying the bank:
reduce operating expenses
by £800 million(®).

Supporting growth:
net 4% growth in PBB and CPB
customer loans.

Employee engagement:
raise employee engagement to within
two points of GFS norm.

Our long-term financial and customer
targets remain unchanged, but we have
stretched our employee engagement
target further. The logic we are following
is simple: more engaged employees have
better customer conversations, which
will drive better service and, as a result,
higher returns.

Focus for 2016

We are looking to take another £800
million from our cost base. This is an area
where we must continue to be disciplined
given the uncertain macroeconomic and
low interest rate environment our core
businesses face. In two years, we have
taken out £2 billion in costs and next year
will see us move closer to a sustainable
cost base that reflects the size and scale
of this bank.

Our ‘Reward’ current account proposition
and increasing share of the mortgage
market give us a platform to be the main
bank provider to more valuable customers.

In Commercial Banking, we will continue
to shift capital toward business that
delivers higher quality returns, and cement
our position as the number one bank for
UK business.

RBS International is another strong
franchise. The solid returns in this business
will become an increasing feature of our
profit mix over the coming years.

We also have businesses that can and will
do better.

Corporate & Institutional Banking (CIB)
has plans through to 2020 to deliver
acceptable returns and will now be
focused on serving our largest and most
valuable corporate clients.

We have repositioned Ulster Bank with
Ulster Bank customers in Northern Ireland
included in Personal & Business Banking
and the Republic of Ireland (Rol) business
separated into Ulster Bank Rol. The
franchise is focused on improving returns
by reducing its costs, given it is now a
smaller but safer business.

The sale of our international private
banking business in 2015 means we can
accelerate the repositioning of our UK
private bank so it delivers better returns.

The separation and eventual divestment
of Williams & Glyn remains a top

priority for us. We will not now achieve
our planned separation until after the
previously announced Q1 2017 but remain
committed to full divestment by the end

of 2017. Separation of this business is

a complex process and we continue to
invest sizeable resources.

Delivering for customers

and shareholders

The UK government’s decision to start
disposing of its majority stake in RBS
during 2015 was a significant step
forward, and underlined the progress we
have made over the last two years.

We have previously said that we are in
phase two of our plan, working through
as many of the remaining conduct and
restructuring issues as we can. This is a
tough but important part of our plan and
we are determined to get through it as
quickly as possible.

We will then move to the third phase as a
strong, simple and fair bank that delivers
solidly on the needs of its customers and
shareholders.

Ross McEwan
Chief Executive
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Business model
and strategy

Our major source of income in our retail and
commercial banking businesses is net interest
income. This is the difference between the income
we earn from the loans and advances we have
made to our personal, corporate and institutional
customers and on our surplus funds and the interest
we pay on deposits placed with us by our customers
and on debt securities we have issued. We also earn
fees from financial services and other products we
provide to our customers as well as rental income
from assets we lease to our customers.

Our Corporate & Institutional Banking business also
earns income from trading activities supporting its
provision of financing and risk management services
to customers, particularly Rates, Currencies and
Financing. We do business in competitive markets
but we have strong franchises and good growth
opportunities, and we aim to target our investment
to maximise these opportunities.

Our Personal & Business Banking and Commercial
& Private Banking franchises provide services to
over 17 million personal and business customers
in the UK and to over 1 million personal and
business customers in the Republic of Ireland. Our
Corporate & Institutional Banking business focuses
on large corporate clients operating in the UK and
Western Europe, as well as serving global financial
institutions.
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Our Structure

We are organised to provide products and services to personal,
commercial and large corporate and institutional customers. Our
principal customer-facing businesses are supported by a central
Services function and other support and control functions.

Customer Franchises

Our three customer-facing franchises
are primarily responsible for defining
the strategy and financial plan

of their business and ensuring

it is aligned with the wider RBS
strategy. Teams define and deliver
the customer proposition and are
accountable for end-to-end customer
processes and products. The teams
partner with functions to specify
functional requirements that deliver
on customer needs.

Services

Services, led by the Chief
Administrative Officer, provides
business-aligned technology,
operations and property services
across the bank. It is also
accountable for technology risk,
payments, data, change and the
bank’s fraud and security functions.

Customer

Functions

These teams define functional
strategy and the financial plan to
support the Customer Businesses
and other functions.

Most functions are a mix of control,
expertise, advisory and transaction
services. All common activities across
the organisation are included.

Personal & Business

Commercial & Private

Corporate & Institutional

Banking (PBB) Banking (CPB) Banking (CIB)
Customer Support and Control Functions
Finance Human Conduct & Communications

Inc. Strategy Resources

Regulatory Affairs

& Marketing

Restructuring Risk Legal

Williams & Glyn
Capital Resolution

Corporate Governance & Secretariat

Internal Audit
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Business model and strategy

Our Strategy

Our plan to build the best bank in the UK & Rol has three phases.

Phase 1-2014 Building financial strength

+ Rebuild capital strength — CET1 ratio +260bps during 2014
+ De-risk — US ABP, RCR, NPLs, liquidity portfolio

+ Start cost reduction plan — £1.1 billion savings achieved

+ Simplify our organisational structure

Phase 2 -2015/16

Improve our core businesses and deal with Citizens, Capital
Resolution, and Williams & Glyn exits

+ Accelerate the transformation of our core businesses

+ Achieve material RWA reduction from our Capital Resolution exit

+ Address other material remaining issues

+ Discussions around resumption
of dividends/buy-backs

+ Pay out surplus capital above
13% CET1 ratio subject to PRA
approval @

+ Cement customer-centric positioning — #1 for customer service, trust and advocacy by 2020

+ Achieve attractive, balanced and sustainable financial returns — target 12+% RoTE in 2019

Our Priorities

We have a long way to go to be the

bank that our customers deserve. But

we are in a period of very significant,
positive change. We have millions of

great customers, tens of thousands of
outstanding employees. By building on this
foundation, we can achieve our ambition
to be number one for customer service,
trust and advocacy in all our chosen
markets.

Performance measures

Strength and sustainability

Our Plan

Our overarching ambition is to become
the number one bank for customer
service, trust and advocacy. We have set
out how we track our progress towards
this goal on page 19. We also track a
number of other performance measures
and have set long-term targets for these
to keep us on track.

CET1 ratio of 13% "
RoTE =12%

Note:

(1) Earliest possible timing is likely to be later than
Q1 2017, subject to Board and PRA approval.
Key milestones before seeking PRA approval for
capital distributions would include, among other
considerations, maintaining the 13% CET1 ratio
target, passing regulatory capital requirements,
pass 2016 Bank of England stress test (including
Individual Capital Guidance hurdle) and operating
within capital risk appetite, peak of litigation
and conduct costs passed including US RMBS,
confidence in sustainable profitability, and Williams
& Glyn exit assured.

Our 2016 goals

Maintain bank CET1 ratio of 13%

Customer experience

No.1 for service, trust and advocacy

Narrow the gap to No.1 for NPS
in every primary UK brand

Simplifying the bank

Cost:income ratio <50%

Reduce operating expenses
by £800 million®@

Supporting growth

Leading market positions in
every franchise

Net 4% growth in PBB and
CPB customer loans

Employee engagement

Employee engagement in upper
quartile of GFS norm

Raise employee engagement to
within two points of GFS norm

Notes:
(1) During the period of restructuring.

(2) Excluding litigation and conduct costs, restructuring costs, write down of goodwill and other intangible assets and the operating costs of Williams & Glyn.
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Our Operating Model

We have a clear set of Organisation Design principles that
underpin our operating model, structures and accountabilities.

Customer
orientation

The organisation will
be easy and effective
for customers.

Primarily organised
around customer
segments

Delivers the whole
bank, seamlessly, to
our customers

Decision rights as
close as possible to
the customer

End-to-end approach

to delivering great
customer experience

Our Values

One bank

The organisation will
be easy and effective
for staff.

No customer units
vs functions

Unified culture
and leadership

Short simple chains
of command

Clear individual
accountabilities

Minimum committees
to support individual
accountabilities

Our Values are universal and
guide our actions every day, in
every part of our business. The
values are the foundation of
how we work at RBS.

Efficiency

The organisation will
share all things
that can be shared.

No duplication

Centres of excellence
located in primary
business or function

Cross-bank sharing
of platforms

Disciplined
and rigorous

The organisation will
manage activities end-

to-end in one best way.

Effective process
design, ownership and
management

Standardisation

Consistent customer
experience

Sticking to a long
term investment plan
to address a complex
technology
environment

Safety and
soundness

The organisation
will do the right thing.

Strong control
functions

Effective three lines
of defence

Straightforward
policies

Serving customers

Doing the right thing

We exist to serve customers.

We do the right thing.

We earn their trust by focusing
on their needs and delivering
excellent service.

Working together

We take risk seriously and
manage it prudently.

We prize fairness and diversity
and exercise judgement with
thought and integrity.

Thinking long term

We care for each other and
work best as one team.

We bring the best of ourselves
to work and support one another
to realise our potential.

We know we succeed only when
our customers and communities
succeed.

We do business in an open, direct
and sustainable way.
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Business model and strategy

Our Customers

RBS remains committed to achieving its target of being number one bank for
customer service, trust and advocacy by 2020. In recent years, RBS has launched
a number of initiatives to make it a simple and fair bank to do business with, and it
continues to deliver on the commitments that it made to its customers in 2014.

We use independent surveys to measure our customers’ experience and track our
progress against our goal in each of our markets.

Net Promoter Score (NPS)

Customers are asked how likely they would be to recommend their bank to a friend or
colleague, and respond based on a 0-10 scale with 10 indicating ‘extremely likely’ and 0
indicating ‘not at all likely’. Customers scoring 0 to 6 are termed detractors and customers
scoring 9 to 10 are termed promoters. NPS is established by subtracting the proportion of
detractors from the proportion of promoters.

The table below lists all of the businesses for which we have a NPS for Q4 2015. Year-on-
year, NatWest Business Banking, RBS Business Banking and Ulster Bank Personal Banking
(Northern Ireland) have seen significant improvements in NPS.

Personal Banking

Q4 (o)} Year end
2014 2015 2015 target
6 8 9 9

NatWest (England & Wales)

Royal Bank of Scotland (Scotland) ) -13 = -9 -10
Ulster Bank (Northern Ireland) @ -24 -9 -9 -21
Ulster Bank (Republic of Ireland) @ -18 -15 -14 -15
Business Banking NatWest (England & Wales) @ -11 6 9 =7
Royal Bank of Scotland (Scotland) © -23 -12 =7/ -21
Ulster Bank Corporate Ulster Bank (Northern Ireland) ) -44 n/a -45 -34
Ulster Bank (Republic of Ireland) ¢ -17 n/a -21 =il
Commercial Banking® 12 9 9 15

Customer trust

We also use independent experts to measure our customers’ trust in the bank. Each
quarter we ask customers to what extent they trust or distrust their bank to do the

right thing. The score is a net measure of those customers that trust their bank (a lot or
somewhat) minus those that distrust their bank (a lot or somewhat). Customer trust in RBS
is at its highest in two years and NatWest has also improved.

Q4 Year end
2014 2015 target

Customer trust ©

41% 44% 48% 46%
2% 11% 14% 11%

NatWest (England & Wales)
Royal Bank of Scotland (Scotland)

Notes:

(1

(2

) Source: GfK FRS 6 month rolling data. Latest base
sizes: NatWest (England & Wales) (3509) Royal Bank
of Scotland (Scotland) (623). Based on the question:
“How likely is it that you would recommend (brand)
to a relative, friend or colleague in the next 12
months for current account banking?*

Source: Coyne Research 12 MAT data. Latest base
sizes: Ulster Bank NI (300) Ulster bank Rol (302)
Question: “Please indicate to what extent you would
be likely to recommend (brand) to your friends or
family using a scale of 0 to 10 where 0 is not at all
likely and 10 is extremely likely”.

(3) Source: Charterhouse Research Business Banking
Survey, based on interviews with businesses with an
annual turnover up to £2 million. Quarterly rolling
data. Latest base sizes: NatWest England & Wales
(1352), RBS Scotland (432). Weighted by region
and turnover to be representative of businesses in
England & Wales/Scotland.

(5) Source: Charterhouse Research Business Banking
Survey, based on interviews with businesses with
annual turnover between £2 million and £1 billion.
Latest base size: RBSG Great Britain (872). Weighted
by region and turnover to be representative of
businesses in Great Britain.

(6

Source: Populus. Latest quarter’s data. Measured

as a net of those that trust RBS/NatWest to do the
right thing, less those that do not. Latest base sizes:
NatWest, England & Wales (974), RBS Scotland (187).

(4

Source: PWC Northern Ireland Business Banking
Tracker and PWC Republic of Ireland Business
Banking Tracker. Data collected annually. Latest
base sizes: Ulster Bank NI (377), Ulster Bank Rol
(222). Weighted by turnover to be representative
of businesses in Northern Ireland and Republic of
Ireland.
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Key economic indicators

The UK economy grew by 2.2% in 2015, its average of the last 40 years. In a
healthy job market, the number of people in work rose by more than 500,000
and unemployment fell to 5.1%. For the first time in six years there was
meaningful wage growth, averaging 2.0%. Businesses’ profits were as strong as
at any point since the 1990s, at least outside the oil and gas sector, and business
investment continued to rise. House prices grew by around 8%.

UK gross domestic product growth (%)

2014 2015

Source: Office for National Statistics

Number of people in employment,
UK (thousands)

31,389
30,801

Sept-Nov
2014

Sept-Nov
2015

Source: Office for National Statistics

Summary

Despite this generally positive environment,
inflation hovered around 0% throughout
the year. Most of the weakness in inflation
was a consequence of falling commodity
prices and the effects of the depreciation
in sterling since 2013. However, some of it
reflected spare capacity in firms and in the
labour market that contained domestic
cost growth. Low inflation was one
important reason why Bank Rate remained
unchanged throughout the year at 0.5%,
where it has been since March 2009.
During early 2016, the date at which
markets expected Bank Rate to rise
ranged from 2017 to 2020, materially

later than expectations in mid-2015.

Driven by strong export performance,
growth in Ireland accelerated sharply to

Unemployment rate, UK (%)

Sept - Nov
2014

Sept - Nov
2015

Source: Office for National Statistics

Consumer Prices Index 12-month rate (%)

Feb
15

Mar
15

Jun
15

Jan
15

Dec
14

Apr
15

May
15

Jul
15

Source: Office for National Statistics

around 7.0% in the first three quarters of
2015, its fastest rate since before the
crisis. Unemployment fell to under 10%,
which, while materially below the
recession peak of 15% remains high by
the standards of the past. House price
inflation moderated from 16.3% in 2014 to
6.6%, reflecting a continuing imbalance
between supply and demand.

Growth in the wider euro area accelerated
modestly to more than 1.0%. However,
with inflation close to zero and
unemployment averaging more than 11%,
the European Central Bank launched a
programme of quantitative easing. That
programme will continue until September
2016 at the earliest. In the US, growth
was 2.4%, the same as in 2014, and

Oct
15

Dec
15

Nov
15

Aug
15

Sep
15

unemployment fell to 5%. Inflation was
close to zero throughout the year. In
December, the Federal Open Market
Committee voted to raise the Federal
Funds Target Rate by 0.25% to a range of
0.25%-0.5%.

In emerging markets, notably China,
growth slowed sharply during the year,
although this was not always reflected in
official data. During 2015 and again in
early 2016, market volatility rose because
of concerns about prospects in China and
other emerging markets and the possible
consequences of slower growth there for
advanced economies. Weaker emerging
market growth contributed to slow trade
growth.
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Business review

RBS is structured around becoming number one for
service, trust and advocacy as we meet the ambitions
and needs of our retail, business, commercial

and corporate customers. Organised under three
customer-facing franchises, our core businesses are
centred around the UK and Ireland markets with a
focused international capability.

Personal & Business Banking (PBB) comprises
two reportable segments: UK Personal & Business
Banking (UK PBB) and Ulster Bank Rol.

Commercial & Private Banking (CPB) comprises
three reportable segments: Commercial Banking,
Private Banking and RBS International (RBSI).

Corporate & Institutional Banking (CIB) serving
our largest corporate and institutional clients.

In addition, RBS will continue to manage and
report Capital Resolution separately until disposal
or wind down.
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Personal & Business Banking

Les Matheson
CEO, Personal & Business Banking

mass affluent customers together with small businesses
(generally up to £2 million turnover). PBB’s principal brands
are NatWest in England and Wales, Royal Bank of Scotland
in Scotland, and Ulster Bank Rol in the island of Ireland. The
operations of Ulster Bank in Northern Ireland have been
combined with the main UK business.

Personal & Business Banking (PBB) serves individual and 4 5 y
(0]

Contribution to income

Performance overview + Operating expenses of £4,606 million launch of a new current account,

+ PBB recorded an operating profit of included £959 million of provisions for ‘Reward’, which enables customers to
£1,292 million in 2015, down 20% from customer redress, principally in relation receive 3% cashback on their household
2014, with good asset growth offset to Payment Protection Insurance, as well bills for a monthly account fee of £3.
by pressure on new business margins as £182 million of restructuring costs.
and higher costs for restructuring the Adjusted operating expenses of £3,465 + Committed to fair banking through
business and remedying past conduct million were down 3% from 2014. making overdrafts more accessible to
issues. one million customers who are now

+ Credit conditions remained benign, with eligible for overdrafts of £100 and £250.

+ Customer lending grew by 5% to £136.5 modest net impairment releases in the
billion, with good growth also recorded UK and substantial releases in Rol, albeit + PBB continued to improve and
in customer deposits, up 2% to £150.9 lower than in 2014. develop the NatWest mobile banking
billion. While deposit margins widened, app, becoming the first UK bank to
overall net interest margin was lower as Building a better bank that enable customers to log in using their
competitive conditions and the increased serves customers well fingerprint with Touch ID and adding
proportion of lower margin mortgage + In 2015 PBB moved to build deeper enhanced functionality on real time
lending reduced asset margins. customer engagement through the registration, Apple Pay and PAYM.

A new way to pay

With Apple Pay, customers can now shop
using just their mobile phone.

NatWest was one of the first banks

to make the service available to UK
customers, and thanks to this partnership
between the bank and Apple, customers
can now use their Apple devices to pay for
goods in shops, make payments in apps
and pay fares on the London transport
system while travelling around the city.

Not only is Apple Pay convenient, but
customers earn the same rewards they
would get using their RBS or NatWest
debit or credit cards.

So now if you leave your wallet at home,
it need not ruin your day.
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Personal & Business Banking

Performance highlights

2015 2014
Return on equity (%) 11.4 13.7
Net interest margin (%) 2.93 3.10
Cost:income ratio (%) 80 76
Net loans and advances to customers (£bn) 136.5 129.7
Customer deposits (£bn) 150.9 147.3
Loan:deposit ratio (%) 90 88
Risk-weighted assets (£bn) 52.7 58.4

4+ Casestudy

Very rewarding

Customers want banking to be simple
and straightforward — and to be rewarded
for their loyalty. It’s never fair when new
customers get all the best deals. Our new
Reward account is benefiting customers
old and new, who choose to do their
everyday banking with us.

There are no catches, or complicated
terms and conditions. For a small fee all
customers can earn 3% cashback on up to
seven household bills paid by direct debit.
That means anyone paying household bills
of more than £100 a month will cover the
monthly Reward fee, and the more you
pay out for your bills, the more you earn.

It really is that simple.
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Commercial & Private Banking

Alison Rose
CEO, Commercial & Private Banking

Commercial & Private Banking (CPB) serves commercial and O/
corporate customers, operating principally through the NatWest 3 3 o
and Royal Bank of Scotland brands, and high net worth individuals,
through Coutts and Adam & Co. In Jersey, Guernsey, the Isle of
Man and Gibraltar, RBS International serves a range of retail,
commercial, corporate and financial institution customers. CPB aims
to support the UK and Western European economies through its
provision of credit and banking services to help businesses grow.

Contribution to income

Performance overview net new lending of £3.6 billion, while by becoming easier and simpler to
Adjusted operating profit of £1,708 continuing to run down some non- do business with through operational
million was down 11%, with lower strategic portfolios. Pressure on new investment and process simplifications
income partially offset by reduced business lending margins was partially +  Continued enhancements within the
litigation and conduct costs. Operating offset by deposit repricing. business contributed to commercial
profit of £1,001 million was impacted + Total expenses of £3,182 million lending growth in 2015.
by a goodwill impairment charge included £146 million of restructuring +  Opened four Entrepreneur Hubs across
of £498 million attributed to Private costs (up 26% from 2014) and £63 the UK, increasing our involvement to
Banking. million of conduct and litigation costs seven, enabling entrepreneurs and small
Total income declined by 3% to (down 69% from 2014). Adjusted businesses to access free office space,
£4,265 million, driven by a loss of £34 operating expenses increased by 3% to mentoring and financial support, with a
million from the sale of non-strategic £2,475 million. further five hubs to be opened in 2016.
asset portfolios, the transfer of the + Impairment losses were £82 million, +  Private Banking is being refocused on its
commercial cards business to UK PBB in line with the modest impairments UK connected customers, with a simpler
in 2014 and reduced fee income in experienced in 2014. operating model and new customer
Private Banking. propositions for wealthy individuals and
Good growth was achieved in lending Building a better bank that families. Closer links with Commercial
to UK businesses. Adjusting for internal serves customers well have driven an increase in client
transfers, Commercial Banking achieved ~ +  Commercial Banking made progress referrals.

towards improving customer experience

4+ Casestudy

A campus fit for a king

Established in 1829, King’s College London has an
illustrious history, with alumni including John Keats
and Florence Nightingale.

The University wanted to raise £135 million to invest
in its Strand campus, and returned to the private
placement market to deliver.

“Since our foundation we’ve banked with RBS, so
we have a long and trusted relationship,” explains
Stephen Large, Director of Finance at King’s College
London. “I'm proud of the difference the
redevelopment will make to the University, future
generations of students and the local community.”

This strong relationship helped the bank and
the University work together to raise the funding
to redevelop the campus and create a new
business school.
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Commercial & Private Banking

Performance highlights

2015 2014
Return on equity (%) 5.8 10.6
Net interest margin (%) 1.92 1.99
Cost:income ratio (%) 75 62
Net loans and advances to customers (£bn) 109.8 103.1
Customer deposits (Ebn) 1388 128.0
Loan:deposit ratio (%) 82 81
Risk-weighted assets (£bn) 89.3 79.4
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4+ Casestudy

Home sweet home

Moving house can be stressful. Then, once you
find the right home, you then need to switch
energy supplier, set up your broadband and
manage your home.

Zoopla Property Group (ZPG) is a digital

media and lead generation platform that

owns and operates some of the UK’s most
widely recognised and trusted digital brands
including Zoopla, uSwitch and Primelocation.
Its mission is to be the most useful resource for
consumers and the most effective marketing
channel for related business partners.

Acquiring price comparison website uSwitch
in June 2015 allowed ZPG to develop its
combined services and become the consumer
champion at the heart of the home.

RBS supported the acquisition by acting as
Mandated Lead Arranger in a £150 million
four-bank arrangement.

Thanks to the successful deal, ZPG can now
help its consumers make smarter decisions
when finding, moving or managing their home.
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Corporate & Institutional Banking

Chris Marks
CEO, Corporate & Institutional Banking

The Corporate & Institutional Banking (CIB) business has a
core focus on UK and Western Europe corporates and global
financial institutions, shaped around three product lines: Rates,
Currencies and Financing. The business is undergoing a multi-
year transformation, which was launched in 2015.

Performance overview

CIB reported an operating loss of £837

million, compared with an operating
loss of £710 million in 2014. Adjusted
operating loss was £55 million,
compared with a profit of £233 million
in 2014 as lower income was partially
offset by a reduction in adjusted
expenses, down 15%.

Total income declined by £404 million,
or 21%, to £1,527 million in 2015. This
includes £120 million relating to own
credit adjustments and £98 million
relating to the transfer of portfolio
businesses to Commercial Banking.

Excluding this, CIB income was £1,309

million, in line with previous guidance.
Rates income declined, reflecting
the reduced scale and risk appetite

4 Casestudy

Waste nothing

Rotterdam-based AVR handles public
and commercial waste from across the
Netherlands and surrounding countries,
including the UK and Ireland. The waste
is transformed into green energy for the
Dutch power grid and district heating.

A consortium, Cheung Kong

Infrastructure Holdings and Power Assets

Holdings, bought the business in 2013
and we recently helped them refinance
part of that acquisition through the
capital markets.

The deal means the company can
now operate more cheaply. This is

good for AVR, and for Dutch communities

as the company is now able to bid more
competitively for public authority waste
contracts.

of the business. Currencies incurred
losses when the Swiss Central Bank
unexpectedly removed the Swiss
Franc’s peg to the Euro. Financing was
impacted by the strategically reduced
corporate footprint especially in the US
and by lower levels of EMEA investment
grade issuance.

Adjusted operating expenses were £249
million lower totalling £1,467 million,
principally due to considerable reduction
in headcount as the business moves
towards a more sustainable cost base.
Operating expenses of £2,369 million
included litigation and conduct costs of
£378 million and restructuring costs of
£524 million.

RWAs reduced by £8.8 billion to £33.1
billion compared with £41.9 billion,

12%

Contribution to income

nearing the end-state target of c.£30
billion. The reduction was primarily
driven by the transfer to Commercial
Banking of the UK and Western
European portfolio business.

Building a better bank that
serves customers well

CIB managed the largest liability
management exercise in Europe in
2015 whilst raising approximately £50
billion for customers in debt capital
markets in 2015.

Steady state target for CIB is c.£1.4
billion of income with ¢.£30bn RWAs.
Operating expenses are targeted at
¢.£0.7-0.8bn to deliver 8-10% return of
equity.
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Performance highlights

2015 2014
Return on equity (%) (11.1) (7.9) 4+ Casestudy

Cost:income ratio (%) 155 137
Loans and advances to customers (£bn) 16.1 26.5 Silver Service for

Customer deposits (£bn) 5.7 11.8 Whltbread

Risk-weighted assets (£bn) 33.1 41.9 RBS has a long-standing relationship with

Whitbread, the UK’s largest hospitality
company, which owns a number of well
known brands including Premier Inn, Costa
Coffee, Beefeater and Brewers Fayre.

The company wanted to raise £450
million, so turned to the bank for help

to raise the funds in the debt capital
markets. RBS acted as joint lead manager,
documentation bank as well as billing

and delivery agent on the benchmark
10-year deal, which had a coupon of
3.375 per cent.

The deal marked Whitbread’s debut
sterling bond issue and will help the
hospitality company continue to grow
its business.
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Capital Resolution

Mark Bailie
CEO, Capital Resolution

Performance overview
Capital Resolution funded assets fell by
£62.2 billion to £53.4 billion, primarily
due to run off of the repo financing
book and loan portfolio disposals.

Within this RCR reduced funded assets
by 88% since its formation to £4.6
billion, exceeding the targeted reduction
of 85% a year ahead of schedule.

Capital Resolution RWAs reduced from
£95.1 billion to £49.0 billion, driven by
significant reductions across CIB Capital
Resolution and RCR, which primarily
reflected disposals and repayment
activity.

CIB Capital Resolution delivered on
its commitment to reduce RWAs by
£25 billion in 2015, with a reduction
of £32.6 billion.

4 Casestudy

Pedalling ourselves proud

RBS became an official partner of Sport
Relief in summer 2015, and September
saw the first bank-wide fundraising event
for the charity. Almost 750 colleagues
from right across the business took part in
the London to Edinburgh cycle challenge.
Colleagues chose to cycle the full 500
miles, or 100 or 35 mile stretches, with
hundreds more also taking part in static
bike challenges, bake sales and other
fundraising activities in our buildings
across the UK.

RBS employee Howard Fairclough shared
his experience of the challenge: “Fantastic
day, although my thighs might not agree.
In terms of staff engagement this was the
best event ['ve taken part in, in my 29 year
career with the bank.”

Capital Resolution consists of CIB Capital Resolution and RBS
Capital Resolution (RCR). At 1 January 2015, CIB Capital
Resolution comprised £101 billion of funded assets consisting of
non-strategic portfolios from the CIB segment. RCR was created
on 1 January 2014 to de-risk the bank’s balance sheet.

Capital Resolution made an operating
loss of £3,687 million, including income
related disposal losses of £367 million,
restructuring costs of £1,307 million
together with litigation and conduct
costs of £2,105 million primarily relating
to additional provisions for mortgage-
backed securities litigation in the US.
Adjusted expenses were reduced by
£481 million, or 24% to £1,539 million,
principally reflecting a fall in headcount
of approximately 1,100. Net impairment
releases of £725 million were recorded,
primarily in RCR driven by the disposal
strategy and favourable market and
economic conditions.

Building a better bank that

serves customers well
CIB Capital Resolution consists of three
regional businesses (Americas, EMEA
and APAC), Shipping, Markets assets,
Other legacy assets including Saudi
Hollandi Bank and Global Transaction
Services.

RCR consisted of four asset groups:
Ulster Bank (RCR Ireland), Real Estate
Finance (ex. Ireland), Corporate and
Markets. The remaining funded assets
are included in Capital Resolution and
RCR ceases to exist (following formal
approval by the PRA).

Performance highlights 31 Dec 2015 31 Dec 2014
Risk-weighted asset equivalent (Ebn) 50.3 101.3
Risk-weighted assets (£bn) 49.0 95.1
Funded assets (£bn) 53.4 115.6
R D5
1 PLAYED MY PART.
RELIEF.

f:’r’“'.E CHALLENGE FOR SPORT

i Ulster Bank
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Board of directors

Chairman

Howard Davies

Executive directors

Ross McEwan

Ewen Stevenson

Non-executive directors

Sandy Crombie

(Senior Independent Director)

Penny Hughes

Brendan Nelson

Alison Davis

Baroness Noakes

Morten Friis

Mike Rogers

Robert Gillespie

Chief Governance Officer and Board Counsel

Aileen Taylor (Company Secretary)

Governance at a glance

Our Board committees

In order to provide effective oversight
and leadership, the Board has established
a number of Board committees with
particular responsibilities. The work of the
Board committees is discussed in their
individual reports. The terms of reference
for each of these committees is available
on rbs.com.

The full Governance report is on pages
36 to 83.

Group Audit Committee

Assists the Board in discharging its
responsibilities for monitoring the quality of
the financial statements of RBS. It reviews
the accounting policies, financial reporting
and regulatory compliance practices of
RBS and RBS’s systems and standards of
internal controls, and monitors the work of
internal audit and external audit.

Board Risk Committee

Provides oversight and advice to the
Board on current and potential future

risk exposures of RBS and future risk
strategy. It reviews RBS’s compliance with
approved risk appetite and oversees the
operation of the RBS Policy Framework
and submissions to regulators.

RBS Capital Resolution (RCR) Board
Oversight Committee

Provides oversight of RCR’s progress
against, and compliance with, its primary
objective and asset management
principles. The RCR BOC met for the
final time in January 2016 to finalise the
closure of RCR.

Sustainable Banking Committee
Provides support to the Board in
overseeing actions being taken by
management to run a sustainable long
term business, with specific focus on
culture, people, customer, brand and
Environmental Social and Ethical issues.

Group Performance and

Remuneration Committee

Responsible for approving remuneration
policy and reviewing the effectiveness

of its implementation. It also considers
senior executive remuneration and makes
recommendations to the Board on the
remuneration of executive directors.

Group Nominations Committee

Assists the Board in the selection and
appointment of directors. It reviews

the structure, size and composition of
the Board, and the membership and
chairmanship of Board committees. It
considers succession planning taking into
account the skills and expertise which
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Governance at a glance

Our Board

The Board has eleven directors comprising the
Chairman, two executive directors and eight
independent non-executive directors, one of
whom is the Senior Independent Director.
Biographies for each director can be found on
pages 37 to 40.

In September 2015, Howard Davies was
appointed Chairman of RBS, succeeding Philip
Hampton. Mike Rogers was appointed to the
Board on 26 January 2016.

The Board is collectively responsible for the
long-term success of RBS and delivery of
sustainable shareholder value. Its role is to
provide leadership of RBS within a framework
of prudent and effective controls which enables
risks to be assessed and managed.

An external evaluation of the effectiveness of
the Board and its committees was conducted in
2015, led by Condign Board Consulting Limited.

will be needed on the Board in future.
In 2016, the Nominations Committee
will be replaced by the Nominations and
Governance Committee, which has an
expanded remit including governance
oversight.

Executive Committee

The Board is supported by the Executive
Committee comprising the executive
directors and other senior executives. It
supports the Chief Executive in managing
RBS’s businesses. It reviews and debates
relevant items before consideration by the
Board. It is responsible for developing and
delivering RBS’s strategy and it monitors
and manages financial performance,
capital allocation, risk strategy and policy,
risk management, operational issues and
customer issues.

UK Corporate Governance Code
Throughout the year ended 31 December
2015, RBS has complied with all of

the provisions of the UK Corporate
Governance Code issued by the Financial
Reporting Council dated September 2014
except in relation to provision (D.2.2) that
the Group Performance and Remuneration
Committee should have delegated
responsibility for setting remuneration for
the Chairman and executive directors.
RBS considers that this is a matter which
should rightly be reserved for the Board.
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Risk overview

Progressin 2015

RBS made continued progress in 2015 on
delivering its strategy to reduce risk and
strengthen its balance sheet and capital
position.

+ Risk-weighted assets fell 32% in the
year to £243 billion.

+ The Common Equity Tier 1 (CET1)
capital ratio increased by 430 bps to
15.5% and the leverage ratio increased
by 140 bps to 5.6%.

* Risk elements in lending (REIL) fell to
£12.2 billion, representing 3.9% of gross
customer loans, down from 6.8% at 31
December 2014.

+ RBS continued to reduce risk
concentrations, notably in sectors
such as Oil & Gas and Commercial
Real Estate as well as in the Eurozone
periphery countries.

+ Good progress was made in de-risking
the balance sheet as a result of the
continued run-down or sale of certain
businesses and higher-risk or capital-
intensive assets.

+ Citizens was fully divested resulting in a
total RWA reduction of £63 billion.

+ Capital Resolution reduced RWAs to
£49 billion at 31 December 2015 from
£95 billion at 31 December 2014, with
substantial progress seen across exit
portfolios. RCR reached its targeted
run-down for 2015 with a total RWA
reduction of £38 billion since launch and
a £13.5 billion reduction in 2015.

+ The first tranche of the international
private banking business sale was
completed with the second tranche due
to be completed in the first half of 2016.

In the Bank of England (BoE) 2015 stress
test, RBS’s transitional Common Equity
Tier 1 (CET1) capital ratio under the
hypothetical adverse scenario was 6.1%
after the impact of management actions,
above the 4.5% post-stress minimum
CET1 capital ratio threshold set by the
BoE. Taking into account the capital
actions achieved in 2015 and those
planned in the future, RBS did not need to
alter its current capital plan as a result of
the stress test, including the requirements
relating to its Individual Capital Guidance
(ICG). RBS’s Tier 1 leverage ratio under
the hypothetical adverse scenario was
2.9%. After the impact of management
actions, the ratio was 3.0%, which met the
3.0% post-stress minimum Tier 1 leverage
ratio threshold set by the BoE.

Effective risk management
plays a central role in the
successful development
and execution of RBS’s
strategy. Risk appetite is
set in line with the overall
strategy and approved by
the board while the risk
management framework
identifies and manages
current and emerging
risks that could materially
affect the delivery of our
strategy.

RBS maintained a strong liquidity and
funding risk profile in 2015. Its loan to
deposit ratio was 89% at 31 December
2015, compared with 95% in 2014.

The latest Individual Liquidity Adequacy
Assessment (ILAA) showed that RBS is
in a strong position to withstand liquidity
stress scenarios. It suggested that RBS’s
liquidity portfolio was large enough to
cover more than double (227%) the
expected outflows in the worst of three
severe scenarios.

Top and emerging risks

RBS employs a robust process for
identifying and managing its top and
emerging risks. Top risks are defined

as scenarios that, while unlikely, may
materialise, and which, if they did, would
have a significant negative impact, such
that RBS as a whole, or a particular
business, could potentially fail to meet
one or more of its strategic objectives. A
number of scenarios attracted particular
attention in 2015:

Macro-economic and other

external risks

* Risks related to the wider economy:
Like most other businesses, RBS remains
vulnerable to changes in the external
economic environment. Among potential
scenarios considered, the following could
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have a material negative impact: a UK
recession including large house price
falls; vulnerabilities in emerging market
economies, including China, resulting in
contagion in RBS’s core markets; global
deflation; volatility in international markets
linked to advanced economy interest rate
increases or decreases; a resumption of
the eurozone crisis, including a worsening
of the situation in Greece; and major
geopolitical instability. To mitigate these
risks, RBS has strengthened its capital,
liquidity and leverage positions. A number
of higher-risk portfolios have been

exited or reduced. Stress testing is used
extensively to inform strategic planning
and risk mitigation relating to these risks.

* Risks related to the UK referendum on EU
membership:

The referendum on the UK’s membership
of the EU during this parliament increases
economic and operational uncertainty.
The result may also give rise to further
political uncertainty regarding Scottish
independence. RBS actively monitors,

and considers responses to, varying EU
referendum outcomes to ensure that it is
well prepared for all eventualities.

* Risks related to the competitive
environment:

RBS’s target markets are highly
competitive, which poses challenges

in terms of achieving some strategic
objectives. Moreover, changes in
technology, customer behaviour and
business models in these markets have
accelerated. RBS monitors the competitive
environment and associated technological
and customer developments as part of

its strategy development and makes
adjustments as appropriate.

An increase in obligations to support
pension schemes:

If economic growth stagnates, and interest
rates remain low, the value of pension
scheme assets may not be adequate to
fund pension scheme liabilities. The deficit
in RBS pension schemes as determined
by the most recent triennial valuations
has increased, requiring RBS to increase
its current and future cash contributions
to the schemes. An acceleration of
certain previously committed pension
contributions in Q1 2016 will reduce this
risk. Depending on the economic and
monetary conditions and longevity of
scheme members prevailing at that time,
the deficit may increase at subsequent
valuations.

Regulatory and legal risks

* The impacts of past business conduct:
Future conduct and litigation charges

could be substantial. RBS is involved

in ongoing class action litigation,
securitisation and mortgage-backed
securities related litigation, investigations
into foreign exchange trading and rate-
setting activities, continuing LIBOR-related
litigation and investigations, investigations
into the treatment of small and medium-
sized business customers in financial
difficulty, anti-money laundering, sanctions,
mis-selling (including mis-selling of payment
protection insurance products), and other
investigations. Settlements may result in
additional financial penalties, non-monetary
pendlties or other consequences, which
may be material. More detail on these
issues can be found in the Litigation,
Investigations and Reviews and Risk
Factors sections. To prevent future conduct
from resulting in similar impacts, RBS has
embarked on a programme to embed

a strong and comprehensive risk and
compliance culture.

* Risks to income, costs and business
models arising from regulatory
requirements:

RBS is exposed to the risk of further
increases in regulatory capital
requirements as well as risks related
to new regulations that could affect its
business models. RBS considers the
implications of proposed or potential
regulatory activities in its strategic and
financial plans.

Operational and execution risks

* Increased losses arising from a failure

to execute major projects successfully:
The successful execution of major projects,
including the transformation plan, the
restructuring of CIB, the divestment of
Williams & Glyn and the embedding of a
strong and pervasive organisational and
risk culture, are essential to meet RBS’s
strategic objectives. The separation and
eventual divestment of Williams & Glyn

is a complex process and as such entails
significant operational and execution risk.
The Group remains committed to full
divestment of Williams & Glyn by the end of
2017. These projects cover organisational
structure, business strategy, information
technology systems, operational processes
and product offerings. RBS is working

to implement change in line with its
project plans while assessing the risks

to implementation and taking steps to
mitigate those risks where possible.

* Impact of cyber attacks:

Cyber attacks are increasing in frequency
and severity across the industry. RBS has
participated in industry-wide cyber attack
simulations in order to help test and
develop defence planning. To mitigate the
risks, a large-scale programme to improve
user access controls is in progress, along
with a number of other actions, including
a reduction in the number of external
websites, enhancement of anti-virus
protections, and the implementation of a
staff education programme on information
protection.

* Inability to recruit or retain suitable staff:
RBS is undergoing significant
organisational change, the result of

a need to implement new business
strategies and respond to a changing
external environment. The pace of
change, coupled with the associated
uncertainty, may cause experienced staff
to leave and prospective staff not to join.
Although these risks concern all customer
businesses, they particularly affect CIB.
RBS has communicated expected changes
in its organisational structure to members
of staff, implementing plans aimed at
minimising unexpected staff losses. It is
also working to implement an enhanced
recruitment strategy.

* Failure of information technology
systems:

RBS’s information technology systems
may be subject to failure. As such systems
are complex, recovering from failure

is challenging. To mitigate these risks,

a major investment programme has
significantly improved the resilience of the
systems and more benefits are expected.
Back-up system sustainability has
improved, and a ‘shadow bank’ system, to
provide basic services, if needed, has been
created.

Full risk factors are discussed on pages
390 to 414.
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Viability statement

In accordance with provision C.2.2 of the UK Corporate
Governance Code, the directors have assessed the viability
of the bank taking account of the current position of the
bank, the Board’s assessment of the bank’s prospects, and
the bank’s principal risks, as detailed on pages 30 and 31.

Given the bank is subject to
regulatory oversight, we are
also required to meet regulatory
standards of capital and liquidity
adequacy and stress test
thresholds under severe but
plausible conditions, which have
also informed our assessment.

The assessment has been made
over a period of three years. The
time period has been selected
taking into account that the level
of uncertainty relating to the
assessment increases the longer
the period chosen, particularly
in the markets and regulatory
environment in which the bank
operates; the directors consider
a period of three years to be an
appropriate period.

The bank’s business and strategic
plans provide long term direction
and are reviewed on at least an
annual basis, including multi-year
forecasts showing the expected
financial position throughout the
planning horizon. The base plans
show that the bank has sufficient
capital and liquidity resources
over the three year assessment
period. As part of the planning

process, a realistic downside
scenario (a variant of the base
case, not a stress scenario) is
also presented. The bank also
has sufficient capital and liquidity
resources under this downside
scenario.

The bank’s base plans are also
tested in a series of robust
downside financial scenarios

as part of internal and external
stress testing, including the
Internal Capital Adequacy
Assessment Process (ICAAP) and
the Individual Liquidity Adequacy
Assessment (ILAA). These are
summarised in the Capital and
Risk Management section on
page 150 and 160.

Assessments of the risks of the
greatest concern are captured
through the bank’s processes
for continuously identifying

and effectively managing the
principal top and emerging risks,
as detailed on pages 30 and 31.
These assessments provide a

view on the impact of the top risks

crystallising, individually and in
combination. These are outlined
in the Risk Overview and further

discussed in the Risk Factors;
contained on pages 134 and 390
to 414, respectively, and include
political, legal, macroeconomic,
regulatory, operational and
execution risks.

On the basis of this robust
assessment of the principal risks
facing the bank, the Board’s
review of the business and
strategic plans and other matters
considered and reviewed during
the year, and the results of the
stress tests undertaken, the Board
has a reasonable expectation that
the bank will be able to continue
in operation and meet its liabilities
as they fall due over the period of
the assessment.
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Sustainable banking

Sustainable banking means serving today’s customers in a
way that also helps future generations. It requires us to put
customers first, make RBS a great place to work, support

our communities and be mindful of environmental impacts.

This section gives a short overview of our two main areas
of focus: supporting enterprise and financial capability.

It also provides details of our key disclosures on carbon
emissions, inclusion and human rights. Our forthcoming
Sustainable Banking Report, independently assured to
AA1000 standards, provides a much more comprehensive
overview of our approach to these areas and other
material issues affecting the bank. Further information is
available at rbs.com/sustainable.
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Support for enterprise

RBS and NatWest support more businesses
in the UK than any other bank, but we are
determined to do more to get behind the
entrepreneurs and businesses that power
the UK economy. One of the ways we're
doing this is through our partnership with
Entrepreneurial Spark, the free business
accelerator programme. By the end of 2015
there were seven business accelerator hubs
in Brighton, Birmingham, Bristol, Leeds,
Glasgow, Edinburgh and Ayr and we will open
six more around the UK by 2017. These hubs
offer free workspace, hands-on mentoring, a
start-up ‘bootcamp’ and a free programme
of up to 18-months of advice, support and
funding clinics for entrepreneurs and high
growth businesses.

2015 also marked the successful conclusion
of our Inspiring Enterprise initiative. In 2012
we began supporting and helping to fund
organisations that work with young people,
women and social enterprises to help them
develop and progress their business ideas. By
the end of the three year period, our support
had directly contributed to the creation of
2,173 new businesses across the UK and

we exceeded our initial targets by assisting
114,059 young people, 28,365 women and
5,349 social enterprises to develop their
ideas and take their next steps on their
enterprise journey.
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Carbon emission disclosures

RBS has a set of five year environmental
targets running from 2015-2020, which

sit alongside our pre-existing 2012-2020
targets for business travel and paper. At
the end of year one, we can report that
due to efficiency initiatives across our

UK property portfolio, we've continued

to reduce our combined Scope 1 and 2
emissions, putting us well on track to meet
our global 2020 energy reduction targets.
Similarly, our Scope 3 business travel
reductions remain on track, as a result of
our internal policies to reduce cost and
promote more sustainable modes of travel.

We continue to strive to reduce the energy
and associated emissions of our data

\
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Financial capability

A cornerstone of our ambition to become

No. 1 for customer service, trust and advocacy
by 2020 is our commitment to help people
manage their money better. This means
supporting people’s financial capability both
day-to-day and through significant life events.

One of our most established initiatives is
MoneySense, which is one of the longest
running financial education programmes for
young people in the UK and Ireland. Over

60% of secondary schools were registered to
use MoneySense in 2015, gaining access to a
range of resources and interactive materials
for teachers, staff volunteers and young people
to help them get to grips with money and how
to manage it. To celebrate the programme’s
21st birthday, we re-launched MoneySense to
open it up to primary schools for the first time
and introduced new materials to make learning
about money more real, relevant and fun for
5-18 year olds. The programme continues

to empower young people to take control of
their own financial journeys and build financial
capability throughout their lives.

centres, whilst also ensuring the delivery CFG combined Scope 1, 2 and 3 footprint

of reliable and innovative services to our
customers remains a key priority. We've
made changes in our waste reporting, by
expanding our data collection streams
and working closely with suppliers to find
innovative ways to meet targets.

Our ambitious ‘Zero Waste to Landfill’
target remains challenging and if we are
to meet it, will require us to find new
approaches to collaboration. The 2015
reporting year has seen the removal of
Citizens from our environmental footprint,
and so to remain in line with best practice,
we've applied our re-baselining strategy
to remove CFG emissions and normalise
our environmental footprint. In 2014,

totalled 101,240tCO2e.

Inclusion

Building a more inclusive bank is essential
for our customers and colleagues. Our
inclusion policy standard applies to all our
people globally.

During 2015 we continued our roll out

of unconscious bias learning for all
employees. We have introduced a gender
goal to have at least 30% of women in
the bank’s top three leadership levels

by 2020. Further, we aim to have 50/50
balance at all levels by 2030. This is
supported by the launch of a female
development proposition. An increased



For full information about how
we manage sustainability at RBS
visit rbs.com/sustainable.
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focus on disability has led to the
development of a comprehensive plan to
support our colleagues and customers
with additional needs and will help RBS
achieve its ambition of becoming a
‘disability smart’ organisation. From an
LGBT perspective, we continue to deliver
improvements to our people policies

and customer operating procedures,
including the introduction of guidance to
support employees going through gender
transition, introducing the ‘Mx’ honorific,
and improving our customer gender
change process. We are finalising plans to
improve our ethnic representation within
senior roles and are continuing to support
our 15,000 strong employee-led networks.

RBS has been recognised for its work on
Equality, Diversity and Inclusion by our
Platinum ranking from Opportunity Now
(gender); our Gold ranking for Race for
Opportunity (race); retaining a position in
the Times Top 50 Employers for Women;
and improving upon our ranking in the

Stonewall Workplace Equality Index (LGBT).

As at 31 December 2015, of our global
population of 90,158 employees (actual
headcount excluding temporary workers),
42,892 (48%) were male and 47,266 (52%)
female.

Male Female

Executive employees 133 (80%) 33 (20%)

There were 701 ‘senior managers’,
which comprises our executive employee
population and individuals who are
directors of our subsidiaries. The RBS
Board of directors has eleven members,
consisting of eight male and three female
directors.

Our approach to Human Rights

RBS recognises its corporate responsibility
to respect and uphold human rights.

We regularly review our policies and
procedures to ensure that we avoid
infringing on the human rights of others
throughout our sphere of influence.

The RBS Code of Conduct ‘Our Code’ sets
out the standards we expect our people
to work to, including a clear commitment
to respecting human rights. We conduct
regular consultations with employees on
key aspects of their working environment,
and operate a confidential helpline facility
that allows employees to discuss any
matter of concern with regards to their
wellbeing. We are an accredited living
wage employer.

Our Sustainable Procurement Code sets
out our expectations of the companies
that we work with. It states that our
suppliers should not engage in breaches
of human rights or labour rights, or in
discrimination. We are also committed to

introductory training on sustainability to
members of our procurement team.

Our Environment, Social, Ethical (ESE)
Risk policies include sector-specific human
rights risk screenings and are regularly
reviewed and updated to ensure best
practice. We conduct due diligence on
clients relating to human rights standards,
and expect our clients to share our
commitment to respecting human rights
within their operations. In all sectors,

we will not provide financial services to
companies involved in harmful child labour
or forced labour.

We also participate in projects with our
peers through the Thun Group and UNEP
Fl to better understand and implement
the human rights responsibilities of banks
as defined by the UN Guiding Principles
on Business and Human Rights. We have
adopted and contributed to a number of
internationally accepted codes, notably
the Equator Principles and the UN Global
Compact, which specifically address the
management of human rights issues.

RBS welcomes new legislation — the
Modern Slavery Act 2015 — to combat
slavery and human trafficking. We are
obliged to produce a public statement
under this Act for the reporting year 2016,
and we are identifying the steps necessary

Directors of subsidiaries 459 (86%) 76 (14%) equal opportunities for suppliers, and we to ensure there is no modern slavery
recognise that diversity strengthens our within our organisation and supply chain.
supply chain. During 2015 we conducted

Assessment Parameters
Baseline year 2014
Consolidation approach Operational control
Boundary summary All entities and facilities either owned or under operational control
Emission factor data source DEFRA (2015), US Environmental Protection Agency eGRID (2014)
Assessment methodology The Greenhouse Gas Protocol revised edition (2004)
Materiality threshold Materiality was set at group level at 5%
Intensity ratio Emissions per full time employee (FTE)
T M Limited Essgr;once pzc:l/ided by Erngt & Young LLP over total reported 2015

Scope 1*, 2** and 3 GHG emissions.

Change Change

GHG Emissions 2011 2012 2013 2014 2015 201102015 (%) 2014 to2015 (%)
Total Scope 1 CO?% emissions (tonnes) 42,665 46,087 43,598 34,844 34,736 -19% -0.3%
Total Scope 2 CO?% emissions (tonnes) 439,607 414,710 373,133 369,640 326,956 -26% -12%
Total Scope 1 & Scope 2 CO?%e emissions (tonnes) 482,272 460,797 416,731 404,484 361,692  -25% -11%
Total Scope 1 & Scope 2 CO?% emissions per FTE (tonnes) 4.9 4.7 4.2 4.1 3.9 -19% -5%
Scope 3 CO?% emissions from business travel (tonnes) 122,391 84,718 116,515 84,808 74,110 -39% -13%
Emissions of ozone-depleting gases
Emissions of ozone-depleting gases (tonnes) 1,928 7,648 3,750 3,872 2,730 42% -29%

Notes:
*Scope 1: Emissions from fluorinated gas loss and fuel combustion in RBS premises/vehicles. **Scope 2: Emissions from electricity, district heating and district cooling used in RBS premises.
***Scope 3: Emissions associated with business travel (air, rail and road) by RBS employees.
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Our Board

Chairman

| 24

Howard Davies (age 65)

Nationality: British

Date of appointment: 14 July 2015 (Board),
1 September 2015 (Chairman)

Experience: Howard was Deputy Governor of the
Bank of England from 1995 to 1997 and Chairman
of the UK Financial Services Authority from 1997
to 2003. Howard was Director of the London
School of Economics and Political Science from
2003 until May 2011. He is also Professor of
Practice at the Paris Institute of Political Science
(Sciences Po).

Howard recently chaired the UK Airports
Commission and is also the author of several
books on financial subjects.

External appointment(s):

®  Independent director of Prudential plc
and chair of the Risk Committee

®  Member of the Regulatory and
Compliance Advisory Board of
Millennium Management LLC

©  Chair of the International Advisory
Council of the China Securities
Regulatory Commission

©  Member of the International Advisory
Council of the China Banking
Regulatory Commission

Committee membership(s):
Group Nominations and Governance
Committee (Chairman)

Executive directors

Chief Executive

Ross McEwan (age 58)
Nationality: New Zealand
Date of appointment: 1 October 2013

Experience: Ross became Chief Executive of The
Royal Bank of Scotland Group in October 2013.
Between August 2012 and September 2013, he
was Chief Executive Officer for UK Retalil, joining
from Commonwealth Bank of Australia where he
was Group Executive for Retail Banking Services
for five years. Prior to this he was Executive
General Manager with responsibility for the branch
network, contact centres and third party mortgage
brokers.

Ross has more than 25 years experience in the
finance, insurance and investment industries. Prior
to Commonwealth Bank of Australia, he was
Managing Director of First NZ Capital Securities.
He was also Chief Executive of National Mutual
Life Association of Australasia Ltd/AXA New
Zealand Ltd. Ross has an MBA from Harvard.

External appointment(s):
None

Committee membership(s):
©  Executive Committee (Chairman)

Chief Financial Officer

Ewen Stevenson (age 49)
Nationality: British/New Zealand
Date of appointment: 19 May 2014

Experience: Prior to his current role, Ewen was at
Credit Suisse for 25 years where he was latterly
co-Head of the EMEA Investment Banking Division
and co-Head of the Global Financial Institutions
Group. He has over 20 years of experience
advising the banking sector while at Credit Suisse.

Ewen has a Bachelor of Commerce and
Administration majoring in Accountancy and a
Bachelor of Law from Victoria University of
Wellington, New Zealand.

External appointment(s):
None

Committee membership(s):
©  Executive Committee
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Independent non-executive directors

Sandy Crombie (age 67)
Nationality: British

Date of appointment: 1 June 2009
(Senior Independent Director)

Experience: Sandy spent his entire full-time career
with Standard Life plc, retiring as group chief
executive. An actuary, he has served his
profession in a variety of roles and has also
served as a director of the Association of British
Insurers.

Sandy has had a variety of cultural and community
roles, and was previously Chairman of Creative
Scotland, Chairman of the Edinburgh World City of
Literature Trust and vice Chairman of the Royal
Conservatoire of Scotland.

External appointment(s):

President of the Cockburn
Association

Committee membership(s):

Group Performance and
Remuneration Committee (Chairman)
Group Audit Committee

Group Nominations and Governance
Committee

GRG Board Oversight Committee

Alison Davis (age 54)
Nationality: British/USA
Date of appointment: 1 August 2011

Experience: Previously, Alison served as a
director of City National Bank, First Data
Corporation and Xoom and as chair of the board
of LECG Corporation. She has also worked at
McKinsey & Company, AT Kearney, as Chief
Financial Officer at Barclays Global Investors
(now BlackRock) and as managing partner of
Belvedere Capital, a private equity firm focused
on buy-outs in the financial services sector.

External appointment(s):

Non-executive director and member of
the compensation committee of Unisys
Corporation

Non-executive director, chair of the
compensation committee and member
of the audit committee of Diamond
Foods Inc.

Non-executive director, and member
of the audit committee of Fiserv Inc
Non-executive director and chair of the
audit committee of Ooma Inc.

Member of Advisory Board of Strategic
Global Advisors, LLP

Committee membership(s):

Group Nominations and Governance
Committee

Group Performance and
Remuneration Committee
Sustainable Banking Committee

Morten Friis (age 63)
Nationality: Norwegian
Date of appointment: 10 April 2014

Experience: Prior to joining the RBS Board,
Morten had a 34 year financial services career
and held various roles at Royal Bank of Canada
and its subsidiaries including Associate Director
at Orion Royal Bank, Vice President, Business
Banking and Vice President, Financial Institutions.
In 1997, he was appointed as Senior Vice
President, Group Risk Management and served
as the Chief Credit Officer then Chief Risk Officer
from 2004 to 2014. He was also previously a
Director of RBC Bank (USA), Westbury Life
Insurance Company, RBC Life Insurance
Company and of RBC Dexia Investor Services
Trust Company.

External appointment(s):

Member of the Board of Directors of
The Canadian Institute for Advanced
Research

Member of the Board of Directors of
the Harvard Business School Club of
Toronto

Committee membership(s):

Group Audit Committee
Board Risk Committee
CIB Board Oversight Committee
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Independent non-executive directors

Robert Gillespie (age 60) External appointment(s):

Nationality: British ®  Independent board director at Ashurst
Date of appointment: 2 December 2013 LLP

®  Chairman of Council at the University
Experience: Robert began his career with Price of Durham
Waterhouse (now PricewaterhouseCoopers) ©  Chairman of the Boat Race Company
where he qualified as a chartered accountant. He Limited
then moved into banking joining SG Warburg, ®  Director of Social Finance Limited

specialising in corporate finance, and was
appointed as Co-Head and Managing Director of Committee membership(s):
its US investment banking business in 1989. ®  Group Nominations and Governance

Following the acquisition in 1995 of Warburg by
Swiss Bank Corporation (which subsequently

merged with UBS), he then held the roles of Head

of UK Corporate Finance, Head of European
Corporate Finance and Co-Head of its global

Committee
®  Group Performance and
Remuneration Committee
¢  Board Risk Committee
Sustainable Banking Committee

business and CEO of the EMEA region. He CIB Board Oversight Committee
relinquished his management roles at the end of (Chairman)

2005, and was appointed Vice Chairman of UBS ®  GRG Board Oversight Committee
Investment Bank. Robert left UBS to join Evercore

Partners, from where he was seconded to the UK

Panel on Takeovers and Mergers, as Director

General, from 2010 to 2013.

Penny Hughes, CBE (age 56) External appointment(s):

Nationality: British ®  Non-executive Chairman of The Gym

Date of appointment: 1 January 2010 Group plc. Also chair of the
nominations and member of the audit,

Experience: Previously a non-executive director risk and remuneration committees

and chairman of the corporate compliance and
responsibility committee of Wm Morrison
Supermarkets plc, other former non-executive
directorships include Skandinaviska Enskilda
Banken AB, Home Retail Group plc, Vodafone

Group plc, Reuters Group PLC, Cable & Wireless
Worldwide plc and The Gap Inc. Penny spent the

majority of her executive career at Coca-Cola

where she held a number of leadership positions,
latterly as President, Coca-Cola Great Britain and

Ireland.

©  Non-executive director and member of
the audit and nomination committees
of SuperGroup plc

Committee membership(s):

©  Sustainable Banking Committee
(Chairman)
Board Risk Committee

®  GRG Board Oversight Committee

Brendan Nelson (age 66)
Nationality: British
Date of appointment: 1 April 2010

Experience: Brendan was global chairman,

External appointment(s):

®  Non-executive director and chairman
of the audit committee of BP plc

®  Member of the Financial Reporting
Review Panel

financial services for KPMG. He previously held

senior leadership roles within KPMG including as a Committee membership(s):

member of the KPMG UK board from 1999 to 2006 ©  Group Audit Committee (Chairman)
and as vice-chairman from 2006. Chairman of the ®  Group Nominations and Governance

Audit Committee of the Institute of Chartered
Accountants of Scotland from 2005 to 2008.

President of the Institute of Chartered Accountants

of Scotland 2013/14.

Committee
Board Risk Committee

®  GRG Board Oversight Committee
(Chairman)

©  CIB Board Oversight Committee
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Our Board

Independent non-executive directors

Baroness Noakes, DBE (age 66)
Nationality: British
Date of appointment: 1 August 2011

Experience: An experienced director on UK listed
company boards with extensive and varied political
and public sector experience. A qualified chartered
accountant, she previously headed KPMG'’s
European and International Government practices
and has been President of the Institute of
Chartered Accountants in England and Wales. She
was appointed to the House of Lords in 2000 and
has served on the Conservative front bench in
various roles including as shadow treasury minister
between 2003 and May 2010. Previously held non-
executive roles on the Court of the Bank of
England, Hanson, ICI, Severn Trent, Carpetright,
John Laing and SThree.

External appointment(s):
®  Deputy chairman, Ofcom

Committee membership(s):

®  Board Risk Committee (Chairman)
®  Group Audit Committee

©  CIB Board Oversight Committee

®  GRG Board Oversight Committee

Mike Rogers (age 51)
Nationality: British
Date of appointment: 26 January 2016

Experience: Has extensive experience in retail
banking and financial services. Mike joined
Barclays in 1986 where he undertook a variety of
roles in the UK and overseas across business
banking, wealth management and retail banking.
Mike was Managing Director of Small Business,
Premier Banking and UK Retail Banking. Mike is
currently Chief Executive of Liverpool Victoria
Group, a role he was appointed to in 2006.

External appointment(s):

®  Chief executive, Liverpool Victoria
Group

®  Non-executive director of the
Association of British Insurers.

Committee membership(s):
®  Sustainable Banking Committee

Chief Governance Officer and Board Counsel

Aileen Taylor (age 43)
Nationality: British

Date of appointment: 1 May 2010
(Company Secretary)

Experience: A qualified solicitor, Aileen joined RBS
in 2000. She was appointed Deputy Group
Secretary and Head of Group Secretariat in 2007,
and prior to that held various legal, secretariat and
risk roles including Head of External Risk (Retail),
Head of Regulatory Risk (Retail Direct) and Head
of Legal and Compliance (Direct Line Financial
Services).

Aileen is a fellow of the Chartered Institute

of Bankers in Scotland and a member of
the European Corporate Governance
Council.

Executive Committee

The Board is supported by the Executive Committee comprising the executive directors and other senior executives. Details of the

composition of the Executive Committee and biographies of its members can be found at rbs.com>about us>corporate governance>ce

and board>executive committee.



Corporate governance

| am pleased to introduce the Corporate Governance report, my
first since being appointed Chairman of the Board. A brief review
of the principal issues addressed by the Board during the year is
included in my Chairman’s Statement on page 10. The following
report provides an overview of key roles and responsibilities of
the Board, and sets out in greater detail how the Board spent its
time in 2015. Board effectiveness and performance evaluation
are also covered, as well as an overview of how we communicate
with shareholders.

| and my fellow directors are committed to observing high
standards of corporate governance, integrity and professionalism.
Our statement of compliance with the UK Corporate Governance
Code (the Code) can be found on page 84.

Howard Davies, Chairman of the Board

The Board has eleven directors comprising the Chairman, two
executive directors and eight independent non-executive
directors, one of whom is the Senior Independent Director.

Biographies for each director and details of which Board
committees they are members of can be found on pages 37 to
40. The Board considers that the Chairman was independent on
appointment and that all non-executive directors are independent
for the purposes of the Code.

Philip Hampton stepped down from the Board on 31 August
2015.

Howard Davies was appointed as a non-executive director on 14
July 2015 and assumed the role of Chairman on 1 September
2015. Mike Rogers was appointed as a non-executive director
and a member of the Sustainable Banking Committee on 26
January 2016.

The Board is collectively responsible for the long-term success of
RBS and delivery of sustainable shareholder value. The Board’s
terms of reference include a formal schedule of matters
specifically reserved for the Board’s decision and are reviewed at
least annually. The terms of reference are available at
rbs.com>about us.

The role of Chairman is distinct and separate from that of the
Chief Executive and there is a clear division of responsibilities
with the Chairman leading the Board and the Chief Executive
managing RBS’s business day to day.

provide strong and effective leadership to the Board;
ensure the Board is structured effectively, observes the
highest standards of integrity and corporate governance,
and sets the tone from the top in terms of culture and
values;

build an effective and complementary Board with an
appropriate balance of skills and personalities, and as
Chairman of the Group Nominations Committee consider
succession planning for Board appointments;

manage the business of the Board and set the agenda, style
and tone of Board discussions to promote effective decision-
making and constructive debate;

facilitate the effective contribution and encourage active
engagement by all members of the Board;

in conjunction with the Chief Executive and Chief
Governance Officer and Board Counsel, ensure that
members of the Board receive accurate, timely and clear
information, to enable the Board to lead RBS, take sound
decisions and monitor effectively the performance of
executive management;

ensure that the performance of individual directors and of
the Board as a whole and its committees is evaluated
regularly; and

ensure RBS maintains effective communication with
shareholders and other stakeholders.

The Chief Executive has responsibility for all of RBS’s business
and acts in accordance with the authority delegated by the Board.

exercise executive accountability for the RBS businesses
delivering operational management and oversee the full
range of activities of the customer businesses and functions;
develop, drive and deliver the strategy approved by the
Board;

drive and deliver performance against financial plans, acting
in accordance with authority delegated by the Board;
consult regularly with the Chairman and Board on matters
which may have a material impact on RBS;

act as champion of the culture and values of RBS, creating
an environment where employees are engaged and
committed to good customer outcomes;

lead, manage and develop RBS’s senior leadership team,
ensuring professional capability is developed and that
succession coverage meets the needs of RBS;

ensure RBS has effective frameworks and structures to
identify, assess and mitigate risks; and

in conjunction with the Chairman and Chief Governance
Officer and Board Counsel, ensure the Board receives
accurate, timely and clear information.
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Sandy Crombie, as Senior Independent Director, acts as a
sounding board for the Chairman and as an intermediary for
other directors when necessary. He is also available to
shareholders to discuss any concerns they may have, as
appropriate.

Along with the Chairman and executive directors, the non-
executive directors are responsible for ensuring the Board fulfils
its responsibilities under its terms of reference. The non-
executive directors combine broad business and commercial
experience with independent and objective judgement and they
provide independent challenge to the executive directors and the
leadership team. The balance between non-executive and
executive directors enables the Board to provide clear and
effective leadership across RBS’s business activities.

The standard terms and conditions of appointment of non-
executive directors are available on rbs.com or from RBS
Corporate Governance and Secretariat.

In order to provide effective oversight and leadership, the Board
has established a number of Board committees with particular
responsibilities. Please see page 29 of the Strategic Report for
more details. The terms of reference are available on rbs.com.

During 2015, two additional temporary committees were
established to support the Board’s oversight of Global
Restructuring Group (‘GRG’) and CIB.

Aileen Taylor is the Chief Governance Officer and Board Counsel
and is also the Company Secretary. Reporting directly to both the
Chairman and the Chief Executive, she provides support and
advice to the Board on a broad range of strategic and
governance issues. She acts as a trusted advisor in the effective
functioning of the Board, ensuring appropriate alignment and
information flows between the Board and its committees,
including the Executive Committee. As Board Counsel, she is
responsible for delivery of commercial corporate governance
support and related legal advice to the Board and overseeing the
provision of legal advice to the Board by the General Counsel.

The Chief Governance Officer and Board Counsel’s key
responsibilities include:
advising on Board skills and composition including induction,
ongoing training and professional development;
executive responsibility for Chairman/non-executive director
search and appointment process;
delivery of a global corporate governance strategy across
RBS;
the provision of professional secretariat support to the Board
and its committees; and
leading on implementation of recommendations from the
annual Board evaluation.

RBS has procedures in place to ensure that the Board’s
management of conflicts of interest and its powers for authorising
certain conflicts are operating effectively. On appointment, each
director is provided with RBS’s guidelines for referring conflicts of
interest to the Board. Each director is required to notify the Board
of any actual or potential situational or transactional conflicts of
interest and to update the Board with any changes to the facts
and circumstances surrounding such conflicts.

Situational conflicts can be authorised by the Board in
accordance with the Companies Act 2006 and the company’s
Articles of Association. The Board considers each request for
authorisation on a case by case basis and has the power to
impose conditions or limitations on any authorisation granted as
part of the process.

Details of all directors’ conflicts of interest are recorded in a
register which is maintained by the Chief Governance Officer and
Board Counsel and reviewed annually by the Board.

In 2015, nine Board meetings were scheduled and individual
attendance by directors at these meetings is shown in the table
below.

In addition to the nine scheduled meetings, 25 additional
meetings and committees of the Board were held, including
meetings to consider and approve financial statements. The
Chairman and the non-executive directors meet at least once per
year without executive directors present.

Attended/

scheduled
Howard Davies (1) 4/4
Ross McEwan 9/9
Ewen Stevenson 9/9
Sandy Crombie 9/9
Alison Davis 9/9
Morten Friis 9/9
Robert Gillespie 9/9
Penny Hughes 9/9
Brendan Nelson 9/9
Baroness Noakes 9/9
Mike Rogers (2) —
Philip Hampton (3) 6/6

Notes:

(1) Appointed to the Board on 14 July 2015.

(2) Appointed to the Board on 26 January 2016.

(3) Stepped down from the Board on 31 August 2015.
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In advance of each Board meeting, the directors are provided
with comprehensive papers. During 2015 there has been an
enhanced focus on organisational culture, including risk culture,
and on continued enhancement of the risk appetite framework.
These have been recurring themes underpinning Board
discussions during the year. A revised approach to Board papers
was adopted in 2015 in order to improve and enhance the quality,
content and consistency of information presented to the Board
which has been well received. An overview of the principal
activities of the Board during 2015 is shown below.

Chairman'’s report
Chief Executive’s report

Risk report (including
updates on conduct

Chief Financial Officer’s matters)
report including monthly Reports from Committee
results and update on Chairmen

Governance and
Company Secretary’s
report (routine matters for
approval/noting)

capital, funding and
liquidity

Franchise updates
Transactions update

Q1 results
Risk culture
Resolution plan
Recovery plan

Budget

Executive director
remuneration proposals

Annual results and AGM

notice . Annual General Meeting
Board and committee preparations
evaluations

Citizens divestment
Stress testing

Internal Capital Adequacy
Assessment Process
Non-executive director’s
training proposals

Internal Audit evaluation

External Auditor
evaluation

ICB design
Risk appetite framework

Interim results
Individual Liquidity
Adequacy Assessment
Citizens divestment
Culture

Executive talent session
Brand hierarchy

Board evaluation update
Stress testing

Williams & Glyn capital
plan

Litigation update
Technology update
Transformation
Programme

Banking Standards
Board session
Executive talent session
Board session with PRA

Q8 results

2016 budget and 2017-20
plan

ICB update
CIB strategy review

Dear Chairman Exercise I
Feedback response

Ulster Bank strategic
review

RBSI strategic review

Data and analytics
session

Legal report
Technology update
Board and committee
external evaluation
Pension funding

Senior Manager Regime
responsibilities map
Transformation
Programme

Williams & Glyn
Programme

Executive Committee members attend part of each Board
meeting to provide an update on the performance of each of the
franchises and risk and conduct issues. Other relevant senior
executives attend Board meetings to present reports to the Board
as appropriate. This provides the Board with an opportunity to
engage directly with management on key issues and supports the

Board’s succession planning activity.

Stress testing

RBS contingency funding

plan

Restructuring update
Employee survey results
Litigation update
Technology update

Transformation
Programme

ICB update
Digital update
Technology update

Transformation
Programme

Board strategy offsite
Executive talent session

The Board is structured to ensure that the directors provide RBS
with the appropriate balance of skills, experience and knowledge
as well as independence. Given the nature of RBS’s businesses,
experience of banking and financial services is clearly of benefit,
and we have a number of directors with substantial experience in
that area. The Board also benefits from directors with experience
in other fields.

The table below illustrates the breadth of skills and experience on
the Board.

Retail Banking Chief Executive

Other Financial Services experience
Markets/Investment Finance & Accountancy
Banking Risk

Government & Regulatory Technology/Digital
Mergers & Acquisitions Operations

Corporate Restructuring Change Management

Stakeholder Management Consumer Facing

Board committees also comprise directors with a variety of skills
and experience so that no undue reliance is placed on any
individual.

43



Corporate governance

Each new director receives a formal induction on joining the
Board, which is co-ordinated by the Chief Governance Officer
and Board Counsel. This includes visits to RBS’s major
businesses and functions and meetings with directors and senior
management. Meetings with external auditors, counsel and
stakeholders are also arranged as appropriate. Each induction
programme has a core element that the director is required to
complete, with the remainder of the programme tailored to the
new director’s specific requirements. A list of example meetings
arranged during an induction programme for a new director is set

out below:

Chairman

Chief Executive

Chief Financial Officer

Senior Independent Director
Other non-executive directors
Chief Governance Officer and
Board Counsel

Chief Risk Officer

Chief Conduct & Regulatory
Affairs Officer

Chief Marketing Officer

RBS Treasurer

RBS General Counsel

Franchise Chief Executives
Business visits (UK and
overseas)

Finance

Risk

Internal Audit

Tax

Chief Human Resources
Officer

Chief Administration
Officer

Investor Relations
Strategy & Corporate

External Auditor
External Counsel

Development
Regulators
Institutional Investors

The Chairman continues to progress his tailored and
comprehensive induction programme, which includes all of the
above, together with additional customer, employee, shareholder
and governmental engagement sessions, to support the nature
and scope of the Chairman’s role.

The directors have access to a wide range of briefing and training
sessions and other professional development opportunities.
Internal training relevant to the business of RBS is also provided.
Business visits are arranged as part of the Group Audit
Committee and Board Risk Committee schedule (details of which
can be found on pages 50 and 56) and all non-executive
directors are invited to attend. Directors undertake the training
they consider necessary to assist them in carrying out their duties
and responsibilities as directors.

During 2015, the directors received updates on a range of
subjects to enhance their knowledge, including:

ICB/ring-fencing.

Client Money and Asset rules.

Senior Managers’ Regime.

Cyber security.

The Banking Standards Board.

Digital technology.

PRA consultation on board responsibilities.

PRA policy statement on the implementation of ring-fencing.
EBA consultation on guidelines on sound remuneration
policies.

FRC discussion paper on UK board succession planning.
New RBS leadership programme.

Davies Report on gender balance on British boards.

EU Market Abuse Regulations.

The Investment Association Principles of Remuneration
2015.

Institutional and Shareholder Services UK & Ireland Proxy
Voting Guidelines.

EBA report on the use of Role Based Allowances.
European Commission consultation on the impact of the
bonus cap, October 2015.

Pensions.

PRA/FCA Report into the failure of HBOS plc and report by
Andrew Green QC assessing the FSA’s enforcement
actions in relation to the failure of HBOS pilc.

The Chief Governance Officer and Board Counsel maintains
continuing professional development logs. These are reviewed
regularly between the Chairman and each director individually, to
assist in identifying future training and development opportunities
that are specific to the individual director’s requirements.

All directors receive accurate, timely and clear information on all
relevant matters and have access to the advice and services of
the Chief Governance Officer and Board Counsel. In addition, all
directors are able, if necessary, to obtain independent
professional advice at the company’s expense.

It is anticipated that non-executive directors will allocate sufficient
time to RBS to discharge their responsibilities effectively and will
devote such time as is necessary to fulfil their role. Directors
have been briefed on the limits on the number of other
directorships that they can hold under the requirements of the
fourth Capital Requirements Directive (CRD IV). Each director is
required to seek the agreement of the Chairman before accepting
additional commitments that might affect the time the director is
able to devote to his or her role as a non-executive director of
RBS. The Board monitors the other commitments of the
Chairman and directors and is satisfied that they are able to
allocate sufficient time to enable them to discharge their duties
and responsibilities effectively. The time commitment currently
required of our non-executive directors continues to be
significant.

In accordance with the provisions of the Code, all directors stand
for election or re-election by shareholders at the company’s
Annual General Meeting. In accordance with the UK Listing
Rules, the election or re-election of independent directors also
requires approval by a majority of independent shareholders.
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In accordance with the Code, an external evaluation of the Board
takes place every three years. An internal evaluation takes place
in the intervening years.

The 2013 and 2014 evaluations were conducted internally by the
Chief Governance Officer and Board Counsel. In 2014, an
evaluation of the Board’s effectiveness was also carried out by
the PRA. Following the 2014 evaluations, a number of initiatives
were implemented, aimed at improving the overall performance
and effectiveness of the Board. These included improving the
quality and volume of information provided to the Board, ensuring
sufficient time on Board agendas for customer matters and RBS’s
priorities, enhancing the professional development provided to
directors and a focus on succession planning. Work continues to
address these topics and will be kept under regular review as a
matter of good practice.

In 2015, the Board and committee evaluation process was
externally facilitated by Condign Board Consulting Limited, a
specialist board evaluation consultancy which was selected
following a competitive tender process. The Board is satisfied
that Condign has no other connection with RBS.

The external facilitator undertook a formal and rigorous
evaluation by:

using a tailored discussion guide to structure individual
meetings held with each director, as well as the Chief
Governance Officer and Board Counsel, the Chief Risk
Officer and the Chief Conduct & Regulatory Affairs Officer;
discussing outcomes and recommendations with the
Chairman and Chief Governance Officer and Board
Counsel; and

outlining outcomes and suggesting areas for improvement
through a written report and oral presentation to the Board.

Amongst the areas reviewed were Board dynamics, culture and
engagement; Board and committee meetings and processes
(including information quality and flows and the balance between
Board and committee agendas); Board and committee
composition and structuring, external relationships with
regulators, shareholders and stakeholders; and overall Board
effectiveness.

The 2015 performance evaluation concluded that the Board was
strong and operated effectively and within its terms of reference.

Key strengths identified included the following:
the Board was exceptionally hard-working, engaged, and
appropriately composed throughout the year;
the group dynamic between Board members was good and
on the whole members continued to work well together,
creating effective challenge, considerable debate and
detailed oversight; and
the Board’s committees also operated effectively within their
terms of reference throughout the year providing a great
deal of support to the Board.

A summary of the key themes arising from the 2015 performance
evaluation is set out below, together with an overview of the key
actions proposed:

The need to plan for rotation in the Board’s membership was
highlighted, as a number of directors reach or exceed the six year
point in their tenure. The review highlighted the importance of
regularly reviewing Board and Board Committee composition,
according to business and staffing needs, with scope also
identified to streamline Nominations Committee processes.

The evaluation highlighted the continuing need to ensure the right
preparations take place before a paper reaches the Board. It also
highlighted the challenge of achieving an appropriate balance
between Board and Committee agendas to ensure the best use
of directors’ time and to support effective decision-making.

The evaluation also acknowledged the continuing importance of
the Board’s role in developing the appropriate performance and
behavioural culture which is shared with the organisation, and
ensuring appropriate alignment between the Board and the
executive as remediation issues reduce and the forward agenda
develops.

The full performance evaluation report set out a series of
recommendations which have been carefully considered by the
Board. An action plan has been agreed to progress these
recommendations, as appropriate, during 2016. Key actions
include:

Creation of a Nominations and Governance Committee,
adding a governance oversight function, and streamlining
processes and membership.

In January 2016 the Board approved proposals to establish a
Nominations and Governance Committee. The committee report
on page 47 contains more detail on the remit of the new
Committee and areas of focus for 2016.

A focused review of Board and committee agendas and their
supporting information and processes.

The priorities for this exercise are to minimise duplication,
optimise the use of directors’ time, and to engage directors’
insights and experience fully. This in turn will allow sufficient
space for focus on RBS’s onward priorities, particularly its
customers.

A number of actions to improve alignment between the
board and executives which were identified in light of the
review’s findings, and will be progressed during 2016 to
ensure a consistent ‘tone from the top’.
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These actions include undertaking post-decision reviews to
pinpoint learnings for future Board development and continuing to
ensure appropriate Board involvement in executive succession
planning. The forward agenda planner will also be discussed bi-
annually to ensure that business needs, the Board’s expectations
and executive support are aligned.

The Chairman met with each director individually to discuss their
own performance and ongoing professional development and
also shared peer feedback provided as part of the evaluation
process. Separately, the Senior Independent Director sought
feedback on the Chairman’s performance from the non-
executive, executive directors and key external stakeholders and
discussed it with the Chairman.

The Chairman is responsible for ensuring effective
communication 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 RBS at any time
throughout the year by letter, telephone or email via rbs.com/ir.

Shareholders are given the opportunity to ask questions at the
Annual General Meeting and any General Meetings held or can
submit written questions in advance. The Senior Independent
Director and the chairmen of the Board committees are available
to answer questions at the Annual General Meeting.

Communication with the company's largest institutional
shareholders is undertaken as part of the Investor Relations
programme:

the Chief Executive and Chief Financial Officer meet
regularly with UKFI, the organisation set up to manage the
Government’s investments in financial institutions, to
discuss the strategy and financial performance of the
business. The Chief Executive and Chief Financial Officer
also undertake an extensive annual programme of meetings
with the company’s largest institutional shareholders;

the Chairman independently meets with RBS’s largest
institutional shareholders annually to hear their feedback on
management, strategy, business performance and corporate
governance. Additionally, the Chairman, Senior Independent
Director and chairmen of the Board committees met with the
governance representatives of a number of institutional
shareholders during the year;

the Senior Independent Director is available if any
shareholder has concerns that they feel are not being
addressed through the normal channels; and

the Chairman of the Group Performance and Remuneration
Committee consults extensively with major shareholders in
respect of the Group’s remuneration policy.

Throughout the year, the Chairman, Chief Executive, Chief
Financial Officer and Chairman of the Group Performance and
Remuneration Committee communicate shareholder feedback to
the Board. The directors also receive reports reviewing share
price movements and performance against the sector. Detailed
market and shareholder feedback is provided to the Board after
major public announcements such as a results release. The
arrangements in place are to ensure that directors develop an
understanding of the views of major shareholders and that these
are considered as part of the annual Board evaluation.

The Investor Relations programme also includes communications
aimed specifically at its fixed income (debt) investors. The Chief
Financial Officer and/or the RBS Treasurer give regular
presentations to fixed income investors to discuss strategy and
financial performance. There is also a separate section on the
RBS website for fixed income investors which includes
information on credit ratings, securitisation programmes and
securities documentation. Further information is available at
rbs.com/ir.
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Letter from Howard Davies
Chairman of the Group Nominations Committee

‘-

Dear Shareholder,

As Chairman of the Board and Chairman of the Group
Nominations Committee | am pleased to present our report on
the committee's activity during 2015.

The Group Nominations Committee reviews the structure, size
and composition of the Board, and membership and
chairmanship of Board Committees. The Committee engages
with external consultants, considers potential candidates and
recommends appointments of new directors to the Board. The
terms of reference of the Group Nominations Committee are
reviewed annually, approved by the Board and are available at
rbs.com.

In 2015, discussions principally focused on the Chairman search
and the search for new non-executive directors. The Committee
also continued to monitor succession planning taking into
account business requirements and industry developments.

All non-executive directors are members of the Group
Nominations Committee which is chaired by the Chairman of the
Board. The Chief Executive and the Chief Financial Officer are
invited to attend meetings.

The Group Nominations Committee holds at least two scheduled
meetings per year, and also meets on an ad hoc basis as
required. In 2015, there were four Group Nominations Committee
meetings, three of which were chaired by Philip Hampton, and
individual attendance by directors at these meetings is shown in
the table below. In addition a number of ad hoc meetings were
held to discuss Chairman succession prior to my appointment.

Attended/

scheduled
Howard Davies (Chairman) (1) 2/2
Sandy Crombie 4/4
Alison Davis 4/4
Morten Friis 4/4
Robert Gillespie 4/4
Penny Hughes 4/4
Brendan Nelson 4/4
Baroness Noakes 4/4
Mike Rogers (2) —
Philip Hampton (3) 3/3

Notes:

(1) Appointed to the Committee on 14 July 2015.

(2) Joined the Committee on 26 January 2016.

(3) Stepped down from the Committee on 31 August 2015.

In September 2014, it was announced that Philip Hampton would
step down as Chairman in 2015 and Egon Zehnder International
(EZ) was engaged to support the search process for his
successor. EZ does not provide services to any other part of
RBS. On 26 February 2015, it was announced that | would be
appointed as Chairman with effect from 1 September 2015, and |
joined the Board as a non-executive director on 14 July 2015.

EZ has continued to support the search for new non-executive
directors during 2015 and to support the future Board succession
planning. The Committee has considered the skills and
experience required to complement the Board and these have
been incorporated into the search process.

During 2015, the Committee considered a number of potential
candidates and in December it was announced that Mike Rogers
would join the Board as a non-executive director with effect from
26 January 2016. Mike’s extensive experience of retail banking
and financial services will strengthen the Board.

In December 2015, following a rigorous tender process, JCA
Group was appointed to support the search for further non-
executive directors in future and the EZ engagement will come to
an end. JCA Group does not provide search services to any other
part of RBS.

The chart below sets out the tenure of non-executive directors.

- 0-3 years

3-6 years

I 6+years

My appointment as successor to Philip Hampton aside, there
have been no other material changes made to the Board or its
Committee membership during 2015. As previously mentioned
Mike Rogers joined the Board and was appointed to the
Sustainable Banking Committee in January 2016.

During 2015, two temporary Board oversight committees were
formed in relation to CIB and the bank’s Global Restructuring
Group (GRG).

The CIB Board Oversight Committee first met in March 2015 to
oversee the strategic change programme for the Bank’s CIB
business, including monitoring execution risk and external
stakeholder management. Robert Gillespie chairs the Committee.
Morten Friis, Brendan Nelson and Baroness Noakes are
members. It is anticipated that the Committee will be stood down
in the first half of 2016.

The GRG Board Oversight Committee first met in May 2015 to
provide oversight in relation to matters related to GRG including
the Group’s response to the FCA’s Section 166 Review.
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Brendan Nelson chairs the Committee. Sandy Crombie, Robert
Gillespie, Penny Hughes and Baroness Noakes are members. It
is anticipated that this Committee will be stood down once the
FCA has confirmed the outcome of its Section 166 Review.

Following my appointment as Chairman and the output of the
Board Evaluation, | intend to lead a review of the Board
Committee membership during 2016.

The 2015 performance evaluation was independently facilitated
by Condign Board Consulting Limited, a specialist board
evaluation consultancy. The Committee has considered and
discussed the outcomes of this evaluation.

Overall the evaluation concluded that the Group Nominations
Committee continued to operate effectively although some areas
for potential improvement were identified.

A summary of the key themes arising from the evaluation is set
out below together with an overview of the key actions proposed:

consideration should be given to expanding the Committee’s
remit to include a governance oversight function;

the search and nomination process for new non-executive
directors should be reviewed and further streamlined as
appropriate;

non-executive director recruitment remains challenging for a
number of reasons, including the significant time
commitment expected of RBS non-executive directors;
Group Nominations Committee membership should be
reviewed, as part of a wider review of Board Committee
composition; and

succession planning should receive particular focus in the
next few years, as a number of non-executive directors
reach or exceed the six year point in their tenure.

In January 2016, the Board approved proposals to expand the
Committee’s remit, adding a governance oversight function and
changing its name to the Nominations and Governance
Committee.

Areas of focus for the Committee during 2016 will include the key
themes identified during the external evaluation process, as set
out above.

The review included a small number of general recommendations
which are relevant for both the Board and its senior committees.
Key themes and actions arising from these general
recommendations are set out in the Board report on pages 45
and 46 and will be considered, and addressed as appropriate, at
Board level.

The review also recommended that all Committee chairmen
should ensure continued focus on agenda planning and
streamlined reporting to the Board, which will also be a priority for
the Group Nominations and Governance Committee during 2016.

The outcomes of the evaluation have been reported to the Board
and the Committee will track progress on its 2016 priorities during
the year.

On 26 January 2016, the Board approved changes to the remit of
the Group Nominations Committee which now includes
responsibility for monitoring the Group’s governance
arrangements, in order to ensure best corporate governance
standards and practices are upheld.

As part of this extended remit, the Committee will consider
developments relating to banking reform and analogous issues
affecting the Group in the markets where it operates, and will
make recommendations to the Group Board on any
consequential changes to the Group’s governance model. In
order to reflect the revised remit, the Group Nominations
Committee has been renamed as the Group Nominations and
Governance Committee. The Board also approved changes to
the composition of the Committee, effective as at 26 January
2016. | continue in my role as chairman of the Committee with
membership now comprising Sandy Crombie, Alison Davis,
Robert Gillespie and Brendan Nelson. The Group Nominations
and Governance Committee held its first meeting in February
2016.

The Board currently exceeds the target of 25 per cent female
board representation as set out in Lord Davies’ 2011 report on
women on Boards. We also acknowledge the additional
recommendations that have recently been published and await
with interest the next steps to be taken in this regard.

The chart below details the gender diversity of the Board.

- Female

Male

The Board operates a boardroom diversity policy and a copy of
the Board'’s diversity statement is available on rbs.com>about us.

RBS understands the importance of diversity and, with regard to
gender diversity, recognises the importance of women having
greater representation at key decision making points in
organisations. The search for Board candidates will continue to
be conducted, and nominations/appointments made, with due
regard to the benefits of diversity on the Board. However, all
appointments to the Board are ultimately based on merit,
measured against objective criteria, and the skills and experience
the individual can bring to the Board.

The balance of skills, experience, independence, knowledge and
diversity on the Board, and how the Board operates together as a
unit is reviewed annually as part of the Board evaluation. Where
appropriate, findings from the evaluation will be considered in the
search, nomination and appointment process. If appropriate,
additional targets on diversity will be developed in due course.

Further details on RBS’s approach to diversity can be found on
page 88.

Howard Davies
Chairman of the Group Nominations Committee
25 February 2016
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Letter from Brendan Nelson,
Chairman of the Group Audit Committee

“a priority of the
Committee has
been to monitor
the impact of
transformation
on the bank’s
control
environment.”

Dear Shareholder,

2015 has been another significant year for the bank as it
progresses on its journey to becoming number one for customer
service, trust and advocacy. | am pleased to report that the
Group Audit Committee has supported the bank in its ambitions
and has carried out its responsibilities effectively in the period, as
confirmed by the annual effectiveness review. A fuller summary
of the outcomes of that review, and a description of the activity of
the Committee during the year, is set out in the report that
follows.

A key role of the Group Audit Committee is to satisfy itself that
the accounting policies, risks and significant management
judgements which underpin the bank’s financial disclosures are
reasonable and transparent. During 2015, the Committee
reviewed and challenged management on material judgements,
in particular those relating to accounting for provision for litigation
and regulatory investigations and the treatment of committed
pension obligations in light of accounting developments during
2015. Other key matters debated included: loan impairments;
valuation of financial instruments; conduct provisions, including
Payment Protection Insurance; goodwill; and deferred taxation.
The Committee received independent views from the external
auditor on these topics and was satisfied that the accounting
judgements applied were appropriate.

Following consideration of these matters ahead of the 2015
results, it was determined that a public announcement was
appropriate and the Group Audit Committee recommended that
the Board release a trading statement to the market on 27
January 2016. The Committee also supported the proposal to
change the bank’s reporting segments based on the six
segments within the bank’s three core franchises, plus Capital
Resolution and Williams & Glyn. This re-segmentation reflects
the manner in which the bank is now managed.

As part of our overall assessment of the Annual Report and
Accounts, we assisted the Board in determining that the
disclosures taken as a whole were fair, balanced and
understandable, and provided the information necessary for
shareholders to assess RBS'’s position and performance,
business model and strategy.

The Committee has also considered compliance with the revised
UK Corporate Governance Code, which requires directors to
make a longer-term viability statement. This statement is set out
on page 32. The Group Audit Committee reviewed the processes
in place to allow the Board to make a robust assessment of the
bank’s principal risks, in order to support this statement.

In line with the requirements of the Code and related FRC
Guidance on Risk Management, Internal Control and Related
Financial & Business Reporting, the Committee has reviewed
and reported to the Board on the effectiveness of RBS'’s internal
controls. While there has been increased focus and attention
during 2015 from management on addressing and closing
identified deficiencies, some known issues continued to impact
internal controls during 2015 as set out in the report that follows.
Timely and sustainable remediation will remain a focus of the
Committee in 2016.

While it is clear that execution of the bank’s simplification strategy
will deliver benefits, the transformation programme is
unprecedented in scale and the Committee has monitored the
impact of such significant change upon the control environment
of the organisation during the year. The Committee has reviewed
reports from Internal Audit assessing progress of the bank’s
major change programmes and where appropriate has
challenged management regarding the associated impact on
controls.

Embedding robust controls, driving the correct risk behaviours
and ensuring the effectiveness of the three lines of defence
remains a work in progress across RBS and, in conjunction with
the Board Risk Committee, will continue to be priority areas for
the Group Audit Committee during 2016.

While Deloitte continued as RBS’s external auditor throughout
2015, we supervised the transition period of the new auditors,
Ernst & Young LLP (EY), who were selected in 2014 following a
competitive tender process. The Committee reviewed the
processes followed to ensure EY’s independence and extended
our policy on non-audit services to the firm to ensure that there
was no impact on the audit service or EY’s independence. EY
shadowed the audit process in 2015 and | am confident that they
will be well-positioned and appropriately informed to commence
as the external auditor in 2016.

| would like to thank Deloitte for their work as auditor of RBS and
its subsidiaries over the past 16 years and for their
professionalism in securing an orderly handover to EY.

2016 is set to be no less challenging for the bank and the
Committee will continue to balance support to management with
independent oversight and challenge. Focus will be placed on
maintaining appropriate oversight over financial reporting,
preparedness for accounting and regulatory changes including
IFRS 9, monitoring systems of control and ongoing remediation
programmes through a period of continued change and
embedding the correct culture and behaviours across the bank.

More detailed information on the topics considered are set out in
the report that follows. This demonstrates the breadth and scale
of the matters considered and | would like to thank my fellow
members for their continued support and focus during 2015.

Brendan Nelson

Chairman of the Group Audit Committee
25 February 2016
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Report of the Group Audit Committee

The Group Audit Committee (GAC) is comprised of the following
four independent non-executive directors.

Attended/
scheduled
Brendan Nelson (Chairman) 717
Sandy Crombie 717
Morten Friis 777
Baroness Noakes 717

Brendan Nelson, Morten Friis and Baroness Noakes are also
members of the Board Risk Committee. Sandy Crombie is
Chairman of the Group Performance and Remuneration
Committee. This common membership helps facilitate effective
governance across all finance and risk issues, including
compensation decisions, and that agendas are aligned and
overlap of responsibilities is avoided where possible.

The members of GAC are selected with a view to the expertise
and experience of the Committee as a whole and with proper
regard for the key issues and challenges facing RBS.

The Board is satisfied that all GAC members have recent and
relevant financial experience and that each member of the
Committee is independent as defined in the SEC rules under the
US Securities Exchange Act of 1934 (the “Exchange Act”) and
related guidance. The Board has further determined that Brendan
Nelson, Committee Chairman, and Baroness Noakes are both
‘financial experts’ for the purposes of compliance with the
Exchange Act Rules and the requirements of the New York Stock
Exchange. Full biographical details of GAC members are set out
on pages 37 to 40.

Meetings were attended by the Chief Executive and Chief
Financial Officer; the Group Chairman; the Internal and External
Auditors; and Finance, Legal and Risk Management executives.
Other executives, subject matter experts and external advisers
were also invited to attend, as required, to present and advise on
reports commissioned by the Committee. The Committee also
met privately with the external auditors and separately with
Internal Audit management.

The Committee’s responsibilities are set out in more detail in its
terms of reference which are reviewed annually by the
Committee and approved by the Board. These are available on
the Bank’s website: rbs.com.

The Committee held seven scheduled meetings during 2015, four
of which were held immediately prior to the submission of the
quarterly financial statements to the Board. The Committee also
convened three ad hoc meetings to consider the outputs and
required affirmations relating to the annual external audit of
benchmark interest rate submissions, to finalise the H1 company
announcement prior to publication and the selection and approval
of the external auditor for Williams & Glyn.

During 2015, in conjunction with members of the Board Risk
Committee, members of the Committee took part in an annual
programme of visits to businesses and control functions in order
to gain a deeper understanding of the risks and issues they face.
This value-adding programme included two visits to Risk; C&RA
and Internal Audit plus visits to: PBB; CPB; CIB; Services;
Finance; and Restructuring.

In October 2015, the Committee, in conjunction with the Board
Risk Committee, undertook a visit to India which has over 14,000
staff and contractors engaged in significant back office activities.
During the week-long trip the Committee spent time in both Delhi
and Chennai meeting with local management teams to discuss
key risk and control matters in the country. Specific sessions
were held with the following local teams: Internal and External
Audit, Finance functions, Risk infrastructure, Services and
Technology.

Allocation of Group Audit Committee agenda time:

Financial reporting and
FEEEE policy — 34%

Systems of internal control and
regulatory oversight — 38%

Process of internal audit — 18%

Process of external audit — 10%

The annual review of the effectiveness of the Board and its senior
Committees, including the Group Audit Committee, was
conducted by Condign Board Consulting Limited, an external
consultant, in 2015. The Committee has considered and
discussed the outcomes of this evaluation. Overall the review
concluded that the Group Audit Committee continued to operate
effectively.

A small number of general recommendations which are relevant
for both the Board and its senior committees were made. Key
themes and actions arising from these general recommendations
are set out in the Board report on pages 45 and 46 and will be
considered, and addressed as appropriate, at Board level.

The Committee also tracked progress on the implementation of

the recommendations from the 2014 Committee effectiveness
evaluation during the year to ensure successful delivery.
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Matters considered by the Committee in 2015

Accounting
judgments and
reporting issues
considered in the
preparation of
financial reports

The Group Audit Committee focused on a number of salient judgements and reporting issues in the preparation of
the 2015 accounts, in particular, the Committee considered:

the capital impact and accounting treatment of committed pension obligations in light of accounting
developments during 2015, including the issue of exposure draft amendments to IFRIC 14. In light of these
changes, the Committee supported the decision to amend the accounting policy for pensions and to apply this
retrospectively leading to the recognition of an additional liability in the 2015 year end accounts in relation to
committed future pension payments;

provision and disclosure for ongoing regulatory and litigation actions: including foreign exchange trading; retail
mortgage backed securities litigation in the US; UK shareholder actions; and Payment Protection Insurance
(PPI). Following discussion, the Committee was satisfied that it would be appropriate to take further
incremental provisions against both retail mortgage backed securities litigation and PPI in the 2015 year end
accounts;

the going concern basis of accounting including considering evidence in relation to RBS’s capital, liquidity and
funding position. The Committee supported the directors’ going concern conclusion. Further information is set
out on page 89;

the revised UK Corporate Governance Code requirement to make a longer-term viability statement in the 2015
report and accounts. The Committee considered the processes to support the assessment of principal risks;
assessed the company’s prospects in the light of its current position and the identified principal risks; selected
the time period to be covered by the statement; and reviewed the disclosure on behalf of the Board;

the adequacy of loan impairment provisions, focusing in particular on judgements and methodology applied to
provisions. The Committee was satisfied that the overall loan impairment provisions and underlying
assumptions and methodologies were reasonable and applied consistently;

valuation methodologies and assumptions for financial instruments carried at fair value including RBS’s credit
market exposures and own liabilities assessed at fair value;

the level of goodwill and other intangible assets to be carried. Following discussion and based on year end
testing, the Committee supported recognition of an impairment in goodwill attributed to Private Banking driven
primarily by weaker forecast future profitability for Private Banking;

the judgements that had been made by management in assessing the recoverability of deferred tax assets, in
light of continued execution of the bank’s strategy and changes to the UK corporate tax system;

the assessment by management of the adequacy of internal controls over financial reporting, and assessment
of identified deficiencies. Weaknesses had been identified in user access controls relating to certain IT
applications within the bank; the Committee monitored remediation plans to address the issue; and

the quality and transparency of financial and risk disclosures contained within the Annual Report and
Accounts.

The Committee recommended the quarterly and interim results announcements and the Annual Report and
Accounts to the Board for approval. Consideration was given to the comprehensive review process that supports
both the Group Audit Committee and ultimately the Board in reaching the conclusion that the disclosures taken as a
whole were fair, balanced and understandable and provided the information necessary for shareholders to assess
the company’s position and performance, business model and strategy. The review process included: central co-
ordination of the Annual Report and Accounts by the Director of Finance with guidance on requirements being
provided to individual contributors; review of the Annual Report and Accounts by the Executive Disclosure
Committee prior to consideration by the Audit Committee; and a management certification process which required
members of the Executive Committee and other senior executives to provide confirmation following their review of
the Annual Report and Accounts that they considered them to be fair, balanced and understandable. This process
was also undertaken in respect of the half year and quarterly results announcements. In addition, the External
Auditor considered the Board’s statement as part of its audit requirements.
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The Committee reviewed the effectiveness of RBS’s internal controls at both Group-wide and business/functional
levels. This was undertaken via scrutiny of the first line of defence’s actions and plans in respect of internal
controls and consideration of reports from the second and third lines of defence.

Detailed consideration was also given to disclosure contained within the Annual Report and Accounts concerning
relevant internal control matters.

The Committee considered the outputs of bi-annual self-assessments of the robustness of the internal control
environment for the bank's customer-facing businesses, and customer support and control functions.

In conjunction with the Board Risk Committee, the Committee also continued to monitor the remediation of the
Markets Control Environment to address some of the deficiencies as set out in the report of the Board Risk
Committee report. The Committee received separate reports from management on progress in this area.

Reports on the work underway to fully embed the three lines of defence model within the organisation were
considered by the Committee. Particular attention was given to the articulation of responsibilities and
accountabilities of the first and second lines of defence. This will remain a focus of the Committee in 2016.

The Committee received quarterly updates on risk assurance activities and monitored the deliverables of the credit
risk assurance team.

The Committee received updates on whistleblowing activity including reports on incidents reported and
investigated. It monitored the development by C&RA of an enhanced whistleblowing regime for employees,
including the outputs of a benchmarking exercise.

The Committee considered the plan and approach to align data for Risk, Finance, and Treasury, under the Ledger
Transformation Programme. Key dependencies and risks to delivery were debated and oversight of the
programme will remain a key focus of the Committee in 2016.

The Committee monitored progress of the Coutts Control Remediation Programme, established to drive
improvements to the control environment in Private Banking; progress was made on the delivery of the end-to-end
credit process.

The Committee reviewed the bank’s tax position and the tax audits being conducted across various jurisdictions
including an in-depth session on tax compliance in October 2015.

The Committee considered regular reports on material litigation and regulatory investigations and on the work of
the Sensitive Investigations Unit.

The Committee received bi-annual reports on the bank’s notifiable event process. Each Board member was
alerted to each major event.

In line with the Committee’s terms of reference, consideration was given to management’s processes for
identifying and responding to the risk of fraud.

The Committee considered RBS’s compliance with the requirements of the Sarbanes-Oxley Act of 2002, and was
satisfied in this respect. Deficiencies were identified in the review processes over user-access to certain IT
applications within the bank; these deficiencies did not lead to the identification of any errors in the financial
statements. Action is being taken by Management to improve these processes.
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External audit

The Committee received quarterly reports and opinions from Internal Audit throughout 2015 on the overall
effectiveness of the governance, risk management and internal control framework, its control environment ratings,
details of emerging and iterative issues and the adequacy of remediation activity. Reports also included
assessments of the bank’s management control approach (being a measure of how management ensures that
risks are understood, assessed and mitigated in a transparent and efficient manner). The Committee requested an
additional report from Internal Audit on matters which could potentially cause the bank’s overall control
environment rating to deteriorate.

A refreshed audit plan for 2015 was approved in H2 following the bank’s extensive strategic changes to ensure
appropriate focus on the highest risks and change initiatives. The Committee considered and approved Internal
Audit’s plan for 2016. The Committee also challenged resourcing levels for the revised plan and approved budget
and resource for 2016.

Minor changes to Internal Audit’s charter were approved by the Committee and it confirmed the independence of
Internal Audit.

During two visits to Internal Audit in 2015, the Committee reviewed resourcing and recruitment, strategy and
internal quality assurance.

The Chief Audit Executive continued to report to the Chairman of the Audit Committee, with a secondary reporting
line to the Chief Executive for administrative purposes. The Committee assessed the annual performance
(including risk performance) of the Chief Audit Executive.

The Committee received regular updates on the actions taken by Internal Audit following the external review by
EY the previous year. The annual review of effectiveness of Internal Audit was undertaken internally in 2015. The
evaluation concluded that Internal Audit had operated effectively during the year. Certain recommendations were
made to enhance particular practices within the function. These will be implemented during 2016, with progress
tracked by the Committee.

The Committee received regular reports on the status of ongoing regulatory investigations and the progress of
mandatory and remediation projects. It challenged the management of individual business areas and functions on
their ability to meet regulatory expectations and the level of resource required to do so.

Considered reports from the External Auditor on its observations and conclusions from the year-end audit and

half-year review of RBSG plc, RBS plc and NatWest Plc, work in connection with the first and third quarter
financial results and any recommendations for enhancements to RBS’s reporting and controls.

summary reports

Audit Agreement | Approval of Deloitte’s 2015 Audit Agreement, audit engagement plan and 2015 audit fees including its fee for the
and Plan and fees| review of the 2015 interim results, as authorised by shareholders at the Annual General Meeting.
Williams & Glyn The Committee approved the appointment of both an auditor and a reporting accountant for Williams & Glyn.

Annual Evaluation

Transition of
auditors

The Committee conducted an internal evaluation to assess the independence and objectivity of the External
Auditor during 2015 and the effectiveness of the audit process including seeking the views of Committee
members and attendees and other key members of management. Regard was had to: experience of the audit
engagement team; scope of audit work planned and executed; standards of communication and reporting; quality
of insights on the internal control environment; and independence.

The Committee made recommendations to the Board on the transition of external auditors and appointment of EY
with effect for the financial year ending 31 December 2016. The Committee supervised the transition of the
external auditor from Deloitte to EY during 2015 and reviewed EY’s initial Audit engagement plan for 2016. EY
achieved the requisite independence from RBS in June 2015. The Board will recommend the appointment of EY
as external auditor to shareholders for approval at the Annual General Meeting.

53



Report of the Group Audit Committee

Non-audit
services policy

Brendan Nelson

To help safeguard the objectivity and independence of the external auditor, the Committee maintains a policy that
sets out the circumstances in which the external auditor is permitted to supply audit and non-audit services. The
policy is reviewed annually and audit services and permitted non-audit services are approved in advance. As
mentioned above, since the start of EY’s transition towards becoming the external auditor the firm has been
subject to the policy in full.

Categories of permitted non-audit services not covered by the annual pre-approval, require ad-hoc approval in
advance on a case-by-case basis. Engagements below £100,000 may be approved by the Committee Chairman.
A competitive tender process is required for all proposed non-audit services engagements where the fees are
expected to exceed £100,000 and approval of the full Committee is required. As an additional governance control
all engagements have to be approved by the Director of Finance and Supply Chain Services. Where the
engagement is tax related, approval must also be obtained from the Director of RBS Tax. Ad hoc approvals of
non-audit services are ratified by the Group Audit Committee each quarter.

As EY transitions towards being appointed the bank’s external auditor, it has been subject to the full audit/non-
audit services policy since reaching the point of independence from the bank in June 2015. Prior to that, all
engagements of EY for non-audit services work were approved by either the Financial Controller or Committee
Chairman.

During 2015, the current and incoming external auditors were approved to undertake the significant engagements
set out below:

assurance testing in relation to RBS’s 2014 and 2015 Sustainability Report. The External Auditor was
selected given its significant experience in specialist sustainability reporting (Deloitte and EY);

review of financial statements of certain defined benefit funds within RBS Americas. The External Auditor
was selected as it was already responsible for reviewing the financial statements of the existing defined
benefit funds, and there were clear synergies to ensuring continuity of service (Deloitte); and

as part of the preparations for a possible future sale of HM Treasury’s shareholding in RBS, it is possible that
a prospectus would be prepared for which the Group and Directors would have statutory responsibility and
uncapped liability. In order to comply with relevant UKLA rules on such activities, a working capital report
from an independent reporting accountant on RBS’s financial projections was required to be included in a
circular to shareholders. The appointment of the External Auditor offered significant synergies in undertaking
the reporting accountant role and preparing the working capital report having undertaken audit procedures
on the Group’s forecasts and budgets for the five years ending 31 December 2019 (Deloitte).

Further details of the non-audit services that are prohibited and permitted under the policy can be found on
rbs.com. Information on fees paid in respect of audit and non-audit services carried out by the External Auditor
can be found in Note 5 to the consolidated accounts on page 291.

Chairman of the Group Audit Committee
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Letter from Baroness Noakes
Chairman of the Board Risk Committee

“a strong risk culture
is fundamental to
achieving our strategic
risk objectives for our
customers, employees
and wider
stakeholders™

Dear Shareholder,

| would like to begin by thanking my colleagues on the Board
Risk Committee for their contribution and support during 2015. It
has been another challenging year. The report which follows
describes how the Committee discharged its responsibilities in
2015 and provides details of the key issues considered and
debated during the year. | will also highlight some of the key
themes below.

The bank’s extensive programme of transformation has
continued throughout 2015 in line with the strategy to be a
smaller, simpler UK focused bank. The transformation
programme has been a primary focus for the Board Risk
Committee and we dedicated significant time to monitoring
execution risk on behalf of the Board. During 2015, we received
regular updates from the project team and considered the impact
of the programme on the bank’s change risk profile and control
environment. We made recommendations to management in
relation to governance and prioritisation and requested focus
sessions on the key work streams under the programme.

Another key deliverable is the planned separation and disposal of
Williams & Glyn and we examined the risks and challenges to
meeting the delivery target in some detail during the year. In
September 2015, acting under delegated authority from the
Board, we approved the main regulatory filings for the Williams &
Glyn Banking Licence Application.

Regrettably, customer experience was impacted again by an IT
issue in June resulting in a delay in transactions being posted to
customer accounts. We oversaw the exchange of
correspondence with the regulator explaining how the matter had
been resolved, considered the outputs of the post implementation
review exercise and examined the residual risks following the
incident. IT resilience and the stability of the bank’s payments
infrastructure will remain a priority of the Board and the
Committee during 2016.

The conduct issues that have impacted the bank’s recovery and
reputation continued to be of concern in 2015. We oversaw the
remaining internal and regulatory investigations into the
manipulation of foreign exchange markets and were kept
appraised of the negotiations that culminated in the
announcement of settlements with two US regulators in May
2015.

We will continue to monitor discussions with regulators in other
jurisdictions over the coming months and make
recommendations to the Group Performance and Remuneration
Committee on accountability matters as appropriate.

A strong culture risk is fundamental to achieving our strategic
objectives for our customers, employees and wider stakeholders
and was a key focus of the Committee this year. We reviewed
the outputs of benchmarking surveys by both McKinsey and PwC
in this area and discussed and agreed the dimensions of the
bank’s target risk culture prior to consideration by the full Board.
Risk culture standards will ultimately be linked to the bank’s
people and leadership standards and wider industry standards.
We will keep this under close review and plan to examine the
next steps to achieving our target risk culture state in the first
quarter of 2016.

Other material areas of Committee focus during the year have
included:
internal and external stress testing exercises and capability;
the risk appetite framework of RBS and individual risk
appetite statements for material risks, franchises and
functions;
improvements to the Operational Risk Management
Framework and preparedness for compliance with the Basel
Risk Data Aggregation and Reporting (RDAR) Standards;
the capital and liquidity position of RBS and related
regulatory submissions;
improvements to risk reporting; and
oversight of the bank’s risk profile through monitoring the
risks inherent in the bank’s operations and portfolios.

More detailed information on each of these areas is set out in the
Board Risk Committee report that follows.

Management remains committed to the reduction of risk within
the organisation and demonstrated real progress in many areas
during 2015. The Committee will continue to oversee the work
being undertaken to ensure that the bank progresses towards
operating within risk appetite and that historic issues are fully and
sustainably remediated. Oversight of the Williams & Glyn
separation and disposal process will be a key focus for the
Committee in 2016 and, as the bank advances its strategic
ambitions, it will be essential that the heightened change agenda
does not adversely impact on the control environment and this
will be closely monitored. Other areas of focus will include
continued supervision of the embedding of the three lines of
defence model, data quality, cyber risk, further evolution and
enhancement of the risk appetite framework and the
implementation of the Senior Managers Regime across the
organisation.

Baroness Noakes
Chairman of the Board Risk Committee,
25 February 2016
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Report of the Board Risk Committee

The Board Risk Committee assumes responsibility on behalf of
the Board to provide oversight of current and potential risk
exposures and future risk strategy, including the determination of
risk appetite and tolerance, and to promote a culture of risk
awareness within RBS.

The Committee’s responsibilities are set out in more detail in its
terms of reference which are reviewed annually by the
Committee and approved by the Board. These are available on
the bank’s website: rbs.com.

The Board Risk Committee comprises independent non-
executive directors. Details of the skills and experience of each of
the Committee members are set out in their biographies on
pages 37 to 40.

Attended/

scheduled
Baroness Noakes (Chairman) 9/9
Morten Friis 9/9
Robert Gillespie (1) 8/9
Penny Hughes 9/9
Brendan Nelson 9/9

Note:

(1) The BRC meeting in March 2015 had to be rescheduled at short notice, meaning
Mr Gillespie was unable to attend owing to a clash with a Citizens Financial Group
Inc. Board meeting.

Baroness Noakes, Morten Friis and Brendan Nelson are also
members of the Group Audit Committee. Robert Gillespie is also
a member of the Group Performance and Remuneration
Committee and the Sustainable Banking Committee, and Penny
Hughes chairs the Sustainable Banking Committee. This
common membership across Committees ensures effective
governance across all risk, finance, reputational and
remuneration issues, that agendas are aligned and that overlap
of responsibilities is avoided where possible.

Committee meetings are also attended by relevant executive
directors, including the Chief Executive, Chief Financial Officer,
Chief Risk Officer, Chief Conduct & Regulatory Affairs Officer,
Chief Legal Officer and General Counsel and Chief Audit
Executive. The lead partner of the External Auditor also became
a regular attendee of all meetings from January 2015 onwards.
External advice is sought by the Committee, where appropriate.

Five scheduled meetings and four ad hoc meetings were held in
2015. The ad hoc meetings were required to consider: the
preliminary 2015 Bank of England regulatory stress test results;
the final 2015 Bank of England regulatory stress test results; and
the key elements of the Williams & Glyn Banking Licence
Application and regulatory submissions.

In 2015, members of the Committee undertook a programme of
visits to various businesses and control functions in conjunction
with members of the Group Audit Committee. The purpose and
scope of this programme is discussed in detail in the Report of

the Group Audit Committee above.

The Committee also held in-depth sessions on risk reporting, risk
appetite, economic capital and an education session on stress
testing.

The annual review of the effectiveness of the Board and its senior
Committees, including the Board Risk Committee, was conducted
by Condign Board Consulting Limited, an external consultant, in
2015. The Committee has considered and discussed the
outcomes of this evaluation. Overall the review concluded that
the Board Risk Committee continued to operate effectively.
However, it was recognised that the agenda of the Committee
was substantial and complex, and that meetings were lengthy as
a result. It was acknowledged that the situation would also be
expected to improve as the bank’s simplification programme
progressed.

A small number of general recommendations which are relevant
for both the Board and its senior committees were made. Key
themes and actions arising from these general recommendations
are set out in the Board report on pages 45 and 46 and will be
considered, and addressed as appropriate, at Board level.

The outcomes of the evaluation have been reported to the Board
and the Committee will track progress on its 2016 priorities during
the year.

Allocation of Board Risk Committee agenda time:

.

- Risk strategy and policy — 16%
Risk profile — 18%
Enterprise wide risk — 26%
Regulatory, conduct and remediation — 7%
- Market, credit and operational risk — 6%
Capital and liquidity — 7%
- Risk and Conduct & Regulatory Affairs — 11%

Accountability and remuneration — 9%
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Consideration of execution risk of the bank-wide transformation programme and the impact of mandatory
change programmes on the programme. The Committee requested regular updates from the transformation
team on progress including independent opinions from Risk Management, Internal Audit, HR and C&RA.
Focus sessions were provided at the Committee’s request on the key workstreams under the transformation
programme including: control; the RAG assessment framework; people risk; and technology.

Detailed examination of the risks and challenges to the timely separation of physical assets in advance of the
planned divestment, confirming appropriate governance was in place to support the programme. The
Committee will oversee delivery closely during 2016 and that appropriate contingency arrangements are in
place. The Committee reviewed and approved the key documents for the Banking Licence and Consumer
Credit Permission Applications (namely the Regulatory Business Plan, Business Strategy including five year
financials, ILAAP, ICAAP and RRP) and oversaw the governance and assurance processes in place for the
whole of the applications.

Consideration of the change risk profile of the bank’s transformation programme and recommendations from
Risk regarding prioritisation and Board and management oversight. The Committee asked management to
map transformation initiatives and in-flight programmes to the bank’s risk and control environment for use in
future prioritisation considerations.

Review and recommendation of the 2015 Recovery Plan to the Board for approval prior to submission to the
PRA in June 2015. The Committee considered feedback from the regulator in Q4 2015 and will oversee
enhancement plans throughout 2016. The Committee also reviewed the major milestones and responsibilities
aimed at improving the bank’s resolvability. The Committee considered the work already underway and further
steps that may be required as regulatory expectations evolve over the coming years. The Committee also
considered proposed enhancements to the management, governance and alignment of recovery and
resolution planning. Regular updates on progress against plan will be provided to the Committee.

Consideration of the operation of the RBS Policy Framework, including plans to simplify the structure in line
with the bank’s strategic aims. The Committee requested that management continue to improve the process
for exceptions to policy.

Received updates on macroeconomic and geopolitical risks including developments in Russia, China, the
removal of the Swiss Franc floor and the possible UK exit from the EU. The Committee also considered the
implications of reduced secondary market liquidity, driven by changing market conditions, on the bank’s risk
profile and control environment.

The Committee dedicated considerable meeting time to providing oversight of the bank’s risk profile through
the review of emerging risks and changes in the bank’s most significant portfolios and operations, presented
within the monthly risk report. This was supplemented by oral updates, provided by the Chief Risk Officer and
Chief Conduct and Regulatory Affairs Officer on current and material risks at each Committee meeting.

An in-depth session on risk reporting in July 2015 led to further recommendations for improvements to the
montbhly risk report. In response to a Committee request, the monthly Ml pack will transition to a quarterly
report during 2016, enabling more strategic insights to be highlighted. Management will continue to refine the
data provided during 2016.

During 2015, the General Counsel was also invited to provide a report at each meeting on current and
emerging legal and litigation risks facing the bank.

Detailed overviews of key risk types were provided to the Committee on a rotational basis. Topics covered in
2015 included reputational risk, market risk, operational risk, credit risk and country risk.
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Considerable time was spent reviewing the bank’s risk appetite framework. The Committee recommended the
proposed risk appetite for the bank’s strategic objectives (earnings volatility, capital adequacy, stakeholder
confidence and liquidity) to the Board for approval. The Committee held two deep dive meetings to consider
the risk appetite statements for material risks and for each of the franchises and Services, placing a particular
focus on: how the statements aligned with business plans and how deeply risk appetite was embedded within
each area. In 2016, the Committee will look at all of these areas in greater depth including in particular the
coherence of top down strategic risk appetite statements with the lower level business and risk level
statements.

The Committee discussed and agreed the dimensions of the bank’s target risk culture before this was
considered further by the full Board. A further report covering franchise and functional action plans will be
presented to the Committee in Q1 2016.

Considerable time was dedicated to stress testing throughout 2015. In Q1, the Committee considered the
outputs of the 2014 reverse stress testing exercise and made recommendations to the Board. It has since
recommended the reverse stress test thresholds that will underpin the 2015 exercise and will review outputs in
the first quarter of 2016. The Committee discussed and agreed the underlying assumptions and scenario
selection for both internal and external (Bank of England) stress tests (including Internal Audit’s opinion) and
monitored the results. Recommendations were made to the Board where formal Board approvals were
required for regulatory purposes. A key focus of the Committee has been overseeing enhancements to the
bank’s stress testing capability as well as meeting internal and external regulatory milestones and
requirements. Capability enhancement will remain a priority during 2016.

Oversight of progress to fully embed the Three Lines of Defence model and checking the project had an
appropriate plan to deliver targeted results. The Committee is aware of the importance of staff understanding
their roles and accountability and in conjunction with the Group Audit Committee, will oversee that the model
continues to be reinforced across the organisation, placing particular emphasis on management’s identification
and control of risk within the first line of defence.

Monitored ongoing preparations for the new Basel Principles on Effective Risk Data Aggregation and Reporting
(RDAR), which come into effect in January 2016, and recommended to the Board approval of the bank’s
RDAR programme scope and approach to compliance.

Continued to monitor model risk management and oversaw the redesign of the model governance structure.
The Committee requested the articulation of a model risk appetite statement and risk rating methodology and
for a full inventory of models to be prepared. Progress will be reviewed by the Committee in Q1 2016.

The Committee received its first quarterly report on risk assurance which highlighted the emerging issues and
any deteriorating trends in the control framework for Credit and Market Risk.

Oversaw ongoing investigations into foreign exchange manipulation. The Committee was kept appraised of the
negotiations of settlements with the United States Department of Justice and US Federal Reserve System that
were announced in May 2015.

Reviewed the progress of the Skilled Person’s review of the Global Restructuring Group (GRG) early in 2015.
This is now being overseen by a temporary GRG Board Oversight Committee and the Committee has received
updates on progress.

Also monitored the outcomes of the Skilled Person’s review into anti-money laundering compliance, the
independent consultant’s report on the bank’s sanctions regime (following the December 2013 Cease & Desist
Order issued by the Federal Reserve Bank of Boston) and the status of the investigation into the alleged mis-
selling of Interest Rate Hedging Products.

The remediation programme established in response to the IT incident in June 2012 was closed in H1 2015
following completion of the major deliverables and based upon assurances from Risk, Internal Audit and also
independent advice from PwC, that the work undertaken had been appropriate and sustainable. Residual
issues will be monitored by Internal Audit and reported to the Committee by exception.

Considered the regulatory response to a systems incident in June 2015. A systems issue delayed a number of
customer transactions over a two day period, as a result of software failure. Remedial actions have been taken
following a post-incident review. The Committee considered its root causes and mitigation and will keep the
residual risks under review.

58



Report of the Board Risk Committee

Conduct and
regulatory issues

FCA Firm Evaluation

Representations to
Regulators

Senior Managers
Regime

Credit, market and
operational risk

Operational risk
management
framework

IT resilience and
cyber risk

Payments

Data quality

ICAAP and ILAA

Contingency Funding
Plan

The Committee also received reports on other conduct and regulatory issues including:
the remediation of issues arising within the former Markets Division, as part of the Markets Standards
Portfolio Programme, which draws together a number of work streams to remediate broader risk and
control issues, including regulatory and conduct risk, to strengthen the control environment.
the remediation of identified trade and transaction reporting compliance and collateral management
issues in CIB;
the implementation of the bank’s strategy to reduce the volume of customer complaints;
tax risk and European tax-related investigations; and
status reports on Americas remediation issues. In particular, the Committee considered section 12 of the
US Bank Holding Company Act (BHCA) and its implementing rules (the "Volcker” rule) and approved the
bank’s Volcker compliance programme

An FCA Presentation in June 2015 on its strategic approach to regulation, the evolving risk landscape for
banking groups and the areas of focus for the next 12 months. The FCA also presented the outcome of its firm
evaluation, covering cultural change at the bank, root cause analysis, the scale and complexity of the bank’s
transformation programme and the challenges of simplification.

The Committee requested a full inventory of key representations to regulators and sought assurances on the
processes and governance in place to support submissions. This work is ongoing and will be kept under
regular review.

The Committee exercises oversight of implementation of the new Senior Managers Regime across the bank
and received reports on preparation and progress.

Consideration of credit, market and operational risks formed an integral part of the agenda of each meeting,
with detailed MI demonstrating the impact on risk profile, presented within the monthly risk report.

Monitored progress of plans to improve the bank’s Operational Risk Management Framework (ORMF)
including the work underway to complete risk and control assessments across the businesses. The Committee
noted that significant progress had been made and agreed that the programme could move to reporting only by
exception if any major issues arise.

Received a bi-annual report on Security & Resilience risks and internal controls in place across the bank. The
Committee also separately received a report on Information Security and insights from an external industry
expert on cyber risk. It reviewed the responses to the PRA and FCA Dear Chairman Il Exercises and the
subsequent letters from the PRA and FCA and made recommendations to the Board for approval prior to
submission.

Examined the stability and operational risks inherent within the bank’s payments environment and considered
resilience, the adequacy of resource and controls. The Committee received reports on the changing regulatory
environment.

Exercised oversight of the bank’s data quality programme, which aims to measure the quality of the most
important data in the bank and to remediate data quality issues. The Committee noted the progress made. A
detailed plan will be presented to the Committee in Q1 2016.

The Committee regularly reviewed the capital and liquidity position of the bank. This included reviewing the
Internal Capital Adequacy Assessment Process (ICAAP) and Individual Liquidity Adequacy Assessment (ILAA)
and Internal Audit's assurance opinion on the adequacy of the processes supporting their preparation and
recommending that the Board approve these submissions to the PRA.

Considered the bank’s contingency funding plan and recommended it to the Board for approval.
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Conducted visits to Risk and C&RA and considered people engagement, resources and budget, bench
strength and succession planning and the control environment of both functions.

Assessed and made recommendations to the Group Performance and Remuneration Committee on the
performance of the Chief Risk Officer and Chief Conduct & Regulatory Affairs Officer.

Continued to provide strategic risk oversight over performance and remuneration arrangements, working
closely with the Group Performance and Remuneration Committee (RemCo). RemCo’s report on pages 64 to
83 includes further detail on how risk is taken into account in remuneration decisions. Key matters considered
by the Committee included:
the risk and control objectives of members and attendees of the bank’s Executive Committee, with
additional focus on underlying objectives for the Chief Risk Officer and the Chief Conduct & Regulatory
Affairs Officer;
an assessment of the risk/conduct performance of members and attendees of the bank’s Executive
Committee, with recommendations made to RemCo as appropriate to inform its decision on pay and
awards;
an assessment of the risk/conduct performance of the bank and its businesses, with recommendations
made to RemCo to inform its decision on adjustments to the annual bonus pools;
accountability recommendations in respect of significant material events and high earners, including those
current and former employees identified as part of the investigation into the manipulation of foreign
exchange markets; and
consideration of the performance conditions for the bank’s Long Term Incentive Plans and assessment of
proposed vesting levels to ensure risk management/conduct performance is fairly reflected in vesting
outcomes.

Baroness Noakes
Chairman of the Board Risk Committee
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Letter from Baroness Noakes,
Chairman of the RCR Board Oversight Committee

“RCR
substantially
completed its
work by the end
of 2015”

Dear Shareholder,

The RBS Capital Resolution Board Oversight Committee was
established following the creation of RBS Capital Resolution
(RCR) on 1 January 2014.

RCR was established to separate and wind down RBS’s high
capital intensive assets. Targets were set to remove 55-75%
of these assets from the balance sheet by the end of 2015 and
85% by the end of 2016.

Key principles are:
removing risk from the balance sheet in an efficient,
expedient and economic manner;

reducing the volatile outcomes in stressed environments;
and

accelerating the release of capital through management and
exit of the portfolio.

| was appointed Chairman of the Committee on 1 April 2014 and
am pleased to present the report on the Committee’s activity
during 2015.

The Committee’s responsibilities are set out in its terms of
reference which are reviewed annually by the Committee and
approved by the Board. These are available on rbs.com.

The Committee’s role is to:

oversee the actions of RCR’s management, including
implementation of RCR’s strategy;

review and report to the Board on RCR’s progress against
and compliance with the primary objective (to eliminate the
bank’s exposure to RCR assets) and the asset management
principles (criteria for taking decisions on the reduction of
capital and assets);

agree in consultation with the Group Performance and
Remuneration Committee specific incentives for RCR
management, aligned to the objectives of RCR,;

consider financial disclosures in respect of RCR; and

report to the Board on the Committee’s activities and
recommend changes to RCR strategy.

The Chairman of the Committee is the Chairman of the Board
Risk Committee. The Senior Independent Director, the Chairman
of RBS and the Chairman of the Group Audit Committee are
members. Attendance at meetings is shown below.

Attended/

scheduled
Baroness Noakes (Chairman) 4/4
Sandy Crombie 4/4
Howard Davies (1) 0/1
Brendan Nelson 4/4
Philip Hampton (2) 3/3

Notes:

(1) Howard Davies joined the Committee on 1 September 2015 when he succeeded
Philip Hampton as Group Chairman. He did not attend the meeting in October
2015 as he was on business in the US.

(2) Stepped down from the Committee on 31 August 2015.

At each meeting during the year the Committee considered
RCR’s financial performance, outlook and delivery against the
targets and asset management principles. There is a well
established framework for quarterly reporting which includes
impact on RBS's capital levels and impairment releases. Market
conditions allowed for exits to be accelerated and the Committee
received regular updates on progress and market conditions, as
well as RCR's ability to execute and complete transactions
efficiently. The Committee also received quarterly updates on key
transactions and the exit strategy for assets deemed to pose
higher operational risk. Customer, conduct and control
environment considerations were also discussed regularly. The
Committee also received reports on activities of the RBS Ireland
Capital Resolution Board Oversight Committee.

In April 2015, the Committee discussed the RCR transfer/closure
plan, noting requirements for the completion of RCR and how this
would be evidenced to the relevant stakeholders. At the later
meetings more detailed plans were considered, including
regulatory expectations, internal audit approach and
arrangements for reporting to the Board.

Committee meetings are attended by senior RCR managers and
also representatives from the control functions, in particular from
the Risk function.

RCR substantially completed its work by the end of 2015. The
Committee met for its final meeting in January 2016 to finalise the
transfer/closure of RCR. The RBS Board agreed closure of RCR
on the recommendation of the Committee, which confirmed its
satisfaction that RCR had met its 85% asset reduction target.
This conclusion was supported by an external audit opinion from
Deloitte on RCR’s statement of assets as at 31 December 2015
and an opinion from Internal Audit. The relevant confirmations
and information were provided to the PRA at the end of January
2016.

Baroness Noakes,
Chairman of the RCR Board Oversight Committee
25 February 2016
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Letter from Penny Hughes
Chairman of the Sustainable Banking Committee

“efforts to rebuild a
responsible and
sustainable business
are being recognised
through independent
and external
measures”

Dear Shareholder,

Having now completed my first full year as Chairman of the
Sustainable Banking Committee, | am pleased with the progress
made under the Committee’s refocused strategic direction.
There has been broader, strategic debate and ownership from
the executive to drive forward sustainability in their businesses,
aligned to customer priorities.

RBS continues to have a clear ambition to be number one for
customer service, trust and advocacy in each of our chosen
business areas. Delivery of this ambition depends in large part on
our ability to demonstrate beyond question that we are a
responsible company doing business in a sustainable way.

We will rebuild our reputation and earn our customers’ trust by
putting customers first, making RBS a great place to work,
supporting our communities, and being mindful of environmental
impacts.

The Sustainable Banking Committee is primarily concerned with
overseeing, supporting and challenging actions taken by
management to run the bank as a sustainable business, capable
of generating long term value for its shareholders.

Some good progress was made in 2015 under our core themes:

considering what is being done to foster a sustainable
business for customers and understanding the needs of
particular customer groups;

oversight of how management is embedding culture and
standards including engagement, motivation, living the
values and leadership;

oversight of the brand strategy and building on our legacy as
a bank of brands, developing our brands to build on the
connection with our customers;

development of the Sustainability agenda, meeting the
needs of all our stakeholders whilst aligning with the Bank’s
overall strategy;

ongoing commitment to stakeholder engagement through
face to face sessions with advocacy groups on key topics;
considering sustainability positioning on environmental
targets, climate change, sustainable energy and the social
economy; and

transparent reporting through the annual Sustainability
Report which describes our performance and approach to
making RBS a more sustainable business.

Although there is still much to be done to rebuild trust, it is
pleasing that the efforts to build a responsible and sustainable
business are being recognised through independent and external
measures. We have successfully retained our place in the Dow
Jones World Sustainability Index with a score of 80 and have
also been included in the Carbon Disclosure Project’'s FTSE 350
Climate Disclosure Leadership Index with a score of 99/100 for
disclosure and ‘B’ for performance. RBS has also been
reselected for inclusion in the FTSE4Good index which measures
the performance of companies against globally recognised
responsibility criteria.

The Committee will continue to operate at a strategic level,
supporting and challenging the executive on their key priority of
turning RBS into a customer centric bank. The work to
strengthen our customer and employer brands will continue and
culture will be a key focus, with the Committee reviewing actions
being taken to deliver on the goals agreed by the Board.

My thanks go to the Committee members and attendees for their
contribution and support in steering the work of the Committee
through another challenging year.

Penny Hughes
Chairman of the Sustainable Banking Committee
25 February 2016
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Report of the Sustainable Banking Committee

The Sustainable Banking Committee held six scheduled
Committee meetings in 2015 which were attended by senior
representatives from the customer-facing franchises as well as
Human Resources, Sustainability, Risk, C&RA, Communications
and Marketing, and Strategy.

In addition to ongoing engagement which takes place across our
business each day, the Sustainable Banking Committee runs a
proactive engagement programme to which we invite external
stakeholders to meet with, and challenge, the most senior
decision makers in RBS. These discussions help shape future
policies, influence strategic priorities and inform decision making
across the Bank and will continue to play a key role. To date we
have met with over 50 different groups of NGOs, civil society
groups, government bodies, consumer groups and investors in
this way. In particular, in 2015 we held four such stakeholder
engagement sessions covering the following topics:

financial inclusion including the issue of debt and access to
affordable credit;

the issues the Bank should prioritise to become number one
for customer service, trust and advocacy;

the disintermediation of the banking sector and the
increasing availability of alternative sources of finance; and
stakeholders’ views on RBS India’s sustainable
development programs.

In addition, the programme of UK-based events aimed at
individual shareholders continued in the first half of 2015 and
provided an opportunity for shareholders to meet directors and
senior management to learn more about the business.

The Sustainable Banking Committee comprises three
independent non-executive directors. The Chairman and
members of the Committee, together with their attendance at
meetings, are shown below.

Attended/
scheduled
Penny Hughes (Chairman) 6/6
Alison Davis 6/6
Robert Gillespie (1) 5/6

Mike Rogers (2) —

Notes:
(1) Required to attend Citizens Financial Group, Inc meeting.
(2) Appointment with effect from April 2016.

The annual review of the effectiveness of the Board and its senior
committees, including the Sustainable Banking Committee, was
conducted by Condign Board Consulting Limited. The
Committee has considered the findings of the review. Overall the
review concluded that the Sustainable Banking Committee
continued to operate effectively. Whilst no specific
recommendations were made in relation to the Committee, the
review highlighted the importance of maintaining focus around
the remit of the committee.

The review also included a small number of general
recommendations which are relevant for both the Board and its
senior committees. Key themes and actions arising from these
general recommendations are set out in the Board report on
pages 45 and 46 will be considered, and addressed as
appropriate.

The review also recommended that all Committee Chairs should
ensure continued focus on agenda planning and streamlined
reporting to the Board, which will be a priority for the Committee
during 2016.

The Committee recently conducted a review of its terms of
reference to reflect the Committee’s strategic role of overseeing,
supporting and challenging actions being taken by management
to run the bank as a sustainable business. During 2016, the
Committee will structure its meetings around five key drivers:
culture, people, customer, brand & communications and
Environmental, Social & Ethical issues.

The outcomes of the evaluation have been reported to the Board
and the Committee will track progress on its 2016 priorities during
the year.

Authority is delegated to the Sustainable Banking Committee by
the Board and the Committee reports and makes
recommendations to the Board as required. The terms of
reference of the Committee are available on rbs.com and these
are reviewed annually and approved by the Board. A report on
the activities of the Committee in fulfilling its responsibilities is
provided to the Board following each meeting. The principal
responsibilities of the Committee are shown below and during
2015 were grouped under three core themes of work: Bank-wide
Reputation and Trust; Serving Customers; and
Sustainability/Emerging Issues.

Oversight of:
management of reputation and delivery of commitments on
trust, advocacy and customer service;
reputational challenges relating to people agenda including
embedding values and cultural change activity;
development of brand strategy in line with RBS’s purpose,
vision and values;
sustainable growth of business and measures taken to
support economic development and how banks can better
serve society;
community programmes and employee engagement in
charitable partnerships;

provide challenge on how well RBS is integrating
sustainable banking into its business strategy and what is
being done to foster a sustainable business for customers;
oversee customer centricity priorities including receiving
reports on key customer metrics;

consider product sustainability, transparency and fairness;
receive reports on how RBS is supporting SMEs and
oversee the approach to responsible lending and financial
inclusion;

oversight of Environmental, Social and Ethical risk policies
engage with key internal and external stakeholder groups on
emerging sustainability issues;

approve the annual Sustainability Report and receive the
external auditors’ assurance report; and

oversee priorities, targets and reputational challenges on
key emerging sustainable banking issues and consider best
practice benchmarking.
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Directors’ Remuneration Report

Annual statement from Sandy Crombie
Chairman of the Group Performance and Remuneration
Committee

“we believe the
focus on culture
and encouraging
good behaviours
will, in time, make
a significant
contribution to
driving sustainable
returns”

Dear Shareholder,

| am pleased to set out the Directors’ Remuneration Report for
2015. This report details the remuneration policy for the year
ahead as well as our pay decisions for 2015 and the reasons
behind them. The Committee’s aim is to make sure the
remuneration policy supports RBS’ strategy, a key element of
which is to deliver our ambition of becoming the number one
bank in the UK for customer service, trust and advocacy.

It has been a year of continuing progress. On the one hand, good
progress has been made against our strategic targets. We
believe the focus on culture and encouraging good behaviours
will, in time, make a significant contribution to driving sustainable
returns for shareholders. On the other hand, while we continue to
make progress in addressing and resolving legacy and conduct
issues, these continue to drag on financial results and the
Committee appreciates the impact this has on all our
stakeholders.

In November, changes were announced to the pay arrangements
for customer-facing employees in Personal & Business Banking.
These changes are intended to reinforce the message that our
employees should offer services and advice solely on the basis of
what best meets the needs of the customer. Accordingly, we
have removed incentives based on sales and other criteria from
these employees, and instead have made a modest increase to
their fixed pay. | believe this is a bold and significant step in our
efforts to rebuild trust in RBS.

While pay remains an important and sensitive topic, an
encouraging sign is that pay is not dominating discussions with
shareholders in the way that it used to. | hope this reflects the
efforts of the Committee in recent years to implement a
remuneration policy that is simpler than before and strongly
aligned to shareholders’ interests over the long term.

Variable pay at RBS remains restrained in a market context,
reflecting both our ownership structure and the transition to a
smaller bank, centred in the UK and Ireland. Decisions by the
Committee on variable pay are driven by a thorough step by step
process with adjustments for performance, risk and conduct
events in order to determine appropriate outcomes.

| know that bonuses remain an emotive issue, particularly when
RBS is posting losses and continuing to deal with conduct and
litigation issues from the past. Against this background, bonuses
have fallen by over 72% across RBS and by over 90% in the
investment bank since 2010. While the bonus pool has been
coming down year on year, including a further reduction in 2015,
it is important that RBS does not become too disconnected from
industry norms. The Committee recognises the need to maintain
a commercial approach to pay and reward the hard work by
those employees who are helping to turn around RBS.

| know that it is in the public interest to show restraint on
remuneration while at the same time there is a need to deliver fair
and reasonable pay outcomes for employees. Average annual
salary increases are in line with the financial services market.
There is a focus on paying the right wage to employees and our
rates of pay exceed the Living Wage Foundation Benchmarks.

The bonus pool has fallen from £421 million in 2014 to £373
million in 2015, a reduction of 11%. In order to ensure there is a
balanced distribution, over 90% of this pool will be directed to
those below the most senior RBS employees. Where employees
do receive a bonus, the average bonus amounts remain relatively
modest with 52% of employees receiving £2,000 or less and a
further 21% receiving less than £5,000.

No changes are being made to the remuneration structure for
executive directors at this time. Executive directors are not
eligible for annual bonuses. Instead, for them and their most
senior colleagues, variable pay continues to be delivered in long-
term incentives, aligning to shareholder value over the long term.
One change to the performance measures for long-term incentive
awards is a slight amendment to the comparator group for Total
Shareholder Return performance to more accurately reflect RBS’
strategic direction. Further details are set out on page 75.

In accordance with UK regulatory requirements, further
amendments will be made to the variable pay awarded to
individuals identified as Senior Managers under the PRA regime.
Variable pay to Senior Managers for performance years starting
on or after 1 January 2016 will be subject to deferral over seven
years and the potential clawback period will be extended to ten
years.

Further guidance on remuneration practices has been published
by the European Banking Authority (EBA) which will also be
considered by the Committee when reviewing policy in 2016.
The Directors’ Remuneration Policy will then be presented to
shareholders for approval at the 2017 AGM, at the end of its
current three year cycle.

| would like to conclude by thanking my fellow Committee
members and those who support the Committee for their
commitment and guidance over the year. | am also grateful for
the input received from shareholders which plays an important
part in developing responsible pay practices.

Sandy Crombie

Chairman of the Group Performance and Remuneration
Committee

25 February 2016
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Remuneration and the business strategy

To provide customers with the best possible service, RBS is
building a strong, simple and fair bank. Performance and pay
management is part of that process and good progress was
made on all three fronts during 2015.

Strong

Senior leaders have collective performance objectives that
target financial strength as well as customer experience
improvements through net promoter and trust scores.
Employee engagement is also targeted and 2015 results
show an improvement of six points on 2014. RBS is now
within three points of industry peers.

In 2015, RBS announced its intention to increase the
proportion of women in the top three leadership layers to
30% by 2020 and to have an approximate 50/50 balance
at all levels by 2030.

Pay is not the only lever and employees are supported by
wider people initiatives with over 13,000 employees
undertaking the ‘Determined to Lead’ programme in 2015.
This programme is aimed at ensuring stronger and more
consistent leadership.

Building on established processes and ways of working,
new professional Standards Frameworks set out the
relevant knowledge, skills, attitudes and behaviours
expected of RBS employees in their role, to embed good
conduct and an appropriate culture.

Simple

RBS is simplifying how employees get paid. In PBB, pay is
linked to supporting customers, rather than short-term
incentive schemes.

Any variable pay for executive directors is delivered as an
LTI award not bonus, with future looking performance
measures linked to the strategic plan.

Shareholder support was strong for last year’s Directors’
Remuneration Report with over 99% voting in favour. No
changes are being made to the remuneration policy,
approved at the 2014 AGM, at this time.

Fair

Being fair is grounded in paying people appropriately for
their work and commitment to serve customers well.

2015 is the first full year that RBS has been operating as a
fully accredited living wage employer.

If conduct falls short of the standard expected, the
Committee can apply malus (reduction or cancellation of
variable pay awards prior to payment) or clawback
(recovering awards that have already been paid).

In 2015, malus has been applied to remuneration
outcomes as part of the accountability review process.
The Committee aims to strike a fair balance between
adjustments to variable pay as a targeted measure to
change behaviour whilst not disproportionately penalising
employees who are not directly responsible for events.
Bonuses have continued to shrink at RBS, aligned with the
restructuring that has taken place and the actions taken by
the Committee, but a certain level is considered necessary
in order to run a commercial and sustainable business.

Bonus pool levels have been transformed since 2010
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At a glance summary for executive directors Implementation of remuneration policy in 2016
Remuneration outcomes for 2015 4000
Ross Ewen ’
McE St
20005 * 2000 3,500
Salary 1,000 800 3000
Fixed share allowance 1,000 800 ' Em LT Award
. (notional value)
Benefits (1) 88 26 2500
Pension allowance 350 280 [ Pension &
Benefits
Bonus n/a n/a w» 2,000
Vesting of 2013 LTI award (2) 1,347 — = Fixed Share
S owance
Total 3,785 1,906 o« 1,500 1,000 B soey
Notes: 800
(1) Amount for Ross McEwan includes standard benefit funding and relocation 1,000
benefits.
(2) Estimated value of the LTI award due to vest in March 2016. A summary of the
performance assessment is set out below and full details can be found on page 500 1,000 0
73.
0
2013 LTI award Ross Ewen
Ross McEwan was granted an LTI award in March 2013 while McEwan Stevenson
CEO of UK Retail and became Chief Executive in October
2013. His change in role over the three year vesting period has The LTI shown above is the award to be granted in March
resulted in 25% of the award being based on UK Retail 2016. The notional value at 48% of the grant reflects an
measures and 75% based on RBS-wide measures. estimate of the potential value in light of the stretching
performance conditions and risk of forfeiture over the five year
Vesting outcome for UK Retail performance measures vesting period.
® Financial and operational Linking remuneration to the business strategy
performance
Our am N
m Effective Risk _
Management

MNo. 1 for customer service, trust and advocacy

w Customer and People
measures

Owur values
Serving Working Doing the right Thinking
customers together thing long term

Strategic priorities

0% # Economic Profit Strength and| Customer Simplifying Supporting | Employee
sustainability | experience the bank growth engagement

56%
w Balance Sheet & Risk
Supported by LTI performance measures
Strategic Scorecard
NPS &

CET1 |Economic| Relative Co cOm& Engagement
STc:r;s;s 4 index

Vesting outcome for RBS-wide performance measures

u Relative TSR

18%

Combined vesting outcome for 2013 LTI award

and an LTl u

Number of shares
Number of shares | Final vesting outcome  to vestin March Estimated value
under award (weighted 25%:75%) 2016 before tax

696,152 62% 431,614 £1,346,636

Further details on the performance measures for the LTI award
to be granted in March 2016 are set out on page 75.
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The full Directors’ Remuneration Policy was approved by shareholders at the AGM on 25 June 2014 and is available at
rbs.com/about/board-and-governance.html. No changes are being made that would require shareholder approval at the AGM in 2016.
An extract of the policy, updated to ensure it is relevant for the current year, is set out below. In the event of any conflict, the approved
policy (available on rbs.com) takes precedence over the information set out in this section.

Fixed pay elements are intended to provide a level of competitive remuneration for performing the role with less reliance on variable pay

in order to discourage excessive risk-taking and with partial delivery in shares to align with long-term shareholder value.

To aid recruitment and retention | Paid monthly and reviewed annually.
of high performing individuals

Determined annually.

whilst paying no more than is
necessary. To provide a
competitive level of fixed cash
remuneration, reflecting the skills

The rates for 2016 are unchanged:
Chief Executive - £1,000,000
Chief Financial Officer - £800,000

Any future salary increases will
be considered against peer
companies and will not normally
be greater than the average

and experience required, and to | Further details on remuneration arrangements salary increase for RBS
discourage excessive risk-taking. | for the year ahead are set out in the annual employees over the period of the
report on remuneration. policy.

To provide fixed pay that reflects | A fixed allowance, paid entirely in shares. An award of shares with an
the skills and experience Individuals will receive shares that vest annual value of up to 100% of
required for the role. This will be | immediately subject to any deductions required | salary at the time of award.
delivered in shares which must | for tax purposes and a retention period will
be retained for the long term. apply. Shares will be released from the retention | The fixed share allowance is not
period in equal tranches over a five year period. | pensionable.
The fixed share allowance will broadly be paid in
arrears, currently in two instalments per year."

To provide a range of flexible and| A set level of funding is provided and executive | Set level of funding for benefits
market competitive benefits to directors can select from a range of benefits (currently £26,250) which is
further aid recruitment and including: subject to review.
retention of key individuals. company car
private medical insurance
life assurance
ill health income protection

Further benefits such as
relocation allowances and other
benefits (e.g. tax advice, housing
and flight allowances and

Also entitled to the use of a car and driver on payment of legal fees) may be
company business and standard benefits such | offered in line with market

as holiday and sick pay. practice.

Further benefits including allowances when The value of benefits paid is
relocating from overseas may be provided to disclosed each year in the
secure the most suitable candidate for the role. | annual report on remuneration.

To encourage planning for Provision of a monthly cash pension allowance | Pension allowance of 35% of
retirement and long-term based on a percentage of salary. Opportunity to | salary.
savings. participate in a defined contribution pension

scheme.

Note:

(1) The company believes that delivery in shares is the most appropriate construct for a fixed allowance to executive directors, qualifying as fixed remuneration for the requirements
imposed under CRD IV. If regulatory requirements emerge that prohibit allowances being delivered in shares, or deem that such allowances will not qualify as fixed
remuneration, then the company reserves the right to provide the value of the allowance in cash instead in order to comply with the requirements. In 2015 the shares were
awarded in August and November, during open periods for directors’ share dealings.
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Variable pay

Variable pay is intended to incentivise superior long-term performance and promote the success of RBS, with rewards aligned with
shareholders’ interests and adjusted for risk, based on the achievement of stretching performance measures.

To support a culture
where good
performance against a
full range of measures
will be rewarded. To
incentivise the delivery
of stretching targets in
line with the Strategic
Plan. The selection of
performance metrics
will be closely aligned
with key performance
indicators.

Performance is
assessed against a
range of financial and
non-financial measures
to encourage superior
long-term value creation
for shareholders.

Delivery in shares with
the ability to apply
malus adjustments and
clawback further
supports longer-term
alignment with
shareholders’ interests.

Note:
(1)

Other pay elements

To ensure executive

directors build and continue

to hold a significant
shareholding to align

Any variable pay award
made will be delivered in the
form of a long-term incentive,
paid in shares (or in other
instruments if required by
regulators) and subject to a
combination of time and
performance-based vesting
requirements.

A minimum three year
performance period will
apply. The award will have
an overall five year vest
period, vesting equally in
years four and five.

As a minimum, shares will be
subject to deferral and
retention periods as required
by UK regulators.

Provisions for malus
adjustment of unvested
awards and clawback of
vested awards.

The long-term incentive
award will be delivered under
the RBS 2014 Employee
Share Plan, as approved by
shareholders at the 2014
AGM.

A period of five years is allowed in
which to build up shareholdings to

The maximum level of
award is subject to any
limit on the ratio of variable
to fixed pay as required by
regulators. This currently
limits variable pay to the
level of fixed pay (i.e. base
salary, fixed share
allowance, benefits and
pension). A higher ratio, up
to 200% of fixed pay, is
possible with shareholder
approval. RBS is not
intending to seek any such
approval at the 2016 AGM.

For these purposes,
awards will be valued in
line with the EBA rules,
including any available
discount for long-term
deferral.

In addition to the
regulatory ratio which
currently limits variable pay
to the level of fixed pay,
awards for executive
directors are subject to a
maximum of 300% of base
salary .

The vesting level of the
award could vary between
0% and 100% dependent
on the achievement of
performance conditions.

Adjustments will be made to award levels where necessary to ensure that executive directors remain within the variable to fixed limit.

meet the required levels.

Any award made will be
subject to performance

conditions measured over a

minimum three year period.

Typical measures may fall
under the following
categories (weighted 25%
each):
Economic Profit
Relative TSR
Safe & Secure Bank
Customers & People

An underpin gives the
Committee discretion to
reduce vesting amounts in
light of underlying financial
results, or conduct and risk

management effectiveness.

These or similar measures
and weightings will be

applied to reflect the strategy

going forward.

Details of the performance
measures for awards to be
granted in 2016 are set out

as part of the implementation

of remuneration policy on
page 75.

Chief Executive - 250% of salary.
Chief Financial Officer - 125% of salary.

Requirements may be reviewed in future.

interests with shareholders.

Any unvested share awards are
excluded from the calculation.
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Recruitment remuneration policy
RBS considers both internal and external candidates and
assesses the skills and experience required for each role.
Pay is generally set at no more than is required to attract the
most suitable candidate for the role.

A buy-out policy exists to replace awards forfeited or
payments foregone. The Committee will seek to minimise
buy-outs wherever possible and will seek to ensure they are
no more generous than, and on substantially similar terms
to, the original awards or payments they are replacing. No
sign-on awards or other payments will be offered.

The maximum level of variable pay which may be granted to
new executive directors is the same as that applicable to
existing executive directors, excluding any buy-out
arrangements.

The Chairman and non-executive directors do not receive
variable pay.

RBS or the executive director is required to give 12 months’
notice to the other party to terminate the executive director’s
employment.

There are no pre-determined provisions for compensation
on termination.

There is discretion for RBS to make a payment in lieu of
notice (based on salary only) which is released in monthly
instalments. The executive director must take all reasonable
steps to find alternative work and any remaining instalments
will be reduced as appropriate to offset income from any
such work.

Any incentive awards will be treated in accordance with the
relevant plan rules as approved by shareholders. Any
outstanding share awards held by ‘good leavers’ will vest,
normally on the original vesting dates, and shares from the
fixed share allowance will continue to be released over the
applicable five year retention period in order to ensure
former executive directors maintain an appropriate interest
in RBS shares.

Non-executive directors do not have service contracts or
notice periods although they have letters of appointment
reflecting their responsibilities and time commitments. No
compensation would be paid to any non-executive director
in the event of termination of appointment.

Under his letter of appointment, Howard Davies or RBS can
terminate his appointment by giving notice, such notice to take
immediate effect. In the event that his election or re-election is
not approved by shareholders, the appointment will terminate
automatically with immediate effect. No compensation or
payment in lieu of notice will be payable upon termination of his
appointment.

In accordance with the provisions of the UK Corporate
Governance Code, all directors of the company stand for election
or re-election annually by shareholders at the company’s AGM.

Neither of the current executive directors hold a non-executive
director role at any other company.

Consideration of employment conditions elsewhere in the
company

The Committee retains oversight of remuneration policy for all
employees to ensure there is a fair and consistent approach
throughout the organisation. The policy uses deferral, malus and
clawback to promote effective risk management and alignment
with shareholders’ interests.

Consultation on remuneration generally takes place with our
social partners, including representatives from UNITE. RBS is a
fully accredited Living Wage employer and we set our minimum
pay (including benefit funding) higher than required for this.

An annual employee opinion survey takes place which includes a
number of questions on pay and culture. This includes questions
on how pay is determined and evaluated, including the need to
consider both ‘what’ and ‘how’ outcomes have been achieved,
and whether employees believe they are paid fairly for the work
they do.

While employees are not directly consulted on the directors’
remuneration policy, around 28,000 of our employees are
shareholders through our incentive and all-employee share plans
and have the ability to express their views through voting on the
Directors’ Remuneration Report.
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Remuneration policy for the Chairman and non-executive directors

Fees

Benefits

To provide a competitive
level of fixed
remuneration that reflects
the skills, experience and
time commitment required
for the role.

No variable pay is
provided so that the
Chairman and non-
executive directors can
maintain appropriate
independence, focus on
long-term decision
making and constructively
challenge performance of
the executive directors.

Any benefits offered
would be in line with
market practice.

Fees are paid monthly.

The level of remuneration
reflects their responsibility and
time commitment and the level
of fees paid to directors of
comparable major UK
companies.

The Chairman and non-
executive directors do not
participate in any incentive or
performance plan.

Fees are reviewed regularly.

Reimbursement of reasonable
out-of-pocket expenses
incurred in performance of
duties.

The Chairman also receives
private medical cover.

The rates for the year ahead are set | n/a

out in the annual report on
remuneration on the next page.

Any future increases to fees will be

considered against fees paid to

directors of comparable companies
and will not normally be greater than
the average inflation rate over the

period under review, taking into
account that any change in
responsibilities, role or time
commitment may merit a larger
increase.

Additional fees may be paid for new
Board Committees provided these
are not greater than fees payable
for the existing Board Committees
as detailed in the annual report on

remuneration.

The value of the private medical

cover provided to the Chairman will

be in line with market rates and

disclosed in the annual report on

remuneration.

n/a
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Annual report on remuneration
The sections audited by the company's auditors, Deloitte LLP, are as indicated.

No changes have been made to the underlying policy for 2016.

X Pension Fixed share allowance Long-term incentive (LTI) award
Salary Benefits 35% of salary 100% of salary (1) calculated in line with regulatory cap (2)
Chief Executive £1,000,000 £26,250 (3) £350,000 £1,000,000 £2,680,000
Chief Financial Officer £800,000 £26,250 £280,000 £800,000 £2,150,000

Notes:

(1) Fixed share allowance will be payable broadly in arrears, currently in two instalments per year, and the shares will be released in equal tranches over a five year period.

(2) The LTI that can be awarded in 2016 is limited to the level of fixed remuneration. Before applying the discount factor for long-term deferral, calculated in line with EBA rules, the
face value for the LTI is approximately 113% of fixed remuneration. The performance measures and targets are set out on page 75.

(3) Also entitled to a flight allowance as part of his relocation arrangements, the value of which will be disclosed in the total remuneration table.

Chairman (composite fee) £750,000
Non-executive director basic fee £72,500
Senior Independent Director £30,000
Group Audit Committee (GAC), Group Performance and Remuneration Committee (RemCo), Member £30,000
Board Risk Committee (BRC) and Sustainable Banking Committee (SBC) Chairman £60,000
Board Oversight Committee (BOC) for RCR, CIB and GRG Member £15,000
US Risk Committee Chairman £30,000
Group Nominations Committee (until January 2016) Member £10,000
Group Nominations and Governance Committee (from February 2016) Member £15,000

Morten Friis is the RBS Board nominated member of the Steering Group to oversee compliance remediation activities in respect of RBS’
US businesses for which he receives fees of £15,000 per annum. In terms of changes for 2016, the RCR BOC held its final meeting in
January 2016 and has been disbanded. The expectation is that the GRG BOC will be stood down during the course of 2016. A US Risk
Committee has been established to comply with Enhanced Prudential Standards and to oversee risk management of our US operations.
The first meeting of the US Risk Committee will take place during 2016. The Group Nominations Committee has been replaced by the
Group Nominations and Governance Committee, with an expanded remit and a reduced number of members. This is to deliver a more
streamlined nominations process and a stronger overall governance framework for the Board and its Committees.

Total remuneration paid to executive directors for 2015 (audited)

2015 2015

£000s £000s
Salary 1,000 800
Fixed share allowance 1,000 800
Benefits (1) 88 26
Pension 350 280
Total fixed remuneration 2,438 1,906
Annual bonus n/a n/a
Long-term incentive award (2) 1,347 —
Other awards (3) =] —
Total remuneration 3,785 1,906
Notes:

(1) Benefits figure includes standard benefit funding of £26,250 per annum with the remainder being relocation expenses provided to Ross McEwan.

(2) The value in 2015 for Ross McEwan relates to an LTI award granted in 2013. The performance conditions ended on 31 December 2015 and have been assessed as set out on
the next page. The value for 2014 has been restated from the estimated value of £358,000 provided in the 2014 report to reflect the value on the vesting date in August 2015.

(3) The amount shown for Ewen Stevenson in 2014 relates to an award made on appointment to replace the value of awards forfeited on leaving Credit Suisse. The award was

delivered entirely in shares and subject to deferral, on terms that are no more generous than the terms of the awards replaced.
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Ross McEwan was granted an LTI award in March 2013 while CEO of UK Retail, prior to becoming Chief Executive in October 2013.
His change in role during the three year vesting period has resulted in a weighting of 25% based on performance of UK Retail and 75%
based on RBS-wide measures. The performance conditions ended on 31 December 2015 and the award is due to vest in March 2016.
The average share price over the last three months of the financial year has been used to estimate the vesting value.

Number of shares Vesting outcome for UK Vesting outcome for Final vesting outcome | Number of shares to Average share price Value for total
under award Retail measures (1) RBS-wide measures (2) (weighted 25%:75%) vest in March 2016 October — December 2015 remuneration table
696,152 80% 56% 62% 431,614 £3.12 £1,346,636
Notes:

(1)  The performance measures applicable for UK Retail were based on: Financial targets (weighted 50%) covering risk weighted assets, RWAe, nominal assets, loan:deposit
ratio, return on equity, operating profit, cost:income ratio; Customer measures (weighted 10%); People measures (weighted 10%); and Risk measures (weighted 30%). All
financial targets were deemed to have been met in full other than the cost:income ratio which was considered partially met at 54% versus a 51% target. The customer, people
and risk measures were also ranked as partially met. The Committee also considered recommendations from the BRC in determining the final outcome.

(2)  This element follows the performance conditions applicable to the overall RBS-wide measures for the 2013 LTI awards and the assessment is detailed below.

An assessment of performance of each relevant element was provided by the control functions and PwC assessed relative TSR
performance against a peer group of comparator banks. The Committee determined overall vesting based on these assessments
including consideration of the drivers of performance and the context against which it was delivered.

Performance for Vestingat = Performance for maximum Vesting Weighted
Performance Measure Weighting minimum vesting minimum (100%) vesting Actual Performance outcome Vesting %
Economic Profit 25% (£3.5 billion) 25% £1 billion (£1.2 billion) 62% 16%
. . TSR at upper 31% percentile
O, O, O, O,
Relative TSR 25% TSR at median  20% quartile ranking 0% 0%

Balance Sheet & Risk 25% Half objectives 25% Oé))](g:’g\éeez rir;e; I?r 10/11 targets met (1) 90% 22%
Strategic Scorecard 25% met 25% material respects 6/8 targets met (2 72% 18%
Overall vesting outcome (3) 56%
Notes:

(1) The following ten targets were all met or exceeded over the performance period to 31 December 2015: Core Tier 1 capital >10%; leverage ratio <18x; wholesale funding <10%;
liquidity reserves >1.5x short-term wholesale funding; loan:deposit ratio ¢.100%; non-core run down and cumulative non-core loss before tax of c£3.6bn; Core Tier 1 capital on
fully loaded Basel 3 basis >=10%,; leverage ratio based on tangible equity <18x; liquidity coverage ratio >100%; net stable funding ratio >100%. Some improvement was still
needed in the conduct risk target which was deemed not to have been met.

(2) The following six targets were met or exceeded: lending growth to be in line with market share and, for 2015, lending growth >= nominal UK GDP growth; retaining place in the
Dow Jones Sustainability Index; leadership index to be within 5% of Global Financial Services (GFS) norm; engagement index to be within 5% of GFS norm; embedding the
Group’s values; succession planning in place across the franchises and functions. The two targets that were not met were the cost:income ratio of 55% and customer targets
where performance has improved but over the three year period the performance was not considered sufficient.

(3) In determining the outcome above, the Committee reviewed financial and operational performance against the Strategic Plan and risk performance with input from the BRC.
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The table represents an early indication of potential vesting outcomes only based on the position at 31 December 2015. The 2014 LTI
award is due to vest in March 2017 and the 2015 LTI award will vest equally in March 2019 and March 2020. Details of performance
against targets and any use of discretion will be disclosed once the awards vest.

Performance for Vestingat | Performance for | Vesting at 2014 current 2015 current
Performance measure Weighting minimum vesting minimum | maximum vesting | maximum assessment assessment
Performance
Minimum economic ahead of the | 100% Good progress Good progress and
Economic Profit 25% . 25% . ° land broadly in line | favourable to target
profit targets Strategic .
with target set set
Plan
TSR r . .
TSR at median of Sua?tt“l;p(ze Between median Below median
Relative TSR 25% 20% q 100% | and upper quartile performance for
comparator group comparator ) )
vesting vesting
group
CET1 ratiois in CET1 ratiois in
Target ranges set for: ) )
; range for vesting. | range for vesting.
o CET1 ratio and ) . . " L
Safe & Secure Bank 25% Costincome ratio Vesting between 0% — 100% Cost:income ratio | Cost:income ratio is
' qualified by Committee discretion | is broadly inline | broadly in line with
taking into account the margin by with target target
Target ranges set for: which targets have been missed Customer
Net Promoter Score, or exceeded measures behind | Measures currently
Customers & People | 25% Net Trust Score (for target range with tracking behind

2015 awards) and

People measures

target range

Employee Engagement on target

LTI awards granted during 2015 (audited)

Face value of Number of shares % vesting at minimum and Performance

Grant date award (£000s) awarded (1) maximum requirements
Ross McEwan 6 March 2015, 1,560 417,486 Between 0% - 100% __ Conditional share awards subject to
. L . | performance conditions, as set out above,
with minimum vesting measured over the three year period from
Ewen Stevenson 6 March 2015 2,160 578,128 as set out above yearp

1 January 2015 to 31 December 2017

Note:
(1) The number of shares awarded is based on a multiple of salary, 156% for Ross McEwan and 270% for Ewen Stevenson, in line with the regulatory cap that limits variable pay to
the level of fixed pay. The award price of £3.7362 was calculated based on the average share price over five business days prior to the grant date.
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LTI awards to be granted to executive directors in 2016
Performance criteria

The performance measures are designed to be stretching and to
support delivery of the business strategy. A three year
performance period will apply until 31 December 2018. Subject to
the achievement of the performance conditions, shares will then
vest in equal tranches in years four and five. Any awards that
vest will be subject to a retention period in line with regulatory
requirements.

Awards granted to executive directors in March 2016 will be
subject to four equally weighted performance categories, each
able to vest up to 100% of base salary, subject to the maximum
award that is possible under the approved policy and the
regulatory cap. Details of the performance measures and the
Committee’s rationale for selecting them are set out below.

Economic Profit (25%)

Economic Profit, being a risk-adjusted financial
measure, is consistent with regulatory requirements and provides
a balance between measuring growth and the cost of capital
employed in delivering that growth.

Economic Profit for the Group defined as profit after
tax less preference share charges less tangible net asset value
multiplied by the cost of equity.

Weighting Performance target
Target consistent with the achievement of
25% | RBS’ strategic long term return on equity | 25% - 100%

target of 12%+

Vesting range

Details of the actual targets, and performance against these, will
be disclosed retrospectively after any vesting has been
determined, in the annual report on remuneration for 2018.

Relative Total Shareholder Return (25%)

Relative TSR provides a direct connection between
executive directors’ awards and relative returns delivered to
shareholders.

The measure compares performance against a group
of comparator banks. The TSR comparator group has been
updated for awards made in 2016 to more accurately reflect the
business strategy with less focus on investment banking. This
has resulted in Credit Suisse, Deutsche Bank and UBS being
replaced by ING, Intesa San Paolo and Nordea. The weighting of
Standard Chartered has been reduced to be in line with
continental European banks given its international focus.

Weighting
1 Barclays o
2 Lloyds Banking Group 200%
3 HSBC 100%
BBVA, BNP Paribas, Credit Agricole, ING,
410 13 Intesa San Paolo, Nordea, Santander, Societe 50%

Generale, Standard Chartered, Unicredit

Weighting Performance target
TSR between median and upper

quartile

Vesting range

25% 20% - 100%

Safe & Secure Bank (25%)

The Safe & Secure Bank measures have a particular
focus on risk reduction and the building of a safer, sustainable
business.

The key measures in this category are the
achievement of pre-determined Common Equity Tier 1 (CET1)
and Cost:income (C:l) ratios.

Category Metrics Performance target
CET1 ratio| Target consistent with RBS’ strategic long
Safe & | (12.5%) term CET1 ratio target of 13%
Secure
Bank

C:l ratio | Target consistent with RBS’ strategic long
(12.5%) term C:l ratio target of <50%

Details of the actual targets, and performance against these, will
be disclosed retrospectively after any vesting has been
determined, in the annual report on remuneration for 2018.

Customers & People (25%)

These measures reward management for building a
customer-focused business with strength in terms of trust,
reputation and the engagement of employees.

Net Promoter Scores (NPS) and Net Trust Scores
(NTS) will be used, measured against a defined peer group.
Employee engagement will be measured against the Global
Financial Services (GFS) norm.

Category Metrics Performance target

A<(:i7vc;3/a;:y NPS gap to #1 of 2.3 (1)
Customers T.rus:
& People (5%) NTS: NatWest 63, RBS 50
o
Engagement Employee Engagement Index one point
(12.5%) above GFS norm
Note:

(1) The NPS metric adopted is a bank-wide measure of the gap to #1 bank, which
RBS plans to close to zero by 2020. It is calculated using the gap to #1 leading
competitor in each customer segment, weighted by the revenue contribution of
each segment.

The overall vesting under the above categories will be qualified
by the Committee’s discretion taking into account changes in
circumstances over the performance period, the margin by which
individual targets have been missed or exceeded, and any other
relevant factors.

Underpin

The Committee will also review financial and operational
performance against the business strategy and the risk
environment prior to agreeing vesting of awards. In assessing the
risk considerations, the Committee will be advised independently
by the BRC. If the Committee considers that the vesting outcome
calibrated in line with the performance conditions outlined above
does not reflect underlying financial results, or if the Committee is
not satisfied that conduct and risk management during the
performance period has been effective, then the terms of the
awards allow for an underpin to be used to reduce vesting or
lapse the award.
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Payments for loss of office (audited)
Philip Hampton stood down from the Board on 31 August 2015. No remuneration payment or payment for loss of office was made in
connection with his departure.

Payments to past directors (audited)
Stephen Hester and Bruce Van Saun received shares on 9 March 2015 on the vesting of the LTI award granted in 2012 as set out
below. The assessment of RBS-wide performance measures is detailed on page 85 of the 2014 Annual Report and Accounts.

Stephen Hester Bruce Van Saun

Maximum RBS Vested Maximum CFG Vested
Performance category % vesting shares (2) RBS shares Value (3) shares (2) CFG shares Value (3)
Economic Profit 53% 261,998 138,859 72,528 38,440
Relative TSR 68% 261,998 178,158 72,528 49,319
Balance Sheet & Risk 100% 261,998 261,998 72,528 72,528
Strategic Scorecard 25% 261,998 65,499 72,528 18,132
Initial vesting outcome based on above 61.5% 644,514 178,419
Final outcome post application of underpin (1) 55.25% 579,279 |£2,131,747 160,360 $4,089,180
Check within maximum shares available to vest 785,995 217,586

Notes:

(1) The Committee also considered recommendations from the BRC and concluded it would be appropriate to apply the risk and financial performance underpin in respect of the
above awards. This resulted in downward discretion being applied to reduce the final vesting outcome from 61.5% to 55.25%.

(2) The maximum number of shares is calculated in line with the underlying award structure where each of the four performance categories could give rise to shares worth 100% of
salary at grant but with the overall maximum capped at 300% of salary. The number has been reduced on a pro rata basis to reflect time served by Stephen Hester. The
interests for Bruce Van Saun’s award were converted to shares in Citizens Financial Group, Inc. as part of the IPO of that business.

(3) Based on a RBS share price of £3.68 and Citizens Financial Group, Inc. share price of $25.50 on the date of vesting.

Total pension entitlements — Bruce Van Saun (audited)

Bruce Van Saun's Unfunded Unapproved Retirement Benefit Scheme (UURBS) operated as a cash balance plan. Under the rules of his
UURBS, the benefit paid out on 1 April 2015 and there is no further entitlement to benefits from the scheme. The current executive
directors do not participate in RBS defined benefit pension arrangements but receive a cash allowance instead.

2015

£000s
Balance at 1 January 1,071
Investment return 7
Paid to Bruce Van Saun on 1 April 2015 1,078

Total value of fund at 31 December —

Total remuneration paid to the Chairman and non-executive directors for 2015 (audited)

While no changes were made to the fee structure during 2015, two additional Board Oversight Committees (BOCs) were established
and fees are payable in line with those for the RCR BOC. The CIB BOC was established in March 2015 with a mandate to oversee the
implementation of the CIB strategy without placing additional burdens on the existing Committee framework. The GRG BOC was
established in May 2015 in order to provide oversight of the work and findings of the expert panel engaged to conduct an independent
review of customer files and to provide advice in relation to matters generally related to GRG. The total fees paid are set out below.

Fees Benefits Total
2015 2015 2015
£000s £000s £000s

Howard Davies (1) 260 2 262

Philip Hampton (2) 500 1 501

Fees Benefits Total

RCR CIB GRG 2015 2015 2015

Board Noms GAC RemCo BRC SBC BOC BOC BOC Other £000s £000s £000s

Sandy Crombie (4) 73 10 30 60 15 9 30 227 — 227

Alison Davis 73 10 30 30 143 — 143

Morten Friis (4) 73 10 30 30 11 15 169 — 169

Robert Gillespie 4) 73 10 30 30 30 23 9 100 305 — 305

Penny Hughes 73 10 30 60 9 182 — 182

Brendan Nelson 73 10 60 30 15 11 18 217 — 217

Baroness Noakes 73 10 30 60 30 11 9 223 — 223
Notes:

) Howard Davies joined the Board on 14 July 2015 and became Chairman with effect from 1 September 2015. The Benefits column includes private medical cover.

) Philip Hampton stepped down from the Board on 31 August 2015. The Benefits column includes private medical cover.

) In line with market practice, non-executive directors are reimbursed expenses incurred in connection with their attendance at Board meetings. To the extent that HMRC
determines that any amounts are taxable, RBS will settle the associated tax liability on behalf of the non-executive director.

(4) Under the ‘Other’ column, Sandy Crombie received fees as the Senior Independent Director and Morten Friis received fees for his work on the US steering group. Robert

Gillespie was the RBS nominated director of Citizens Financial Group, Inc. (CFG) until 3 November 2015 for which he received fees, delivered in cash and in restricted stock

units in CFG. The value shown has been converted using an average exchange rate during 2015 of $1.528:£1.

(
@
@
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Directors’ interests in shares and shareholding requirements (audited)

The target shareholding requirement is to hold shares to the value of 250% of salary for the Chief Executive and 125% of salary for the
Chief Financial Officer and members of the Executive Committee, excluding any unvested share awards in the calculation. A period of
five years is allowed in which to build up shareholdings to meet the required levels. Shareholding requirements will be considered when
relevant individuals request permission to sell shares and the Committee receives annual updates on progress towards meeting these
requirements.

Ross 974,781 Ross £2,462,472
McEwan 2,047,628 McEwan £2,500,000
Ewen Ewen £837,446
Stevenson 1013739 Stevenson £1,000,000
Shares beneficially owned ® Unvested share awards Value of shares held * Requirement
Notes:

(1)  Ross McEwan holds 159,393 shares from his 2015 fixed share allowance that are included in the total shares beneficially owned but these have been excluded from the
shareholding requirements calculation as he will transfer these shares to charity at the end of the retention period.
(2)  Value of shares held is based on the share price on 31 December 2015, which was £3.02. During the year ended 31 December 2015, the share price ranged from £2.83 to

£4.04.

Shares owned

at 31 December 2015 Unvested Unvested

(or date of cessation if earlier) Long-term incentive awards Deferral Plan awards

Ross McEwan 974,781 2,028,831 18,797

Ewen Stevenson 277,300 1,013,739 —
Howard Davies 1,000
Sandy Crombie 20,000
Alison Davis 20,000
Morten Friis 20,000
Robert Gillespie 25,000
Penny Hughes 562
Brendan Nelson 12,001
Baroness Noakes 21,000
Philip Hampton 27,630

No other director had an interest in the company's ordinary shares during the year or held a non-beneficial interest in the shares of the
company at 31 December 2015, at 1 January 2015 or date of appointment if later. The interests shown above include connected
persons of the directors. As at 25 February 2016, there were no changes to the directors' interests in shares shown in the table above.

Directors’ interests under the Group’s share plans (audited)

Awards  Award Awards Market price Valueon  Awards Awards held at
Awards held at granted price vested on vesting vesting lapsed in 31 December
1 January 2015 in 2015 £ in 2015 £ £ 2015 2015  Expected vesting date
Ross McEwan 130,841 (1) 214 95,318 3.40 324,081 35,523 —
696,152 3.09 696,152 08.03.16
915,193 3.28 915,193 07.03.17
417,486 3.74 417,486 06.03.19 — 06.03.20
1,742,186 417,486 95,318 35,523 2,028,831
Ewen Stevenson 584,506 (2) 3.27 148,895 3.78 562,823 435,611 07.03.16 —07.03.17
578,128 3.74 578,128 06.03.19 — 06.03.20
584,506 578,128 148,895 1,013,739
Awards  Award Awards Market price Value on Awards Awards held at
Awards held at granted price vested on vesting vesting lapsed in 31 December
1 January 2015 in 2015 £ in 2015 £ £ 2015 2015 Expected vesting date
Ross McEwan 37,596 3.09 18,799 3.78 71,060 18,797 08.03.16

Notes:
(1) Relates to an award made to Ross McEwan on joining RBS as CEO UK Retail in September 2012 to replace awards forfeited on leaving Commonwealth Bank of Australia.
(2) Award granted to Ewen Stevenson on appointment in May 2014 to replace awards forfeited on leaving Credit Suisse.
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Total Shareholder Return (TSR) performance

The graph below shows the performance of RBS over the past seven years in terms of TSR compared with that of the companies
comprising the FTSE 100 Index. This index has been selected because it represents a cross-section of leading UK companies. The
TSR for FTSE UK banks for the same period has been added for comparison. Source: Datastream
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Chief Executive pay over same period
2015

Total remuneration (£000s) —
3,785
Annual bonus against maximum opportunity n/a

LTI vesting rates against maximum opportunity 62%

Note:
(1) 2013 remuneration includes Stephen Hester (SH) as CEO for the period to 30 September and Ross McEwan (RM) for the period from 1 October to 31 December 2013.

Change in Chief Executive pay compared with employees

The table below shows the percentage change in remuneration for the Chief Executive between 2014 and 2015 compared with the
percentage change in the average remuneration of RBS employees based in the UK. In each case, remuneration is based on salary,
benefits and annual bonus.

Salary Benefits Annual Bonus
2014 to 2015 change 2014 to 2015 change 2014 to 2015 change
Chief Executive (1) 0% 0% n/a
UK employees (2) 3.15% 3.71% (8.1%)

Notes:

(1) Executive directors are not eligible for an annual bonus. Standard benefit funding for executive directors remained unchanged between 2014 and 2015. The benefits for the
Chief Executive excludes the relocation expenses provided to Ross McEwan as part of his recruitment as CEO UK Retail in 2012. The value of relocation benefits is disclosed
each year in the total remuneration table. In 2015, Ross McEwan also received a fixed share allowance as part of his fixed pay.

(2) Data represents full year salary costs of the UK based employee population, which covers the majority of RBS employees and is considered to be the most representative
comparator group.

Relative importance of spend on pay
The table below shows a comparison of remuneration expenditure against other distributions and charges.

2015 (1)
£m
Remuneration paid to all employees (2) 5,208
Distributions to holders of ordinary shares —
Distributions to holders of preference shares and paid-in equity (3) 385
Taxation and other charges recognised in the income statement:
- Social security, Bank levy and Corporation tax 597
- Irrecoverable VAT and other indirect taxes incurred by RBS (4) 691

Notes:
(1) Numbers exclude discontinued operations, principally CFG.

(2

(3) Includes initial payment relating to the initial dividend on the Dividend Access Share in 2014.
(4) Input VAT and other indirect taxes not recoverable by RBS due to it being partially exempt.

Remuneration paid to all employees represents total staff expenses per Note 3 to the Financial Statements, exclusive of social security and other staff costs.

The items above have been included as they reflect the key stakeholders for RBS and the major categories of distributions and charges

made by RBS.
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Consideration of matters relating to directors’ remuneration

All members of the Committee are independent non-executive
directors. The Committee held nine scheduled meetings in 2015
and a further two ad hoc meetings.

Attended/

scheduled

Sandy Crombie (Chairman) 9/9
Alison Davis 9/9
Robert Gillespie 9/9

The Committee is responsible for:
approving the remuneration policy for all employees and
overseeing its implementation;
reviewing performance and making recommendations to the
Board in respect of the remuneration arrangements of the
executive directors;
approving remuneration arrangements for members and
formal attendees of the Executive Committee and employees
with total annual compensation which exceeds £1 million;
and
setting the remuneration framework and principles for
Material Risk Takers falling within the scope of UK regulatory
requirements.

In mitigating potential conflicts of interest, directors are not
involved in decisions regarding their own remuneration and
remuneration advisers are appointed by the Committee rather
than management. The terms of reference of the Committee are
reviewed annually and available on rbs.com.

Summary of the principal activity of the Committee in 2015
The Committee considered issues under the accountability
review process at every meeting. Future pay construct and
people proposition was considered at the majority of meetings.
Set out below is a summary of other key activities considered by
the Committee.

2014 performance reviews and remuneration arrangements
for members and attendees of the Executive Committee and
high earners.

Approval of variable pay pools and the Directors’
Remuneration Report.

Assessment of the performance to date of unvested LTI
awards and performance targets for 2015 awards.

Executive Committee members’ 2015 objectives.

Key external trends.

Group Sales and Service Incentive Committee annual
incentive report.

Divestment principles and leaver treatment.

Strategic direction of incentives.

Removal of incentives for customer-facing employees in
PBB.

Review of the implementation of the remuneration policy.
External environment including PRA changes to the
Remuneration Code.

Remuneration Policy Statement for the PRA.

Remuneration proposals for specific business areas including
Williams & Glyn, RCR, PBB and CIB.

2015 preliminary pay elements including bonus pool, deferral
and LTI awards.

Executive Committee members’ annual objectives for 2016.
Review of pay construct for executive directors.

Stakeholder engagement and remuneration disclosures.

Performance evaluation process

The Committee has considered the findings of the annual review
of the effectiveness of the Committee which was conducted by
Condign Board Consulting Limited, an external consultant.

Overall the review concluded that the Committee continued to
operate effectively. Executives and non-executives continued to
develop effective working relationships, supported by a more
consistent operating rhythm. In particular, the Masterclasses,
where in-depth consideration is given to specific matters,
continued to make a positive impact and the Committee had
provided strong and consistent leadership of the remuneration
agenda. The review also identified scope for improvements in
paper quality in some instances with the addition of more
comparative data and analysis.

The review included a small number of general recommendations
which are relevant for both the Board and its senior committees.
Key themes and actions arising from these general
recommendations are set out in the Board report on pages 45
and 46 and will be considered, and addressed as appropriate, at
Board level. The review also recommended that all Committee
Chairs should ensure continued focus on agenda planning and
streamlined reporting to the Board, which will be a priority for the
Committee during 2016. The review did not include any specific
recommendations relating solely to the Group Performance and
Remuneration Committee.
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Annual report on remuneration

Advisers to the Committee

The Committee reviews its selection of advisers annually.
PricewaterhouseCoopers LLP (PwC) was appointed as the
Committee’s remuneration advisers on 14 September 2010
following a review of potential advisers, and the appointment was
reconfirmed by the Committee in July 2015 after an annual
review of the quality of the advice received and fees charged.
PwC is a signatory to the voluntary code of conduct in relation to
remuneration consulting in the UK.

PwC also provide professional services in the ordinary course of
business including assurance, advisory, tax and legal advice to
RBS subsidiaries. The Chairman of the Committee is notified of
other remuneration work that is being undertaken by PwC. In
addition, there are processes in place to ensure the advice
received by the Committee is independent of any support
provided to management. As well as receiving advice from PwC
in 2015, the Committee took account at meetings of the views of
the Chairman; Chief Executive; Chief Financial Officer; Chief HR
Officer; the Director of Organisation and Performance; the Chief
Governance Officer and Board Counsel; the Chief Risk Officer;
and the Chief Conduct and Regulatory Affairs Officer. The fees
paid to PwC for advising the Committee in relation to directors’
remuneration are charged on a time/cost basis and in 2015
amounted to £121,358 excluding VAT (2014 - £137,749).

Statement of shareholding voting

The tables below set out the voting by shareholders on the
resolution to approve the Annual Report on Remuneration at the
AGM held in June 2015 and the resolution at the AGM in June
2014 when the Directors’ Remuneration Policy was last
approved.

For Against Total votes cast Withheld
21,832,926,636 | 149,116,116 | 21,982,042,752 | 37,397,980
(99.32%) (0.68%)
For Against Total votes cast Withheld

20,893,215,888 | 70,382,756 | 20,963,598,644 | 170,307,216
(99.66%) (0.34%)

Shareholders’ views on the remuneration policy

An extensive consultation is undertaken every year with major
shareholders including UKFI and other stakeholders on our
remuneration approach. The process takes place in sufficient
time for shareholders’ views to be considered prior to the
Committee making any final decisions on remuneration and
variable pay awards.

Discussions during the latest consultation covered a range of
topics including strategic direction, employee engagement, IT
resilience and cyber security. Shareholders asked a number of
questions including the process for making adjustments to the
bonus pool in relation to conduct and litigation costs. The
Chairman of the Committee explained the bonus adjustment
process and the need to consider the proximity of current
employees when making such adjustments.

The Chairman noted during discussions that, while bonus pool
levels have been coming down year on year, it was important that
RBS did not become too disconnected from industry norms and
that a commercial approach was required.

Shareholders also asked if RBS was experiencing any difficulties
in hiring employees in light of pay levels. The Chairman of the
Committee noted that, while RBS operates under a slightly
different pay construct to some competitors, this may help to
ensure employees that do join want to be part of RBS in the
longer term.

In addition to the annual consultation process, two shareholder
events took place in 2015 outside of the AGM to allow directors
to engage with private shareholders, regardless of the size of
their shareholding.

Shareholders continue to play a vital role in developing
remuneration practices that support the long-term interests of the
business and the Committee is grateful and greatly encouraged
by their involvement in the process.

Shareholder dilution

During the ten year period to 31 December 2015, awards made
that could require new issue shares under the company's share
plans represented 4.8% of the company's issued ordinary share
capital, leaving an available dilution headroom of 5.2%. The
company meets its employee share plan obligations through a
combination of new issue shares and market purchase shares.

Sandy Crombie

Chairman of the Group Performance and Remuneration
Committee

25 February 2016
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Other Remuneration Disclosures

Remuneration of eight highest paid senior executives below Board (1)

(£000s) Executive 1 Executive 2
Fixed pay (cash) 725 725
Fixed allowances 959 959
Annual bonus — —
Long-term incentive awards (vested value) 458 458
Total remuneration (2) 2,142 2,142

Notes:

Executive 3  Executive 4  Executive 5 Executive 6  Executive 7 Executive 8
600 638 550 575 600 600

600 638 550 288 600 300

735 513 363 494 — —

1,935 1,789 1,463 1,357 1,200 900

(1) Remuneration earned in 2015 for eight members of the Executive Committee. Full year earnings have been reported including those individuals promoted to the Executive

Committee part way through 2015.

(2) Disclosure includes prior year long-term incentive awards which vested during 2015. The amounts shown reflect the value of vested awards using the share price on the day the

awards vested.

How risk is reflected in our remuneration process

The RBS remuneration policy explicitly aligns remuneration with
effective risk management. Focus on risk is achieved through
clear risk input into objectives, performance reviews, the
determination of variable pay pools and incentive plan design as
well as the application of malus and clawback. The Committee is
supported in this by the BRC and the RBS Risk function.

A robust process is used to assess risk performance. A range of
measures are considered, specifically the overall Risk Profile;
Credit, Regulatory and Conduct Risk; Operational Risk;
Enterprise Risk; and Market Risk. The steps we take to ensure
appropriate and thorough risk adjustment are also fully disclosed
and discussed with the PRA and the FCA.

Variable pay pool determination

For the 2015 performance year, RBS has operated a multi-step
process which is a control function led assessment to determine
performance and therefore the appropriate bonus pool by
franchise and function.

The process considers a balanced scorecard of performance
assessments at the level of each franchise or support function.
The assessments are made across financial, customer and
people measures. Risk and conduct assessments at the same
franchise or functional level are then undertaken to ensure that
performance achieved without the appropriate risk and conduct
controls and culture is not inappropriately rewarded.

BRC will then review any material risk and conduct events and if
appropriate an underpin may be applied to the individual
business and function bonus pools and where appropriate to the
overall RBS bonus pool. BRC may recommend reduction of a
bonus pool if it considers that risk and conduct performance is
unacceptable or that the impact of poor risk management has yet
to be fully reflected in the respective inputs.

Following further review against overall performance and
conduct, the Chief Executive will make a final recommendation to
the Committee, informed by all the previous steps in the process
and his strategic view of the business. The Committee will then
make an independent decision on the final bonus pool taking all
of these earlier steps into account.

Accountability review process and malus/clawback

An accountability review process is operated that allows RBS to
respond in instances where new information would change the
variable pay decisions made in previous years and/or the
decisions to be made in the current year. Under the
accountability review process, RBS can apply malus and
clawback.

Malus can be applied to reduce (if appropriate to zero) the
amount of any variable pay awards prior to payment taking place.
Clawback provisions can also be applied to recover awards that
have vested. Any variable pay awarded to Material Risk Takers
from 1 January 2015 onwards is subject to clawback for seven
years from the date of grant. For the 2016 performance year this
period can be extended to ten years for executive directors and
other Senior Managers under the PRA Senior Manager regime.
Malus and clawback can be applied to current and former
employees.

There are a number of trigger events under which malus and
clawback will be considered including:

the individual participating in or being responsible for
conduct which results in significant losses for RBS;

the individual failing to meet appropriate standards of fitness
and propriety;

reasonable evidence of an individual’s misbehaviour or
material error;

RBS or the individual’s relevant business unit suffering a
material failure of risk management; and

in the case of malus only, circumstances where there has
been a material downturn in financial performance.

During 2015 a number of issues and events were considered
under the accountability review framework. The outcomes
covered a range of actions including: reduction and forfeiture of
unvested awards through malus; reduction of current year
variable pay awards; dismissal with forfeiture of unvested
awards; and suspension of awards pending further investigation.

Remuneration regulatory requirements

As in previous years, we have received the required regulatory
confirmation in order to conclude our year end remuneration
process.
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Other Remuneration Disclosures

Our remuneration policy for all employees
The remuneration policy supports the business strategy and is designed to promote the long-term success of RBS. It aims to reward
employees for delivering good performance against targets provided this is achieved in a manner consistent with our values and within
acceptable risk parameters. The remuneration policy applies the same principles to all employees including Material Risk Takers
(MRTSs) subject to UK regulatory requirements (1). The current key elements underpinning the remuneration policy are set out below.

Base salary

Role-based
allowance

Benefits
(including
pension)

Annual bonus

Long-term
incentive
awards

Other share
plans

Note:

To aid recruitment and retention
of high performing individuals
whilst paying no more than is
necessary. To provide a
competitive level of fixed cash
remuneration, reflecting the skills
and experience required, and to
discourage excessive risk taking.

To provide fixed pay that reflects
the skills and experience required
for the role.

To provide a range of flexible and
market competitive benefits. To
encourage planning for retirement
and long-term savings.

To support a culture where
employees recognise the
importance of serving customers
well and are rewarded for
superior performance.

To support a culture where good
performance against a full range
of measures will be rewarded. To
encourage the creation of value
over the long term and to align
further the rewards of the
participants with the returns to
shareholders.

To offer employees in certain
jurisdictions the opportunity to
acquire shares.

Base salaries are reviewed annually and should reflect the talents, skills and
competencies that the individual brings to the business.

Allowances are provided to certain employees in key roles in line with market
practice and qualify as fixed remuneration for regulatory requirements. They
are delivered in cash and/or shares depending on the level of the allowance
and the seniority of the recipient. Shares are subject to an appropriate
retention period, not less than six months.

In most jurisdictions, employee benefits or a cash equivalent are provided
from a flexible benefits account.

The annual bonus pool is based on a balanced scorecard of measures
including customer, financial, risk and people measures. Allocation from the
pool depends on performance of the franchise or function and the individual.
Individual performance assessment is supported by a structured performance
management framework.

Immediate cash awards are limited to a maximum of £2,000. Under the
deferral arrangements a significant proportion of annual bonus awards for our
more senior employees are deferred over a minimum three year period.
Awards are subject to malus and clawback provisions. For MRTs, a minimum
of 50% of any annual bonus is delivered in shares and subject to a minimum
six month retention period post vesting in line with regulatory requirements.

Guaranteed awards are only used in very limited circumstances in
accordance with regulatory requirements.

RBS provides certain employees in senior roles with long-term incentive
awards. Awards are structured as performance-vesting shares. Performance
is typically measured over a three year period.

The amount of the award that vests may vary between 0% -100% depending
on the performance achieved. Awards are subject to malus and clawback
provisions and a minimum six month retention period applies to MRTs post
vesting.

Employees in certain countries are eligible to contribute to share plans which
are not subject to performance conditions.

(1) The EBA has issued criteria for identifying MRT roles i.e. staff whose professional activities have a material influence over RBS’ performance or risk profile. The criteria for
identifying MRTSs are both Qualitative (based on the nature of the role) and Quantitative (i.e. those who exceed the stipulated total remuneration threshold based on the previous
year’s total remuneration).

The Qualitative criteria can be summarised as: staff within the management body; senior management; other staff with key functional or managerial responsibilities; staff,
individually or as part of a Committee, with authority to approve new business products or to commit to credit risk exposures and market risk transactions above certain levels.
The Quantitative criteria are: individuals earning €500,000 or more in the previous year; individuals in the top 0.3% of earners in the previous year; individuals who earned more
than the lowest paid identified staff per the Qualitative criteria, subject to specific exceptions in the criteria.

In accordance with UK regulatory requirements and the RBS Staff Dealing Rules, the conditions attached to discretionary share-based
awards prohibit the use of any personal hedging strategies to lessen the impact of a reduction in value of such awards.
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Other Remuneration Disclosures

Remuneration of MRTs

The quantitative disclosures below are made in accordance with
Article 450 of the EU Capital Requirements Regulation in relation
to 707 employees who have been identified as MRTs.

Aggregate remuneration expenditure in respect of 2015
performance was as follows:

PBB CPB CiB Rest of RBS Total
£m £m £m £m £m
17.9 35.4 118.1 198.9 370.3

Consisted of salaries, allowances, pensions and benefits.

Senior
management Other MRTs Total
Number of beneficiaries 11 696 707
£m £m £m
Total fixed remuneration 16.5 2252 241.7

Consisted of deferred awards payable over a minimum three year
period. Under the RBS bonus deferral structure cash awards are
limited to £2,000 per employee.

Senior
management Other MRTs Total
Number of beneficiaries — 482 482
£m £m £m
Variable remuneration (cash) — 1.8 1.8
Deferred remuneration (bonds) — 10.6 10.6
Deferred remuneration (shares) — 82.1 82.1

Long-term incentive awards vest subject to the extent to which
performance conditions are met and can result in zero payment.

Senior
management Other MRTs Total
Number of beneficiaries 11 104 115
£m £m £m
Long-term incentive awards 17.5 16.6 34.1

The variable component of total remuneration for MRTs at RBS
shall not exceed 100% of the fixed component. Based on the
information disclosed above, the average ratio between fixed and
variable remuneration for 2015 is approximately 1:0.5

The table below includes deferred remuneration awarded or paid
out in 2015 in respect of prior performance years. Deferred
remuneration reduced during the year relates to long-term
incentives lapsed when performance conditions are not met,
long-term incentives and deferred awards forfeited on leaving
and malus of prior year deferred awards and long-term
incentives.

Senior

management Other MRTs

£m £m

Unvested from prior year 28.5 304.9
Awarded during the financial year 14.8 140.5
Paid out 8.1 134.9
Reduced from prior years 1.1 54.0
Unvested at year end 34.2 256.9

RBS does not operate ‘Sign-on awards’. Guaranteed variable
remuneration may be used for new hires in compensation for
awards foregone in their previous company. One such payment
of £320,000 is included in the tables above. This relates to a
commitment on recruitment made in respect of one new
employee. These awards are still subject to deferral.

No severance payments were made outside of contractual
payments or standard policy entitlements related to termination of
employment such as pay in lieu of notice and benefits.

In the relevant tables above, assumptions have been made for
the notional value of LTI (verified by external advisors) and
forfeitures through resignation for deferred awards. In addition,
the share price relevant to the date of the event or valuation point
has been used.

All staff total remuneration
The average salary for all employees is £37,000.
14,200 employees earn between £50,000 and £100,000.
6,000 employees earn between £100,000 and £250,000.
1,100 employees earn total remuneration over £250,000.

Total remuneration by band for all Number of Number of

. . employees employees
employees earning >€1 million 2015 2014
€1.0m - €1.5m 59 67
€1.5m - €2.0m 33 32
€2.0m - €2.5m 13 17
€2.5m - €3.0m 7 4
€3.0m - €3.5m 4 4
€3.5m - €4.0m 1 1
€4.0m - €4.5m 2 0
€4.5m - €5.0m 0 1
€5.0m - €6.0m 1 4
€6.0m - €7.0m 1 1
Total 121 131
Notes:

(1)Total remuneration in the table above includes fixed pay, pension and benefit
funding and variable pay (including actual value of LTI vesting in 2015) after the
application of malus.

(2)Executive directors and employees of CFG are not included in the table.

The table is based on an exchange rate where applicable of €1.377 to £1 as at 31
December 2015 and amounts disclosed for 2014 have been restated using the
same exchange rate so that comparison can be made on a like for like basis.

Employees that earned total remuneration of over €1 million in
2015 represent just 0.1% of our employees. This number reduces
to 105 employees if we exclude pension and benefit funding.
These employees include those who manage major businesses
and functions with responsibility for significant assets, earnings or
areas of strategic activity and can be grouped as follows:
The CEOs responsible for each area and their direct reports.
Employees managing large businesses within a franchise.
Income generators responsible for high levels of income
including those involved in managing trading activity and
supporting clients with more complex financial transactions,
including financial restructuring.
Those responsible for managing our balance sheet and
liquidity and funding positions across the business.
Employees managing the successful disposal of assets in
RCR and reducing RBS’ capital requirements.

83



Compliance report

Statement of compliance
RBS is committed to high standards of corporate governance,
business integrity and professionalism in all its activities.

Throughout the year ended 31 December 2015, RBS has
complied with all of the provisions of the UK Corporate
Governance Code issued by the Financial Reporting Council
dated September 2014 (the “Code”) except in relation to
provision (D.2.2) that the Group Performance and Remuneration
Committee should have delegated responsibility for setting
remuneration for the Chairman and executive directors. RBS
considers that this is a matter which should rightly be reserved for
the Board and this is an approach RBS has adopted for a number
of years. Remuneration for the executive directors is first
considered by the Group Performance and Remuneration
Committee which then makes recommendations to the Board for
consideration. This approach allows all non-executive directors,
and not just those who are members of the Group Performance
and Remuneration Committee, to participate in decisions on the
executive directors’ and the Chairman’s remuneration and also
allows the executive directors to input to the decision on the
Chairman’s remuneration. The Board believes this approach is
very much in line with the spirit of the Code and no director is
involved in decisions regarding his or her own remuneration. We
do not anticipate any changes to our approach on this aspect of
the Code. Information on how RBS has applied the main
principles of the Code can be found in the Corporate governance
report on pages 36 to 83. A copy of the Code can be found at
www.frc.org.uk

RBS has also implemented the recommendations arising from
the Walker Review and complied in all material respects with the
Financial Reporting Council Guidance on Audit Committees
issued in September 2012.

Under the US Sarbanes-Oxley Act of 2002, specific standards of
corporate governance and business and financial disclosures and
controls apply to companies with securities registered in the US.
RBS complies with all applicable sections of the US Sarbanes-
Oxley Act of 2002, subject to a number of exceptions available to
foreign private issuers.

The Board of Directors is responsible for the system of internal
controls that is designed to maintain effective and efficient
operations, compliant with applicable laws and regulations. The
system of internal controls is designed to manage, or mitigate,
risk to an acceptable residual level rather than eliminate it
entirely. Systems of internal control can only provide reasonable
and not absolute assurance against material misstatement, fraud
or loss.

Ongoing processes for the identification, evaluation and
management of the principal risks faced by RBS operated
throughout the period from 1 January 2015 to 25 February 2016,
the date the directors approved the Annual Report & Accounts.
These processes include the semi-annual Control Environment
Certification process which requires senior members of the
executive and management to assess the adequacy and
effectiveness of their internal control frameworks and certify that
their business or function is compliant with the requirements of
Sarbanes-Oxley Section 404 and the UK Corporate Governance
Code Section C2. The policies that govern these processes —
and reports on internal controls arising from them — are reviewed
by the Board and meet the requirements of the Financial
Reporting Council’s Guidance On Risk Management Internal
Control & Related Financial & Business Reporting issued in
September 2014.

RBS operates a three lines of defence model, which provides a
framework for responsibilities and accountabilities across the
organisation. As part of their second line of defence roles, the
Risk and Conduct & Regulatory Affairs functions oversee and
challenge the firm-wide management of risk and the efficacy of
the related controls. In addition, the Risk function is responsible
for developing material risk policies and strategic frameworks for
the business to use.

The effectiveness of RBS’s internal controls is reviewed regularly
by the Board, the Group Audit Committee and the Board Risk
Committee. Internal Audit undertakes independent assurance
activities and provides reports to the Board and executive
management on the quality and effectiveness of governance, risk
management and internal controls to monitor, manage and
mitigate risks in achieving the bank’s objectives. In addition, the
Board receives monthly risk management reports. Executive
management committees in each of the RBS businesses also
receive regular reports on significant risks facing their business
and how they are being controlled. Details of the bank’s approach
to risk management are given in the Capital and Risk
Management section.

Over recent years, RBS has made progress strengthening the
control environment. However, more needs to be done. The bank
is continuing on its journey of improvement, building on the
established control environment, strengthening and remediating
where appropriate. Areas of particular focus during 2015 included
the work carried out to continue embedding the three lines of
defence model (see page 136 for further details). In addition, pre-
existing risk appetite has been strengthened with enhanced
statements introduced across risk types and business disciplines
to support a robust and holistic control approach. In parallel with
this, progress has been made in establishing a consistent end-to-
end risk and control assessment process across RBS. Allied with
continuing efforts aimed at developing, enhancing and
embedding a strong and dynamic risk culture across each of the
franchises and functions, these programmes and other initiatives
will continue in 2016.
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Compliance report

The remediation of known control issues remained an important
focus of the Group Audit Committee and the Board Risk
Committee during 2015. For further information on their oversight
of remediation of the most significant issues, please refer to the
Report of the Group Audit Committee and the Report of the
Board Risk Committee. The Group Audit Committee has received
confirmation that management has taken, or is taking, action to
remedy significant failings or weaknesses identified through
RBS’s control framework. The Group Audit Committee and the
Board Risk Committee will continue to focus on such remediation
activity, particularly in view of the transformation agenda.

While not being part of the bank’s system of Internal control, the
bank’s independent auditors present to the Group Audit
Committee reports that include details of any significant internal
control deficiencies they have identified. Further, the system of
internal controls is also subject to regulatory oversight in the UK
and overseas. Additional details of regulatory oversight are given
in the Capital & Risk Management section.

RBS 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 2015.

RBS has assessed the effectiveness of its internal control over
financial reporting as of 31 December 2015 based on the criteria
set forth by the Committee of Sponsoring Organizations of the
Treadway Commission in the 2013 publication of ‘Internal Control
- Integrated Framework'.

Based on its assessment, management has concluded that, as of
31 December 2015, RBS'’s internal control over financial
reporting is effective.

RBS'’s auditors have audited the effectiveness of RBS'’s internal
control over financial reporting and have given an unqualified
opinion.

Management's report on RBS’s internal control over financial
reporting will be filed with the Securities and Exchange
Commission as part of the 2015 Annual Report on Form 20-F.

As required by US regulations, management (including the Chief
Executive and Chief Financial Officer) have conducted an
evaluation of the effectiveness and design of RBS’s disclosure
controls and procedures (as defined in the Exchange Act rules)
as at 31 December 2015. Based on this evaluation, management
(including the Chief Executive and Chief Financial Officer)
concluded that RBS’s disclosure controls and procedures were
effective as of the end of the period covered by this annual
report.

There was no change in RBS’s internal control over financial
reporting that occurred during the period covered by this report
that has materially affected, or is reasonably likely to materially
affect, RBS’s internal control over financial reporting.

As a foreign issuer with American Depository Shares
representing ordinary shares, preference shares and debt
securities listed on the New York Stock Exchange (the “NYSE”),
RBS is not required to comply with all of the NYSE standards
applicable to US domestic companies (the “NYSE Standards”)
provided that it follows home country practice in lieu of the NYSE
Standards and discloses any significant ways in which its
corporate governance practices differ from the NYSE Standards.
RBS is also required to provide an Annual Written Affirmation to
the NYSE of its compliance with the applicable NYSE Standards.

The Group Audit Committee fully complies with the mandatory
provisions of the NYSE Standards (including by reference to the
rules of the Exchange Act) that relate to the composition,
responsibilities and operation of audit committees. In April 2015,
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 Group
Audit Committee and its work during 2015 is set out in the Group
Audit Committee report on pages 49 to 54.

RBS has reviewed its corporate governance arrangements and is
satisfied that these are consistent with the NYSE Standards,
subject to the following departures: (i) the Chairman of the Board
is also the Chairman of the Group Nominations Committee, which
is permitted under the Code (since the Chairman was considered
independent on appointment); (ii) although the members of the
Group Performance and Remuneration Committee are deemed
independent in compliance with the provisions of the Code, the
Board has not assessed the independence of the members of the
Group Performance and Remuneration Committee and of its
compensation committee advisers in accordance with the
independence tests prescribed by the NYSE Standards; and (iii)
the NYSE Standards require that the compensation committee
must have direct responsibility to review and approve the Chief
Executive’s remuneration. As stated at the start of this
Compliance report, in the case of RBS, the Board, rather than the
Group Performance and Remuneration Committee, reserves the
authority to make the final determination of the remuneration of
the Chief Executive. RBS’s Group Audit, Board Risk, Sustainable
Banking and Group Nominations Committees are otherwise
composed solely of non-executive directors deemed by the Board
to be independent.

This Compliance report forms part of the Corporate governance
report and the Report of the directors.
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Report of the directors

The directors present their report together with the audited
accounts for the year ended 31 December 2015.

Group structure

The company is a 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.
Details of the principal subsidiary undertakings of the company
are shown in Note 7 on page 361 and 362. A full list of subsidiary
undertakings of the company is shown in Note 15 on pages 365
to 373.

Following placing and open offers in December 2008 and in April
2009, HM Treasury (HMT) owned approximately 70.3% of the
enlarged ordinary share capital of the company. In December
2009, the company issued a further £25.5 billion of new capital to
HMT in the form of B shares. HMT sold 630 million of its holding
of the company’s ordinary shares in August 2015. In October
2015 HMT converted its entire holding of 51 billion B shares into
5.1 billion new ordinary shares of £1 each in the company.

At 31 December 2015, HMT’s holding in the company’s ordinary
shares was 72.6%.

Organisational change

On 26 February 2015, RBS announced its commitment to
becoming a leaner, less volatile business based around its core
franchises of Personal & Business Banking (PBB) and
Commercial & Private Banking (CPB). To support this, a number
of initiatives have been announced which include but are not
limited to:

the restructuring of Corporate & Institutional Banking (CIB)
into go-forward CIB and CIB Capital Resolution;

the divestment of Citizens;

the sale of the international private banking business; and
the run down of RBS Capital Resolution (RCR), one year
ahead of schedule.

Business structure
RBS continues to deliver on its plan to build a strong, simple and

fair bank for both customers and shareholders. To support this
and reflect the progress made on the initiatives above the
previously reported operating segments will now realign as
follows:
Personal & Business Banking (PBB) comprises two reportable
segments:
UK PBB serves individuals and mass affluent customers
in the UK together with small businesses (generally up to
£2 million turnover). UK PBB includes Ulster Bank
customers in Northern Ireland.
Ulster Bank Rol serves individuals and businesses in the
Republic of Ireland (Rol).

Commercial & Private Banking (CPB) comprises three reportable
segments:
Commercial Banking serves commercial and corporate
customers in the UK and Western Europe.

Private Banking serves UK connected high net worth
individuals.

RBS International (RBSI) serves retail, commercial,
corporate and financial institution customers in Jersey,
Guernsey, Isle of Man and Gibraltar.

CIB serves UK and Western European corporate customers, and
global financial institutions, supported by trading and distribution
platforms in the UK, US and Singapore.

Capital Resolution includes CIB Capital Resolution and the
remainder of RBS Capital Resolution (RCR).

Williams & Glyn (W&G) comprises RBS England and Wales
branch-based businesses, along with certain small and medium
enterprises and corporate activities across the UK. During the
period presented W&G has not operated as a separate legal
entity. The perimeter of the segment currently reported does not
include certain portfolios that are ultimately intended to be
divested as part of W&G, for example, certain NatWest branches
in Scotland.

Central items & other includes corporate functions, such as
treasury, finance, risk management, compliance, legal,
communications and human resources. Central functions
manages RBS capital resources and RBS-wide regulatory
projects and provides services to the reportable segments.
Balances in relation to Citizens and the international private
banking business are included in Central items in the relevant
periods.

Results and dividends

The loss attributable to the ordinary shareholders of the company
for the year ended 31 December 2015 amounted to £1,979
million compared with a loss of £3,470 million for the year ended
31 December 2014, as set out in the consolidated income
statement on page 260.

The company did not pay a dividend on ordinary shares in 2014
or 2015.

In the context of prior macro-prudential policy discussions, the
Board decided to partially neutralise any impact on Core Tier 1
capital of coupon and dividend payments in respect of 2014 and
2015 Group hybrid capital instruments through equity issuances
of ¢.£300 million. Consequently, approximately £300 million was
raised during 2014 and 2015 through the issue of new ordinary
shares and the Board has decided a further £300 million of new
equity will be issued during the course of 2016 to again partially
neutralise the CET1 impact of coupon and dividend payments.

The Dividend Access Share (DAS) retirement agreement was
approved at the General Meeting of shareholders held on 25
June 2014. The first dividend payment on the DAS of £320
million was made in the third quarter of 2014. The balance of
£1.18 billion is subject to an uplift at 5% per annum from 1
January 2016 until 1 January 2021. The uplift rate on any unpaid
balance is 10% per annum thereafter. RBS intends to pay a final
dividend on the Dividend Access Share (DAS) during the first half
of 2016 subject to final Board and PRA approval, further
normalising the capital structure of the bank and removing an
obstacle toward the resumption of capital distributions.
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Business review

RBS is engaged principally in providing a wide range of banking
and other financial services. Further details of the organisational
structure and business overview of RBS, including the products
and services provided by each of its segments, are contained in
the Business review on page 93. Details of the strategy for
delivering the company’s objectives can be found in the Strategic
report.

RBS'’s future performance and results could be materially
different from expected results depending on the outcome of
certain potential risks and uncertainties. Full details of these and
other risk factors are set out on pages 390 to 414.

The reported results of RBS are also sensitive to the accounting
policies, assumptions and estimates that underlie the preparation
of its financial statements. Details of RBS’s critical accounting
policies and key sources of accounting judgments are included in
Accounting policies on pages 276 to 279.

RBS’s approach to risk management, including its financial risk
management objectives and policies and information on RBS’s
exposure to price, credit, liquidity and cash flow risk, is discussed
in the Business review: Capital and risk management.

A review of RBS's performance during the year ended 31
December 2015, including details of each segment, and RBS's
financial position as at that date is contained in the Business
review on pages 101 to 127.

In 2007, RFS Holdings B.V., which was jointly owned by RBS,
the Dutch State (successor to Fortis) and Santander completed
the acquisition of ABN AMRO Holding N.V.

Following the announcements in April 2011 by the Boards of
RBSG, RBS plc, RBS Holdings and RBS N.V., a substantial part
of the business activities of RBS N.V. had been successfully
transferred to RBS plc by the end of 2012, with further transfers
in 2013 and 2014. There have been no transfers in 2015, the
focus continues to be on further de-risking the RBS N.V. balance
sheet.

To comply with the European Commission State Aid
requirements RBS agreed a series of restructuring measures.
These include the divestment of Direct Line Insurance Group plc
(completed in 2014) the sale of 80.01% of RBS’s Global
Merchant Services business (completed in 2010) and the sale of
substantially all of the RBS Sempra Commodities joint venture
business (largely completed in 2010), as well as the divestment
of the RBS branch-based business in England and Wales and
the NatWest branches in Scotland, along with the direct SME
customers across the UK (“UK branch-based businesses”).

In September 2013, RBS reached an agreement with an investor
consortium led by Corsair Capital and Centerbridge Partners for
an investment in these businesses ahead of a stock market
flotation. This includes 308 RBS branches in England and Wales.
The new bank will be called Williams & Glyn, the brand RBS
used for its branches in England and Wales before 1985. The
Group’s target remains full divestment by the end of 2017.

Following an IPO in 2014 when RBS disposed of 30% of its
shareholding in Citizens Financial Group Inc., RBS disposed of
further tranches of shares in March 2015 (28%), August 2015
(21%) and October 2015 (21%). Consequently, RBS has
completed its divestment of Citizens.

Employees

As at 31 December 2015, RBS employed 93,659 people (full-time
equivalent basis, including temporary workers) throughout the
world. Details of related costs are included in Note 3 on the
consolidated accounts.

Our values, introduced in 2012, guide our actions every day, in
every part of our business. They are at the heart of the way we
work. They are embedded within our behavioural frameworks -
this means the way we recruit, promote, reward and manage our
people are all aligned.

Building a healthy culture and risk culture that lives up to our
values is one of our core priorities. We have governance to
monitor and guide and track progress on our cultural goals. We
gather qualitative and quantitative feedback to assess our
progress and respond accordingly. We do this in tandem with
feedback from regulators and industry bodies.

We recognise that building an engaged, healthy and inclusive
workforce is crucial if we are to achieve our ambition. We
continue to ask people across the Bank to share their thoughts
on what it’s like to work at RBS via our annual employee survey
(OurView). The results enable our people leaders to monitor
levels of engagement and work with their teams to make
improvements. It also enables us to monitor employee perception
and the progress we are making versus our goals. Our most
recent survey, in which more than 62,000 colleagues took part,
showed significant improvement in employee engagement and
leadership.

In 2015 we launched determined to make a difference, an
internal campaign that provides a rallying call for our employees.
It was drawn from our extensive research with staff and is based
on their reflections about the difference we make for our
customers, colleagues, communities and shareholders.
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Our approach to performance management allows us to provide
clarity for our people about how their individual contribution links
to our ambition. It recognises behaviour that supports our values
and holds individuals to account for behaviour and performance
that does not.

In the UK we are a living wage employer meaning that we
adhere to Living Wage Benchmarks (both national and London)
for all employees. All third party contractors who regularly work in
our buildings will also be in scope by 2017 at the latest.

In 2015, we announced the removal of incentive schemes for our
customer facing employees in Personal & Business Banking.
Instead, we gave every eligible employee an increase to their
guaranteed pay. This change ensures that our people are paid
clearly, fairly and simply for the job they do for our customers
every day. It also ensures our customers can be certain that if
they take a product from us, it has no financial impact on what
our people are paid.

Developing great leaders with the capability to deliver our
ambition is a key priority. In 2015, we launched ‘Determined to
lead’, a programme that focuses on great people management, a
consistent tone from leaders throughout the Bank and the tools to
engage our people. In 2015 we trained over 13,000 leaders.

We are committed to professionalising all our people. We offer a
wide range of learning which can be mandatory, role specific or
related to personal development.

We have mandatory learning that has to be completed by
everyone and is focused on keeping our people, our customers
and the Bank safe. Elements of our learning have been aligned to
the Chartered Banker: Professional Standards Board foundation
standards. We committed that our people in the UK (excluding
Williams & Glyn and Ulster Bank) would complete this learning in
2015.

We have hired over 250 graduates and over 300 Apprentices in
2015. We have been accredited by “Investors in Young People”
for how we attract, recruit and develop our talent.

We offer a wide range of health benefits and services to help
maintain physical and mental health, and support our people if
they become unwell.

In 2015, our wellbeing programme focused on three main areas;
Mental Health, Physical Health and Resilience. Activities include
the continued promotion of Lifematters (RBS’s Employee
Assistance Programme), participation in the Global Corporate
Challenge, the launch of Resilience programmes and continued
support for Time to Change, the UK’s biggest programme to
challenge mental health stigma.

We recognise employee representatives such as trade unions
and work councils in a number of businesses and countries.
There has been ongoing engagement and discussion with those
bodies given the changes the bank announced in February 2015.
Management have continued to meet regularly with our European
Employee Council to discuss developments and update on the
progress of our strategic plans.

Building a more inclusive bank is essential for our customers and
colleagues. Our inclusion policy standard applies to all our people
globally.

During 2015 we continued our roll out of unconscious bias
learning for all employees. We've introduced a gender goal to
have at least 30% of women in the bank’s top three leadership
levels by 2020. Further, we aim to have 50/50 balance at all
levels by 2030. This is supported by the launch of a female
development proposition. An increased focus on disability has led
to the development of a comprehensive plan to support our
colleagues and customers with additional needs and will help
RBS achieve its ambition of becoming a ‘disability smart’
organisation. From an LGBT perspective, we continue to deliver
improvements to our people policies and customer operating
procedures, including the introduction of guidance to support
employees going through gender transition, introducing the ‘Mx’
honorific, and improving our customer gender change process.
We are finalising plans to improve our ethnic representation
within senior roles and are continuing to support our 15,000
strong employee-led networks.

RBS has been recognised for its work on Equality, Diversity and
Inclusion by our Platinum ranking from Opportunity Now (gender)
- our Gold ranking for Race for Opportunity (race); retaining a
position in the Times Top 50 Employers for Women; and
improving upon our ranking in the Stonewall Workplace Equality
Index (LGBT).

Sustainability

Our purpose is to serve customers well. We will rebuild our
reputation and earn our customers’ trust by putting customers
first, making RBS a great place to work, supporting our
communities and being mindful of environmental impacts. The
Sustainable Banking Committee’s role is to support the Board in
overseeing, supporting and challenging actions being taken by
management to run the bank as a sustainable business.

For more information on our approach and progress please read
the RBS Sustainability Report, available on rbs.com/sustainable.

Greenhouse gas emissions

Disclosures relating to greenhouse gas emissions are included in
the Strategic report on page 35.

88



Report of the directors

Going concern

RBS’s 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.
The risk factors which could materially affect RBS'’s future results
are set out on pages 390 to 414. RBS'’s regulatory capital
resources and significant developments in 2015 and anticipated
future developments are detailed on pages 145 to 160. The
liquidity and funding section on pages 159 to 170 describes
RBS'’s funding and liquidity profile, including changes in key
metrics, the build up of liquidity reserves and the outlook for
2016.

Having reviewed RBS’s forecasts, projections and other relevant
evidence, the directors have a reasonable expectation that RBS
and the company will continue in operational existence for the
foreseeable future. Accordingly, the financial statements of RBS
and of the company have been prepared on a going concern
basis.

Viability statement

Under the revised UK Corporate Governance Code the directors
are required to confirm that they have carried out a robust
assessment of the Bank’s principal risks and make a longer term
viability statement. This is set out in the Strategic report on page
32.

BBA disclosure code

RBS’s 2015 financial statements have been prepared in
compliance with the principles set out in the Code for Financial
Reporting Disclosure published by the British Bankers'
Association in 2010.The Code sets out five disclosure principles
together with supporting guidance. The principles are that RBS
and other major UK banks will provide high quality, meaningful
and decision-useful disclosures; review and enhance their
financial instrument disclosures for key areas of interest to
market participants; assess the applicability and relevance of
good practice recommendations to their disclosures
acknowledging the importance of such guidance; seek to
enhance the comparability of financial statement disclosures
across the UK banking sector; and clearly differentiate in their
annual reports between information that is audited and
information that is unaudited.

Enhanced Disclosure Task Force (EDTF)

The EDTF established by the Financial Stability Board, published
its report ‘Enhancing the Risk Disclosures of Banks’ in October
2012. All EDTF recommendations are reflected in the 2015
Annual Report and Accounts and Pillar 3 Report.

Corporate governance

The company is committed to high standards of corporate
governance. Details are given in the Corporate governance
report on pages 36 to 83. The Corporate governance report and
compliance report (pages 84 and 85) form part of this Report of
the directors.

Share capital

Details of the ordinary and preference share capital at 31
December 2015 and movements during the year are shown in
Note 24 on the consolidated accounts.

During 2015, the company allotted and issued a total of 90.1
million new ordinary shares of £1 each for the purposes of
ensuring 2015 coupon payments on discretionary hybrid capital
securities were partly neutralised from a Core Tier 1 capital
perspective. The shares were allotted to UBS AG at the
subscription prices determined by reference to the average
market prices during the sale periods set out below.

Number of ~ Subscription
shares sold price

Share price on

Sale period Gross proceeds allotment

21.3m  352.070p 26/2/15-15/4/15 £75 million 355.7p
21.3m  352.811p 30/4/15-11/6/15 £75 million 361.5p
47.5m  315.942p 30/7/15-17/12/15 £150 million 294.7p

In the three years to 31 December 2015, the percentage increase
in issued share capital due to non-pre-emptive issuance
(excluding employee share schemes) for cash was 2.2.%.

In addition, the company issued 69 million shares in connection
with employee share schemes during 2015.

In October 2015, HMT converted its entire holding of 51 billion B
shares into 5.1 billion new ordinary shares of £1 each.

Authority to repurchase shares

At the Annual General Meeting in 2015, shareholders authorised
the company to make market purchases of up to 643,628,671
ordinary shares. The directors have not exercised this authority to
date. Shareholders will be asked to renew this authority at the
Annual General Meeting in 2016.

Additional information

Where not provided elsewhere in the Report of the directors, the
following additional information is required to be disclosed by Part
6 of Schedule 7 to the Large and Medium-sized Companies and
Groups (Accounts and Reports) Regulations 2008.

The rights and obligations attached to the company’s ordinary
shares and preference shares are set out in the company’s
Articles of Association, copies of which can be obtained from
Companies House in the UK or can be found at rbs.com>about
us.

On a show of hands at a general meeting of the company every
holder of ordinary shares and cumulative preference shares
present in person or by proxy and entitled to vote shall have one
vote. On a poll, every holder of ordinary shares or cumulative
preference shares present in person or by proxy and entitled to
vote shall have four votes for every share held. The notices of
Annual General Meetings and General Meetings specify the
deadlines for exercising voting rights and appointing a proxy or
proxies to vote in relation to resolutions to be passed at the
meeting.

The cumulative preference shares represent less than 0.008% 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).
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Pursuant to the Listing Rules of the FCA, certain employees of
the company require the approval of the company to deal in the
company’s shares.

The rules governing the powers of directors, including in relation
to issuing or buying back shares and their appointment are set
out in the company’s Articles of Association. It will be proposed at
the 2016 Annual General Meeting that the directors be granted
authorities to allot shares under the Companies Act 2006. The
company’s Articles of Association may only be amended by a
special resolution at a general meeting of shareholders.

A number of the company’s share plans include restrictions on
transfers of shares while shares are subject to the plans or the
terms under which the shares were awarded.

The rights and obligations of holders of non-cumulative
preference shares are set out in Note 24 on the consolidated
accounts.

Except in relation to the Dividend Access Share, 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 of
Scotland plc and Ulster Bank Dublin Trust Company as Trustees.
Voting rights are exercised by the Trustees on receipt of
participants’ instructions. If a participant does not submit an
instruction to the Trustee no vote is registered.

The Royal Bank of Scotland plc 1992 Employee Share Trust, The
Royal Bank of Scotland Group plc 2001 Employee Share Trust
and The Royal Bank of Scotland Group plc 2007 US Employee
Share Trust hold shares on behalf of RBS’s 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 a takeover bid situation.

Awards granted under the company’s employee share plans may
be met through a combination of newly issued shares and shares
acquired in the market by the company’s employee benefit trusts.

A change of control of the company following a takeover bid may
cause a number of agreements to which the company is party to
take effect, alter or terminate. All of the company’s employee
share plans contain provisions relating to a 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 a whole,
these agreements are not considered to be significant.

Directors
The names and brief biographical details of the current directors
are shown on pages 37 to 40.

Sandy Crombie, Alison Davis, Morten Friis, Robert Gillespie,
Penny Hughes, Ross McEwan, Brendan Nelson, Baroness
Noakes and Ewen Stevenson all served throughout the year and
to the date of signing of the financial statements.

Howard Davies was appointed to the Board on 14 July 2015 and
assumed the role of Chairman on 1 September 2015. Mike
Rogers was appointed to the Board on 26 January 2016.

Philip Hampton stepped down from the Board on 31 August
2015.

All directors of the company are required to stand for election or
re-election annually by shareholders at the Annual General
Meeting and, in accordance with the UK Listing Rules, the
election or re-election of independent directors requires approval
by all shareholders and also by independent shareholders.

The interests of the directors in the shares of the company at 31
December 2015 are shown on page 77. None of the directors
held an interest in the loan capital of the company or in the
shares or loan capital of any of the subsidiary undertakings of the
company, during the period from 1 January 2015 to 25 February
2016.

In terms of section 236 of the Companies Act 2006 (the
“Companies Act”), Qualifying Third Party Indemnity Provisions
have been issued by the company to its directors, members of
the RBS Executive Committee, PRA/FCA Approved Persons and
certain directors and/or officers of RBS subsidiaries.

In terms of section 236 of the Companies Act, Qualifying Pension
Scheme Indemnity Provisions have been issued to all trustees of
RBS pension schemes.

Post balance sheet events

Other than the matter disclosed on page 355, there have been no
significant events between the year end and the date of approval
of these accounts which would require a change to or disclosure
in the accounts.

Controlling shareholder

In accordance with the UK Listing Rules, the company has
entered into an agreement with HM Treasury (the ‘Controlling
Shareholder’) which is intended to ensure that the Controlling
Shareholder complies with the independence provisions set out
in the UK Listing Rules. The company has complied with the
independence provisions in the relationship agreement and as far
as the company is aware the independence and procurement
provisions in the relationship agreement have been complied with
in the period by the controlling shareholder.
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Shareholdings

The table below shows shareholders that have notified RBS that
they hold more than 3% of the total voting rights of the company
at 31 December 2015.

Solicitor For The Affairs of Her % of total
Majesty’s Treasury as Nominee Number of shares % of share class  voting rights
for Her Majesty’s Treasury (millions) held held
Ordinary shares 8,434 72.6 72.6

As at 25 February 2016, there were no changes to the
shareholdings shown in the table above.

Listing Rule 9.8.4

In accordance with the UK Financial Conduct Authority’s Listing
Rules the information to be included in the Annual Report and
Accounts under LR 9.8.4, is set out in this Directors’ report with
the exception of details of contracts of significance under LR
9.8.4. (10) and (11) given in Additional Information on page 388.

Political donations

At the Annual General Meeting in 2015, shareholders gave
authority under Part 14 of the Companies Act, for a period of one
year, for the company (and its subsidiaries) to make political
donations and incur political expenditure up to a maximum
aggregate sum of £100,000. This authorisation was taken as a
precaution only, as the company has a longstanding policy of not
making political donations or incurring political expenditure within
the ordinary meaning of those words. During 2015, RBS made no
political donations, nor incurred any political expenditure in the
UK or EU and it is not proposed that RBS’s longstanding policy of
not making contributions to any political party be changed.
Shareholders will be asked to renew this authorisation at the
Annual General Meeting in 2016.

Directors’ disclosure to auditors
Each of the directors at the date of approval of this report
confirms that:

(a) so far as the director is aware, there is no relevant audit
information of which the company’s auditors are unaware; and

(b) the director has taken all the steps that he/she ought to have
taken as a director to make himself/herself aware of any relevant
audit information and to establish that the company’s auditors are
aware of that information.

This confirmation is given and should be interpreted in
accordance with the provisions of section 418 of the Companies
Act.

Auditors

Deloitte LLP are currently the auditors. On 3 November 2014, the
Company announced its intention to appoint Ernst & Young LLP
(EY) as auditor for the year ending 31 December 2016. It is
expected that EY will be appointed to fill the casual vacancy
arising from Deloitte LLP's resignation following the signing of the
2015 accounts and the Group’s Form 20-F. A resolution to
appoint EY as the company’s auditors will be proposed at the
forthcoming Annual General Meeting.

By order of the Board

Aileen Taylor
Company Secretary
25 February 2016

The Royal Bank of Scotland Group plc
is registered in Scotland No. SC45551
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Statement of directors’ responsibilities

This statement should be read in conjunction with the responsibilities of the auditor set out in their report on pages 253 to 259.

The directors are responsible for the preparation of the Annual Report and Accounts. The directors are required by Article 4 of the IAS
Regulation (European Commission Regulation No 1606/2002) to prepare Group accounts, and as permitted by the Companies Act 2006
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 2006. 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.

The directors confirm that to the best of their knowledge:
the financial statements, prepared in accordance with International Financial Reporting Standards, give a 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 a
whole; and
the Strategic Report and Directors’ report (incorporating the Business review) include a 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 a whole,
together with a description of the principal risks and uncertainties that they face.

In addition, the directors are of the opinion that the Annual Report and Accounts, taken as a whole, is fair, balanced and understandable

and provides the information necessary for shareholders to assess the company’s position and performance, business model and

strategy.

By order of the Board

Howard Davies Ross McEwan Ewen Stevenson
Chairman Chief Executive Chief Financial Officer

25 February 2016

Board of directors

Howard Davies Ross McEwan Sandy Crombie
Ewen Stevenson Alison Davis
Morten Friis

Robert Gillespie
Penny Hughes
Brendan Nelson
Baroness Noakes
Mike Rogers
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Presentation of information

In the Report and Accounts, and unless specified otherwise, the
term ‘company’ or ‘RBSG’ means The Royal Bank of Scotland
Group plc, ‘RBS’, ‘RBS Group’ or the ‘Group’ means the
company and its subsidiaries, ‘the Royal Bank’ or ‘RBS plc’
means The Royal Bank of Scotland plc and ‘NatWest’ means
National Westminster Bank Plc.

Pensions accounting policy

As set out in ‘Accounting policies’ on page 267, RBS has revised
its accounting policy for determining whether or not it has an
unconditional right to a refund of surpluses in its employee
pension funds. The change has been applied retrospectively and
comparatives restated.

Segmental reorganisation

RBS continues to deliver on its plan to build a strong, simple and
fair bank for both customers and shareholders. To support this
and reflect the progress made the previously reported operating
segments have been realigned as follows:

comprises two reportable
segments. UK Personal & Business Banking (UK PBB) and
Ulster Bank Rol. UK PBB serves individuals and mass affluent
customers in the UK together with small businesses (generally up
to £2 million turnover). UK PBB includes Ulster Bank customers
in Northern Ireland. Ulster Bank Rol serves individuals and
businesses in the Republic of Ireland (Rol).

comprises three reportable
segments; Commercial Banking, Private Banking and RBS
International (RBSI). Commercial Banking serves commerecial
and corporate customers in the UK and Western Europe. Private
Banking serves UK connected high net worth individuals and
RBSI serves retail, commercial, corporate and financial institution
customers in Jersey, Guernsey, Isle of Man and Gibraltar.

serves UK and Western
European corporate customers, and global financial institutions,
supported by trading and distribution platforms in the UK, US and
Singapore.

includes CIB Capital Resolution and the
remainder of RBS Capital Resolution (RCR).

comprises the RBS England and Wales
branch-based businesses, along with certain small and medium
enterprises (SME) and corporate activities across the UK. During
the period presented W&G has not operated as a separate legal
entity. The perimeter of the segment currently reported does not
include certain portfolios that are ultimately intended to be
divested as part of W&G, for example, certain NatWest branches
in Scotland.

includes corporate functions, such as
treasury, finance, risk management, compliance, legal,
communications and human resources. Central functions
manages RBS capital resources and RBS-wide regulatory
projects and provides services to the reportable segments.
Balances in relation to Citizens and the international private
banking business are included in Central items in the relevant
periods.

Reporting changes

In line with RBS’s strategy to be a simpler bank the following
reporting changes have been implemented in relation to the
presentation of RBS results:

The following items were previously reported separately after
operating profit, they are now being reported within operating
profit.

Own credit adjustments;

Gain/(loss) on redemption of own debt;
Write-down of goodwill;

Strategic disposals; and

RFS Holdings minority interest (RFS MI).

Own credit adjustments are included within segmental results in
CIB, Capital Resolution and Central items (Treasury) in line with
where the related liabilities are recorded. The non-statutory
results will continue to show these items and restructuring costs
and litigation and conduct costs as separate line items within the
relevant caption of the income statement where significant.

RBS allocates all central costs relating to Services and Functions
to the business using appropriate drivers, these are reported as
indirect costs in the segmental income statements. However,
previously central balance sheet items have not been allocated.
The assets (and risk-weighted assets) held centrally, mainly
relating to Treasury, are now allocated to the business using
appropriate drivers.

Treasury allocations which are included within segmental net
interest income and segmental net interest margins, have been
revised to reflect the following.

In preparation for the separation of Williams & Glyn, that
element of treasury allocations previously charged to UK
PBB is now retained centrally.

The impact of changes to the notional equity allocation is
detailed on following page.
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RBS’s CET 1 target is 13% but for the purposes of computing
segmental return on equity (ROE), to better reflect the differential
drivers of capital usage, segmental operating profit after tax and
adjusted for preference dividends is divided by notional equity
allocated at different rates of 11% (Commercial Banking and
Ulster Bank Rol), 12% (RBSI) and 15% for all other segments, of
the monthly average of segmental risk-weighted assets after
capital deductions (RWAes). This notional equity was previously
13% for all segments. In addition, due to changes in UK tax rules
enacted in the Finance (No 2) Act 2015, RBS has increased its
longer-term effective 31 December tax rate. The notional tax rate
used in the segmental ROE has been revised from 25% to 28%
(Ulster Bank Rol - 15%; RBSI - 10%). RBS’s forward planning tax
rate is 26%.

Comparatives have been restated accordingly for the changes
outlined above.

Citizens was classified as a discontinued operation and as a
disposal group on 31 December 2014 and its assets and
liabilities from that date to 3 August 2015 have been aggregated
and presented as separate lines in accordance with IFRS 5. On 3
August 2015, RBS’s interest in Citizens fell to 20.9% and
consequently it is treated as an associate held for sale thereafter.
On 30 October 2015, RBS sold all of its remaining shareholding
in Citizens. Citizens is no longer treated as a reportable segment.
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Summary consolidated income statement for the year ended 31 December 2015

2015 2014 2013
£m £m £m

Net interest income 8,767 9,258 9,017
Fees and commissions receivable 3,742 4,414 4,678
Fees and commissions payable (809) (875) (9283)
Own credit adjustments 309 (146) (120)
Income from trading activities 806 1,325 2,536
(Loss)/gain on redemption of own debt (263) 20 175
Strategic disposals (157) 191 161
Other operating income 528 963 1,213
Non-interest income 4,156 5,892 7,720
Total income 12,923 15,150 16,737
Integration and restructuring costs (2,931) (1,154) (640)
Litigation and conduct costs (3,568) (2,194) (3,844)
Write down of goodwill (498) (130) (1,059)
Other costs (9,356) (10,381) (11,923)
Operating expenses (16,353) (13,859) (17,466)
(Loss)/profit before impairment losses (3,430) 1,291 (729)
Impairment releases/(losses) 727 1,352 (8,120)
Operating (loss)/profit before tax (2,703) 2,643 (8,849)
Tax charge (23) (1,909) (186)
(Loss)/profit from continuing operations (2,726) 734 (9,035)
Profit/(loss) from discontinued operations, net of tax 1,541 (3,445) 558
Loss for the year (1,185) (2,711) (8,477)
Non-controlling interests (409) (60) (120)
Other owners (385) (379) (398)
Dividend access share dividend — (320) —
Loss attributable to ordinary shareholders (1,979) (3,470) (8,995)
Memo:
Total income - adjusted (1) 13,034 15,085 16,521
Operating expenses - adjusted (2) (9,356) (10,381) (11,923)
Operating profit/(loss) - adjusted (1,2) 4,405 6,056 (8,522)
Key metrics and ratios
Net interest margin 2.12% 2.13% 1.88%
Cost:income ratio 127% 91% 104%
Cost:income ratio - adjusted (1,2) 72% 69% 72%
(Loss)/earnings per ordinary share from continuing operations (pence)
- basic (27.7p) 0.5p (85.0p)
- adjusted (1,2,3) 29.2p 25.4p (48.1p)
Return on tangible equity (4) (4.7%) (8.2%) (18.7%)
Return on tangible equity - adjusted (1,2,4) 11.0% (1.5%) (10.1%)

Notes:

(1) Excluding own credit adjustments, (loss)/gain on redemption of own debt and strategic disposals. Tax on these items was a £15 million charge in 2015 (2014 - £29 million credit;

2013 - £28 million credit)

(2) Excluding restructuring costs, litigation and conduct costs and write down of goodwill. Tax on these items was £563 million in 2015 (2014 - £551 million; 2013 - £1,174 million)

3) 2013 adjusted earnings per share excludes the participation rights of the dividend access share (DAS).
(4) Tangible equity is equity attributable to ordinary shareholders less intangible assets.
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Analysis of results
Net interest income

Interest receivable (1,2,3)
Interest payable (1,2,3)
Net interest income

Gross yield on interest-earning assets of the banking business (4)
Cost of interest-bearing liabilities of the banking business
Interest spread of the banking business (5)

Benefit from interest-free funds

Net interest margin of the banking business (1,2,6)

Gross yield (4)
- Group
- UK
- Overseas
Interest spread (5)
- Group
- UK
- Overseas
Net interest margin (1,2,6)
- Group
- UK
- Overseas

The Royal Bank of Scotland plc base rate (average)
London inter-bank three month offered rates (average)
- Sterling
- Eurodollar
- Euro

Notes:

2015
£m

11,925
(3,158)
8,767

2.88
(1.11)
1.77
0.35
2.12

2.88
3.35
1.31

1.77
2.26
0.05

2.12
2.48
0.87

0.50
0.57

0.32
(0.02)

(1) For the purpose of net interest margin calculations interest receivable has been increased by nil (2014 - £11 million; 2013 - £4 million) and interest payable has been increased
by £15 million (2014 - £58 million; 2013 - £83 million) in respect of interest on financial assets and liabilities designated as at fair value through profit or loss. Related interest-

earning assets and interest-bearing liabilities have also been adjusted.

EEEEED

Net interest income declined by £491 million, or 5% to £8,767
million compared with £9,258 million, driven principally by a 46%
reduction in Capital Resolution, down from £673 million to £365
million, in line with the planned shrinkage of the balance sheet.

Net interest margin (NIM) declined by 1 basis point to 2.12%
reflecting new business volumes in core UK businesses, primarily
mortgages remaining under competitive margin pressures
combined with an increased portion of the book shifting toward
lower margin secured assets. This was partly offset by deposit
repricing and the planned run down of low margin assets in
Capital Resolution.

UK PBB net interest income fell by £69 million, 2% to £4,152
million, as competitive front book margin pressures impacted. In
addition, customers continued to roll off standard variable rate
products (17% of overall mortgage book in 2015) and onto lower
margin fixed rate products. As a result NIM fell by 14 basis points
to 3.18% compared with 3.32% in 2014.

Interest receivable has been decreased by £38 million and interest payable has been decreased by £31 million in 2013 in respect of non-recurring adjustments.
Interest receivable and interest payable on trading assets and liabilities are included in income from trading activities.

Gross yield is the interest earned on average interest-earning assets of the banking book.

Interest spread is the difference between the gross yield and the interest rate paid on average interest-bearing liabilities of the banking business.

Net interest margin is net interest income of the banking business as a percentage of interest-earning assets (IEA) of the banking business.

The analysis into UK and overseas has been compiled on the basis of location of office.

Ulster Bank Rol net interest income fell by £102 million, 22% to
£365 million compared with £467 million primarily due to the
weakening of the euro relative to sterling and reduced income on
free funds. Ulster Bank Rol NIM continues to be impacted by the
low yielding tracker mortgage book.

Net interest income increased by 3%, to £9,258 million. This
mainly reflected improvements in deposit margins in CPB and
PBB.

Net interest margin was 2.13%, up from 1.88% in 2013, with
improved liability margins partially offset by pressure on
mortgage and corporate lending margins and by the continuing
shift in mix towards lower margin secured lending.
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Non-interest income

Fees and commissions receivable
Fees and commissions payable
Income from trading activities

Own credit adjustments

(Loss)/gain on redemption of own debt
Strategic disposals

Other operating income

Non-interest income totalled £4,156 million, a decline of £1,736
million, or 29%, compared with £5,892 million in 2014, primarily
driven by a reduction of £945 million in Capital Resolution as the
business accelerated the planned shrinkage of the balance
sheet, including disposal losses from the sale of several portfolios
in the year. A movement of £530 million from volatile items under
IFRS was recorded, which represented a gain of £29 million in
2015 compared with a charge of £501 million in 2014.

Net fees and commissions fell by £606 million, or 17%, to £2,933
million, compared with £3,539 million, principally from the
reduced scale of activity in CIB, run down of Capital Resolution
and lower card interchange fees in UK PBB, down £59 million.

Income from trading activities declined by £519 million, or 39%,
to £806 million compared with £1,325 million, due to the reduced
scale and resources in CIB and the continued planned reduction
of the Capital Resolution business and the impact of disposal
losses.

Own credit adjustments represented a gain of £309 million
compared with a charge of £146 million in 2014.

A loss of £263 million was recognised on redemption of own
debt, from a liability management exercise to repurchase certain
US dollar, sterling and euro senior debt securities, compared with
a gain of £20 million in 2014.

Total disposal losses in Capital Resolution were £367 million,
including £38 million of strategic disposal losses. Total strategic
disposal losses were £157 million, compared with a gain of £191
million in 2014, principally relating to the international private
banking business.

2015
£m

3,742
(809)
806
309
(263)
(157)
528
4,156

Other operating income reduced by £435 million, or 45%, to £528
million compared with £963 million, principally due to the reduced
scale of CIB together with the run down of Capital Resolution and
the impact of disposal losses. A loss of £67 million on the
disposal of available-for-sale securities in Treasury was recorded
compared with a gain of £149 million in 2014.

Non-interest income declined by £1,828 million or 24% to £5,892
million including lower gains from the redemption of own debt of
£20 million compared with £175 million in 2013.

Net fees and commissions fell by 6% principally reflecting
declines in CIB and Commercial Banking.

Income from trading activities declined by £1,211 million, or 48%,
in line with CIB’s smaller balance sheet and reduced risk profile
and the planned reduction of the Capital Resolution business.

Own credit adjustments represented a charge of £146 million
compared with £120 million in 2013.

The decrease in other operating income reflected a fall of £510

million in gains from the sale of securities and a loss from RFS M
of £18 million (2013 - gain of £111 million).
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Operating expenses

Staff expenses

Premises and equipment
Other administrative expenses
Restructuring costs

Litigation and conduct costs

Depreciation and amortisation
Write down of goodwill
Write down of other intangible assets

Staff costs as a percentage of total income

Total operating expenses of £16,353 million included significantly
higher litigation and conduct costs of £3,568 million (2014 -
£2,194 million), restructuring costs of £2,931 million (2014 -
£1,154 million) and a goodwill impairment of £498 million
attributed to Private Banking (2014 - £130 million in Capital
Resolution).

Adjusted operating expenses fell by £1,025 million, 10% to
£9,356 million compared with £10,381 million. Excluding
expenses associated with Williams & Glyn and the benefit of
lower intangible asset write offs, adjusted operating expenses
reduced by £983 million, exceeding the revised 2015 cost saving
target of over £900 million.

Staff costs were 9% lower totalling £4,896 million compared with
£5,376 million, reflecting reduced headcount in CIB and Capital
Resolution.

Restructuring costs totalled £2,931 million compared with £1,154
million in 2014, as the transformation of the bank accelerated,
particularly re-engineering the CIB business. This is in line with
prior guidance for total restructuring costs of ¢.£5 billion from
2015 to 2019. CIB restructuring costs totalled £524 million,
including software and property write downs. Capital Resolution
restructuring costs were much higher totalling £1,307 million as
the business continues its planned rundown. Williams & Glyn
separation costs totalled £630 million. Private Banking also
recorded a £91 million asset write down related to software.

Litigation and conduct costs increased by £1,374 million, or 63%
to £3,568 million, compared with £2,194 million in 2014. This
includes: additional provisions for mortgage backed securities
litigation in the US of £2,100 million; provisions for foreign
exchange investigations in the US of £334 million; customer
redress provisions primarily relating to PPI of £600 million;
packaged accounts provisions of £157 million; and other conduct
provisions of £377 million.

2015
£m

4,896
1,483
2,124
2,931
3,568
15,002
778
498

75
16,353

38%

Operating expenses decreased by £3,607 million or 21% to
£13,859 million, including a write down of goodwill of £130 million
in 2014 compared with £1,059 million in 2013.

Operating expenses excluding restructuring costs of £1,154
million (2013 - £640 million), litigation and conduct costs of
£2,194 million (2013 - £3,844 million) and write down of goodwill
of £130 million (2013 - £1,059 million), declined by £1,542 million,
or 13%, to £10,381 million, mainly reflecting cost savings of £1.1
billion.

Staff expenses declined by 7% and by 1% on a per capita basis
against average full time employees. Average full time
employees, rounded to the nearest hundred, for continuing
operations was 95,600 (2013 - 102,000).

Restructuring costs increased by £514 million to £1,154 million,
including £378 million in relation to Williams & Glyn and a write
off of intangible assets of £247 million.

Litigation and conducts costs totalled £2,194 million compared
with £3,844 million in 2013. This included additional provisions for
Payment Protection Insurance redress (£650 million) in PBB,
potential costs following investigations into the foreign exchange
market (£720 million) in CIB, Interest Rate Hedging Product
redress (£185 million) in Commercial Banking and CIB, the IT
incident fine (£59 million) booked in Centre and other costs (£580
million) primarily relating to packaged accounts and investment
products.
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Impairment losses

New impairment (releases)/losses
Less: recoveries of amounts previously written-off
(Releases)/losses to income statement

Comprising:

Loan impairment (releases)/losses
Securities

(Releases)/losses to income statement

Net impairment releases of £727 million were 46% lower
compared with net impairment releases of £1,352 million in 2014.
Although releases were at lower levels than in 2014, credit quality
remained stable, reflecting supportive economic conditions in UK
and Ireland with continued elevated recoveries in certain
businesses.

Capital Resolution recorded net releases of £725 million,
compared with £1,307 million in 2014, with disposal activity
continuing. Ulster Bank Rol recorded net impairment releases of
£141 million, down from £306 million in 2014, as economic
conditions in Ireland continue to improve. UK PBB recorded a
release of £7 million compared with a loss of £154 million, due to
lower debt flows and increased releases and recoveries. Net
impairment releases were also reported in CIB, although at more
modest levels.

Securities losses rose to £126 million from £12 million in 2014,
principally related to a small number of single name exposures,
mainly an exposure in the RBS N.V. liquidity portfolio.

Risk elements in lending (REIL) declined from £28.2 billion to
£12.2 billion, with REIL as a percentage of gross loans falling
from 6.8% to 3.9%. The reduction was driven by the disposal of
Citizens and the continued rundown of Capital Resolution.

Tax

Tax charge

UK corporation tax rate

The tax charge for the year ended 31 December 2015 reflects the
impact of non-deductible goodwill and bank levy charges,
conduct charges for which no tax relief has been recognised, the
impact of UK tax rate changes on the carrying value of deferred
tax balances and the release of tax provisions that reflect the
reduction of exposures in countries where RBS is ceasing
operations.

(853)
126
(727)

Net loan impairment releases of £1,352 million were recorded in
2014 compared with a net impairment loss of £8,120 million in
2013 which included £4,490 million provisions related to the
creation of RCR.

Releases were recorded principally in Capital Resolution (£1,307
million), which benefited from favourable economic and market
conditions, and in Ulster Bank Rol (£306 million) supported by
rising Irish property values and proactive debt management.
Excluding these releases, the underlying charge was low at just
over £261 million, primarily in UK PBB (£154 million).

Loan impairment provision coverage of REIL remained stable at
64% and the provision now stands at £18.0 billion, a £7.2 billion
reduction in the year. Provision coverage of gross loans is 4.4%
compared with 6.0% at the end of 2013.

2015
£m

(23)

20.25%

The tax charge for the year ended 31 December 2014 reflects a
reduction in the carrying value of the deferred tax asset in respect
of UK tax losses (£850 million) and US temporary differences
(£775 million) reflecting the impact of the decision to restructure
CIB, partially offset by an increase in the carrying value of the
deferred tax asset in respect of Irish tax losses, the benefit of
previously unrecognised Irish tax losses being offset against
profits arising in Ireland during the year and the impact of certain
conduct charges that do not qualify for tax relief.
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Segment performance

UK Personal & Business Banking

2015 2014 2013
Income statement £m £m £m
Net interest income 4,152 4,221 3,924
Net fees and commissions 1,020 1,162 1,186
Other non-interest income 28 61 (8)
Non-interest income 1,048 1,223 1,178
Total income 5,200 5,444 5,102
Direct expenses

- staff costs (801) (824) (844)

- other costs (272) (346) (505)
Indirect expenses (1,965) (1,958) (1,922)
Restructuring costs

- direct (38) (10) (130)

- indirect (129) (101) (114)
Litigation and conduct costs (972) (918) (881)
Operating expenses (4,177) (4,157) (4,396)
Operating profit before impairment releases/(losses) 1,023 1,287 706
Impairment releases/(losses) 7 (154) (670)
Operating profit 1,030 1,133 36
Operating expenses - adjusted (1) (3,038) (3,128) (3,271)
Operating profit - adjusted (1) 2,169 2,162 1,161
Analysis of income by product
Personal advances 747 842 748
Personal deposits 747 664 485
Mortgages 2,305 2,399 2,388
Cards 621 700 805
Business Banking 726 663 626
Other 54 176 50
Total income 5,200 5,444 5,102
Analysis of impairments by sector
Personal advances 69 128 156
Mortgages 4 (29) 39
Business Banking (79) 46 143
Cards 10 75 107
Other (11) (66) 225
Total impairment (releases)/losses (7) 154 670
Loan impairment (release)/charge as a % of gross customer loans and advances

(excluding reverse repurchase agreements) by sector
Personal advances 1.2% 2.0% 21%
Business Banking (1.5%) 0.8% 2.4%
Cards 0.2% 1.6% 1.9%
Other (0.8%) (4.4%) 11.8%
Total — 0.1% 0.6%
Performance ratios
Return on equity (2) 11.7% 11.9% (0.7%)
Return on equity - adjusted (1,2) 26.2% 23.7% 10.9%
Net interest margin 3.18% 3.32% 3.13%
Net interest margin excluding central IEAs 3.58% 3.75% 3.52%
Cost:income ratio 80% 76% 86%
Cost:income ratio - adjusted (1) 58% 57% 64%

Notes:
(1) Excluding restructuring costs and litigation and conduct costs.

(2) Return on equity is based on segmental operating profit after tax adjusted for preference dividends divided by average notional equity based on 15% (previously 13%) of the

monthly average of segmental RWAes, assuming 28% tax rate; previously 25%.
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Loans and advances to customers (gross)
- personal advances
- mortgages
- business
- cards
- other
Total loans and advance to customers (gross)
Loan impairment provisions
Net loans and advances to customers

Total assets

Funded assets

Risk elements in lending
Provision coverage (1)

Customer deposits
- personal current accounts
- personal savings
- business/commercial
- other
Total customer deposits
Assets under management (excluding deposits)
Loan:deposit ratio (excluding repos)

Risk-weighted assets (2)
- credit risk (non-counterparty)
- operational risk

Total risk-weighted assets

Notes:

2015
£bn

6.0
104.8
5.3
4.1
1.4
121.6
(1.8)
119.8

143.9

143.9

2.7
69%

37.2
78.9
19.6
2.1
137.8
4.3
87%

25.4
7.9

33.3

(1) Provision coverage represents loan impairment provisions as a percentage of risk elements in lending.

(2) RWAs in 2013 are on a Basel 2.5 basis.

UK Personal & Business Banking (UK PBB) made signficant
positive changes to the customer proposition in 2015, whilst
becoming simpler and fair. We have seen a number of key
customer metrics improve. Results now include Ulster Bank
Northern Ireland and exclude Williams & Glyn, which is reported
as a separate segment.

In February RBS became the first UK bank to launch
TouchlD, enabling customers to log-in to its mobile app
using only their fingerprint.

Enabled real time registration of our mobile banking app,
allowing customers to log-in immediately as they open their
new current account.

Continued to be at the forefront of technological
collaboration; one of the first UK banks to launch Apple Pay
whilst developing an Apple Watch app.

Customers using the mobile app increased 27% to 3.7
million in 2015 as we continue to invest in and enhance the
platform to reflect the growing customer preference for this
channel.

Launched online diary where customers can book an
appointment with an advisor from the comfort of their own
home.

UK PBB continued to invest in building deeper engagement
with our customers through the launch of our new banking
proposition — “Reward” whereby customers receive 3%
cashback on their household bills.

Launched the fee-free Foundation account to better support
the 1.5 million unbanked individuals in the UK.

We launched testing of small value overdrafts to ¢.1 million
customers, specifically to help customers avoid unexpected
fees.

Launched an online mortgage application tracker to improve
customer experience.

Launched an innovative new home insurance product
offering customers a fixed premium for three years, which
we believe is a positive departure from industry practice.
Launched Royal National Institute of Blind People (RNIB)
approved cards, becoming the first UK bank product to
achieve RNIB accreditation.
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In 2015 the business made a concerted investment in its
mortgage business, increasing mortgage advisors by 21%
from 803 to 974 (excluding Ulster Bank NI). This contributed
to a strong year for mortgage lending with net balances
increasing by £9.3 billion to £104.8 billion.

One of the first UK banks to offer the UK Government-led
Help to Buy: ISA as we continue to help first time buyers.
NatWest and Ulster Bank customers are offered a variable
rate of 2% AER and can save up to £1,200 in the first
month.

New onboarding system for Business Banking was
completed in November 2015. It has reduced the average
account opening time by 50% from 15 days to 7 days and
we are onboarding c. 500 new customers every day.

We continue to invest and improve our branch network to
meet the demands and enrich the experience of our
customers. During 2015, 322 branches received an upgrade
via our Branch Transformation programme.

We replaced 922 ATMs during the year.

Time to open a new current account reduced by 50%,
allowing frontline staff more time to have great customer
conversations.

We continue on our journey to enhance the capability of our
people. During the year, we have made significant further
investment in training our leaders, in rolling out skills-based
pay in our telephony centres and in introducing the new
Personal Banker role in branches, enabling more of our staff
to fulfil customer needs.

We also announced the ending of incentives for our frontline
staff from January 2016, which has been positively received
and will ensure our staff are focused on what is best for the
customer.

UK PBB recorded an operating profit of £1,030 million in 2015, a
reduction of 9% or £103 million from 2014. This was primarily
driven by lower non-interest income combined with increased
restructuring costs and litigation and conduct costs. This was
partially offset by a small net impairment release compared with a
prior year charge. Adjusted operating profit of £2,169 million and
return on equity of 11.7% were broadly stable compared with the
prior year.

Total income was £5,200 million, a reduction of 4% from £5,444
million. Net interest income declined 2% to £4,152 million
primarily as a result of continued margin pressure in the
mortgage market as customers move to lower margin fixed rate
products together with higher internal funding costs. The decline
was partly offset by improved deposit margins. Reflecting strong
mortgage balance growth, net interest margin (NIM) declined 14
basis points from 2014 to 3.18% as the overall portfolio mix
continues to be increasingly weighted toward secured lending,
together with the decline in unsecured balances. The decline was
slightly offset by improved deposit margins.

Non-interest income was £1,048 million, a reduction of 14%
compared with the prior year as interchange fees on credit and
debit cards declined £59 million, combined with reduced advice
income.

Operating expenses were £4,177 million, remaining broadly
stable against 2014. Litigation and conduct costs increased 6%
due to customer redress provisions, primarily relating to PPI, to
£972 million, whilst higher restructuring costs were up £56
million, to £167 million. This was principally offset by a reduction
in staff and other costs. Adjusted operating expenses totalled
£3,038 million, 3% lower than 2014.

Net impairment releases totalled £7 million, compared with a net
charge of £154 million in 2014, driven by decreased charges from
bad debt flows and benefit of provision releases and recoveries.

2015 was a strong year for the mortgage business with
applications increasing 48% from £21.7 billion to £32.0 billion as
gross new lending rose 29% to £23 billion. Market share of new
mortgages was 10.5% versus a stock share of 8.2%. This led to
net mortgage balances growing by £9.3 billion or 10% to £104.8
billion.

Customer deposit balances increased £5.2 billion to £137.8
billion due to growth in personal savings, current accounts and
business banking. RWAs fell £3.3 billion to £33.3 billion due to
the improved quality of portfolio.

UK PBB recorded an operating profit of £1,133 million, up £1,097
million, while adjusted operating profit totalled £2,162 million
compared with £1,161 million in the prior year. This reflected
higher income, up 7% to £5,444 million and lower adjusted
expenses, down 4% to £3,128 million, together with substantially
lower impairments, down £516 million to £154 million.

Net interest income increased by £297 million or 8% with strong
improvements in deposit margins and volume growth. This was
partly offset by lower asset margins linked to the continued
change in the mix of the loan book towards secured lending and
lower mortgage margins.

Non-interest income increased by £45 million or 4%, largely
reflecting the transfer of the commercial cards business to UK
PBB from CPB in August 2014.

Operating expenses decreased by £239 million or 5%, reflecting
a reduction in other costs supported by a 7% reduction in
headcount and lower Financial Services Compensation Scheme
(FSCS) accruals. Litigation and conduct costs included additional
provisions for Payment Protection Insurance redress (£650
million) and other conduct provisions in respect of legacy
investment products and packaged account sales.

The net impairment charge was down by 77% to £154 million
driven by a further decrease in new default charges together with
releases of provisions and recoveries on previously written off
debt. Mortgage balances increased by £3.8 billion or 4%, to £96
billion driven by strong performance supported by increased
advisor capacity. RWAs declined 18% to £36.6 billion with
improved credit quality and lower unsecured balances.
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Ulster Bank Rol

2015 2014 2013 2015 2014 2013
Income statement €m €m €m £m £m £m
Net interest income 503 579 563 365 467 478
Net fees and commissions 116 116 104 85 93 88
Other non-interest income 139 54 115 100 44 98
Gain on redemption of own debt — — 284 — — 242
Non-interest income 255 170 503 185 137 428
Total income 758 749 1,066 550 604 906
Direct expenses (1)

- staff costs (220) (203) (189) (160) (164) (160)

- other costs (116) (104) (63) (85) (83) (54)
Indirect expenses (251) (224) (211) (182) (180) (179)
Restructuring costs

- direct (17) 10 (18) (12) 8 (15)

- indirect (4) (26) (8) (3) (21) (7)
Litigation and conduct costs 18 24 (82) 13 19 (69)
Operating expenses (590) (523) (571) (429) (421) (484)
Operating profit before impairment releases/(losses) 168 226 495 121 183 422
Impairment releases/(losses) 194 380 (1,796) 141 306 (1,525)
Operating profit/(loss) 362 606 (1,301) 262 489 (1,103)
Total income - adjusted (2) 758 749 782 550 604 664
Operating expenses - adjusted (3) (587) (531) (463) (427) (427) (393)
Operating profit/(loss) - adjusted (2,3) 365 598 (1,477) 264 483 (1,254)
Average exchange rate - €/£ 1.377 1.241 1.178
Analysis of income by business
Corporate 202 230 291 147 185 247
Retail 443 361 361 321 291 307
Other 113 158 414 82 128 352
Total income 758 749 1,066 550 604 906
Analysis of impairments by sector
Mortgages (100) (212) 259 (73) (171) 220
Commercial real estate

- investment 7 (10) 637 5 (7) 541

- development — (3) 116 (1) (3) 98
Other corporate (90) (169) 768 (64) (137) 653
Other lending (11) 14 16 (8) 12 13
Total impairment (releases)/losses (194) (380) 1,796 (141) (306) 1,525
Loan impairment (release)/charge as a % of gross customer

loans and advances (excluding reverse repurchase

agreements) by sector
Mortgages (0.5%) (1.1%) 1.3% (0.5%) (1.1%) 1.3%
Commercial real estate

- investment 0.8% (0.8%) 14.5% 0.7% (0.7%) 14.6%

- development — (1.0%) 16.6% (0.5%) (1.0%) 16.3%
Other corporate (1.9%) (3.8%) 12.6% (1.8%) (4.0%) 13.3%
Other lending (2.2%) 2.0% 2.0% (2.0%) 2.4% 1.9%
Total (0.8%) (1.4%) 5.5% (0.8%) (1.5%) 5.7%
Performance ratios
Return on equity (4) 10.6% 18.6%  (24.5%) 10.6% 18.6%  (24.5%)
Return on equity - adjusted (2,3,4) 10.6% 18.4%  (27.8%) 10.6% 18.4%  (27.8%)
Net interest margin 1.57% 1.92% 1.50% 1.57% 1.92% 1.50%
Net interest margin excluding central IEAs (5) 1.57% 1.99% 1.71% 1.57% 1.99% 1.71%
Cost:income ratio 78% 70% 53% 78% 70% 53%
Cost:income ratio - adjusted (2,3) 78% 71% 59% 78% 71% 59%

Notes:

(1) Staff expenses include costs relating to employees of Ulster Bank Ireland Limited only. Recharges for services provided by or to Ulster Bank Limited are reflected through a

management fee within other costs.
(2) Excluding gain on redemption on own debt.
3) Excluding restructuring costs, litigation and conduct costs.

(
(4) Return on equity is based on segmental operating profit after tax adjusted for preference dividends divided by average notional equity based on 11% (previously 13%) of the

monthly average of segmental RWAes, assuming 15% tax rate.

(5) Ulster Bank Ireland Limited manages its regulatory liquidity requirements locally and consequently maintains a low yielding liquid asset portfolio.
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Ulster Bank Rol

Loans and advances to customers (gross)
Mortgages
Commercial real estate
- investment
- development
Other corporate
Other lending
Total loans and advances to customers (gross)
Loan impairment provisions
- mortgages
- commercial real estate
- investment
- development
- other corporate
- other lending
Total loan impairment provisions
Net loans and advances to customers
Total assets
Funded assets
Risk elements in lending
- mortgages
- Commercial real estate
- investment
- development
- other corporate
- other lending
Total risk elements in lending
Provision coverage (1)

Customer deposits
Loan:deposit ratio (excluding repos)

Risk-weighted assets (2)
- credit risk
- non-counterparty
- counterparty
- operational risk
Total risk-weighted assets

Spot exchange rate - €/£

Notes:

(1) Provision coverage represents loan impairment provisions as a percentage of risk elements in lending.

(2) RWAs in 2013 are on a Basel 2.5 basis.

Following the strategic review of Ulster Bank in 2014, it was
confirmed that the Northern Ireland and Republic of Ireland
businesses were to be separated. The change of management
controls and governance was completed in October 2015 with the
Northern Irish business included in UK Personal & Business
Banking (UK PBB) and the reportable segment of Ulster Bank
Rol now comprising the core Republic of Ireland business only.

Ulster Bank Rol has continued to strengthen its customer offering
and service capability in 2015 as it made it simpler for customers
to do business. The year has also seen stronger new lending
volumes, buoyed by the improving economic conditions:

2015
€bn

18.8

0.2
0.1
0.8
0.1
4.7
55%

17.8
127%

24.6
0.1
1.7

26.4

Further investment in the mortgage business through the

2015
£bn

13.8

0.7
0.2
3.5
0.4
18.6

(1.1)

(1.9)
16.7
21.3
21.2

2.6

0.2
0.1
0.5
0.1
3.5
55%

13.1
127%

18.1
0.1
1.2

19.4

1.362

launch of the "mortgage you can live with" campaign which

offers a range of new product options to both new and

existing customers combined with a re-entry to the mortgage

broker market and the introduction of a team of mobile
mortgage managers. Gross new mortgage lending
increased 53% to £0.5 billion in 2015.
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Delivered new propositions for commercial customer lending
across several sectors, including food and drink, agriculture,
asset finance and international business. Gross new
lending to commercial customers increased by 65% to £1.1
billion from 2014.

Made it easier for our customers to bank with us. The bank’s
current account proposition was re-launched in October and
a partnership with 'An Post' provides customers with 1,140
new points of presence.

A significant weakening of the euro relative to sterling during
2015 had a material impact on Ulster Bank Rol’s financial
comparison with 2014 and the income trend in particular.

Ulster Bank Rol recorded an operating profit of £262 million
compared with an operating profit of £489 million in 2014, the
decline was primarily due to considerably lower net impairment
releases in 2015. Adjusted operating profit was £264 million, a
decrease of £219 million from 2014. Return on equity was 10.6%,
down from 18.6% in 2014.

Total income was £550 million, a decrease of 9% from the prior
year reflecting the weakening of the euro during 2015. Excluding
the impact of the euro exchange rate movement, total income
increased 1% due to a continued improvement in deposit pricing
in line with market trends, combined with non-recurring benefits,
including a gain on the sale of a buy-to-let portfolio of £12 million
and the closure of a foreign exchange exposure of £24 million.
These benefits were largely offset by reduced income on free
funds.

Net interest margin (NIM) was 1.57%, a decrease of 35 basis
points from 2014, primarily driven by reduced income on free
funds and an increased drag from liquidity management
requirements. NIM continues to reflect a sizeable drag from the
low yielding tracker mortgage book.

Operating expenses increased by 2% from £421 million to £429
million, reflecting an increase in pension servicing costs, totalling
£22 million, largely offset by the benefit of a weakening euro.
Cost savings delivered through a further reduction in both
employee numbers and the property footprint were somewhat
offset by further investment in the business and operational
infrastructure.

Net impairment releases reduced by £165 million to £141 million,
and although at lower levels, continued to reflect the improving
economic conditions and the benefits of proactive debt
management.

Gross new mortgage lending increased 53% to £0.5 billion whilst
gross new lending to commercial customers increased 65% to
£1.1 billion. Strong new lending volumes across the business in
2015 were offset by high levels of customer repayments and the
sale of a £0.3 billion buy-to-let mortgage portfolio. Net loans and
advances to customers decreased £1.4 billion to £16.7 billion, £1
billion of which related to exchange rate movements. The low
yielding tracker mortgage portfolio balances reduced from £10.6
billion in 2014 to £9.2 billion, but continues to make up a
significant part of the overall mortgage book.

RWAs reduced 11% from £21.8 billion to £19.4 billion due to
improved credit metrics and the impact of a weakening euro while
RWA intensity reduced by 2 percentage points to 104%. RWAs
on the tracker mortgage portfolio reduced from £9.3 billion in
2014 to £7.8 billion.

Ulster Bank Rol recorded an operating profit of £489 million in
2014 compared with a loss of £1,103 million in 2013. The
turnaround was driven by £306 million net impairment releases
compared with impairment losses of £1,525 million in 2013.
Adjusted operating profit was £483 million compared with a loss
of £1,254 million in 2013.

Total income decreased by £302 million to £604 million largely as
a result of a £242 million gain on redemption of own debt in 2013
following a successful liability management exercise.

Net interest income decreased by £11 million to £467 million,
driven by a weakening of the euro against sterling. Excluding the
impact of the euro exchange rate movement, net interest income
increased by £13 million due to a significant reduction in the cost
of deposits and a benefit from the recognition of income on
certain previously nonperforming assets, partly offset by the
adverse impact on the tracker mortgage book of lower European
Central Bank refinancing interest rates. Net interest margin
increased 42 basis points to 1.92%. Other non-interest income
reduced by £54 million primarily due to the non recurrence of
significant hedging gains on the mortgage portfolio in 2013.

The continued focus on costs resulted in a reduction in staff
numbers and the bank’s property footprint. Litigation and conduct
costs decreased by £88 million reflecting the outcome of reviews
relating to provisions on PPl and Interest Rate Hedging Products.
These benefits were partly offset by higher regulatory charges
and levies including a new bank levy introduced in the Republic
of Ireland, of £14 million, and the impact of a realignment of costs
following the creation of RCR, £35 million.

The transfer of assets to RCR coupled with improved credit
quality across key portfolios resulted in a 42% reduction in risk
elements in lending. Provision coverage reduced from 62% to
55% during 2014 reflecting the further de-risking of the balance
sheet coupled with the impact of an increase in asset values.
RWAs decreased by 23% reflecting an improvement in credit
metrics and a reduced loan book.

The loan:deposit ratio decreased from 144% to 124% during
2014 mainly due to a 17% reduction in net loan balances to £18.1
billion reflecting the transfer of assets to RCR and continued
customer repayments partly offset by growth in new lending.
Customer deposits declined by 3% driven by exchange rate
movements.
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Commercial Banking

2015 2014 2013
Income statement £m £m £m
Net interest income 1,997 1,976 1,909
Net fees and commissions 984 983 1,046
Other non-interest income 273 346 325
Non-interest income 1,257 1,329 1,371
Total income 3,254 3,305 3,280
Direct expenses

- staff costs (483) (495) (500)

- other costs (97) (100) (135)

- operating lease costs (141) (141) (129)
Indirect expenses (1,080) (1,008) (1,068)
Restructuring costs

- direct (52) (41) (17)

- indirect (17) (67) (46)
Litigation and conduct costs (51) (112) (247)
Operating expenses (1,921) (1,964) (2,142)
Operating profit before impairment losses 1,333 1,341 1,138
Impairment losses (69) (85) (601)
Operating profit 1,264 1,256 537
Operating expenses - adjusted (1) (1,801) (1,744) (1,832)
Operating profit - adjusted (1) 1,384 1,476 847
Analysis of income by business
Commercial lending 1,634 1,618 1,725
Deposits 477 375 229
Asset and invoice finance 710 740 671
Other 433 572 655
Total income 3,254 3,305 3,280
Analysis of impairments by sector
Commercial real estate 18 3 394
Asset and invoice finance 9 11 32
Private sector services (education, health, etc) 9 — 120
Banks & financial institutions — 2 10
Wholesale and retail trade repairs 3 17 9
Hotels and restaurants (2) 7 27
Manufacturing 1 9 2)
Construction 6 11 1
Other 25 25 10
Total impairment losses 69 85 601
Loan impairment charge as a % of gross customer loans and advances by sector
Commercial real estate 0.1% — 21%
Asset and invoice finance 0.1% 0.1% 0.3%
Private sector services (education, health, etc) 0.1% — 1.4%
Banks & financial institutions — — 0.2%
Wholesale and retail trade repairs — 0.3% 0.1%
Hotels and restaurants (0.1%) 0.2% 0.7%
Manufacturing — 0.2% (0.1%)
Construction 0.3% 0.6% —
Other 0.1% 0.1% —
Total 0.1% 0.1% 0.7%
Note:

(1) Excluding restructuring costs and litigation and conduct costs.
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Return on equity (1)

Return on equity - adjusted (1,2)

Net interest margin

Net interest margin excluding central IEAs
Cost:income ratio

Cost:income ratio - adjusted (2)

Loans and advances to customers (gross)

- Commercial real estate

- Asset and invoice finance

- Private sector services (education, health, etc)
- Banks & financial institutions

- Wholesale and retail trade repairs

- Hotels and restaurants

- Manufacturing

- Construction

- Other

Total loan and advances to customers (gross)
Loan impairment provisions

Net loans and advances to customers

Total assets

Funded assets

Risk elements in lending
Provision coverage (3)

Customer deposits (excluding repos)
Loan:deposit ratio (excluding repos)
Risk-weighted assets (4)

- Credit risk (non-counterparty)

- Operational risk

Total risk-weighted assets

Notes:

2015
%
9.8%
10.9%
1.88%
2.68%
59%
55%

£bn

16.7
14.4
6.7
7.1
7.5
3.3
5.3
2.1
28.9
92.0
0.7)
91.3

133.5
133.5
1.9
39%
88.9
103%

65.3
7.0
72.3

(1) Return on equity is based on segmental operating profit after tax adjusted for preference dividends divided by average notional equity based on 11% (previously 13%) of the

monthly average of segmental RWAes, assuming 28% tax rate; previously 25%.
2) Excluding restructuring costs and litigation and conduct costs.

3
4) RWAs in 2013 are on a Basel 2.5 basis.

Commercial Banking made progress towards improving customer
experience by becoming easier and simpler to do business with
through operational investment and process simplifications.
Continued enhancements within the business contributed to
commercial lending growth in 2015.

In the course of the year Commercial Banking:
Opened four Entrepreneur Hubs across the UK, increasing
our involvement to seven, enabling entrepreneurs and small
businesses to access free office space, mentoring and
financial support, with a further five hubs to be opened in
2016.
Rolled out a new on-boarding and account opening system
across England and Wales which has delivered a reduction
in customer paper work and a reduction in account opening
times of approximately 30%.
Launched a lending pilot to upgrade and simplify end-to-end
processes with a focus on streamlining our product, pricing
and governance operations.

) Provision coverage represents loan impairment provisions as a percentage of risk elements in lending.

Issued 12,500 statements of appetite letters to customers,
offering up to £8 billion of new borrowing facilities as part of
our continued support of UK business.

Supported AB Inbev's acquisition of SABMiller, the fifth
largest corporate takeover ever and largest in the UK.
Awarded Residential Funder of the Year, providing finance
for c.20k homes to be built in 2015.

Our Commercial Relationship Bankers are undertaking
intensive training and development, accredited by the
Chartered Bankers Institute, with over 5,000 participants.
Grew net new lending by £3.6 billion excluding the impact of
the transferred businesses from CIB and strategic run-off
decisions.

Proactive capital management with £2.2 billion of lower
performing assets run-off in 2015.

108



Business review

Comparisons with prior periods are affected by a number of
internal business transfers. In line with changes to the business
model, the UK and Western European corporate loan portfolios
transferred to Commercial Banking on 1 May 2015 and 1 October
2015 respectively. The prior period financials were adjusted for
the UK Transaction Services business transfer and do not affect
comparisons. The results exclude RBS International which is
reported as a separate segment for the first time.

Commercial Banking recorded an operating profit of £1,264
million, broadly in line with the prior year. Adjusted operating
profit was £1,384 million, a decrease of £92 million from 2014
due to a marginal fall in income reflecting margin pressure.
Return on equity was broadly stable year on year.

Total income was £3,254 million, compared with £3,305 million in
2014. Net interest income was £1,997 million, a 1% increase
from 2014, driven largely by higher asset and deposit volumes.
Net interest margin decreased three basis points to 1.88% with
improved deposit margins partly offsetting competitive pressures
on new business asset margins. Non-interest income fell by 5%
to £1,257 million driven by a loss of £34 million from the sale of
non-strategic asset portfolios and the transfer of the commercial
cards business to UK PBB in 2014.

Operating expenses totalled £1,921 million, a reduction of 2%
from 2014, principally driven by tight control on discretionary
costs and lower litigation and conduct costs, down 54% to £51
million, combined with restructuring costs falling 36% to £69
million. Adjusted operating expenses were £1,801 million, an
increase of £57 million, primarily as a result of a higher UK bank
levy charge.

Net impairment losses decreased £16 million to £69 million due
to lower individual charges, offsetting lower net provision
releases.

Commercial Banking recorded volume growth across segments,
resulting in net loans and advances to customers increasing by
£6.4 billion to £91.3 billion. This included £5.0 billion from the
transferred businesses, offset by strategic run-off and sale of
selected assets totalling £2.2 billion. Excluding the transferred
businesses and strategic run-off and disposals, net new lending
was £3.6 billion.

Customer deposits totalled £88.9 billion, an increase of £4.0
billion reflecting high levels of liquidity in the market.

RWAs increased £9.1 billion to £72.3 billion in 2015, of which
£8.4 billion relates to £5 billion of assets transferred in. The
higher capital intensity reflects increased level of undrawn
commitments in the transferred businesses.

The Commercial Banking run-off portfolio includes funded assets
of £12.5 billion and RWAs of £8.5 billion.

Commercial Banking recorded an operating profit of £1,256
million compared with £537 million in the prior year. This was
driven by lower net impairment losses, down £516 million, lower
operating expenses, down £178 million and higher income, up
£25 million. Adjusted operating profit increased by £629 million to
£1,476 million.

Net interest income increased by £67 million or 4%, largely
reflecting re-pricing activity on deposits partly offset by the impact
of reduced asset margins, a result of the net transfer in of lower
margin legacy loans (after the cessation of Non-Core). Non-
interest income was down £42 million or 3% as lower CIB
revenue share income, restructuring fees and the transfer out of
commercial cards income to UK PBB in August 2014 were only
partially offset by higher fair value gains and operating lease
income, along with lower close out costs of interest rate products
associated with impaired loans.

Operating expenses were down £178 million or 8%, as a result of
lower litigation and conduct costs, primarily relating to interest
rate swap redress, and lower underlying direct costs reflecting
the continued focus on cost saving. These reductions were
partially offset by higher restructuring costs, as the business
aligned itself to better support customers, and growth in operating
lease depreciation. Adjusted operating expenses declined by £88
million.

Net impairment losses declined £516 million to £85 million, with
fewer individual cases across the portfolio, reduced collectively
assessed provisions and higher latent provision releases,
reflecting improved credit conditions.

The loan:deposit ratio increased to 100%, representing a 2%
increase in net loans and advances to customers, as reductions
in the commercial real estate and restructuring portfolio were
offset by growth across other businesses and reduced customer
deposits, down 5%, reflecting the rebalancing of the bank’s
liquidity position.

RWAs were £4.5 billion lower at £63.2 billion, primarily reflecting
net transfers to RCR, effective 1 January 2014, and improving
credit quality on the back of UK economic recovery, offset by loan
growth.
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Private Banking

2015 2014 2013

Income statement £m £m £m
Net interest income 436 454 414
Net fees and commissions 186 214 216
Other non-interest income 22 21 24
Non-interest income 208 235 240
Total income 644 689 654
Direct expenses

- staff costs (176) (178) (176)

- other costs (35) (37) (33)
Indirect expenses (307) (289) (340)
Restructuring costs

- direct (7) (1) (15)

- indirect (66) — (2)
Litigation and conduct costs (12) (90) (107)
Write down of goodwill (498) — —
Operating expenses (1,101) (595) (673)
Operating (loss)/profit before impairment (losses)/releases (457) 94 (19)
Impairment (losses)/releases (13) 5 (7)
Operating (loss)/profit (470) 99 (26)
Operating expenses - adjusted (1) (518) (504) (549)
Operating profit - adjusted (1) 113 190 98
Analysis of income by business
Investments 86 104 112
Banking 558 585 542
Total income 644 689 654
Performance ratios
Return on equity (2) (27.7%) 4.1% (2.8%)
Return on equity - adjusted (1,2) 4.9% 9.1% 4.0%
Net interest margin 2.75% 2.89% 2.56%
Net interest margin excluding central IEAs 3.95% 4.12% 3.65%
Cost:income ratio 171% 86% 103%
Cost:income ratio - adjusted (1) 80% 73% 84%

Notes:
(1) Excluding restructuring costs and litigation and conduct costs and write down of goodwill.

(2) Return on equity is based on segmental operating profit after tax adjusted for preference dividends divided by average notional equity based on 15% (previously 13%) of the

monthly average of segmental RWAes, assuming 28% tax rate; previously 25%.

2015 2014 2013

Capital and balance sheet £bn £bn £bn
Loans and advances to customers (gross)

- Personal 2.7 2.6 2.8
- Mortgages 6.5 6.1 5.8
- Other 2.0 2.3 2.5
Total loans and advances to customers (gross) 11.2 11.0 11.1
Loan impairment provisions — — (0.1)
Net loans and advances to customers 11.2 11.0 11.0
Total assets 17.0 17.7 17.4
Funded assets 17.0 17.7 17.2
Assets under management 13.9 13.8 14.2
Risk elements in lending 0.1 0.1 0.2
Provision coverage (1) 28% 25% 39%
Customer deposits (excluding repos) 23.1 22.3 22.6
Loan:deposit ratio (excluding repos) 48% 49% 49%
Risk-weighted assets (2)

- Credit risk (non-counterparty) 7.6 7.6 6.8

- Market risk — 0.1 —

- Operational risk 1.1 1.0 1.9
Total risk-weighted assets 8.7 8.7 8.7

Notes:

(1) Provision coverage represents loan impairment provisions as a percentage of risk elements in lending.

(2) RWAs in 2013 are on a Basel 2.5 basis.
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Private Banking is being repositioned to focus on its UK
connected customers and implement growth initiatives to create
long term sustainable returns. The business has moved forward
with simplifying its operating model and continued to develop new
customer propositions for wealthy individuals and families.
Private Banking results exclude the international private banking
business given its plan for disposal.

Private Banking continued to invest in the customer proposition
whilst moving toward a more focused business model:
Strategic repositioning to focus on UK customers with the
sale of the European, the Middle East and Africa tranche of
the international private banking business completed in Q4
2015. The smaller Far East tranche is scheduled to
complete in the first half of 2016.
A series of customer initiatives to ensure client connectivity
has resulted in a 29% increased use of digital channels,
increased volumes of payments and transfers with a rise in
the client satisfaction score.
Growth in customer referrals from Personal & Business
Banking and Commercial Banking has driven increased
client introductions and on-boarding.
Operational enhancements delivered in the credit
application process combined with improved customer
experience through improved fraud detection functionality.
Global Private Banking Awards 2015: Coutts named best
Private Bank in the UK.

Private Banking recorded an adjusted operating profit of £113
million, a fall of £77 million reflecting lower income and higher
impairment losses. A charge for goodwill impairment of £498
million attributed to the business drove an operating loss of £470
million, compared with an operating profit of £99 million in 2014.

Total income was £644 million, a reduction of £45 million from
2014. Net interest income was £436 million, down 4% primarily
due to lower net interest margin. Non-interest income totalled
£208 million, a decrease of 11% driven by lower investment and
transactional income as the business adjusted pricing to reflect a
more competitive market.

Adjusted operating expenses were £518 million, up 3%, with
reductions in the direct cost base offset by a higher UK bank levy
charge. Operating expenses totalled £1,101 million, an increase
of £506 million, driven by a goodwill impairment charge of £498
million, and considerably higher restructuring costs of £73 million
which included a share of an asset write down related to software
of £91 million, and lower litigation and conduct costs of £12
million.

Net impairment losses totalled £13 million, compared with a
release of £5 million, due to higher individual and latent charges.

Despite challenging market conditions, assets under
management and net loans and advances to customers were
broadly stable compared with the prior year.

Private Banking recorded an operating profit of £99 million
compared with a loss of £26 million in the prior year. This was
driven by reduced operating expenses, down £78 million, income
higher by £35 million with impairment releases of £5 million
compared with a net £7 million loss in 2013. Adjusted operating
profit increased by £92 million to £190 million.

Net interest income growth of £40 million or 10% was driven by
increased deposit margins with non-interest income down £5
million resulting in an annual increase in total income of £35
million or 5%.

Operating expenses declined by £78 million or 12% with
restructuring and litigation and conduct costs driving the
reduction. Adjusted operating expenses declined £45 million or
8% reflecting lower technology costs and one-off benefits from
the exit of a number of London properties.

Net impairment releases of £5 million, compared with a net
impairment loss of £7 million in the prior year reflected improved
credit conditions and higher UK property prices.

The loan:deposit ratio was stable with assets, customer deposits
and assets under management all flat.
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RBS International

2015 2014 2013
Income statement £m £m £m
Net interest income 303 323 299
Net fees and commissions 40 43 39
Other non-interest income 24 25 27
Non-interest income 64 68 66
Total income 367 391 365
Direct expenses
- staff costs (42) (44) (43)
- other costs (16) (15) (19)
Indirect expenses (98) (94) (77)
Restructuring costs
- direct — (2 (1)
- indirect (4) (5) (4)
Litigation and conduct costs — — 9)
Operating expenses (160) (160) (153)
Operating profit before impairment releases/(losses) 207 231 212
Impairment releases/(losses) — 7 (47)
Operating profit 207 238 165
Operating expenses - adjusted (1) (156) (153) (139)
Operating profit - adjusted (1) 211 245 179
Performance ratios
Return on equity (2) 18.5% 24.2% 17.8%
Return on equity - adjusted (1,2) 18.9% 24.9% 19.3%
Net interest margin 1.48% 1.65% 1.59%
Net interest margin excluding central IEAs 4.34% 4.83% 4.75%
Cost:income ratio 44% 41% 42%
Cost:income ratio - adjusted (1) 43% 39% 38%

Notes:
(1) Excluding restructuring costs and litigation and conduct costs.

(2) Return on equity is based on segmental operating profit after tax adjusted for preference dividends divided by average notional equity based on 12% (previously 13%) of the

monthly average of segmental RWAes, assuming 10% tax rate.

2015 2014 2013
Capital and balance sheet £bn £bn £bn
Loans and advances to customers (gross)
- Corporate 4.5 4.5 3.6
- Mortgages 25 2.6 2.7
- Other 0.4 0.2 0.2
Total loans and advances to customers (gross) 7.4 7.3 6.5
Loan impairment provisions (0.1) (0.1) (0.1)
Net loans and advances to customers 7.3 7.2 6.4
Total assets 23.1 23.4 21.5
Funded assets 23.1 23.4 21.5
Risk elements in lending 0.1 0.2 0.2
Provision coverage (1) 34% 27% 63%
Customer deposits 21.3 20.8 20.9
Loan:deposit ratio (excluding repos) 35% 35% 31%
Risk-weighted assets (2)
- Credit risk - non-counterparty 7.6 6.8 7.0
- Operational risk 0.7 0.7 —
Total risk-weighted assets 8.3 7.5 7.0

Notes:

(1) Provision coverage represents loan impairment provisions as a percentage of risk elements in lending.

(2) RWAs in 2013 are on a Basel 2.5 basis.
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RBS International (RBSI) operates under the CPB franchise,
serving retail, commercial, corporate and financial institution
customers in Jersey, Guernsey, Isle of Man and Gibraltar. RBSI
is reported as a separate segment for the first time. RBSI
leverages a strong multi-currency banking platform combined
with a comprehensive product suite. RBSI| completed a strategy
review at the end of 2015 with plans to invest in and grow the
business now being implemented, with particular focus on the
funds and mortgage businesses.

During 2015 RBSI has enhanced its customer offering:
Invested in the multi-currency online banking platform, a
unique system to RBSI, to ensure a transformative service
to further simplify customer experience.

Continued its support for Gibraltar's largest private sector
turnover company through a syndicated working capital
facility.

RBSI reported an operating profit of £207 million, £31 million
lower than 2014, largely due to lower income from deposits which
in turn drove return on equity down to 18.5%, from 24.2%.

Total income decreased 6% to £367 million, mainly due to
reductions in net interest income, falling £20 million to £303
million, principally reflecting lower deposit margins and lower
return on free funds partly offset by higher asset volumes. Non-
interest income declined £4 million to £64 million as a result of a
lower CIB revenue share and lower net lending fees.

There were no impairments in 2015 compared with modest
impairment releases of £7 million in the prior year.

Operating expenses remained stable at £160 million due to
control in direct expenditure offset by a slightly higher UK bank
levy charge.

Net loans and advances to customers increased by £0.1 billion to
£7.3 billion. Customer deposit balances grew £0.5 billion to £21.3
billion. The business is a liability heavy business with a
loan:deposit ratio of 35%.

RWAs increased by £0.8 billion to £8.3 billion as a result of a
change in business mix and foreign exchange movements.

RBS International recorded an operating profit of £238 million
compared with £165 million in the prior year. This was driven by a
net impairment release, instead of a prior year loss and increased
income. Adjusted operating profit increased by £66 million to
£245 million.

Net interest income increased by £24 million or 8%, largely
reflecting an increase in new lending volumes, which was partly
offset by the impact of reduced deposit volumes and margins.

Non-interest income was up £2 million as higher lending and
guarantee fees were offset by lower CIB revenue share income,
impacted by reducing foreign exchange margins.

Operating expenses rose £7 million or 5%, primarily as a result of
UK bank levy charges. Litigation and conduct costs were down
£9 million, primarily relating to interest rate swap redress, but
partially offset by £2 million higher restructuring costs.

Net impairment losses reduced £54 million with net impairment
releases of £7 million in 2014. 2013 included a charge for one
large individual case.

Net loans and advances to customers increased 13% or £0.8
billion as growth returned to some key asset classes. Deposits

were stable at £20.8 billion.

RWAs were £0.5 billion higher at £7.5 billion, primarily reflecting
the growth in the asset book.
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Corporate & Institutional Banking

2015 2014 2013

Income statement £m £m £m
Net interest income from banking activities 87 (11) 68
Net fees and commissions 218 408 475
Income from trading activities 1,153 1,386 1,788
Other operating income (51) 157 152
Own credit adjustments 120 (9) 23
Non-interest income 1,440 1,942 2,438
Total income 1,527 1,931 2,506
Direct expenses

- staff costs (348) (446) (536)

- other costs (122) (190) (397)
Indirect expenses (997) (1,080) (1,287)
Restructuring costs

- direct (44) (13) (20)

- indirect (480) (89) (58)
Litigation and conduct costs (378) (832) (613)
Operating expenses (2,369) (2,650) (2,911)
Operating loss before impairment losses (842) (719) (405)
Impairment releases 5 9 37
Operating loss (837) (710) (368)
Total income - adjusted (1) 1,407 1,940 2,483
Operating expenses - adjusted (2) (1,467) (1,716) (2,220)
Operating (loss)/profit - adjusted (1,2) (55) 233 300
Analysis of income by product
Rates 688 823 964
Currencies 390 551 679
Financing 296 551 875
Banking/Other (65) (208) (279)
Total excluding own credit adjustments 1,309 1,717 2,239
Own credit adjustments 120 9) 23
Businesses transferred to Commercial Banking 98 223 244
Total income 1,527 1,931 2,506
Performance ratios
Return on equity (3) (11.1%) (7.9%) (5.0%)
Return on equity - adjusted (1,2,3) (2.0%) 1.3% 21%
Net interest margin 0.53% (0.07%) 0.43%
Net interest margin excluding central IEAs 0.55% (0.06%) 0.39%
Cost:income ratio 155% 137% 116%
Cost:iincome ratio - adjusted (1,2) 104% 88% 89%

Notes:

(1) Excluding own credit adjustments.

(2) Excluding restructuring costs and litigation and conduct costs.
(3

) Return on equity is based on segmental operating profit after tax adjusted for preference dividends divided by average notional equity based on 15% (previously 13%) of the

monthly average of segmental RWAes, assuming 28% tax rate (previously 25%).
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Loans and advances to customers (gross, excluding reverse repos)
Loans and advances to banks (excluding reverse repos) (1)
Reverse repos

Securities

Cash and eligible bills

Other

Total assets
Funded assets

Customer deposits (excluding repos)
Bank deposits (excluding repos)
Repos

Debt securities in issue
Loan:deposit ratio (excluding repos)

Risk-weighted assets (2)
- credit risk
- non-counterparty
- counterparty
- market risk
- operational risk
Total risk-weighted assets
Notes:

(1) Excludes disposal groups.
(2) RWAs in 2013 are on a Basel 2.5 basis.

Corporate & Institutional Banking (CIB) announced its new
business strategy in February 2015, separating the segment
between go-forward and CIB Capital Resolution (now Capital
Resolution).

The current CIB business is undergoing a multi-year
transformation implementing a simpler and sustainable operating
model as the business re-shapes and downsizes. The business
has been shaped around three product lines: Rates, Currencies
and Financing with core focus on UK and Western European
corporates and global financial institutions.

The steady-state target for the business is ¢.£1.4 billion of
income with ¢.£30 billion of RWAs. Operating expenses are
targeted at ¢.£0.7-0.8 billion to deliver 8-10% return on equity.
Achieving target steady state requires a multi-year transformation
programme, which was launched in 2015. Alongside this, CIB
continues to focus on customers:

Agreements signed by RBS with three separate investment
partners: AlG Asset Management (Europe) Ltd, Hermes
Investment Management and M&G Investments to provide
small to mid-market UK businesses with greater access to
capital investment.

Managed the largest liability management exercise in
Europe in 2015.

RBS Automated Treasury solutions recognised at the 2015
BBAV/IFS Financial Innovation awards for delivering
innovative, flexible and customer-centric products.

Raising approximately £50 billion for customers in debt
capital markets in 2015.

2015
£bn

16.1
5.7
38.6
23.7
14.3
4.9

215.3
103.3

5.7
6.7
35.2
3.3
284%

5.0
11.3
13.8

3.0
33.1

Comparisons with prior periods are affected by a number of
internal business transfers. In line with changes to the business
model, the UK and Western European corporate loan portfolios
transferred to Commercial Banking on 1 May 2015 and 1 October
2015 respectively; the Short Term Money markets business was
transferred to Treasury on 1 August 2015. The prior period
financials were adjusted for the UK Transaction Services
business transfer to Commercial Banking and do not affect prior
period comparisons.

CIB reported an operating loss of £837 million in 2015, compared
with an operating loss of £710 million in 2014. This included
restructuring costs of £524 million and litigation and conduct
costs of £378 million. The adjusted operating loss was £55
million, compared with a profit of £233 million in 2014. The
reduction was driven by lower income partially offset by the
continued reduction in adjusted expenses, down £249 million, or
15%, to £1,467 million as the business continues to take costs
out and move towards a more sustainable cost base.

Total income declined by £404 million, or 21%, to £1,527 million
in 2015. This includes £120 million relating to own credit
adjustments and £98 million relating to the transfer of portfolio
businesses to Commercial Banking. Excluding this, CIB income
was £1,309 million, in line with previous guidance.
Rates income declined, reflecting the reduced scale and risk
appetite of the business.
Currencies incurred losses when the Swiss Central Bank
unexpectedly removed the Swiss Franc's peg to the Euro.
Financing was impacted by the strategically reduced
corporate footprint especially in the US and by lower levels
of EMEA investment grade issuance.
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Operating expenses fell by £281 million, or 11%, to £2,369 million
in 2015. This includes £35 million relating to the transfer of
portfolio businesses to Commercial Banking. Expenses
remaining in CIB were £2,334 million. Adjusted operating
expenses fell by £249 million or 15% to £1,467 million as the
business reshaped, including a considerable reduction in
headcount. Litigation and conduct costs fell by £454 million, or
55%, to £378 million, primarily relating to foreign exchange
settlements in the US. This reduction was offset by an increase in
restructuring costs of £422 million to £524 million, primarily
relating to property and intangible asset write downs.

Funded assets fell by £34.4 billion to £103.3 billion as the
business continues to work through re-shaping, and included £17
billion (2014 - £20 billion) relating to the transfer to Treasury of
the Short Term Markets business and £5 billion from the transfer
of the UK and Western European corporate loan portfolios to
Commercial Banking.

RWAs reduced by £8.8 billion to £33.1 billion compared with
£41.9 billion, nearing the end-state target of ¢.£30 billion. The
reduction was primarily driven by the transfer of the UK and
Western European portfolio businesses to Commercial Banking.

CIB recorded an operating loss of £710 million compared with an
operating loss of £368 million in 2013. This included litigation and
conduct costs of £832 million compared with £613 million a year
before. Adjusted operating profit was £233 million compared with
£300 million in 2013. This movement was primarily driven by
lower income, partially offset by a reduction in expenses.

Total income declined by £575 million, 23%, to £1,931 million
reflecting reduced deployment of resources and difficult trading
conditions, characterised by subdued levels of customer activity
and limited market volatility:

Rates suffered from weak trading conditions in the fourth
quarter of 2014, largely driven by subdued activity and
balance sheet de-risking.

Currencies income declined in a highly competitive market
as both market volatility and customer activity remained
subdued for much of the year. Some volatility returned in the
fourth quarter of 2014, boosting income in the Options
business in particular.

Financing income reduced, reflecting the year on year
weakening in EMEA corporate investment grade primary
issuance and subdued secondary credit markets.

Operating expenses fell by £261 million driven primarily by lower
business and support costs, partially offset by an increase in
litigation and conduct costs. Adjusted expenses decreased by
£504 million, or 23%, reflecting the continued focus on cost
savings across both business and support areas.

Net impairment releases totalled £9 million compared with £37
million in 2013.

Risk-weighted assets were £41.9 billion as at 31 December 2014,
flat compared with 31 December 2013 despite the introduction of
CRDIV on 1 January 2014. This reflected the businesses
commitment to carefully manage risk-weighted assets.
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Capital Resolution

2015 2014 2013

Income statement £m £m £m
Net interest income 365 673 510
Net fees and commissions 266 483 497
Income from trading activities (410) 401 1,275
Other operating income 181 271 122
Own credit adjustments 175 (36) 35
Strategic disposals (38) — —
Non-interest income 174 1,119 1,929
Total income 539 1,792 2,439
Direct expenses

- staff costs (296) (444) (436)

- other costs (202) (293) (287)
Indirect expenses (1,041) (1,283) (1,405)
Restructuring costs

- direct (380) (80) (57)

- indirect (927) (105) (59)
Litigation and conduct costs (2,105) (162) (1,828)
Write-down of goodwill — (130) (1,059)
Operating expenses (4,951) (2,497) (5,131)
Operating loss before impairment releases/(losses) (4,412) (705) (2,692)
Impairment releases/(losses) 725 1,307 (723)
Operating (loss)/profit (3,687) 602 (8,415)
Total income - adjusted (1) 402 1,828 2,404
Operating expenses - adjusted (2) (1,539) (2,020) (2,128)
Operating (loss)/profit - adjusted (1,2) (412) 1,115 (447)
Analysis of income by portfolio
APAC portfolio (3) 74 94 65
Americas portfolio 60 98 105
EMEA portfolio (4) 76 146 151
Legacy loan portfolio 129 416 —
Shipping 80 95 74
Markets 180 866 1,485
GTS 346 563 629
Other (214) (481) (105)
Income excluding disposals and own credit adjustments 731 1,797 2,404
Disposal (losses)/gains (367) 31 —
Own credit adjustments 175 (36) 35
Total income 539 1,792 2,439
Notes:

(
()
(3) Asia-Pacific portfolio.
(4)

1) Excluding own credit adjustments and strategic disposals.
Excluding restructuring costs, litigation and conduct costs and write-down of goodwill.

European, the Middle East and Africa portfolio.
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2015 2014 2013
Capital and balance sheet £bn £bn £bn
Loans and advances to customers (gross) 25.9 64.0 40.6
Loan impairment provisions (2.3) (11.1) (0.9)
Net loans and advances to customers 23.6 52.9 39.7
Net loans and advances to banks 71 14.5 18.2
Total assets 201.5 327.3 311.4
Funded assets 53.4 115.6 130.6
Risk elements in lending 3.4 15.6 1.6
Provision coverage (1) 67% 71% 56%
Customer deposits (excluding repos) 26.0 36.4 401
Bank deposits (excluding repos) 14.7 19.8 15.3
Repos — 8.3 20.4
Debt securities in issue 4.3 9.3 17.5
Risk-weighted assets (2)
- credit risk
- non-counterparty 27.3 62.6 56.6
- counterparty 12.0 16.9 11.2
- market risk 5.7 8.5 11.5
- operational risk 4.0 7.1 7.8
Total risk-weighted assets 49.0 95.1 87.1
Analysis of RWAs by portfolio
APAC portfolio (3) 0.5 4.0 3.3
Americas portfolio 1.0 7.8 8.8
EMEA portfolio (4) 1.2 5.9 10.7
Legacy loan portfolio 3.7 10.5 —
Shipping 4.5 5.8 5.8
Markets 20.7 33.3 28.1
GTS 3.6 9.8 12.5
Saudi Hollandi Bank 6.9 5.9 4.6
Other 2.9 5.0 5.5
Total credit and market risk RWAs 45.0 88.0 79.3
Operational risk 4.0 7.1 7.8
Total RWAs 49.0 95.1 87.1
Notes:

2) RWAsin 2013 are on a Basel 2.5 basis.
3) Asia-Pacific portfolio.
4) European, the Middle East and Africa portfolio.

1) Provision coverage represents loan impairment provisions as a percentage of risk elements in lending.
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Capital Resolution consists of two established businesses: CIB
Capital Resolution, and RBS Capital Resolution (RCR), with total
funded assets of £116 billion and RWAs of £95 billion at the start
of 2015.

CIB Capital Resolution was created from non-strategic portfolios
from CIB, to enable the build of a strong go-forward CIB
business. Funded assets on 1 January 2015 were £101 billion,
consisting of three regional portfolios (Americas, EMEA and
APAC), Shipping, Markets assets, Other legacy assets including
Saudi Hollandi Bank (SHB) and Global Transaction Services.
There is a three stage process in place to guide the business
down; starting with taking the capital out, then running down the
cost base and finally managing tail risk in the longer-term.

RCR was created on 1 January 2014 and had funded assets of
£14.9 billion at the start of 2015 - Refer to pages 120 to 123 for
background and more details. RCR formally closed following
approval from the PRA on 22 February 2016.

2015 was a year of strong progress across Capital Resolution:

CIB Capital Resolution accelerated the execution of its strategy:
Reduced RWAs by £32.6 billion to £40.5 billion, achieving
the £25 billion target;

North American loan portfolios sales drove £6.8 billion of
RWA reduction, removing substantially all of our North
American exit portfolio;

APAC loan portfolio reduction of £3.5 billion RWA to £0.5bn
RWA was driven by disposal activity;

Similarly, EMEA loan portfolio reduced RWAs by £4.7 billion
to £1.2 billion; and

A partnership was formed with BNP Paribas to offer existing
international customers an alternative to Global Transaction
Services (GTS). Uncommitted GTS trade lending and new
business has been terminated.

RCR has achieved its asset and risk reduction objectives:
Reduced funded assets by 88% since its formation to £4.6
billion with £10.3 billion reduction in 2015. This exceeded
the targeted reduction of 85%, a year ahead of schedule;
and
The net effect of the operating profit of £465 million and
RWA equivalent reduction of £17.8 billion was CET1
accretion of £2.2 billion in 2015 and £8.3 billion since the
perimeter was agreed.

Capital Resolution RWAs reduced from £95.1 billion to £49.0
billion driven by significant reductions across CIB Capital
Resolution and RCR, which primarily reflected disposals and
repayments activity.

Capital Resolution made an operating loss of £3,687 million,
including income related disposal losses of £367 million,
restructuring costs of £1,307 million together with litigation and
conduct costs of £2,105 million primarily relating to additional
provisions for mortgage-backed securities litigation in the United
States. Adjusted expenses were reduced by £481 million, or 24%
to £1,539 million, principally reflecting a fall in headcount of
approximately 1,100. Net impairment releases of £725 million
were recorded, primarily in RCR driven by the disposal strategy
and favourable market and economic conditions.

Capital Resolution funded assets fell £62.2 billion to £53.4
billion. Within that CIB Capital Resolution funded assets fell
£51.9 billion to £48.8 billion in 2015, primarily due to loan
portfolio disposals. RCR, funded assets fell £10.3 billion to £4.6
billion, driven by extensive disposal activity across all asset
groups with 533 deals completed in 2015 at an average price of
109% of book value.
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RBS Capital Resolution (RCR)

Following the businesses reorganisation in Q4 2015, RCR is included in the Capital Resolution reportable segment, and the balances

below are included in the Capital Resolution disclosures on pages 117 to 119.

RCR was managed and analysed in four asset management groups - Ulster Bank (RCR lIreland), Real Estate Finance, Corporate and

Markets. Real Estate Finance excludes commercial real estate lending in Ulster Bank.

The following disclosures illustrate the progress made since the creation of RCR in relation to the targeted 85% run down of funded

assets, achieving a reduction of 88% to £4.6 billion. As RCR has now achieved its targeted rundown and has been closed these are the

final standalone RCR disclosures.

Net interest expense

Net fees and commissions
Income from trading activities (1)
Other operating income (1)

Own credit adjustments
Non-interest income

Direct expenses
- staff costs
- other costs
Indirect expenses
Restructuring costs
Operating expenses
Operating loss before impairment releases
Impairment releases (1)

Total income - adjusted (2)
Operating expenses - adjusted (3)

Operating profit - adjusted (2,3)

Ulster Bank

Real Estate Finance
Corporate

Markets

Total income

Ulster Bank

Real Estate Finance
Corporate

Markets

Total impairment releases

Ulster Bank

Real Estate Finance
Corporate

Markets

Total

Notes:

(1) Asset disposals contributed £757 million (2014 - £904 million) to RCR’s operating profit: impairment provision releases of £770 million (2014 - £874 million); £63 million loss
(2014 - £87 million gain) in income from trading activities and £50 million gain (2014 - £57 million loss) in other operating income.

(2) Excluding own credit adjustments.
(3) Excluding restructuring costs.
(4) Includes disposal groups.

2015
£m

(109)
18
(144)
134

(101)

(75)
108
(97)
37)
(101)

(588)
(242)
13
75
(742)

(36.8%)
(17.4%)
0.7%
(0.8%)
(15.2%)
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2015 2014
Capital and balance sheet £bn £bn
Loans and advances to customers (gross) (1) 5.4 21.9
Loan impairment provisions (2.1) (10.9)
Net loans and advances to customers 3.3 11.0
Debt securities 0.3 1.0
Total assets 9.6 29.0
Funded assets 4.6 14.9
Risk elements in lending (1) 3.1 154
Provision coverage (2) 68% 71%
Risk-weighted assets
- Credit risk
- non-counterparty 41 13.6
- counterparty 1.7 4.0
- Market risk 3.1 4.4
- Operational risk (0.4) —
Total risk-weighted assets 8.5 22.0
Total RWA equivalent (3) 9.5 27.3
Gross loans and advances to customers (1)
Ulster Bank 1.6 11.0
Real Estate Finance 1.4 4.1
Corporate 1.8 6.2
Markets 0.6 0.6
54 21.9
Funded assets - Ulster Bank
Commercial real estate - investment 0.2 1.2
Commercial real estate - development — 0.7
Other corporate 0.1 0.7
0.3 2.6
Funded assets - Real Estate Finance (4)
UK 0.9 2.5
Germany 0.1 0.4
Spain 0.3 0.5
Other 0.1 0.8
1.4 4.2
Funded assets - Corporate
Structured finance 0.4 1.7
Shipping 0.5 1.8
Other 1.0 2.3
1.9 5.8
Funded assets - Markets
Securitised products 1.0 1.8
Emerging markets — 0.5
1.0 2.3

Notes:

(1) Includes disposal groups.

(2) Provision coverage represents loan impairment provisions as a percentage of risk elements in lending.
3)

RWA equivalent (RWAe) is an internal metric that measures the equity capital employed in segments. RWAe converts both performing and non-performing exposures into a
consistent capital measure, being the sum of the regulatory RWAs and the regulatory capital deductions, the latter converted to RWAe by applying a multiplier. RBS applies a

CET1 ratio of 10% for RCR,; this results in an end point CRR RWAe conversion multiplier of 10.
(4) Includes investment properties.
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Funded assets

1 January 31 December
2014 Repayments Disposals (1) Impairments Other 2015
£bn £bn £bn £bn £bn £bn
Ulster Bank 4.8 (0.2) (5.6) 1.7 (0.4) 0.3
Real Estate Finance 9.5 (3.1) (5.1) 0.3 (0.2) 14
Corporate 9.8 (3.6) (4.5) (0.1) 0.3 1.9
Markets 4.8 (1.5) (2.4) — 0.1 1.0
Total 28.9 (8.4) (17.6) 1.9 (0.2) 4.6
Risk-weighted assets
1 January Risk 31 December
2014 Repayments Disposals (1)  parameters (2) Impairments Other (3) 2015
£bn £bn £bn £bn £bn £bn £bn
Ulster Bank 3.3 (0.5) (1.1) (1.2) — (0.1) 0.4
Real Estate Finance 13.5 (2.9) (2.8) (6.5) — (0.1) 1.2
Corporate 16.4 (3.1) (5.7) (5.4) (0.4) 0.6 2.4
Markets 13.5 (4.5) (3.6) (0.7) (0.2) — 45
Total 46.7 (11.0) (13.2) (13.8) (0.6) 0.4 8.5
Capital deductions
1 January Risk 31 December
2014 Repayments Disposals (1)  parameters (2) Impairments Other (3) 2015
£m £m £m £m £m £m £m
Ulster Bank 559 (31) (525) (147) 182 (32) 6
Real Estate Finance 505 (458) (904) 783 173 (29) 70
Corporate 477 (268) (188) 137 (156) 8 10
Markets 291 (37) (86) (147) 2 (6) 17
Total 1,832 (794) (1,703) 626 201 (59) 103
RWA equivalent (4)
1 January Risk 31 December
2014 Repayment Disposals (1)  parameters (2) Impairments Other (3) 2015
£bn £bn £bn £bn £bn £bn £bn
Ulster Bank 8.9 (0.8) (6.3) (2.7) 1.8 (0.4) 0.5
Real Estate Finance 18.6 (7.4) (11.9) 1.3 1.7 (0.4) 1.9
Corporate 211 (5.8) (7.6) (4.0) (1.9) 0.7 2.5
Markets 16.4 (4.8) (4.5) (2.2) (0.2) (0.1) 4.6
Total 65.0 (18.8) (30.3) (7.6) 1.4 (0.2) 9.5
Notes:

1) Includes all effects relating to disposals, including associated removal of deductions from regulatory capital.
2) Principally reflects credit migration and other technical adjustments.
3) Includes fair value adjustments and foreign exchange movements.

4) RWA equivalent (RWAe) is an internal metric that measures the equity capital employed in segments. RWAe converts both performing and non-performing exposures into a

consistent capital measure, being the sum of the regulatory RWAs and the regulatory capital deductions, the latter converted to RWAe by applying a multiplier. RBS applies a
CET1 ratio of 10% for RCR; this results in an end-point CRR RWAe conversion multiplier of 10.
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Gross loans and advances, REIL and impairments

Credit metrics

REIL as a Provisions Provisions Impairment
Gross % of gross asa% as a % of (releases)/ Amounts
loans REIL Provisions loans of REIL gross loans losses (2) written-off
2015 (1) £bn £bn £bn % % % £m £m
By sector
Commercial real estate
- investment 1.8 1.2 0.6 67 50 33 (564) 2,004
- development 0.8 0.8 0.7 100 88 88 (327) 3,933
Asset finance 0.6 0.3 0.1 50 33 17 68 316
Other corporate 2.2 0.8 0.7 36 88 32 84 1,358
5.4 3.1 2.1 57 68 39 (739) 7,611
Of which
UK 3.8 1.9 1.0 50 53 26 (106) 2,980
Europe 1.4 1.1 1.0 79 91 71 (682) 4,510
us 0.1 — — — — — 67 1
RoW 0.1 0.1 0.1 100 100 100 (18) 120
Customers 5.4 3.1 2.1 57 68 39 (739) 7,611
Banks 0.3 — — — — — (3) 33
Total 5.7 3.1 2.1 55 67 37 (742) 7,644
2014 (1)
By sector
Commercial real estate
- investment 6.2 49 2.8 79 57 45 (553) 1,911
- development 6.4 6.2 5.3 97 85 83 (611) 560
Asset finance 2.3 0.9 0.4 39 44 17 37 80
Other corporate 7.0 3.4 2.4 49 71 34 (169) 1,032
21.9 15.4 10.9 70 71 50 (1,296) 3,583
Of which
UK 10.0 6.2 41 62 66 41 (402) 2,266
Europe 10.9 8.9 6.6 82 74 61 (875) 1,267
us 0.3 0.1 — 33 — — (19) 26
RoW 0.7 0.2 0.2 29 100 29 — 24
Customers 21.9 15.4 10.9 70 71 50 (1,296) 3,583
Banks 0.5 — — — — — (10) 8
Total 22.4 15.4 10.9 69 71 49 (1,306) 3,591
Notes:

(1) Includes disposal groups.

(2) Impairment (releases)/losses include those relating to AFS securities; sector analyses above include allocation of latent impairment charges.
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Williams & Glyn (1)

2015 2014 2013

Income statement £m £m £m
Net interest income 658 664 657
Net fees and commissions 160 170 178
Other non-interest income 15 18 21
Non-interest income 175 188 199
Total income 833 852 856
Direct expenses

- staff costs (209) (196) (175)

- other costs (52) (36) (34)
Indirect expenses (98) (98) (98)
Restructuring costs

- direct (28) — —
Operating expenses (387) (330) (307)
Operating profit before impairment losses 446 522 549
Impairment losses (15) (55) (80)
Operating profit 431 467 469
Operating expenses - adjusted (2) (359) (330) (307)
Operating profit - adjusted (2) 459 467 469
Analysis of income by product
Retail 472 502 523
Commercial 361 350 333
Total income 833 852 856
Analysis of impairments by sector
Retail 16 48 46
Commercial (1) 7 34
Total impairment losses 15 55 80
Loan impairment charge as a % of gross customer loans and advances

(excluding reverse repurchase agreements) by sector
Retail 0.1% 0.4% 0.4%
Commercial (0.0%) 0.1% 0.4%
Total 0.1% 0.3% 0.4%
Performance ratios
Net interest margin 2.87% 2.93% 2.86%
Net interest margin excluding central IEAs 3.38% 3.42% 3.32%
Cost:income ratio 46% 39% 36%
Cost:income ratio - adjusted (2) 43% 39% 36%

Notes:

(1) Does not reflect the cost base, funding, liquidity and capital profile of a standalone bank. Operating expenses include charges based on an attribution of support provided by

RBS to Williams & Glyn.
(2) Excluding restructuring costs.
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Loans and advances to customers (gross)
- Retail
- Commercial
Total loans and advance to customers (gross)
Loan impairment provisions
Net loans and advances to customers

Total assets

Funded assets

Risk elements in lending
Provision coverage (2)

Customer deposits
- Retail
- Commercial
Total customer deposits

Loan:deposit ratio (excluding repos)

Risk-weighted assets (3)
- credit risk (non-counterparty)
- operational risk

Total risk-weighted assets

Notes:

) Does not reflect the cost base, funding, liquidity and capital profile of a standalone bank.

2015
£bn

1.6
8.7
20.3
(0.3)
20.0
24.1
24.1
0.5
60%

11.4
12.7
241

83%

8.5
1.4

9.9

(1
(2) Provision coverage represents loan impairment provisions as a percentage of risk elements in lending.
(3

) RWAs in 2013 are on a Basel 2.5 basis.

As part of its commitments to the European Commission (EC),
RBS has agreed to divest part of its UK retail and commercial
banking franchise. This comprises RBS branches in England and
Wales and NatWest branches in Scotland, RBS Business
Banking Direct and NatWest Direct Business Banking and certain
mid-corporate customers across the UK. Together, this business
is referred to as ‘Williams & Glyn’ (W&G).

W&G has c.1.6 million retail banking customers with an estimated
market share of 2% in Personal Current Accounts (PCA) in the
UK. The bank has ¢.240,000 commercial customers served,
through either the retail bank or a national network of relationship
managers.

WA&G is in the process of being established as a fully licensed,
independent, full-service retail and commercial bank, with its own
operating infrastructure and platform. RBS continues to work
towards the separation of W&G and to meeting its EC
commitments to fully divest the business by the end of 2017.

This view of W&G, as it stands as a reportable segment within
the RBS Group, reflects the contribution made by W&G’s ongoing
business to RBS, as distinct to the financial effects of any
disposal transaction itself. These figures do not reflect the cost
base, funding, liquidity and capital profile of W&G as a
standalone bank and does not include certain customer portfolios
which are currently reported through other reportable segments
within RBS.

Operating profit was £431 million, compared with a profit of £467
million in 2014. The reduction was principally driven by lower
non-interest income and restructuring costs attributed to
Commercial Banking, partly offset by a lower net impairment
charge. Adjusted operating profit was down £8 million to £459
million.

Total income was £833 million, compared with £852 million in
2014. Net interest income reduced £6 million to £658 million due
to mortgage margin pressure from the impact of market
competition on new business pricing. Net interest margin
declined 6 basis points to 2.87%, due to the aforementioned
margin pressure on new mortgage volumes and a reduction in
the number of customers on the standard variable rate. Non-
interest income fell by 7%, primarily due to lower fee income from
credit and debit cards as well as lower overdraft usage and
tariffs.
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Operating expenses totalled £387 million, an increase of £57
million, including a restructuring charge of £28 million in
Commercial Banking. Adjusted expenses increased 9% to £359
million as the business continued to stand up the central
functions and operations areas resulting in an increase in staff
costs of 7% or £13 million.

Net impairment losses were £15 million, lower than the £55
million loss incurred in 2014 due to portfolio provision releases
and reduced levels of defaults in portfolios reflecting a benign UK
economy.

Loans and advances grew by £0.4 billion, or 2%, to £20.3 billion.
Excluding the transfer of £0.3 billion of Commercial lending back
to CPB, lending grew £0.7 billion, or 4%, driven by good growth
in both mortgage lending and commercial loans. Customer
deposits rose £2.1 billion, or 10%, to £24.1 billion with growth in
both transactional accounts and savings accounts.

RWAs fell £0.2 billion to £9.9 billion due to the better credit
quality of the overall portfolio.

Operating profit was £467 million, compared with a profit of £469
million in 2013. The reduction is primarily attributable to an
increase in staff costs and lower non-interest income partially off-
set by an increase in net interest income and a reduction in net
impairment charges.

Central items and other

Central items not allocated

Total income was £852 million, compared with £856 million in
2013. Net interest income increased £7 million to £664 million
primarily due to improved margins on new lending volumes and
product mix within Commercial Banking. Net interest margin was
2.93%, 7 basis points higher than 2013. Non-interest income fell
by 6% due to lower credit card and interchange fees within the
Retail division.

Operating expenses totalled £330 million, an increase of £23
million, or 7% primarily due to a 12%, or £21 million, increase in
staff costs as a result of headcount growth as the business
stands up functions and operations ahead of divestment.

Net impairment losses were £55 million, a reduction of £25
million compared with the prior year as a result of increased
recoveries and reduced levels of default.

Loans and advances decreased £0.2 billion from £20.1 billion to
£19.9 billion. Customer deposits increased £0.5 billion to £22
billion.

RWAs fell £1.6 billion to £10.1 billion due to a regulatory change
in the calculation of RWAs related to Commercial lending and a
reduction in Retail mortgages RWAs linked to improved loss
given default rates.

2015
£m

(903)

Funding and operating costs have been allocated to operating segments based on direct service usage, the requirement for market
funding and other appropriate drivers where services span more than one segment.

Residual unallocated items relate to volatile corporate items that do not naturally reside within a segment.

Central items not allocated represented a charge of £903 million
compared with a charge of £931 million in 2014. This includes
restructuring costs relating to Williams & Glyn of £630 million, a
write-off of intangible assets of £59 million, a loss of £263 million
on the repurchase of certain US dollar, Sterling and Euro senior
debt securities and a loss of £67 million on the disposal of
available-for-sale securities. These were partially offset by
Treasury funding costs, including volatile items under IFRS, a
gain of £169 million. Also included are £56 million of income,
£109 million of direct operating expenses and £122 million of
indirect operating expenses in relation to the international private
banking business. Adjusted operating expenses totalled £231
million, 6% lower than 2014.

Central items not allocated represented a charge of £931 million
compared with a gain of £300 million in 2013. The charge
includes lower gains on the disposal of available-for-sale
securities in Treasury, which were down £575 million to £149
million in 2014, along with a £309 million higher restructuring
charge relating to the Williams & Glyn segment. 2014 includes a
£247 million write-down of previously capitalised software
development. In addition, unallocated Treasury funding costs,
including volatile items under IFRS, were £437 million in the year
versus £282 million in 2013.
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Non-Core

2013 was the final reporting period for the Non-Core division. Approximately £12 billion of assets which were managed by Non-Core

were returned to the relevant originating segments, with the remaining assets transferring to RCR within Capital Resolution from 1

January 2014.
2013
Income statement £m
Net interest income (134)
Net fees and commissions 53
Loss from trading activities (150)
Other operating income
- other (1) (194)
Strategic disposal 6
Non-interest income (285)
Total income (419)
Direct expenses
- staff costs (188)
- other costs (182)
Indirect expenses (213)
Restructuring cost
- direct (16)
- indirect (6)
Operating expenses (605)
Loss before impairment losses (1,024)
Impairment losses (4,420)
Operating loss (5,444)
Capital and balance sheet £bn
Loans and advances to customers (gross) (2) 34.4
Loan impairment provisions (13.6)
Net loans and advances to customers 20.8
Risk elements in lending (2) 18.7
Provision coverage (3) 73%
Risk-weighted assets
- credit risk
- non-counterparty 17.8
- counterparty 4.7
- market risk 3.3
- operational risk 1.4
Total risk-weighted assets 27.2

Notes:

(1) Includes losses on disposals of £221 million for 2013.
(2) Excludes disposal groups.
(3

) Provision coverage represents loan impairment provisions as a percentage of risk elements in lending.
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Consolidated balance sheet as at 31 December 2015

2015 2014*
£m £m
Assets
Cash and balances at central banks 79,404 74,872
Net loans and advances to banks 18,361 23,027
Reverse repurchase agreements and stock borrowing 12,285 20,708
Loans and advances to banks 30,646 43,735
Net loans and advances to customers 306,334 334,251
Reverse repurchase agreements and stock borrowing 27,558 43,987
Loans and advances to customers 333,892 378,238
Debt securities subject to repurchase agreements 20,224 23,048
Other debt securities 61,873 63,601
Debt securities 82,097 86,649
Equity shares 1,361 5,635
Settlement balances 4,116 4,667
Derivatives 262,514 353,590
Intangible assets 6,537 7,781
Property, plant and equipment 4,482 6,167
Deferred tax 2,631 1,911
Prepayments, accrued income and other assets 4,242 5,763
Assets of disposal groups 3,486 82,011
Total assets 815,408 1,051,019
Liabilities
Bank deposits 28,030 35,806
Repurchase agreements and stock lending 10,266 24,859
Deposits by banks 38,296 60,665
Customers deposits 343,186 354,288
Repurchase agreements and stock lending 27,112 37,351
Customer accounts 370,298 391,639
Debt securities in issue 31,150 50,280
Settlement balances 3,390 4,503
Short positions 20,809 23,029
Derivatives 254,705 349,805
Provisions, accruals and other liabilities 15,115 13,346
Retirement benefit liabilities 3,789 4,318
Deferred tax 882 500
Subordinated liabilities 19,847 22,905
Liabilities of disposal groups 2,980 71,320
Total liabilities 761,261 992,310
Non-controlling interests 716 2,946
Owners’ equity 53,431 55,763
Total equity 54,147 58,709
Total liabilities and equity 815,408 1,051,019
Tangible net asset value per ordinary share (1) 352p 374p

*Restated — refer to page 267 for further details.

Note:
(1) Tangible net asset value per ordinary share represents tangible equity divided by the number of ordinary shares in issue.
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Commentary on consolidated balance sheet

Total assets of £815.4 billion as at 31 December 2015 were down
£235.6 billion, 22%, compared with 31 December 2014. This was
primarily driven by the disposal of Citizens, and decreases in
loans and advances to customers and derivative assets,
reflecting the reshaping of CIB and Capital Resolution run-down.

Loans and advances to banks decreased by £13.1 billion, 30%,
to £30.6 billion. Excluding reverse repurchase agreements and
stock borrowing (‘reverse repos’), down £8.4 billion, 41%, to
£12.3 billion, bank placings declined £4.7 billion, 20%, to £18.3
billion, mainly reflecting Capital Resolution run-down.

Loans and advances to customers declined £44.3 billion, 12%, to
£333.9 billion. Within this, reverse repos were down £16.4 billion,
37%, to £27.6 billion. Customer lending decreased by £27.9
billion, 8%, to £306.3 billion, or £38.3 billion to £313.5 billion
before impairments. This reflected reductions in CIB together with
run-down and disposals in Capital Resolution, partially offset by
increases in UK PBB reflecting growth in mortgages and in
Commercial Banking which recorded strong new business
volumes.

Debt securities were down £4.6 billion, 5%, to £82.1 billion,
driven mainly by reductions within CIB, partially offset by
increases in Treasury in the liquidity portfolio.

Equity shares decreased by £4.3 billion, 76%, to £1.4 billion
primarily due to the continuing risk reduction and run-down in
Capital Resolution.

Movements in the value of derivative assets, down £91.1 billion,
26%, to £262.5 billion, and liabilities, down £95.1 billion, 27% to
£254.7 billion, were driven by a reduction in interest rate swap
notionals as well as yield curve moves.

Property, plant and equipment decreased by £1.7 billion, 27%, to
£4.5 billion mainly reflecting disposals and write downs.

Intangible assets decreased by £1.2 billion, 16%, to £6.5 billion
due to the write down of £0.5 billion goodwill in Private Banking
and the write down of other intangible assets of 0.8 billion, mainly
in relation to the reorganisation of CIB.

The decrease in assets and liabilities of disposal groups, down
£78.5 billion to £3.5 billion, and £68.3 billion to £3.0 billion
respectively, primarily reflects the disposal of Citizens partially
offset by the transfer of the international private banking business
to disposal groups.

Deposits by banks decreased by £22.4 billion, 37%, to £38.3
billion, with decreases in inter-bank deposits, down £7.8 billion,
22%, to £28.0 billion and decreases in repurchase agreements
and stock lending (‘repos’), down £14.6 billion, 59%, to £10.3
billion, reflecting the reshaping of CIB and Capital Resolution run-
down.

Customer accounts decreased £21.3 billion, 5%, to £370.3 billion.
Within this, repos decreased £10.2 billion, 27%, to £27.1 billion.
Excluding repos, customer deposits were down £11.1 billion, 3%,
to £343.2 billion, primarily reflecting the reduction of corporate
deposits in CIB and run-down in Capital Resolution offset by
growth in UK PBB and in Commercial Banking.

Debt securities in issue decreased £19.1 billion, 38%, to £31.2
billion reflecting a decrease in CIB and Treasury given the lower
funding requirements of a reduced balance sheet.

Subordinated liabilities decreased by £3.1 billion, 13% to £19.8
billion, primarily as a result of the net decrease in dated loan

capital with redemptions of £3.0 billion.

Non-controlling interests decreased by £2.2 billion to £0.7 billion
reflecting the disposal of Citizens.

Owners’ equity decreased by £2.3 billion, 4%, to £53.4 billion,
primarily driven by the £2.0 billion attributable loss for the year.
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Cash flow

Net cash flows from operating activities

Net cash flows from investing activities

Net cash flows from financing activities

Effects of exchange rate changes on cash and cash equivalents
Net decrease in cash and cash equivalents

The major factors contributing to the net cash inflow from
operating activities of £918 million were the increase of £8,589
million in operating assets and liabilities, other provisions charged
net of releases of £4,566 million, write down of goodwill and other
intangible assets £1,332 million and depreciation and
amortisation of £1,180 million. These were partially offset by
loans and advances written-off net of recoveries of £8,789
million, other provisions utilised of £2,202 million, elimination of
foreign exchange differences of £1,501 million, profit on sale of
subsidiaries and associates of £1,135 million, cash contribution to
defined benefit pension schemes of £1,060 million, decrease in
income accruals of £1,075 million and the operating loss before
tax of £937 million.

Net cash outflows from investing activities of £4,866 million
related to the net outflows from purchase of securities of £5,906
million and the purchase of property, plant and equipment of
£783 million, offset by inflows of £391 million from disposals,
primarily Citizens and net cash inflows from the sale of property,
plant and equipment of £1,432 million.

Net cash outflows from financing activities of £940 million relate
primarily to the repayment of subordinated liabilities of £3,047
million, redemption of preference shares of £1,214 million and
interest paid on subordinated liabilities of £975 million partly
offset by the proceeds of non-controlling interests issued of
£2,537 million and the issue of Additional Tier 1 capital notes of
£2,012 million.

The major factors contributing to the net cash outflow from
operating activities of £20,387 million were the decrease of
£18,260 million in operating assets and liabilities, loans and
advances written-off net of recoveries of £5,073 million, other
provisions utilised of £3,528 million and the loss before tax of
£564 million from continuing and discontinued operations. These
were partially offset by the loss on reclassification to disposal
groups of £3,994 million and other provisions charged net of
releases of £2,711 million.

2015
£m

918
(4,866)
(940)
576
(4,312)

Net cash inflows from investing activities of £6,609 million related
to the net inflows from sales and maturity of securities of £7,744
million and the sale of property, plant and equipment of £1,162
million, offset by net investments in business interests and
intangible assets of £1,481 million and net cash outflows from the
purchase of property, plant and equipment of £816 million.

Net cash outflows from financing activities of £404 million relate
primarily to the repayment of subordinated liabilities of £3,480
million and interest paid on subordinated liabilities of £854 million
partly offset by the issue of subordinated liabilities of £2,159
million and proceeds of non-controlling interests issued of £2,147
million.

The major factors contributing to the net cash outflow from
operating activities of £30,631 million were the decrease of
£28,745 million in operating assets and liabilities, the net loss
before tax of £8,066 million from continuing and discontinued
operations, loans and advances written-off net of recoveries of
£4,090 million and other provisions utilised of £2,066 million.
These were partially offset by provisions for impairment losses of
£8,432 million and other provisions charged net of releases of
£4,422 million.

Net cash inflows from investing activities of £21,183 million
related to the net inflows from sales of securities of £19,211
million, the sale of property, plant and equipment of £1,448
million and net divestments of business interests and intangible
assets of £1,150 million offset by net cash outflows from the
purchase of property, plant and equipment of £626 million.

Net cash outflows from financing activities of £2,728 million relate
primarily to the repayment of subordinated liabilities of £3,500
million and interest paid on subordinated liabilities of £958 million
partly offset by the issue of subordinated liabilities of £1,796
million.
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Analysis of balance sheet pre and post disposal groups

In accordance with IFRS 5, assets and liabilities of disposal groups are presented as a single line on the face of the balance sheet. As

allowed by IFRS, disposal groups are included within risk measures in the Capital and risk management section.

2015 2014*
Gross of Gross of
Balance Disposal disposal Balance Disposal disposal
sheet groups (1) groups sheet groups (2) groups
£m £m £m £m £m £m
Assets
Cash and balances at central banks 79,404 535 79,939 74,872 622 75,494
Net loans and advances to banks 18,361 642 19,003 23,027 1,745 24,772
Reverse repurchase agreements
and stock borrowing 12,285 67 12,352 20,708 — 20,708
Loans and advances to banks 30,646 709 31,355 43,735 1,745 45,480
Net loans and advances to customers 306,334 1,639 307,973 334,251 60,550 394,801
Reverse repurchase agreement and stock borrowing 27,558 — 27,558 43,987 — 43,987
Loans and advances to customers 333,892 1,639 335,531 378,238 60,550 438,788
Debt securities 82,097 419 82,516 86,649 15,293 101,942
Equity shares 1,361 24 1,385 5,635 572 6,207
Settlement balances 4,116 — 4116 4,667 — 4,667
Derivatives 262,514 30 262,544 353,590 402 353,992
Intangible assets 6,537 — 6,537 7,781 583 8,364
Property, plant and equipment 4,482 19 4,501 6,167 549 6,716
Deferred tax 2,631 — 2,631 1,911 — 1,911
Prepayments, accrued income and other assets 4,242 111 4,353 5,763 1,695 7,458
Assets of disposal groups 3,486 (3,486) — 82,011 (82,011) —
Total assets 815,408 — 815,408 1,051,019 — 1,051,019
Liabilities
Bank deposits 28,030 32 28,062 35,806 5,128 40,934
Repurchase agreements and stock lending 10,266 — 10,266 24,859 1,666 26,525
Deposits by banks 38,296 32 38,328 60,665 6,794 67,459
Customer deposits 343,186 2,805 345,991 354,288 60,583 414,871
Repurchase agreements and stock lending 27,112 — 27,112 37,351 706 38,057
Customer accounts 370,298 2,805 373,103 391,639 61,289 452,928
Debt securities in issue 31,150 — 31,150 50,280 1,625 51,905
Settlement balances 3,390 7 3,397 4,503 — 4,503
Short positions 20,809 — 20,809 23,029 — 23,029
Derivatives 254,705 28 254,733 349,805 144 349,949
Provisions, accruals and other liabilities 15,115 97 15,212 13,346 683 14,029
Retirement benefit liabilities 3,789 3 3,792 4,318 197 4,515
Deferred tax 882 8 890 500 362 862
Subordinated liabilities 19,847 — 19,847 22,905 226 23,131
Liabilities of disposal groups 2,980 (2,980) — 71,320 (71,320) —
Total liabilities 761,261 — 761,261 992,310 — 992,310

*Restated — refer to page 267 for further details.
For the notes to this table refer to the following page.
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Gross loans and advances to customers
Customer loan impairment provisions
Net loans and advances to customers (3)

Gross loans and advances to banks
Bank loan impairment provisions
Net loans and advances to banks (3)

Total loan impairment provisions

Customer REIL
Bank REIL
REIL

Gross unrealised gains on debt securities
Gross unrealised losses on debt securities

Notes:

(1) Primarily international private banking.
(2) Primarily Citizens.

(3) Excludes reverse repos.

Balance
sheet
£m

313,452
(7,118)
306,334

18,362
M
18,361

7,119

12,136
1
12,137

876
(140)

2015

Disposal
groups (1)
£m

1,659
(20)
1,639

642

642
20

20

20

4

Gross of
disposal
groups
£m

315,111
(7,138)
307,973

19,004
M
19,003

7,139

12,156
1
12,157

880
(140)
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Risk overview*

Except as otherwise indicated by an asterisk (*), information in
the Capital and risk management section (pages 133 to 251) is
within the scope of the Independent auditor’s report. Unless
otherwise indicated, disclosures in this section include disposal
groups businesses in relevant exposures. Refer to pages 131
and 132 for the Analyses of the balance sheet pre and post-
disposal groups.

Following the deconsolidation of Citizens during 2015, to aid
comparison, the 2014 Citizens balances have been presented as
a separate line in the disclosures in the Capital and risk
management section, with the exception of capital management
and most liquidity and funding disclosures which remain in line
with the relevant regulatory reporting basis. The 2014
comparatives in the Credit risk section exclude Citizens unless
otherwise stated.

RBS aims to become a bank that its customers and all other
stakeholders can trust. It is doing so by focusing on Personal &
Business Banking (PBB), Commercial & Private Banking (CPB)
and Corporate & Institutional Banking (CIB) customers in its main
markets of the UK and the Republic of Ireland. By delivering only
services that meet their needs, it aims to achieve an appropriate
return. Accordingly, RBS is simplifying its services as well as the
processes it uses to deliver them, providing customers with better
value services. It aims to become the number one bank in the UK
for customer service, trust and advocacy by 2020.

RBS predominantly serves UK and Republic of Ireland customers
through retail and commercial banking activities. PBB serves
individual and mass affluent customers together with small
businesses, providing a variety of traditional retail banking
products, including current and savings accounts, residential
mortgages and credit cards in the UK through UK PBB and in the
Republic of Ireland through Ulster Bank Rol. CPB serves
commercial and corporate customers in the UK and Western
Europe and high-net-worth individuals, providing loan products
and investment services. RBS International serves customers in
Jersey, Guernsey, Isle of Man and Gibraltar. CIB serves UK and
Western European corporates and global financial institutions
through three core business lines: Rates, Currencies and
Financing. CIB is moving towards a simpler business model and
is re-shaping and downsizing.

The main sources of earnings are interest income from lending
and fee income from transactional and other services. Given
increased competition and the low interest rate environment in
the UK, RBS’s net interest margin has been under pressure.
RBS is reducing costs through rationalisation, integration and
simplification. A major programme is in train to transform and
enhance the ways in which RBS operates.

RBS has made significant progress on the accelerated disposal
of selected assets, with the complete divestment of Citizens, the
sale of the majority of international private banking businesses,
the run-down or sale of RCR assets one year ahead of schedule
and a significant proportion of CIB Capital Resolution.
Completion of this process will significantly reduce or otherwise
improve the profile of credit and market risk faced by the bank.
RBS is also committed to full divestment of Williams & Glyn,
which provides retail and commercial banking services in the UK,
by the end of 2017.

RBS's business model faces regulatory risk and is responding to
new and impending regulation. In particular, RBS’s business
model is adapting to UK Financial Services (Banking Reform) Act
requirements that retail banking operations be ‘ring fenced’ -
separate and protected from more volatile undertakings - by
2019.

These divestment, rationalisation and transformation projects
expose RBS to a high degree of execution risk over the next few
years as it transitions to its target business model. If not
effectively managed, this represents a potential management
burden and distraction, and associated business upheaval may
affect RBS’s ability to attract the talent and skills required.

An improved ability to serve customers and other stakeholders
through increased focus on key strengths in Western European
markets is intended to deliver financial robustness and stronger
risk management. However, it does raise geographic and product
concentration risks within RBS’s target business model. These
risks must be managed effectively in increasingly competitive and
fast changing target markets, while navigating industry-wide risks
such as those related to increasing cyber crime.

RBS continues to resolve issues related to historical misconduct
and unsustainable strategic decision-making. To prevent
recurrence of similar issues in the future, RBS aims to underpin
its business model with a strong risk culture across its
businesses, one that promotes appropriate risk awareness and
judgements about risk-taking.
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RBS is also exposed to a range of other risks including pension, business, conduct, reputational and strategic risks. These, and the
business model related risks outlined above, are considered in the relevant sections below, and illustrated by the concentration of risk-
weighted assets by segment below.

% £hn
Cradit Risk 78.2 180
Market Risk a7 1
Operational Risk 13.1 3z

UK PEE Ulster Bank Rol Commercial Banking Private Banking
Cradil Risk 10.5 Credit Rizk 75 Cradil Risk 26.9 Credit Risk 3
Market Risk Market Risk - Market Risk - Markat Risk
Operational Risk 1.3 Operational Risk ns Operational Risk 2.9 Operational Risk 0.5

RES International

CIB Capital Resolution Central itams &
other
% s %
Credit Risk 3.1 Cradit Risk 6.7 Credit Risk 16.2 Credit Risk 35 Credit Risk 0.7
Market Risk Market Risk 57 Markel Risk 23 Market Risk Market Risk o7
Dperational Risk 0.3 Operational Risk 1.2 Operational Risk 1.8 Operational Risk 0.5 Dperational Risk o2
The risk governance structure and the main purposes of each of the committees is illustrated below
RBS Board
Sets and owns RBS’s risk appetite,
which is cascaded across all
franchises and segments
| Executive Committee
[ |

Group Audit Committee

Considers emerging issues material to both RBS's

strategy and risk exposures
Board Risk Committees

|
Reviews systems and standards of Provides oversight and advice on  — 7 -
internal control current and potential exposure, risk Executive Risk Forum Executive Disclosure
strategy and tolerance | Committee
| Acts on all material or enterprise-wide
L _ _ _ _| riskand control matters across the

bank and implements Board and

Monitors, evaluates and enhances
Executive Committee risk

disclosure controls and procedures
o f and internal controls over financial
management decisions. It is supported reportin
by a number of sub-committees porting
Functional Risk

Committees

Stress Testing Committee

Reputational

Risk Fora
e.g. Credit Risk Committee. Review

and approve risk and concentration
limits

Makes recommendations to the ERF

RBS Asset and Liability Committee
on stress testing and asset quality

Provisions Committee

Identifies, manages and controls Approves credit impairments
. L RBS's balance sheet risks in provisioning items for large
reviews Review high-risk cases executing its business strategy cases
Business Risk Committees and Business Provisions Committees
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Risk overview*

The three lines of defence model is used industry-wide for the
management of risk. It provides a clear set of principles by which
to implement a cohesive operating model, one that provides a
framework for the articulation of accountabilities and
responsibilities for managing risk across the organisation.

The first line of defence includes customer franchises,
Technology and Operations and support functions such as HR,
Communications and Financial MI. Responsibilities include:

Owning, managing and supervising, within a defined risk
appetite, the risks which exist in business areas and support
functions.

Ensuring appropriate controls are in place to mitigate risk:
balancing control, customer service and competitive
advantage.

Ensuring that the culture of the business supports balanced
risk decisions and compliance with policy, laws and
regulations.

Ensuring that the business has effective mechanisms for
identifying, reporting and managing risk and controls.

The second line of defence includes RBS Risk Management and
Conduct & Regulatory Affairs, (see below for further information),
Legal, and the financial control aspects of Finance.
Responsibilities include:

Working with the businesses and functions to develop the
risk and control policies, limits and tools for the business to
use to discharge its responsibilities.

Overseeing and challenging the management of risks and

controls.

Leading the articulation, design and development of RBS's
risk culture and appetite.

Analysing the aggregate risk profile and ensuring that risks
are being managed to the desired level (risk appetite).

Providing expert advice to the business on risk
management.

Providing senior executives with relevant management
information and reports and escalating concerns where
appropriate.

Undertaking risk assurance (see below for more
information).

Responsibilities include:

Designing and delivering a risk-based audit plan to provide
assurance on material risks and report on whether RBS is
managing its material risks effectively.

Monitoring, evaluating and reporting on the remediation of
material risks across RBS.

Engaging with management and participating in key
governance fora to provide perspectives, insights and
challenge so as to influence the building of a sustainable
bank.

Advising the Group Audit Committee and executive
management with respect to RBS’s material risks and their
associated controls.

Reporting any matters which warrant escalation to the RBS
Board, the Board Risk Committee, Group Audit Committee
and the Executive Committee as appropriate.

Providing independent assurance to the FCA, PRA, CBI and
other key jurisdictional regulators on both specific risks and
control themes.
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RBS’s management structure and the main elements of each role are illustrated below.

% Group Chief Credit Officer H ‘
Director of Enterprise
Wide Risk

—4 Director of Risk Infrastructure H ‘
c
g
Director of Operational Risk, Support o
Functions and Divested Businesses =3
C
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# Director of Risk Assurance H ‘ é
o
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>
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(@]
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5
(@]
2
—— Director of Compliance Services +—— ©
%
o

— Director of Regulatory Affairs —
Chief Financial Refer to the Liquidity and funding
Officer Treasurer risk section for further details

Notes:

(1)

RBS Risk Management
The RBS Chief Risk Officer (CRO) leads RBS Risk Management. The CRO reports directly to the Chief Executive and has an indirect reporting line to the Chairman of the Board
Risk Committee and a right of access to the committee’s chairman.

RBS Risk Management is a function independent of the franchises, structured by risk discipline to facilitate the effective management of risk.

In 2015, Risk Management, which had previously been spread across the different business segments, re-organised itself into six functional areas: Credit Risk; Enterprise-Wide
Risk; Risk Infrastructure; Operational Risk, Support Functions and Divested Businesses; Risk Assurance; and Market Risk. Directors of Risk were also appointed for each of the
franchises and for Services. The streamlined structure consolidates risk information, allowing for more efficient decision-making.

The directors of risk functions are responsible for RBS-wide risk appetite and standards within their respective disciplines and report to the CRO.

CROs are in place for certain jurisdictions and legal entities to meet local regulatory and governance requirements. They lead the risk management teams locally in support of
functional risk heads where teams follow a functional operating model. The key CRO roles report directly to the RBS CRO.

Risk committees in the customer businesses and key functional risk committees oversee risk exposures arising from management and business activities and focus on ensuring
that they are adequately monitored and controlled.

Conduct & Regulatory Affairs

Conduct & Regulatory Affairs (C&RA) is led by the Chief Conduct & Regulatory Affairs Officer, who reports directly to the Chief Executive and has an indirect reporting line to the
Board Risk Committee and a right of access to the committee’s chairman. It is responsible for providing oversight of conduct risk and regulatory risk at RBS, and does so by
setting RBS-wide policy and standards, providing advice to each customer business, and ensuring that the mitigating controls are suitable. C&RA also provides leadership of
RBS’s relationships with its regulators.

The functional heads (the Directors of Financial Crime, Advisory, Remediation, Compliance Services and Regulatory Affairs), report to the Chief Conduct & Regulatory Affairs
Officer. Each is responsible, where appropriate, for the RBS-wide risk appetite and standards of their respective areas.
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Risk overview*

Risk assurance is a second line of defence function in which
most of RBS’s risk assurance activities are centralised. These
primarily comprise credit risk and market risk quality assurance,
controls assurance and Model Risk Management, each of which
is described below.

These teams
provide assurance to both internal and external stakeholders
including the Board, senior management, risk functions,
franchises, Internal Audit and the regulators.

Credit risk and market risk quality assurance undertake reviews
which assess various aspects of risk as appropriate: including:
the quality of risk portfolios; the completeness, suitability,
accuracy and timeliness of risk measurements; the quality of risk
management practices; policy compliance; and adherence to risk
appetite. This includes monitoring the bank’s credit portfolios and
market risk exposures to assist in early identification of emerging
risks, as well as undertaking targeted reviews to examine specific
concerns raised either by these teams or by their stakeholders.

The Risk Assurance Committee (RAC) provides governance to
ensure a consistent and fair approach to all aspects of the review
activities of credit and market risk assurance. Additionally, RAC
monitors and validates the ongoing programme of reviews and
tracks the remediation of review actions. The credit and market
risk assurance teams also attend relevant committees run by

the customer franchises and other risk functions to ensure strong
communication channels are maintained.

This team tests the adequacy and
effectiveness of key controls relating to credit and market risk,
including those within the scope of Section 404 of the US
Sarbanes-Oxley Act of 2002. Since the team’s creation in late
2014, testing has primarily covered key controls within CIB and
CPB.

Model governance follows a three lines of defence approach, with
model developers having primary accountability and Model Risk
Management (MRM) acting in a second-line-of-defence capacity.

MRM is responsible for setting policy, providing governance and
insight for all of RBS'’s statistical, economic, financial or
mathematical models and performing independent model
validation where necessary. It works with individual businesses to
set appropriate model standards, and monitor adherence to
these, to ensure that models are developed and implemented
appropriately and that their operational environment is fit for
purpose.

Going forward, MRM will be responsible for defining and
monitoring model risk appetite in conjunction with model
developers, monitoring the model risk profile and reporting on the
model population and escalating issues to senior management.

The general approach to MRM’s independent model validation for
risk and pricing models is detailed below. For more specific
information relating to market risk models and pricing models,
refer to page 242. For more specific information relating to credit
risk models, refer to page 18 of the Pillar 3 Report 2015.

RBS uses a variety of models as part of its risk management
process and activities. Key examples include the use of model
outputs to support risk assessments in the credit approval
process, ongoing credit risk management, monitoring and
reporting, as well as the calculation of risk-weighted assets.
Other examples include the use of models to measure market
risk exposures and calculate associated capital requirements, as
well as for the valuation of positions. The models used for stress
testing purposes also play a key role in ensuring the bank holds
sufficient capital, even in stressed market scenarios.

For more information on the use of models in the management of
particular types of risk, notably credit and market risk, refer to the
relevant section.

MRM performs reviews of relevant risk and pricing models in two
instances: (i) for new models or amendments to existing models
and (ii) as part of its ongoing programme to assess the
performance of these models.

A new model is typically introduced when an existing model is
deemed no longer fit for purpose or when exposure to a new
product requires a new approach to ensure that risks are
appropriately quantified. Amendments are usually made when a
weakness is identified during use of a model or following analysis
either by the model developers or by MRM.

MRM’s independent review comprises some or all of the following
steps, as appropriate:

Testing and challenging the logical and conceptual
soundness of the methodology;

Testing the assumptions underlying the model, where
feasible, against actual behaviour. In its validation report,
MRM will opine on the reasonableness and stability of the
assumptions and specify which assumptions, if any, should
be routinely monitored in production;

Testing whether all key appropriate risks have been
sufficiently captured;

Checking the accuracy of calculations;

Comparing outputs with results from alternative methods;
Testing parameter selection and calibration;

Ensuring model outputs are sufficiently conservative in
areas where there is significant model uncertainty;
Confirming the applicability of tests for accuracy and
stability; recalculating and ensuring that results are robust;
and

Ensuring appropriate sensitivity analysis has been
performed and documented.

Based on the review and findings from MRM, the bank’s model or
risk committees with appropriate delegated authority consider
whether a model can be approved for use and whether any
conditions need to be imposed, including those relating to the
remediation of material issues raised through the review process.
Once approved through internal governance, the new or
amended model is implemented. Models used for regulatory
reporting may additionally require regulatory approval before
implementation.
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MRM reassesses the appropriateness of approved risk models
on a periodic basis according to the approved Periodic Review
Policy. Each periodic review begins with an initial assessment. A
decision is then made by an internal model governance
committee with appropriate delegated authority. Based on the
initial assessment, the committee will decide to re-ratify a model
based on the initial assessment or to carry out additional work
prior to making a decision. In the initial assessment, MRM
assesses changes since the last approval along the following
dimensions, as appropriate: change in size/composition of the
portfolio, market changes, model performance, model changes,
status of any outstanding issues, scheduled activities including
work carried over from previous reviews.

MRM also monitors the performance of RBS’s portfolio of
models. By engaging with the business and model users, MRM
assesses whether models still capture underlying business
rationale appropriately.

A strong risk culture, as part of a healthy organisational culture, is
essential to the realisation of RBS’s ambition to build a truly
customer-centric bank.

It seeks to create a strong risk culture that becomes part of the
way people work and think. Such a culture should be supported
by robust practices on risk identification, measurement and
management, and on associated controls and governance. Risk
competencies, mindsets and behaviours needed to support
RBS’s risk culture should be embedded across the organisation
and made integral to performance reviews.

In 2015 RBS made significant steps in measuring and
benchmarking its risk culture across all areas of the bank. This
has resulted in agreement on its target risk culture and initiatives
needed to achieve it. While changing organisational culture will
take time, RBS’s risk culture objectives form a key part of
individual performance objectives at all levels of the bank.

RBS’s target risk culture is clearly aligned to its core values of
“serving customers”, “working together”, “doing the right thing”
and “thinking long term”. They act as a clear starting point for a

strong and effective risk culture.

Aligned to these values is the Code of Conduct. The Code
provides guidance on expected behaviour and sets out the
standards of conduct that support the values. It explains the
effect of decisions that are taken and describes the principles that
must be followed.

These principles cover conduct-related issues as well as wider
business activities. They focus on desired outcomes, with
practical guidelines to align the values with commercial strategy
and actions. The embedding of these principles facilitates sound
decision making and a clear focus on good customer outcomes.
They are aligned with the people management and remuneration
processes to support a positive and strong risk culture through
appropriate incentive structures.

A simple decision-making guide (called the “YES check”) has
been included in the Code of Conduct. It is a simple, intuitive set
of five questions, designed to ensure the values guide day-to-day
decisions:

Does what | am doing keep our customers and RBS safe
and secure?

Would customers and colleagues say | am acting with
integrity?

Am | happy with how this would be perceived on the
outside?

Is what | am doing meeting the standards of conduct
required?

In five years’ time would others see this as a good way to
work?

Each question is a prompt to think about the situation and how it
fits with RBS’s values. It ensures that employees can think
through decisions that do not have a clear answer, guiding the
judgements behind their decisions and actions.

If conduct falls short of RBS’s required standards, the
accountability review process is used to assess how this should
be reflected in pay outcomes for those individuals concerned.
The Group Performance and Remuneration Committee also
consider risk performance and conduct when determining overall
bonus pools. The Committee’s decisions on pay aim to reinforce
the need for good behaviours by all employees.

RBS'’s policies require that risk behaviour assessment is
incorporated into performance assessment and compensation
processes for enhanced governance staff.

RBS-wide remuneration policy requires remuneration to be
aligned with, and to support, effective risk management. The
policy ensures that the remuneration arrangements for all
employees reflect the principles and standards prescribed by the
UK Remuneration Code. For further information refer to page 65.

Enabling employees to have the capabilities and confidence to
manage risk is core to RBS’s learning strategy.

RBS offers a wide range of risk learning across the risk
disciplines: Market Risk; Credit Risk; Operational Risk; Enterprise
Risk; and Conduct and Regulatory Risk. This training can be
mandatory, role specific or for personal development and
includes technical and behavioural content.

There is mandatory learning that has to be completed by
everyone and is focused on keeping employees, customers and
the bank safe. This learning is accessed via the online learning
system and is dependent on their role and business area. This
makes it easy for employees to access and complete and allows
monitoring at all levels to ensure completion.
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Risk appetite is the way in which RBS expresses the level of risk
it is willing to accept in order to achieve its strategic, business
and financial objectives.

It is key to ensuring overall safety and soundness and in
embedding a strong risk culture throughout RBS.

The Board reviews and approves the risk appetite framework
annually, establishing the level and types of risks RBS is able
and willing to take in order to meet its:

Strategic objectives - The strategic plan is built on the core
foundations of serving customers well, building a
sustainable risk profile and creating long-term value for its
shareholders; and

Wider obligations to stakeholders - If RBS is safe and sound
and puts serving customers at the heart of its thinking, it will
also perform well for its owners, employees, regulators and
communities.

Risk appetite is set for material risks and is cascaded and
embedded across RBS. It clearly informs, guides and empowers
the businesses to execute their strategies within risk appetite.

RBS’s risk appetite framework is designed to ensure RBS
remains safe and sound and serves customers and wider
stakeholders.

The Board has set out four key strategic risk appetite objectives,
aligned with the strategic plan, which provide the boundaries
within which the risk appetite for all material risks is set. The
strategic risk appetite objectives are:

To ensure there is sufficient
capital resources to meet regulatory requirements and to
cover the potential for unexpected losses.

To ensure that strategic
growth is based around a longer-term risk-versus reward
consideration, RBS sets risk appetite to remain profitable
under severe stress.

To ensure that there is sufficient funding to
meet its obligations, taking account of the constraint that
some forms of funding may not be available when they are
most needed.

To ensure that RBS is
respected, valued and trusted by stakeholders (customers,
employees, debt and equity investors, regulators and the
wider community) to attain its strategic objectives, and
establish and maintain an appropriate business culture and
operational controls.

The strategic risk objectives are the bridge between the RBS-
wide business strategy and the frameworks, limits and tolerances
that are used to set risk appetite and manage risk in the business
franchises on a day-to-day basis.

Risk appetite starts with the strategic goals set by the Board and
is cascaded through key limits and risk tolerances that influence
decision-making at all levels.

Risk appetite is set in a manner that:

Is aligned to business and financial goals. The risk appetite
framework ensures that risk is managed in a manner that
aligns to and supports the attainment of business and
financial objectives.

Is meaningful to the business. Where possible risk appetite
is expressed quantitatively and in a manner that can be
cascaded meaningfully and unambiguously to the business.
Risk control frameworks and limits set detailed tolerances
and limits for managing risk (such as credit risk and market
risk) on a day-to-day basis. These limits support, and are
required to be consistent with, the strategic risk appetite.
Considers performance under stress. The establishment
and monitoring of risk appetite considers potential risk
exposures and vulnerabilities under plausible stress
conditions

Effective processes exist for frequent reporting of RBS’s risks
against agreed risk appetite to the Board and senior
management.

Risk appetite statements provide clarity on the scale and type of
activities permitted, in a manner that is easily communicated.

Risk appetite is set at RBS-wide level then cascaded and
embedded across all businesses and support functions.

Each franchise, RBS-wide material risk owner, function and
material legal entity is required to develop, own and manage a
risk appetite statement that:

Evidences alignment with strategic objectives and financial
plans.

Articulates the level of acceptable risk for all risks deemed
material.

Articulates the escalation path to be followed in the instance
of a breach in risk appetite.
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Our priorities and long-term targets

Risk appetite for strategic risk objectives

Risk appetite for material risks

Risk limit frameworks for material risks

Franchise Function Legal entity
risk risk risk
appetite appetite appetite

statements statements statements

The communication of risk appetite helps embed appropriate risk
taking into the bank’s culture.

Risk control frameworks and their associated limits are an
integral part of the risk appetite framework and a key part of
embedding risk appetite in day-to-day risk management
decisions. The risk control frameworks manage risk by
expressing a clear tolerance for material risk types that is aligned
to business activities.

The RBS Policy Framework directly supports the qualitative
aspects of risk appetite, helping to rebuild and maintain
stakeholder confidence in RBS'’s risk control and governance. Its
integrated approach is designed to ensure that appropriate
controls, aligned to risk appetite, are set for each of the material
risks it faces, with an effective assurance process put in place to
monitor and report on performance. Risk appetite has its own
policy within the RBS Policy Framework. This policy sets out
clear roles and responsibilities to set, measure, cascade and
report performance against risk appetite, and provides
assurances that business is being conducted within approved risk
limits and tolerances.
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Risk overview*

The main risk types faced by RBS are presented below. For further information, refer to pages 145 to 251.

Capital adequacy
risk

Liquidity and
funding risk

Business risk

Note:

Capital adequacy risk arises
from inefficient management
of capital resources.

Liquidity and funding risk
arise through the maturity
transformation role that RBS
performs and arises from
day-to-day operations.

Business risk arises from
exposure to, and the ability to
assess the impact of,
changes in the macro-
environment, competition,
business operations and
technology.

(1) Refer to page 419 for abbreviations and acronyms.

Capital strength continued to improve throughout 2015, driven by the
successful execution of exit strategy including the disposal of Citizens and
continued de-risking of the balance sheet, primarily in Capital Resolution.
RBS’s CET1 ratio improved from 11.2% to 15.5% at 31 December 2015
despite absorbing the 0.7% impact of the pension accounting policy
change and 0.8% impact from additional US RMBS and PPI provisions of
£2 billion during Q4 2015.

Capital structure extended and leverage ratio improved through issuance
of £2 billion AT1 capital notes in August 2015.

RWAs have reduced by £113 billion from £356 billion to £243 billion,
ahead of our year-end target of £300 billion, driven by the disposal of
Citizens (£63 billion) and the continued progress of Capital Resolution
down £46 billion. There were further small reductions across most core
business.

Leverage ratio improved from 4.2% to 5.6% reflecting the improvements
in capital strength, including AT1 issuance, as well as reduction in funded
assets by £145 billion from £697 billion to £553 billion.

RBS would have a GSIB capital surcharge requirement of 1.0% of RWAs,
based on the FSB’s most recent determination of RBS’s systemic
importance, a reduction from 1.5% previously.

The liquidity portfolio increased by £5 billion in the year to £156 billion,
primarily reflecting the strategic run-down of Capital Resolution loans
faster than the associated liabilities and proceeds from the Citizens share
sales; this was offset to some extent by UK PBB and Commercial Banking
loan growth.

Short-term whoesale funding (STWF) including derivative collateral
decreased by £16 billion to £38 billion mainly due to the maturity of term
debt issued during the financial crisis. STWF excluding derivative
collateral covering short-term wholesale funding (STWF), by more than
nine times.

LCR was 136% at 31 December 2015, with the improvement from 112%
at year end 2014 primarily reflecting the strategic run-down of Capital
Resolution assets at a faster rate than their associated liabilities. The ratio
was strengthened by the placing of surplus Capital Resolution liabilities in
short-term liquid assets.

NSFR, based on RBS’s interpretation of the Basel framework, had
increased to 121% at 31 December 2015 from 112% at 31 December
2014. The increase in the metric is also partly due to the reduced need for
stable funding as a result of Capital Resolution rundown.

The customer loan:deposit ratio reduced to 89% compared with 95% at
the end of 2014. This reflects the strategic run down of Capital Resolution
loans and higher retail and commercial deposits, this was partly offset by
loan growth within UK PBB and Commercial Banking.

Based on its assessment of the PRA’s proposals, RBS may issue
between £3-£5 billion per annum during 2016-2019 to meet MREL
requirements.

RBS reduced its business risk profile by implementing its strategic plan to
shift the business mix towards the UK and the retail and commercial
banking segments, with riskier activities in CIB and Capital Resolution
curtailed via disposals and run-down.

RBS continued with its simplification agenda and cost reduction
programme.
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Reputational risk

Conduct and
regulatory risk

Operational risk

Reputational risk can arise
from the conduct of
employees; activities of
customers and the countries
in which they operate;
provision of products and
transactions; as well as
operations and infrastructure.

Conduct risk arises if
customers are not treated in
line with their and other
stakeholders’ expectations.
Conduct risk also arises if
RBS does not take effective
action to prevent fraud,
bribery and money
laundering.

Regulatory risk arises from
RBS'’s regulatory, business or
operating environments and
RBS’s response to them.

Operational risk arises from a
failure to manage operations,
transactions and assets
appropriately. It may arise
from human error, an inability
to deliver change on time or
adequately, or the
unavailability of technology
services or the loss of
customer data. Fraud and
theft are sources of
operational risk, as is the
impact of natural and man-
made disasters. It may also
arise from a failure to take
appropriate measures to
protect assets or take account
of changes in law.

The importance of reputational risk was reinforced with the implementation
of a Reputational Risk Policy across business franchises and functions to
improve the identification, assessment and management of customers and
issues that present a reputational risk.

The most material threats to RBS’s reputation continued to originate from
historical and more recent conduct issues. As a result, RBS has been the
subject of investigations and reviews by a number of its regulators, some of
which have resulted in fines and public censure.

Conduct and litigation costs were £3.6 billion in 2015 compared with £2.2
billion in 2014 and included additional provisions of £2.1 billion for historical
investment banking activity in the US and £0.6 billion for PPl. RBS
continued to remediate historical conduct issues, while also focusing its
customer-facing businesses and support functions around the needs of its
customers.

A new Conduct Risk Appetite Framework was established.

RBS implemented programmes to prepare for ring-fencing and the UK’s
new individual accountability regime, as well as other future regulatory
requirements; there was significant investment in anti-money laundering
controls, governance and training.

The functional operating model for operational risk was embedded, with the
aim of ensuring this is managed consistently across RBS. This
supplemented work by the customer businesses to improve understanding
of the operational risk profile and the actions required to mitigate risks
outside of appetite.

Following the major IT incident of 2012, there was further significant
investment in upgrading RBS’s core banking technology infrastructure and
in improving a broad range of processes and tools.

The threat to the security of RBS’s information from cyber attacks
continued to be closely monitored. During 2015 RBS participated in
industry-wide cyber attack simulations in order to help test and develop
defence planning. Actions taken to mitigate the risk included a large-scale
programme to improve user access controls, a reduction in the number of
external websites, and enhanced protection against malware.

Operational Risk continued to oversee the execution of major projects,
including the transformation plan, the restructuring of CIB and the
divestment of Williams & Glyn. This ensured the associated risks were
assessed and understood with mitigating activity in place wherever
possible.
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Pension risk

Credit risk

Market risk

RBS is exposed to pension
risk through its defined benefit
schemes and the variations in
their value.

Credit risk arises from lending
and AFS debt securities.
Counterparty credit risk
results from derivatives and
securities financing
transaction activities.

The majority of RBS’s traded
market risk exposure arises in
CIB and Capital Resolution
through transactions in
financial instruments including
debt securities, loans,
deposits and equities, as well
as securities financing and
derivatives.

The majority of its non-traded
market risk exposure arises
from retail and commercial
banking activities in all
franchises from assets and
liabilities that are not
classified as held for trading.

Following developments in pension accounting and reporting during 2015,
RBS revised its policy for determining whether or not it has an
unconditional right to a refund of any surpluses in its employee pension
funds and also revised prior periods. The incremental impact of this,
combined with the one-off accelerated payment expected to be made in
20186, is anticipated to improve RBS’s risk profile, capital planning, and
resilience through the period to 2019. The accelerated payment is also
expected to provide the Main Scheme Trustee with more flexibility over
investment strategy.

Subject to PRA approval, the adverse CET1 capital impact resulting from
the accounting policy change and the accelerated payment is expected to
be partially offset by a reduction in CET1 capital requirements. Any such
core capital offsets are likely to occur at the earliest from 1 January 2017,
but they will depend on the PRA’s assessment of RBS’s CET1 capital
position at that time.

Overall credit risk exposure decreased in 2015 in line with RBS’s strategy
to decrease exposure in non-strategic regions. The growth in UK PBB
gross mortgage lending reflected our strategy to refocus the business on
the UK market, as well as improving economic conditions and increasing
house prices in a continuing low interest environment.
Risk appetite limits for the sector and product and asset class frameworks
were reduced taking account of the revised risk appetite associated with
the restructured CIB business.
Asset quality improved due to continued focus on reducing risk
concentrations and the reduction in exit portfolios driven by the RCR
disposal strategy as well as improving economic and market conditions in
the UK and Ireland.
Deteriorating market conditions in the Oil & Gas and Mining & Metals
sectors have led to heightened credit monitoring in these sectors. However,
there was no material deterioration in asset quality during 2015 with the
majority of the portfolios remaining investment grade.
Overall credit metrics strengthened in 2015 principally reflecting Capital
Resolution disposals but also the impact of supportive economic
conditions:
Impairment provisions of £7.1 billion (2014 - £18.0 billion) covered REIL
of £12.2 billion (2014 - £28.2 billion) by 59% (2014 - 64%).
CRE lending fell to £27.6 billion from £43.3 billion at the end of 2014, of
which £3.6 billion (2014 - £13.3 billion) was REIL with provision
coverage of 58% (2014 - 68%).

Average trading internal VaR decreased to £18.9 million (2014 - £27.8
million), reflecting strategic exits including from US asset-backed products
trading in the first half of 2015.

RWAs decreased by £2.8 billion to £21.2 billion, primarily in Capital
Resolution.

Non-trading interest rate VaR was significantly lower following the
divestment of Citizens.
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Capital management*

Capital management lies at the core of RBS’s strength and
sustainability goals. RBS defines capital as that part of the liability
side of its balance sheet that has the capacity to absorb losses.
The construction of capital starts with Common Equity Tier 1
(CET1) and other classes of capital such as Additional Tier 1
(AT1) and Tier 2. RBS will build up sufficient minimum
requirements for eligible liabilities (MREL) over the coming years
in line with regulatory requirements. Capital management
involves the optimisation and efficient use of capital required by
the bank’s businesses, the outcomes of stress testing, the
requirements of the market and the regulators and the supply of
adequate forms of capital at acceptable prices.

All the disclosures in this section are unaudited.

Capital strength continued to improve during 2015, driven by
the successful execution of exit strategy including the
disposal of Citizens and continued de-risking of the balance
sheet, primarily in Capital Resolution. CET1 ratio improved
from 11.2% to 15.5% at end 2015 despite absorbing the
0.7% impact of the pension accounting policy change (0.4%
on a pro forma basis at end 2014) and 0.8% impact from
additional US RMBS and PPI provisions of £2 billion during
Q4 2015.

Capital structure extended and improved leverage ratio
through the over-subscribed issuance of US$3.15 billion (£2
billion) AT1 capital notes in August 2015.

RWAs have reduced by £113 billion from £356 billion to
£243 billion, ahead of year end target of £300 billion, driven
by the disposal of Citizens (£63 billion) and the continued
progress of Capital Resolution (down £46 billion).There
were further small reductions across most core businesses.
The de-risking throughout 2015 has allowed RBS to free up
capital into the core franchises, helping to align to our
strategy of becoming a more focused bank better able to
serve our customers in our key markets.

Leverage ratio improved from 4.2% to 5.6% reflecting the
improvements in capital strength, including AT 1 issuance
as well as reduction in leverage exposure, as funded assets
fell by £145 billion to £553 billion. The pension accounting
policy change lowered the leverage ratio by approximately
0.2% at 31 December 2015 and on a pro forma basis at end
2014.

RBS'’s current Pillar 2A requirement was 5.0% of RWAs at
31 December 2015, with 56% met by CET1 capital (2.8%).
The Prudential Regulation Authority (PRA) Pillar 2A
assessment is a point in time measure of the amount of
capital that is required to be held to meet the overall
financial adequacy rules. This assessment may change over
time, including as a result of an at least annual supervisory
review and evaluation of RBS’s internal capital adequacy
assessment process.

Based on PRA’s proposals on MREL being twice current
minimum Pillar 1 and Pillar 2A requirements, RBS’s current
MREL rates equivalent would be approximately 13%.

Based on CRR requirements being phased in by 2019, RBS
would have a GSIB surcharge requirement of 1.0%
(previously 1.5%) of RWAs, based on the FSB’s most recent
determination of RBS’s systemic importance.

The RBS risk appetite framework establishes appetite targets on
quantitative and qualitative measures which are set by the Board,
aligned with its key strategic risk objectives.

RBS has a capital management framework including policies and
procedures that are designed to measure actual and projected
capital performance against risk appetite, ensures that it
continues to comply with regulatory requirements and is
positioned to meet anticipated future changes to its capital
requirements.

RBS’s capital risk appetite, which informs its capital targets, is
reviewed and set annually by the Board. Capital risk appetite sets
target ratios for CET1 and leverage under stress scenarios and
reverse stress tests. These then inform capital targets for CET1
and leverage. RBS also looks at other factors that may impact
capital targets such as double leverage, distributable reserves,
capital headroom to Maximum Distributable Amount (MDA) and
intra group limits and exposures. Risk appetites are also set at
legal entity level and may encompass additional specific risk
measures such as intra group exposures and limits and double
leverage.

RBS maintains a sufficient level of capital that allows it to operate
over its strategic horizon with an agreed risk appetite in pursuit of
its business strategy, taking into account regulatory
requirements, support for customers and to provide confidence to
stakeholders.

RBS is able to accumulate additional capital through the
reduction in RWAs (either through disposals or natural attrition)
accumulation of profits over time, by raising new equity via, for
example, a rights issue or debt exchange and by raising AT1 and
Tier 2 capital by issuing subordinated liabilities. The cost and
availability of additional capital is dependent upon market
conditions and perceptions at the time. RBS is also able to
manage the demand for capital through management actions
including adjusting its lending strategy, risk hedging strategies
and through business disposals.

The level of CET1 at the consolidated level and within specific
legal entities is the cornerstone of capital strategy.
Complementing CET1, RBS issues externally and will allocate
internally AT1 capital, Tier 2 capital and looking forward, MREL
instruments in accordance with internal needs, regulatory
requirements and strategic plans. The amount of additional
capital is determined as part of the annual budgeting cycle, by
market conditions and through ongoing dialogue with regulators.
It is under constant review and evaluation to ensure that it
provides efficient and optimally valued benefits to the bank at all
times.

The capital raising strategy is driven by two factors: the optimal
blend to satisfy regulatory requirements, and the most cost
effective means of financing. RBS has a range of instruments
available to it both internally and externally. RBS also has legacy
capital instruments that may still have some transitional benefits
under the changing regulatory framework. RBS constantly looks
at the value and efficiency provided by those instruments and will
take such market related actions to the extent that circumstances
and conditions merit such action. RBS’s policy is to manage its
externally issued portfolio of debt securities for value.
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Capital management*

The framework for capital management within RBS first looks at the sources and drivers of risk based capital requirements. Through the
internal budget and planning cycle, and increasingly through stress testing, each franchise balances the blend of products that is offered
to customers, having regard to the impact of each on capital and leverage against the backdrop of the overall business strategy

A number of tools and processes taken together contribute to an integrated view of capital management. The diagram below is used to

present this view:

The Board sets the strategic direction and ensures RBS manages risk effectively by approving and monitoring RBS’s strategic risk
appetite, considering RBS-wide stress scenarios and agreed mitigants, as well as identifying longer-term strategic threats to the
business operations. The Board also approves the ICAAP.

RBS uses the budgeting cycle to forecast
future capital requirements at CET1, Tier 1,
Tier 2 and total capital levels including
MREL at both RBS level and major
operating entity level. Forecasts are
measured against minimum regulatory
requirements and specific regulatory
guidance such as the Individual Capital
Guidance.

Strategic considerations in the medium-
term capital plan will be driven by key
impacts such as a more restrictive
approach to the capital base, higher capital
ratio targets and enhanced risk coverage.

This is an integral part of capital planning.
Stress testing results are produced through
the same capital planning and stress
testing models used for the budgeting and
monthly review.

In addition to informing the ICAAP, stress
testing in RBS is a key risk management
tool used to support strategic financial
planning, risk appetite, risk identification
and risk mitigation.

Stress testing results are presented to
senior management (and BRC/Board)
periodically, and used to assess capital
impacts of business decisions
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RBS prepares an annual recovery plan,
which include a framework of indicators
identifying the points at which appropriate
actions may be taken in the event of
unexpected weaknesses in its capital or
liquidity resulting from either idiosyncratic
or systemic stress, as well as a menu of
options for addressing such weaknesses.
RBS’s 2015 Recovery Plan was prepared
in line with the PRA’s requirement that
banks prepare, maintain and review
recovery plans.

The ICAAP assesses RBS’s material risks determining how much capital is required to cover these risks. The ICAAP consists of two

types of internal capital assessment:

a Point-in-time capital assessment as at the financial year end, and
a Forward-looking stress capital assessment.
The final ICAAP is approved by the Board prior to submission to the PRA.

Assessing, monitoring and maintaining
adequate capital. It is RBS’s policy to build
and sustain a strong capital base and to
use it efficiently throughout its activities to
support strategic objectives and optimise
shareholder returns while maintaining a
prudent relationship between its capital
base and the underlying risks of the
business, including the risk of excessive
leverage.

Board Risk Committee (BRC)

With sight of various risk types the Board
Risk Committee (BRC) is responsible for
providing oversight and advice to the
Board in relation to current and potential
future risk exposures of RBS and future
risk strategy, including determination of risk
appetite and tolerance.

Capital Risk Assessment (CRA)

CRAs are annual ‘top down’ processes to
help identify, understand and assess
material risks. Consideration is given to
whether and how much capital should be
set aside against each risk type forming a
key input to the ICAAP. For effective risk
management CRAs are marked against
financial or non-financial thresholds.
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Capital and leverage is actively managed and regulatory ratios
are a key factor in the Group’s planning processes and stress
analyses. Capital planning is an activity undertaken within
Treasury to determine the appropriate amount of capital needed
over the budget horizon under both base and stress projections
using both risk and leverage based assessment tools and given a
specific risk appetite.

Capital plans are derived for RBS overall and its major operating,
regulated entities. Capital plans are prepared in compliance with
specific regulatory rules (for example CRD 1V) and in accordance
with system wide and local, specific regulatory guidance. Capital
plans for UK regulated entities are drawn up centrally whereas
capital plans for non-UK regulated entities are drawn up locally
and subject to central review and challenge to ensure
consistency of approach and adherence to capital management
policies.

The starting point for any capital plan will be with the annual
budget cycle which forecasts the bank’s balance sheet trajectory
over a 5 year forward looking horizon. The budget cycle will
incorporate assumptions about the future shape and direction of
the balance sheet of RBS and its operating entities. It will include
assumptions around the future path of RWAs, profitability and
tax. Idiosyncratic factors such as conduct and litigation costs and
disposals are also considered. Finally known or expected system
or firm specific regulatory guidance (for example phasing in of
CRD IV assumptions or leverage requirements) are also
considered.

The capital plans are tested for capital adequacy and measured
against the bank’s risk appetite framework using a range of
stress scenarios covering adverse economic conditions as well
as other adverse factors that could impact the bank. In addition
the bank maintains a recovery plan which sets out a range of
potential mitigating actions that could be taken in response to an
extreme stress. Known and expected assumptions around the
future direction of regulation is also taken into account.
Furthermore specific idiosyncratic risks such as conduct risk are
factored into capital plans.

From these inputs a forecast will be derived on how much capital
is required to support these assumptions using both risk and
leverage based approaches. This will estimate the required
amount of CET1 through to non-capital minimum requirement
eligible liabilities (MREL) in each period over the forecast.

Once the capital plan is approved it is then subject to ongoing
review and assessment to reflect changes to the underlying
components such as forecasts or new regulatory guidance or
assumptions. Shorter term forecasts are more frequently
undertaken to understand and respond to variations of actual
performance against the plan.

Capital policies and procedures are subject to independent
oversight. Regular reporting of actual and projected capital and
leverage ratios, including those in stressed scenarios, is
undertaken, including submissions to the ALCo, ERF, EXCo,
Board Risk Committee and the Board.

The regulatory framework within which RBS operates continues
to be developed at a global level through the FSB and Basel
Committee, at a European level mainly through the issuance of
CRD 1V technical standards and guidelines and within the UK by
the PRA and through directions from the FPC.

RBS continues to monitor regulatory developments very closely,
analysing the potential capital impacts to ensure RBS continues
to maintain a strong capital position that exceeds the minimum
regulatory requirements and risk appetite and is consistent with
market expectations.

Capital demand is normally the aggregation of Pillar 1, Pillar 2A,
the greater of the CRD IV or Pillar 2B buffers, and any
management buffer (for example over and above MDA). Pillar 2
is becoming an increasingly important component of our capital
requirements.

Pillar 2A is determined through the ICAAP process mentioned
herein and reflects RBS specific risks. Factors driving Pillar 2
requirements include operational risk, interest rate risk in the
banking book, credit concentration risk and pension risk amongst
others.

The Pillar 2B requirement and recently introduced PRA buffer
reflects the impact of stress through the analysis undertaken in
annual ICAAP. The amount of stress capital may well also be
informed by performance under the new regulatory stress testing
process. The amount of stress based capital requirement is the
higher of Pillar 2B or the CRD IV risk buffers plus any
management buffer.

A management buffer may be overlaid on top of that to reflect
additional risks that the Board believe are prudent to cover (such
as headroom over and above any MDA threshold).

Capital supply consists of the amount of CET1, AT1, Tier 2 and,
going forward, non-capital MREL securities in existence at any
one time.

The capital planning process determines the most efficient mix
between these different types of security in keeping with the
bank’s strategic plans and risk appetite. Considerations include:

Internal risk appetite (including stress testing);

Regulatory policies and guidance; and

Market conditions and expectations.

The bank will issue capital securities from time to time and may
engage in selective buy backs, liability management exercises
and other market actions in line with its stated risk appetite and
other metrics. RBS’s policy is to manage its externally issued
portfolio of debt securities for value.
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Capital management*

The diagram below summarises a number of areas where stress testing is used within RBS. These include four overall categories,
including strategic, financial and capital planning, risk appetite, risk identification and risk mitigation.

Stress testing
usage within

Stress testing usage within RBS
1 Strategic financial & capital planning
Assess impact of plausible downside scenarios on financial position.
Assessment of strategic plans against market concerns and headwinds.
2 Risk appetite
Better understanding of underlying risks to inform the setting of risk appetite (e.g. sector reviews, earnings volatility,
reverse stress test).
Assess the impact of current business strategies on risk appetite.
Identify drivers of risk appetite triggers.
3 Risk identification
Manage business through improved understanding of the underlying risk. Examples:
Tail risk assessment: identification of risky portfolios that breach a series of pre-determined triggers.
Business vulnerabilities analysis: assessment of business model weaknesses through cross-functional discussions.
Identify high-risk portfolios to be investigated further.
4 Risk mitigation
Inform mitigating actions within RBS and segmental strategic plans.
Determine a schedule of potential management actions to be executed in the event of stress.
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The stress testing process has four key stages.

Stress scenario definition:
RBS-specific vulnerabilities are identified and linked to
the development of relevant stresses;
Scenario is defined, severity calibrated and parameters
established; and
Governance is put in place for stress theme approval
and scenario validation.

Stress test execution and governance:
Impact of stress scenario is translated via relevant risk
drivers such as RWAs, impairments;
Profit and loss impacts of stress scenario are also
assessed; and
Review of stress output by the business as well as risk,
treasury and finance teams.

Consolidation and capital planning:
Segmental results are consolidated to provide a
combined view of stress impact;
Stressed profit and loss and RWA assessment
contribute towards arriving at a stressed capital plan;
Additional capital impacts under stress are considered
such as pension deficit, foreign exchange reserves;
and
Final stressed capital, leverage and liquidity ratios are
produced for each year of the scenario.

Management actions and governance:
Internal subject matter experts determine a ‘menu’ of
possible management actions under stress conditions
such as capital raising, de-risking and sale of assets,
and cost reduction; and
Stress testing is reviewed by senior risk management
and executives; and governance is provided by ERF,
BRC and Board.

Risk-type specific stress testing is also conducted. For example,
within the market risk management framework, a comprehensive
programme of stress tests covers a variety of historical and
hypothetical scenarios.

Portfolio-specific stress tests assess the reaction of key portfolios
to systemic shocks and identify potential vulnerabilities, including
risks that have not yet matured or are not yet visible. They
assess the potential for outsized losses and the impact of
rebalancing portfolios.

RBS also takes part in external stress tests as part of wider
stress testing frameworks implemented by regulatory authorities
to test industry-wide vulnerabilities under crystallising global
systemic risks. In 2015, RBS participated in a regulatory stress
test designed by the Bank of England (BoE).

The BOE stress test exercise tested the impact of a synchronised
global downturn triggered by a sharp slowdown in China and
deep recession in the eurozone, amidst amplifying disinflationary
pressures. In particular, the scenario examined the resilience of
UK banks to corporate vulnerabilities such as deep recession in
trading partners’ economies. Under the scenario, the UK suffers
a severe recession with economic uncertainty damaging
confidence and causing business investment contraction, a
housing market shock and a significant rise in unemployment
accompanied by a period of deflation.

Under the Bank of England’s hypothetical adverse scenario, the
results show that RBS’s capital position remains above the
threshold CET1 ratio of 4.5% and meets the leverage ratio of
3.0% with a low point of 6.1% CET1 ratio and 3.0% leverage ratio
after ‘strategic’ management actions. The PRA Board judged that
RBS did not meet its individual capital guidance after
management actions in this scenario. Since December 2014,
RBS has taken actions to improve its capital position. During the
course of 2015, RBS issued £2 billion of AT1. In light of the steps
that RBS has already taken to strengthen its capital position,
coupled with its plans for future AT1 issuance, the PRA Board did
not require RBS to submit a revised capital plan.
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Capital management* continued

Internal capital adequacy assessment process (ICAAP) ®  Forward-looking stress capital assessment:
The ICAAP assesses RBS’s material risks and determines how ©  Pillar 2B - Capital planning buffer is set to ensure RBS
much capital is required to cover these risks. maintains adequate capital resources in stress to allow

it to continue to meet the minimum capital
requirements. The current capital planning buffer will
be replaced by the PRA buffer from 1 January 2016.

The ICAAP consists of two types of internal capital assessment:
®  Point-in-time capital assessment as at the financial year

end:

°  Pillar1- GET1 4.5% of credit, market and operational The final ICAAP is approved by the Board prior to submission to
RWASs at the financial year end. the PRA. Component parts of the ICAAP are set out in the

°  Pillar 2A - additional capital requirements for risks not diagram below.

captured or not adequately captured in Pillar 1. A
Capital Risk Assessment is performed to ensure that
all material risks are identified, appropriately managed
and adequately capitalised where appropriate.

Internal capital adequacy assessment process

Internal capital adequacy assessment process

Governance Regulatory

Key input of ICAAP Internal processes A
and approvals review

Capital Assessment

Pillar 1 Pillar 2A Pillar 2B

Risk Not Board
o Adequately (Forward-looking) of directors
Credit Risk Covered in Pillar 1 T
Market Risk Capital Planning & Supervisory

Operational Risk e Stress Testing goard .ESK review and
in Pillar 1 ommitiee evaluation
o (B?C) process

(SREP)
Executive risk
Forum (ERF)

t |

Risk Appetite

Risk Directory

& capital risk
assessment

Capital

Planning Capital
management Individual
and stress capital
testing guidance
Technical Review Group (TRG i?)T/I@‘%? (ICG)

Stress Testing

Enterprise Wide Risk

-ICAAP Team |

*unaudited
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An economic capital framework and associated models are used
by RBS as a supplement to other risk and capital management
tools, such as stress testing and regulatory capital. Economic
capital enables the bank to assess the adequacy of capital
allocated to its material risks at different confidence
levels/severities and to incorporate the assessment of additional
risks that are not fully addressed by other measures, for example,
concentration risk, which is not addressed by regulatory capital
requirements. Models are developed and maintained for the
bank’s material risk categories and are used in the ICAAP, to
assess risk profiles within the risk appetite framework and as part
of risk management frameworks e.g. operational risk and credit
risk management.

The characteristics of the models relating to these risks are
consistent across risks, business lines and throughout the
economic cycle, but are also flexible to allow outcomes to be
employed for a number of purposes e.g. severity level/confidence
interval, time horizon and correlations. Models have been
developed internally but are subject to rigorous governance
including external benchmarking, independent validation and
extensive internal review and challenge. Models are regularly
reviewed and continue to be updated for new data sources and
improvements in risk modelling methodology.

The ability to change severity levels supports the management of
earnings volatility and capital risk. Economic models are used in
the ICAAP, assessing risk profiles within the risk appetite
framework and functional risk management such as Operational
Risk and Credit Risk management.

In line with regulatory requirements, RBS regularly updates its
recovery plans, which include a framework of indicators
identifying the points at which appropriate actions may be taken
in the event of unexpected weaknesses in its capital or liquidity
resulting from either idiosyncratic or systemic stress, as well as a
menu of options for addressing such weaknesses. Recovery
plans are subject to an ongoing improvement assessment in line
with regulatory feedback and internal standards and
expectations.

RBS continues to develop its resolution capability and planning in
line with best practice and regulatory guidance.

Recovery Plans are required to be updated annually; it is
anticipated that RBS’s 2016 Recovery Plan will be prepared in
line with revised rules taking into account the European Union
Bank Recovery and Resolution Directive of 2014 and the
European Banking Authority’s regulatory technical standards on
recovery planning. These rules would require a bank to notify the
PRA, without delay, if it decides to take action under the recovery
plan or refrains from taking action.

Regulatory proposals and rules issued or set by the following
regulators are the most relevant for RBS:
Basel - recommendations for all major international
institutions - usually through Basel Committee of Banking
Supervision (BCBS);
EU - issue consistent rules for all EU banks and investment
firms, commonly through the European Banking Authority
(EBA); and
PRA - additional local rules for UK banks and investment
firms.

Following the implementation of the Basel |l proposals through
the Capital Requirements Regulation (CRR) and the Capital
Requirements Directive (CRD), collectively known as CRR/CRD
IV, which came into effect on 1 January 2014, the regulatory
drive towards improved capital standards for banks continues
and is centred on three broad themes:

Robust definitions of capital for CET1 and leverage

purposes that are not dependent on one or more economic

cycles;

Improved strength of banks, with strategic plans and

business models capable of undergoing one or more

significant stress events; and

Valid and viable recovery plans in place for banks to return

to normality after a period of stress or, easy application of

the resolution frameworks.

Many of these aspects still require analysis and debate and
therefore any implementation is likely to take many years.

CRR/CRD |V introduced the following minimum requirements to
be met by 2019:
Pillar 1 requirement of: CET1 of 4.5% of RWAs; Tier 1 of
6%; and total capital of 8%;
CRD IV Combined buffers: capital conservation buffer of
2.5% of RWAs; countercyclical capital buffer of up to 2.5%;
GSIB surcharge of 1.0% based on the most recent
determination from the FSB; and
Minimum Tier 1 leverage ratio of 3%.

The PRA policy statement PS7/13 outlined changes to the
minimum level of CET1 capital for large UK banks as follows:
The PRA required UK banks to meet the CRD IV end point
Pillar 1 requirement from 1 January 2015;
All Pillar 2A risks must be met with at least 56% CET1
capital. This matches the proportion of CET1 capital
required for Pillar 1. The remaining (44%) allocation of Pillar
2A is restricted to 19% Tier 1 and 25% Tier 2; and
All regulatory deductions from capital align CET1 with the
end-point CRR definition, effectively making fully loaded
Basel lll the regulatory definition.
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The PRA issued Policy Statement 17/15 in July 2015 setting out
the Pillar 2 capital requirements for UK banks. The changes are
intended to support a more risk sensitive and consistent
approach to setting Pillar 2A (P2A) capital and to provide greater
transparency of the PRA capital setting process by allowing firms
to manage present and future regulatory capital demands.
Implementation is from 1 January 2016 in line with the CRD IV
capital conservation and systemic buffers and the European
Banking Authority’s Supervisory Review and Evaluation Process
guidelines. The changes are as follows:

The variable element of P2A is now expressed as a
percentage of RWAs plus fixed add-ons instead of the
current method where P2A is a formula comprising both a
variable and a fixed element;

The PRA buffer replaces the current Capital Planning Buffer
(CPB). Use of the buffer will not be a breach in capital
requirements and will not result in capital distribution
restrictions however, failure to meet Pillar 2B (P2B) buffer
may result in enhanced supervisory action;

The P2B buffer is now calculated as a percentage of RWAs
rather than absolute terms and is to be met with CET1;
Firms already subject to a CPB are required to meet P2B
with CET1 in full immediately;

Where the PRA considers that firms have weak risk
management or governance, PRA may require firms to hold
additional PRA buffer on a scalar ranging from 10-40% of a
firm’s CET1 Pillar 1 plus P2A capital requirements; and
Firms have the discretion to publicly disclose their aggregate
P2A charge from 1 January 2016. Component parts of P2A
and the PRA buffer remain confidential.

Leverage ratio requirements are also subject to the following key
aspects (consistent with proposals outlined in PS27/15 -
‘Implementing a UK leverage ratio framework’):

Minimum Tier 1 leverage ratio of 3%. To be met 75% by
CET1 and a maximum 25% AT1;

A supplementary leverage buffer applying to GSIBs equal to
35% of the corresponding risk-weighted systemic risk buffer
rates to be met with CET1; and

A countercyclical leverage ratio buffer equal to 35% of the
risk-weighted countercyclical capital buffer rate to be met
from CET1. The countercyclical buffer is currently set at 0%.

In October 2015, the BoE published its approach to stress testing
of the UK banking system out to 2018. The publication outlines
the following key features of the BoE approach:
A cyclical scenario to assess the risks to the banking system
based on the financial cycle.
The severity of the scenario to be counter-cyclical in nature.
Every second year, the BoE will complement the annual
testing with an additional exploratory scenario to probe the
resilience of the system to risks not easily linked to the
financial cycle.

The BoE intends to include an integrated framework for
decision-making around the setting of capital buffers, as well
as a clear and transparent process for determining whether
banks need to strengthen their capital positions.

A hurdle rate framework is to be enhanced, and will align to
the overall capital framework. Within the hurdle rate, a bank
will be expected to meet all of its minimum risk-based CET1
capital requirements (Pillar 1) in the scenario, as well as
Pillar 2A CET1 requirements. Additionally, GSIB buffers will
be included in the hurdle rate.

As a major UK bank, RBS will be included in the annual cyclical
scenarios and may also be required to participate in the biennial
exploratory scenario stress tests to the extent that the risks being
probed are relevant to RBS.

The banking resolution and recovery directive introduces
requirements for banks to maintain at all times a sufficient
aggregate amount of own funds and eligible liabilities (that may
be bailed in using the bail-in tool), known as the minimum
requirements for eligible liabilities (MREL). The aim is that the
minimum amount should be proportionate and adapted for each
category of bank on the basis of their risk or the composition of
their sources of funding.

The EBA noted that the technical standards would be compatible
with the proposed term sheet published by the FSB on TLAC
requirements for GSIBs, but there remains a degree of
uncertainty as to the extent to which MREL and TLAC
requirements may differ.

Following the FSB finalising its TLAC proposals in November
2015, the PRA published its proposed requirements for MREL
which will be the way in which the UK implements the TLAC
standard. MREL will apply to GSIBs from 2019 and to other
relevant UK firms from 2020. The purpose of MREL is to ensure
that, in the event of failure, a bank has sufficient loss-absorbing
and recapitalisation capacity to allow for an orderly resolution that
minimises any adverse impact on financial stability whilst
preventing public funds being exposed to loss. The requirements
will be firm-specific but the PRA’s consultation paper proposes
that MREL will be required:

At a consolidated and individual bank level, including for the
holding entity of a banking group.

At an amount at least equal to two times the current
minimum Pillar 1 and Pillar 2A capital requirements, or, if
higher, any applicable leverage ratio requirement, or the
minimum capital requirements under Basel plus any
applicable CRD IV capital buffers: once for loss absorbency,
once for recapitalisation

The US Federal Reserve has proposed rules which will require
US bank holding companies and intermediate holding companies
of foreign banks to hold specified amounts of both long term debt
and TLAC from January 2019. RBS is considering the impact of
these rules.
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As at November 2015, RBS was moved down to the lowest
bucket for required loss absorbency in the FSB’s updated list of
GSIBs.

Regulatory proposals relating to Domestically Systemically
Important Banks (DSIBs) and Other Systemically Important
Institutions (OSlII) continue to be progressed and could impact
the level of CET1 that is required to be held by RBS and specific
legal entities including NatWest and the Royal Bank. The EBA
published in December 2014 a quantitative methodology as to
how European regulators could quantify which firms would qualify
as DSIBs. The PRA published CP39/15 on this in October 2015,
and published its list of the sixteen firms designated as OSII;
RBS is included within this list.

In January 2015, HM Treasury issued an explanatory
memorandum on the SRB for banks, building societies and
investment firms. The regulation implements Articles 133 and 134
of Directive 2013/36/EU and addresses the outstanding capital
buffer element of the ring-fencing policy recommended by the
Independent Commission on Banking (ICB) and agreed by the
UK Government.

The purpose of the SRB is to prevent and mitigate long term non-
cyclical systemic or macro prudential risks not covered by
existing regulation where there is potential for serious negative
consequences for the financial system and real economy

The SRB will apply to large banks with core (ring fenced entity)
deposits of more than £25 billion and large building societies with
deposits of more than £25 billion. Implementation will occur from
1 January 2019 and capital buffers will range from 0-3% of a
firm’s RWAs.

On 29 January 2016, the FPC proposed that those banks and
building societies with total assets above £175 billion will be set
progressively higher SRB rates as total assets increase through
defined buckets. HM Government required the FPC to produce a
framework for the SRB at rates between 0% and 3% of RWAs.
Under the FPC’s proposals, ring-fenced bank sub-groups and
large building societies in scope with total assets below £175
billion will be subject to a 0% SRB. Based on current information,
under these proposals the FPC expects the largest ring-fenced
bank in 2019 to have a 2.5% SRB. In line with the FPC’s previous
announcement on the leverage ratio framework, those institutions
subject to the SRB will also be set a 3% minimum leverage ratio
requirement, together with an additional leverage ratio buffer
calculated at 35% of the applicable SRB rate. For example, an
institution with an SRB rate of 1% would have an additional
leverage ratio buffer of 0.35%. The proposed calibration is
expected to add around an aggregate 0.5 percentage points of
risk-weighted assets to equity requirements of the system in
aggregate.

The PRA will be responsible for applying the framework and will
have ultimate discretion over which firms must hold the buffer
and its specific size.

The UK Financial Services (Banking Reform) Act passed
into UK law in December 2013 implementing
recommendations of the ICB. The PRA is in the process of
finalising its rules with respect to ring-fencing.

The PRA is consulting on the need for firms to hold capital
resources equivalent to at least 25% of annual fixed
overheads in respect of critical services to facilitate
operational continuity in resolution.

The more relevant proposals issued by the BCBS are as follows:
Capital floors (BCBS 306);
Revised Pillar 3 disclosure (BCBS 309);
Total loss absorption capacity (BCBS 342);
Standardised approach for credit risk (BCBS 347); and
Minimum capital for market risk (BCBS 352).

RBS is continuing its assessments of these proposals.

153



Business review

Capital management*

Capital, RWAs and risk asset ratios, on the basis of end-point CRR and transitional rules, calculated in accordance with PRA definitions,

are set out below.

CET1
Tier 1
Total

Credit risk
- non-counterparty
- counterparty
Market risk
Operational risk

CET1
Tier 1
Total

Tier 1 capital
Leverage exposure
Leverage ratio

Notes:

2015

End-point
CRR basis (2)
£bn

37.6
39.6
47.6

166.4
23.4
21.2
31.6

242.6

%
15.5
16.3
19.6

2015

£39.6bn
£702.5bn
5.6%

PRA
transitional
basis

£bn

37.6
46.3
60.0

166.4
23.4
21.2
31.6

242.6

15.5
191
24.7

£46.3bn
£702.5bn
6.6%

(1) Capital and leverage ratios have not been restated following the pension accounting policy change. Components within CET1 capital have however been represented to reflect
revisions to accounting tangible equity, with corresponding adjustments to other deductions above.

(2) Capital Requirements Regulation (CRR) as implemented by the Prudential Regulation Authority in the UK, with effect from 1 January 2014. All regulatory adjustments and

deductions to CET1 have been applied in full for with the exception of unrealised gains on available-for-sale (AFS) securities which has been included from 2015 under the PRA

transitional basis.

(3) Based on end-point CRR Tier 1 capital and leverage exposure under the CRR Delegated Act.

Refer to Pillar 3 report Appendix 1 and 2 for CRR Own funds and leverage disclosure.

General:

In accordance with the PRA’s Policy Statement PS7/2013 issued in December 2013 on the implementation of CRD 1V, all regulatory adjustments and deduction to CET1 have been

applied in full (end-point CRR) with the exception of unrealised gains on AFS securities which will be included from 2015 (PRA transitional basis).

From 1 January 2015, RBS must meet at least 56% of its Pillar 2A capital requirement with CET1 capital and the balance with Additional Tier 1 and/or Tier 2 capital. The Pillar 2A

capital requirement is the additional capital that RBS must hold, in addition to meeting its Pillar 1 requirements in order to comply with the PRA’s overall financial adequacy rule.

Measures in relation to end-point CRR basis, including RWAs, are based on the current interpretation, expectations, and understanding, of the CRR requirements, as well as further

regulatory clarity and implementation guidance from the UK and EU authorities (end-point CRR basis). The actual end-point CRR impact may differ when the final technical
standards are interpreted and adopted.

Capital base:

(1) Own funds are based on shareholders’ equity.
(2) 2014 includes the nominal value of B shares (£0.5 billion) on the assumption that RBS will be privatised in the future and that they will count as permanent equity in some form

by the end of 2017.

(3) The adjustment arising from the application of the prudent valuation requirements to all assets measured at fair value, has been included in full. The prudential valuation

adjustment relating to assets under advanced internal ratings approach has been included in impairment provisions in the determination of the deduction from expected losses.
(4) Where the deductions from AT1 capital exceed AT1 capital, the excess is deducted from CET1 capital. The excess of AT1 deductions over AT1 capital in year one of transition
is due to the application of the current rules to the transitional amounts.
(5) Insignificant investments in equities of other financial entities (net): long cash equity positions are considered to have matched maturity with synthetic short positions if the long

position is held for hedging purposes and sufficient liquidity exists in the relevant market. All the trades are managed and monitored together within the equities business.
(6) Based on our current interpretations of the Commission Delegated Regulation issued in December 2013 on credit risk adjustments, RBS’s standardised latent provision has

been reclassified to specific provision and is not included in Tier 2 capital.

Risk-weighted assets (RWAs):

) Current securitisation positions are shown as risk-weighted at 1,250%.
) RWA uplifts include the impact of credit valuation adjustments and asset valuation correlation on banks and central counterparties.

) RWAs reflect implementation of the full internal model method suite, and include methodology changes that took effect immediately on CRR implementation.
)

)

Non-financial counterparties and sovereigns that meet the eligibility criteria under CRR are exempt from the credit valuation adjustments volatility charges.
The CRR final text includes a reduction in the risk-weight relating to small and medium-sized enterprises.

154



Business review Capital and risk management

Capital and leverage: Capital resources

2015 2014
PRA PRA
End-point transitional End-point transitional
CRR basis basis CRR basis basis
£m £m £m £m
Shareholders’ equity (excluding non-controlling interests)
Shareholders' equity 53,431 53,431 55,763 55,763
Preference shares - equity (3,305) (3,305) (4,313) (4,313)
Other equity instruments (2,646) (2,646) (784) (784)
47,480 47,480 50,666 50,666
Regulatory adjustments and deductions
Own credit (104) (104) 500 500
Defined benefit pension fund adjustment (161) (161) (238) (238)
Cash flow hedging reserve (458) (458) (1,029) (1,029)
Deferred tax assets (1,110) (1,110) (1,222) (1,222)
Prudential valuation adjustments (381) (381) (384) (384)
Goodwill and other intangible assets (6,537) (6,537) (7,781) (7,781)
Expected losses less impairments (1,035) (1,035) (1,491) (1,491)
Other regulatory adjustments (86) (64) 898 628
(9,872) (9,850) (10,747)  (11,017)
CET1 capital 37,608 37,630 39,919 39,649
Additional Tier 1 (AT1) capital
Eligible AT1 1,997 1,997 — —
Qualifying instruments and related share premium subject to phase out — 5,092 — 5,820
Qualifying instruments issued by subsidiaries and held by third parties — 1,627 — 1,648
AT1 capital 1,997 8,716 — 7,468
Tier 1 capital 39,605 46,346 39,919 47,117
Qualifying Tier 2 capital
Qualifying instruments and related share premium 5,745 6,265 5,542 6,136
Qualifying instruments issued by subsidiaries and held by third parties 2,257 7,354 3,175 7,490
Tier 2 capital 8,002 13,619 8,717 13,626
Total regulatory capital 47,607 59,965 48,636 60,743

Note:

(1) Capital Requirements Regulation (CRR) as implemented by the Prudential Regulation Authority in the UK, with effect from 1 January 2014. All regulatory adjustments and
deductions to CET1 have been applied in full for the end-point CRR basis with the exception of unrealised gains on available-for-sale (AFS) securities which has been included
from 2015 for the PRA transitional basis.

The table below analyses the movement in end-point CRR CET1, AT1 and Tier 2 capital for the year.

CET1 AT1 Tier 2 Total

£m £m £m £m
At 1 January 2015 39,919 —_ 8,717 48,636
Loss for the year net of movements in fair value of own credit (2,583) — — (2,583)
Share capital and reserve movements in respect of employee share schemes 206 — — 206
Ordinary shares issued 300 — — 300
Foreign exchange reserve (1) (1,809) — — (1,809)
AFS reserves 8 — — 8
Decrease in goodwill and intangibles deduction 1,244 — — 1,244
Deferred tax assets 112 — — 112
Prudential valuation adjustments 3 — — 3
Excess of expected loss over impairment provisions 456 — — 456
New issue of capital instruments — 2,007 — 2,007
Dated subordinated debt issues/(maturities) — — (82) (82)
Net dated subordinated debt/grandfathered instruments — — (713) (713)
Foreign exchange movements — — 90 90
Other movements (248) (10) (10) (268)
At 31 December 2015 37,608 1,997 8,002 47,607

Note:
(1) This reflects the recycling of the reserve to profit and loss account following the deconsolidation of Citizens.

*unaudited
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Capital management* continued
Capital and leverage: Leverage ratio and related disclosures
Leverage exposure

The leverage exposure is based on the CRR Delegated Act.
End-point CRR basis

2015 2014
Leverage £bn £bn
Derivatives 262.5 354.0
Loans and advances 327.0 419.6
Reverse repos 39.9 64.7
Other assets 186.0 212.7
Total assets 815.4 1051.0
Derivatives
- netting (258.6) (330.9)
- potential future exposures 75.6 98.8
Securities financing transactions gross up 5.1 25.0
Undrawn commitments 63.5 96.4
Regulatory deductions and other adjustments 1.5 (0.8)
Leverage exposure 702.5 939.5

Additional analysis of derivative notionals and undrawn commitments, two of the major components contributing to the leverage
exposure are set out below.

Leverage ratio and related disclosures: Derivative notionals
The table below analyses the derivative notionals by maturity for contracts other than credit derivatives, and credit derivatives by
qualifying and non-qualifying.

2015 2014
Derivatives other than Derivatives other than
credit derivatives (1) Credit derivatives (2) credit derivatives (1) Credit derivatives (2)
Non- Non-
<lyear 1-5years >5years Qualifying  qualifying Total <lyear 1-5years >5years Qualifying  qualifying Total

£bn £bn £bn £bn £bn £bn £bn £bn £bn £bn £bn £bn
Interest rate 8,701 7,328 3,754 19,783 11,069 10,423 5,839 27,331
Exchange rate 2,838 573 291 3,702 3,649 720 306 4,675
Equity 8 8 1 17 42 33 2 77
Commodities 1 — —_ 1 1 — _ 1
Credit 56 11 67 99 26 125
Total 11,548 7,909 4,046 56 11 28,570 14,761 11,176 6,147 99 26 32,209

Notes:

(1) Derivative potential future exposures (PFE) are calculated based on the notional value of the contracts and is dependent on the type of contract. For contracts other than credit
derivatives the PFE is based on the type and maturity of the contract after the effect of netting arrangements.

(2) The PFE on credit derivatives is based on add-on factors determined by the asset quality of the referenced instrument. Qualifying credit derivatives attract a PFE add-on of 5%
and have reference securities issued by public sector entities, multilateral development banks or other investment grade issuers. Non-qualifying credit derivatives attract a PFE
add-on of 10%.

Leverage ratio and related disclosures: Weighted undrawn commitments
The below table provides a breakdown of weighted undrawn commitments.

2015 2014
£bn £bn
Unconditionally cancellable credit cards 24 2.2
Other Unconditionally cancellable items 7.2 4.6
Unconditionally cancellable items (1) 9.6 6.8
Undrawn commitments <1 year which may not be cancelled 0.6 2.3
Other off-balance sheet items with 20% CCF 1.4 2.1
ltems with a 20% CCF 2.0 4.4
Revolving credit risk facilities 25.3 38.1
Term loans 4.3 2.8
Mortgages 5.9 4.9
Other undrawn commitments > 1 year which may not be cancelled & off-balance sheet items with 50% CCF 5.3 10.1
ltems with a 50% CCF 40.8 55.9
Items with a 100% CCF 11.1 17.8
Citizens — 11.5
Total 63.5 96.4

Note:
(1) Based on a 10% credit conversion factor (CCF).

“unaudited
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RBS’s capital components and estimated loss absorbing capital (LAC) at 31 December 2015 based on current regulatory interpretations
are set out below. Under current TLAC guidance, RBS will be required to hold a minimum LAC of 16% of RWAs by the beginning of
2019 and 18% of RWAs by the beginning of 2020. For additional details regarding regulatory developments in relation to MREL/TLAC
requirements, refer to Capital management on page 152. The roll-off profile and average spread relating to senior debt is set out on

page 158.

The following table illustrates the components of estimated LAC in the holding company and operating companies.

2015
CET1 capital (4)

Tier 1 capital: end point CRR compliant AT1
of which: RBSG plc (holdco)

of which: RBSG operating subsidiaries (opcos)

Tier 1 capital: non-end point CRR compliant
of which: holdco
of which: opcos

Tier 2 capital: end point CRR compliant
of which: holdco
of which: opcos

Tier 2 capital: non-end point CRR compliant
of which: holdco
of which: opcos

Senior unsecured debt securities issued by:
RBSG holdco
RBSG opcos

Total

RWAs
Leverage exposure

LAC as aratio of RWAs
LAC as a ratio of leverage exposure

Notes:

(
@
@

) Par value reflects the nominal value of securities issued.
) Regulatory capital instruments issued from operating companies are included in the transitional LAC calculation, to the extent they meet the TLAC/MREL criteria.
) ‘LAC value’ reflects RBS’s interpretation of the 9 November 2015 FSB Term Sheet on TLAC and the Bank of England’s consultation on their approach to setting MREL,

Par

value (1)

£bn
37.6

2.0

2.0

6.0
25
8.5

5.8
5.1

10.9

0.3
3.3
3.6

4.9

17.7
22.6

85.2

Balance
sheet value
£bn

37.6

2.0

2.0

6.0
25
8.5

5.9
5.5

11.4

0.3
3.6
3.9

5.0

18.1
23.1

86.5

Regulatory
value (2)
£bn

37.6

2.0

2.0

5.9
2.5
8.4

5.7
3.8

9.5

0.2
3.0
3.2

60.7

LAC
value (3)
£bn

37.6

2.0

2.0

4.6
0.3
4.9

4.4
5.5

9.9

0.1
2.9

3.0

2.9

2.9
60.3

242.6
702.5

24.9%
8.6%

published on 11 December 2015. MREL policy and requirements remain subject to further consultation, as such RBS estimated position remains subject to potential change.
Liabilities excluded from LAC include instruments with less than one year remaining to maturity, structured debt, operating company senior debt, and other instruments that do

not meet the TLAC/MREL criteria.

(4) Corresponding shareholders’ equity was £53.4 billion. Refer to capital resources table on page 155 for further details.
(5) Regulatory amounts reported for Additional Tier 1, Tier 1 and Tier 2 instruments are before grandfathering restrictions imposed by CRR.
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Capital management*

Based on current guidance, RBS anticipates issuing senior bonds from its holding company to ensure LAC classification under

MREL/TLAC proposals. The following table illustrates the roll-off profile and weighted average spreads of RBS’s major wholesale

funding programmes.

RBSG plc

- amount (£m)
- weighted average rate spread (bps)
RBS plc
- amount (£m)
- weighted average rate spread (bps)
RBS N.V.
- amount (£m)
- weighted average rate spread (bps)
Securitisation
- amount (£m)
- weighted average rate spread (bps)

Total notes issued (£m)
Weighted average spread

Notes:

As at and for
year ended
31 December 2015

4,436
162

23,360
182

296
151

2,442
83

30,534
171

H1 2016
85
77

5,856
202

187
127

4
83

6,132
198

H2 2016
1,303
110

2,051
171

55
255

3,409
151

Roll-off profile
2017

1,079
139

2,403
167

10
40

3,492
158

2018
73
172

2,341
141

20
126

2,434
142

2019 & 2020
1,888
211

5,935
212

7,830
212

2021 & later
8
266

4,774
156

17
136

2,438
83

7,237
132

(1) The weighted average spread reflects the average net funding cost to RBS. This is calculated as the difference between the issuing coupon and the equivalent hedging rate.

(2) The balance sheet value relates to debt securities in issue of £31.2 billion excluding £0.6 billion exchangeable bond relating to Williams & Glyn.

The table below analyses the movement in credit risk RWAs on the end-point CRR basis during the year, by key drivers.

Foreign exchange movement
Business movements

Risk parameter changes (1)
Methodology changes (2)
Model updates (3)

Modelled (3)
Non-modelled

For the notes to this table refer to the following page.

Credit risk

Non-counterparty

£bn

264.7

Counterparty
£bn

30.4

0.2
(7.1)

0.2
(0.2)
(0.1)
23.4
20.4

3.0
23.4
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The table below analyses the movement in market and operational risk RWAs on the end-point CRR basis during the year.

Business and market movements

Modelled (1)
Non-modelled

Note:

Market risk
ClB Other Total Operational risk Total
£bn £bn £bn £bn £bn
15.4 8.6 24.0 36.8 60.8
(1.6) (1.2) (2.8) (5.2) (8.0)
13.8 7.4 21.2 31.6 52.8
11.8 4.7 16.5 — 16.5
2.0 2.7 4.7 31.6 36.3
13.8 7.4 21.2 31.6 52.8

(1) Modelled refers to advanced internal ratings basis for non-counterparty credit risk, internal model method for counterparty credit risk, and value-at-risk and related models for

market risk. These principally relate to Commercial Banking (£58 billion).

RWAs have decreased by £113 billion in the year to £243
billion principally due to the disposal of Citizens and balance
sheet and risk reduction strategy in Capital Resolution.

Ulster
Bank Commercial Private
UK PBB Rol Banking Banking
£bn £bn £bn £bn
36.6 21.8 63.2 8.7
Foreign exchange movement — (1.0) 0.2 —
Business movements — (0.7) 9.7 —
Risk parameter changes (1) (2.3) (0.7) (0.7) —
Methodology changes (2) — — (0.2) —
Model updates (3) (1.0) — 0.1 —
33.3 19.4 72.3 8.7
Credit risk
- non-counterparty 254 18.1 65.3 7.6
- counterparty — 0.1 — —
Market risk — — — —
Operational risk 7.9 1.2 7.0 1.1
33.3 19.4 72.3 8.7
Notes:

The foreign exchange movement primarily impacts Ulster
Bank Rol, as sterling strengthened against the euro.
Business movements include a decrease of £5 billion
relating to the annual recalculation of operational risk.

Central

Capital items
RBSI CiB Resolution W&G & other Total
£bn £bn £bn £bn £bn £bn
7.5 41.9 95.1 10.1 71.0 355.9
0.1 (0.2) — — 0.8 (0.1)
0.7 (10.0) (43.7) 0.1 (61.5)  (105.4)
— 0.1 (2.5) (0.3) (0.4) (6.8)
— — — (0.1) (0.2) (0.5)
— 1.3 0.1 0.1 (1.1) (0.5)
8.3 33.1 49.0 9.9 8.6 242.6
7.6 5.0 27.3 8.5 1.6 166.4
— 11.3 12.0 — — 23.4
—_ 13.8 5.7 — 1.7 21.2
0.7 3.0 4.0 1.4 5.3 31.6
8.3 33.1 49.0 9.9 8.6 242.6

(1) Risk parameter changes relate to changes in credit quality metrics of customers and counterparties such as probability of default (PD) and loss given default (LGD). They

comprise:

- UK PBB and Ulster Bank Rol: primarily reflects recalibration of PD and LGD models reflecting improvements in the UK and Irish economies.

- Capital Resolution: decrease in defaulted assets (£2.5 billion).
(2) Methodology changes included:

- Commercial Banking: revisions to CCF applied to uncommitted credit card limits and change in methodology for applying SME discount.

(3) Credit risk models were updated during the year including:
- UK PBB: non standard LGD model for mortgages and business banking EAD model.
- CIB: large corporate PD model.

Refer to RBS’s Pillar 3 2015 Report Table CR 1 for RWA density by sector cluster and regulatory approach.

Commercial Banking RWAs increased £9.1 billion, of which
£8.4 billion related to the transfer of UK and Western
European loan portfolios from CIB which have a high
proportion of undrawn commitments.
Capital Resolution successfully implemented its risk
reduction strategy by reducing RWAs by £46.1 billion
overall, £32.6 billion in CIB and £13.5 billion in RCR:
CIB portfolio: accelerated disposal and run-off of capital-
intensive regional portfolios totalling £15.0 billion; in the
US £6.8 billion, including £4.2 billion relating to the sale
of North American loan portfolios; EMEA £4.7 billion;
and APAC £3.5 billion. Significant progress was also
seen in the Markets portfolios through sales, novations,
risk transfers, unwinds and close outs, leading to a
£11.4 billion reduction. The GTS business RWAs also
fell by £6.2 billion following strategic reductions in trade
finance lending across all regions.

RCR: implemented its disposal and run down strategy a
year ahead of plan and reduced RWAs across all
business lines - Corporate £4.8 billion, Markets £4.3
billion. Real Estate Finance £3.5 billion and Ulster Bank
£0.9 billion. RCR disposals comprised significant
proportion of impaired assets and contributed to a £17.8
billion reduction in RWA equivalent, with Ulster Bank
portfolio having a residual RWAe of £0.5 billion

Central items included £68.4 billion RWAs relating to

Citizens at 1 January 2015. Operational risk RWAs primarily

relates to Citizens: exclusion is pending PRA approval.

Refer to RBS’s Pillar 3 2015 Report Table CR 1 for RWA
density by sector cluster and regulatory approach.
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Liquidity and funding risk

Liquidity risk is the risk that RBS is unable to meet its financial
obligations, including financing wholesale maturities or customer
deposit withdrawals, as and when they fall due.

All the quantitative disclosures in this section are audited except
for those in Liquidity metrics and Behavioural maturity, and
collateral (on and off-balance sheet). Certain disclosures exclude
Citizens for 2014 to allow like-for-like comparison with 2015.

The risk arises through the maturity transformation role that
banks perform. It is dependent on RBS specific factors such as
maturity profile, composition of sources and uses of funding, the
quality and size of the liquidity portfolio as well as broader market
factors, such as wholesale market conditions alongside depositor
and investor behaviour.

RBS’s primary funding source is its customer deposit base,
primarily built through its retail and commercial franchises in the
UK and Ireland. These deposits form a stable base which fully
funds RBS’s customer lending activities.

Complementary to its deposit funding, RBS maintains access to
various wholesale markets for funding, on both a public and
private basis, across a range of currencies, geographies and
maturities. These include long-term secured and unsecured debt,
short-term money markets and repurchase agreements. RBS has
set policies for the prudent use of wholesale funding, as part of its
wider liquidity policies.

RBS accesses the wholesale funding markets directly or through
its main operating subsidiaries via established funding
programmes. The use of different entities to access the market
from time to time allows RBS to further diversify its funding mix
and in certain limited circumstances demonstrate to regulators
that specific operating subsidiaries enjoy market access in their
own right.

RBS may access various funding facilities offered by central
banks from time to time. The use of such facilities can be both
part of a wider strategic objective to support initiatives to help
stimulate economic growth or as part of the broader liquidity
management and funding strategy. Overall usage and repayment
of available central bank facilities will fit within the overall liquidity
risk appetite and concentration limits.

The liquidity position strengthened with the liquidity portfolio
of £156 billion at 31 December 2015 covering short-term
wholesale funding (STWF), excluding derivative collateral,
by more than nine times. STWF, including derivative
collateral, decreased by £16 billion to £38 billion mainly due
to the maturity of term debt issued during the financial crisis.
The liquidity portfolio increased by £5 billion in the year,
primarily reflecting the strategic run-down of Capital
Resolution loans faster than the associated liabilities and
proceeds from the Citizens share sales; this was offset to
some extent by UK PBB loan growth. The portfolio includes
£61 billion of secondary liquidity consisting of assets eligible
for discounting at central banks. The costs associated with
maintaining the secondary liquidity portfolio are minimal
being largely administrative and operational costs.

The liquidity coverage ratio (LCR) was 136% at 31
December 2015, with the improvement from 112% at year
end 2014 primarily reflecting the strategic run-down of
Capital Resolution assets at a faster rate than their
associated liabilities. The ratio is strengthened by the
placing of surplus Capital Resolution liabilities in short-term
liquid assets.

The net stable funding ratio (NSFR), based on RBS’s
interpretation of the Basel framework, had increased to
121% at 31 December 2015 from 112% at 31 December
2014. The increase in the metric is also partly due to the
reduced need for stable funding as a result of Capital
Resolution rundown.

Liquidity risk appetite is measured by reference to the
liquidity portfolio as a proportion of net stressed outflows
and the ratio was 227% at 31 December 2015 (186% at 31
December 2014) under the worst case stress scenario. The
improvement in 2015 was primarily due to a reduction in net
stressed outflows from the disposal of Citizens, and the
increase in liquidity portfolio.

Based on its assessment of the PRA proposals, RBS may
issue between £3 - £5 billion per annum during 2016 - 2019
to meet MREL requirements.

The customer loan:deposit ratio reduced to 89% compared
with 95% at the end of 2014. This reflects the strategic run
down of Capital Resolution loans and higher retail and
commercial deposits, this was partly offset by loan growth
within UK PBB.

Internal liquidity policies are designed to ensure that RBS:

appetite for
liquidity risk is set by the Board as a percentage of the
Individual Liquidity Adequacy Assessment (ILAA) stressed
outflows, and RBS monitors its liquidity position against this
risk tolerance on a daily basis. In setting risk limits the Board
considers the nature of RBS’s activities, overall risk appetite,
market best practice and regulatory compliance.

the risk management
framework determines the sources of liquidity risk and the
steps that can be taken when these risks exceed certain
actively monitored limits. These actions include when and
how to use the liquid asset portfolio, and what other
adjustments to the balance sheet should be undertaken to
manage these risks within the bank’s risk appetite.

RBS uses internal
funds transfer pricing to ensure that these costs are
reflected in the measurement of business performance, and
to correctly incentivise businesses to source the most
appropriate mix of funding.

The Asset and Liability Management Committee (ALCo) sets and
reviews the liquidity risk management framework and limits within
the risk appetite set by the Board. ALCo, and by delegation the
ALCo Technical Committee, oversees the implementation of
liquidity management across RBS.
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RBS operates across multiple jurisdictions and is subject to a
number of regulatory regimes.

The principal regulator, the Prudential Regulation Authority
(PRA), has a comprehensive set of liquidity regulations which
were revised in 2015 to replace the existing BIPRU 12 regime
with the CRD IV liquidity regime in the UK. To comply with the
PRA regulatory framework, RBS undertakes the following:

An annual exercise to complete the Individual Liquidity
Adequacy Assessment Process (ILAAP); and

An annual Liquidity Supervisory Review and Evaluation
Process (L-SREP) with the PRA, that involves a
comprehensive review of the RBS ILAAP, liquidity policies
and risk management framework. This results in the settings
of the Individual Liquidity Guidance, which influences the
size and overall composition of the liquidity portfolio.

On 1 October 2015 the LCR became the PRA’s primary
regulatory standard for liquidity, replacing the previous BIPRU 12
regime. LCR is being introduced on a phased basis and UK
banks are initially required to maintain a minimum of 80% of LCR,
rising to 100% by 1 January 2018.

The Basel Committee on Banking Supervision (BCBS) published
its final recommendations for implementation of the NSFR in
October 2014, proposing an implementation date of 1 January
2018, by which time banks are expected to meet an NSFR ratio
of 100% from this point onwards. The EC has stated that it shall,
if appropriate, submit a legislative proposal to the European
Parliament by the end of 2016 for implementing the NSFR in the
EU. In the meantime, RBS uses the definitions from the BCBS
guidelines, and its own internal interpretations, to calculate the
NSFR.

In implementing the liquidity risk management framework, a suite
of tools are used to monitor, limit and stress test the risks within
the balance sheet. The limits control the amount and composition
of funding sources, asset and liability mismatches and funding
concentrations, in addition to the level of liquidity risk.

Liquidity risks are reviewed at a significant legal entity level daily,
and at a business level monthly, with performance reported to
ALCos at least monthly. Any breach of internal metric limits will
set in motion a series of actions and escalations that could lead
to activation of the Contingency Funding Plan (CFP).

RBS maintains a CFP, which forms the basis of analysis and
management actions to be undertaken in a liquidity stress. The
CFP is linked to stress test results and forms the foundation for
liquidity risk limits. The CFP sets out the circumstances under
which the plan would be invoked; this includes material
worsening of liquidity condition indicators which are reported to
senior management daily. It also prescribes a communications
plan, roles and responsibilities, as well as potential management
actions to take in response to various levels of liquidity stress. On
invocation of the CFP, the Contingency Liquidity Team would be
convened to identify the likely impact of the stress event and
determine the appropriate management response.

Under the liquidity risk management framework RBS maintains
the ILAA, a component of which is an assessment of net stressed
liquidity outflows. These liquidity stress tests apply scenario-
based behavioural and contractual assumptions to cash inflows
and outflows under the worst of three severe stress scenarios, as
prescribed by the PRA. These are a market-wide stress, an
idiosyncratic stress and a combination of both.

A stress event can occur when either firm-specific or market-wide
factors lead to depositors and investors withdrawing or not
renewing funding on maturity. This could be caused by many
factors including fears over the viability of the firm. Additionally,
liquidity stress can be brought on by customers choosing to draw
down on loan agreements and facilities.

Simulated liquidity stress testing is performed at least monthly for
each business as well as the major operating subsidiaries in
order to evaluate the strength of RBS’s liquidity position. The
stressed outflows are measured over certain time periods which
extend from two weeks to three months. RBS is expected to be
able to withstand stressed outflows through its own resources
(primarily through the use of the liquidity portfolio) without having
to resort to extraordinary central bank or governmental support.

Stress tests are designed to examine the impact of a variety of
firm-specific and market-wide scenarios on the future adequacy
of the liquidity reserves. Stress test scenarios are designed to
take into account RBS’s experience during the financial crisis,
recent market conditions and events. These scenarios can be run
at any time in response to the emergence of firm-specific or
market-wide risks that could have a material impact on RBS’s
liquidity position. In the past these have included credit rating
changes and political and economic conditions changing in
particular countries.

RBS’s liquidity risk appetite is measured by reference to the
liquidity portfolio as a percentage of net stressed ILAA outflows.

Liquidity risks are mitigated by a centrally managed liquidity
portfolio. The size of the portfolio is determined under the liquidity
risk management framework with reference to RBS’s liquidity risk
appetite.

The majority of the portfolio is centrally managed by Treasury,
ring-fenced from the CIB trading book, and is the ultimate
responsibility of the RBS Treasurer. This portfolio is held in the
PRA regulated UK Domestic Liquidity Subgroup (UK DoLSub)
comprising RBS'’s five licensed deposit taking UK banks: The
Royal Bank of Scotland plc, National Westminster Bank Plc,
Ulster Bank Limited, Coutts & Co and Adam & Company.

Certain of RBS's significant operating subsidiaries - RBS N.V.
and Ulster Bank Ireland Limited - hold locally managed portfolios
that comply with local regulations that may differ from PRA rules.
These portfolios are the responsibility of the local Treasurer who
reports to the RBS Treasurer.
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Liquidity and funding risk

The UK DoLSub liquidity portfolio accounted for 95% of the total
liquidity portfolio, this portion is available to meet liquidity needs
as they arise across RBS. The remaining liquidity reserves are
held within non-UK bank subsidiaries, the majority of this portion
(5%) is restricted by regulatory requirements and assumed to

only be available for use locally.

Separately from the liquidity portfolio, RBS holds high quality
assets to meet payment systems collateral requirements; these

Primary liquid assets such as cash and balances at central
banks, treasury bills and other high quality government and
US agency bonds.

Secondary liquid assets that are eligible as collateral for
local central bank liquidity facilities, but do not meet the core
local regulatory definition. These assets include own-issued
securitisations or whole loans that are retained on balance
sheet and pre-positioned with a central bank so that they
may be converted into additional sources of liquidity at very
short notice.

are managed by Treasury but are not freely available to other

areas of RBS.

RBS categorises its liquidity portfolio, including its locally
managed liquidity portfolios, into primary and secondary liquid

assets.

The composition of the liquidity portfolio is subject to internal
policies and limits over quality of counterparty, maturity mix and
currency mix. The liquidity value of the portfolio is determined
with reference to current market prices and the haircuts
necessary to generate cash from the asset.

The table below sets out the key liquidity and related metrics monitored by RBS. All measures include Citizens for 2014.

Liquidity portfolio

Stressed outflow coverage (1)
Liquidity coverage ratio (2)
Net stable funding ratio (3)
Loan:deposit ratio

Notes:

M

2015
£156bn
227%
136%
121%
89%

RBS's liquidity risk appetite is measured by reference to the liquidity portfolio as a percentage of stressed contractual and behavioural outflows under the worst of three severe

stress scenarios of a market-wide stress, an idiosyncratic stress and a combination of both in RBS’ ILAA. This assessment is performed in accordance with PRA guidance.

(2)

On 1 October 2015 the LCR became the PRA’s primary regulatory liquidity standard. It is a Pillar 1 metric to which the PRA apply Pillar 2 add-ons. UK banks are required to

meet a minimum standard of 80% initially rising to 100% by 1 January 2018. The published LCR excludes Pillar 2 add-ons. RBS calculates the LCR using its own interpretations
of the EU LCR Delegated Act, which may change over time and may not be fully comparable with those of other financial institutions.

@)

BCBS issued its final recommendations for the implementation of the net stable funding ratio in October 2014, proposing an implementation date of 1 January 2018. Pending

further guidelines from the EU and the PRA, RBS uses the definitions and proposals from the BCBS paper and internal interpretations, to calculate the NSFR. Consequently
RBS’s ratio may change over time and may not be comparable with those of other financial institutions.

The table below shows the liquidity portfolio by product, liquidity value and by carrying value. Liquidity value is lower than carrying value
as it is stated after discounts applied by the Bank of England and other central banks to instruments, within the secondary liquidity

portfolio, eligible for discounting.

Liquidity value
2015
31 December Average
UK UK Total
DoLSub (1)  Other Total DoLSub Total excl Citizens
£m £m £m £m £m £m
Cash and balances at central banks 67,790 1,611 69,401 67,294 69,736 68,925
Central and local government bonds
AAA rated governments 3,201 1,098 4,299 4,069 5,263 5,251
AA- to AA+ rated governments
and US agencies 18,238 3,216 21,454 11,462 22,546 14,484
Below rated AA governments — — — — 46 46
Local government — — — — 12 12
21,439 4,314 25,753 15,531 27,867 19,793
Primary liquidity 89,229 5,925 95,154 82,825 97,603 88,718
Secondary liquidity (2) 59,201 1,369 60,570 54,131 57,654 55,227
Total liquidity value 148,430 7,294 155,724 136,956 155,257 143,945

Total carrying value 181,240

7,494 188,734
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The table below shows the liquidity value of the liquidity portfolio by currency.

GBP usD EUR Total
£m £m £m £m
2015 110,289 20,861 24,574 155,724

Notes:

(1) The PRA regulated UK Domestic Liquidity Subgroup (UK DoLSub) comprising RBS'’s five licensed deposit taking UK banks: The Royal Bank of Scotland plc, National
Westminster Bank Plc, Ulster Bank Limited, Coutts & Co and Adam & Company. In addition, certain of RBS’s significant operating subsidiaries - RBS N.V. and Ulster Bank
Ireland Limited - hold locally managed portfolios that comply with local regulations that may differ from PRA rules.

(2) Comprises assets eligible for discounting at the Bank of England and other central banks.

The composition of RBS’s balance sheet is a function of the RBS’s asset and liability types broadly match. Customer deposits
broad array of product offerings and diverse markets served by provide more funding than customer loans utilise; repurchase

its core businesses. The structural composition of the balance agreements are largely covered by reverse repurchase

sheet is augmented as needed through active management of agreements; interbank lending and funding largely nets off and
both asset and liability portfolios. The objective of these activities this gap has narrowed over the past 5 years; and derivative

is to optimise the liquidity profile, while ensuring adequate assets are largely netted against derivative liabilities.

coverage of all cash requirements under extreme stress

conditions. RBS remains committed to supporting the objectives of the

Funding for Lending scheme.

The table below summarises the key funding metrics.

Short-term wholesale funding (1) Total wholesale funding Net inter-bank funding (2)
Excluding Including Excluding Including Net
derivative derivative derivative derivative inter-bank
collateral collateral collateral collateral Deposits Loans (3) funding
£bn £bn £bn £bn £bn £bn £bn
2015 17.2 37.6 58.7 79.1 7.7 (7.3) 0.4

Notes:

(1) Short-term wholesale funding is funding with a residual maturity of less than one year.
(2) Excludes derivative cash collateral.

(3) Primarily short-term balances.
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Liquidity and funding risk continued

Funding sources

The table below shows the principal funding sources excluding repurchase agreements (repos).

2015 2014
Short-term Long-term Short-term Long-term
less than more than less than more than
1 year 1 year Total 1 year 1 year Total
By product £m £m £m £m £m £m
Deposits by banks
derivative cash collateral 20,367 — 20,367 25,503 — 25,503
other deposits (1) 7,336 359 7,695 8,673 1,630 10,303
27,703 359 28,062 34,176 1,630 35,806
Debt securities in issue
commercial paper — — — 625 — 625
certificates of deposit 742 202 944 1,030 149 1,179
medium-term notes 6,639 15,540 22,179 7,741 28,047 35,788
covered bonds 2,171 3,414 5,585 1,284 5,830 7,114
securitisations 4 2,438 2,442 10 5,564 5,574
9,556 21,594 31,150 10,690 39,590 50,280
Subordinated liabilities 323 19,524 19,847 3,272 19,633 22,905
Notes issued 9,879 41,118 50,997 13,962 59,223 73,185
Wholesale funding 37,582 41,477 79,059 48,138 60,853 108,991
Customer deposits
derivative cash collateral (2) 10,373 — 10,373 13,003 — 13,003
financial institution deposits 45,134 1,226 46,360 46,359 1,422 47,781
personal deposits 154,066 3,212 157,278 152,505 3,701 156,206
corporate deposits 130,514 1,466 131,980 134,928 2,403 137,331
Total customer deposits 340,087 5,904 345,991 346,795 7,526 354,321
Total funding excluding repos and Citizens 377,669 47,381 425,050 394,933 68,379 463,312
Citizens — — — 63,261 4,268 67,529
Total 377,669 47,381 425,050 458,194 72,647 530,841
Notes:
(1) Includes £0.7 billion relating to RBS’s participation in central bank financing operations under the European Central Bank’s Targeted Long Term Refinancing Operations
(2) Cash collateral includes £9,504 million (2014 - £12,036 million) from financial institutions.
The table below analyses repos by counterparty type.
2015 2014
£m £m
Financial institutions
- central and other banks 10,266 24,859
- other financial institutions 20,130 28,703
Other corporate 6,982 8,648
Total excluding Citizens 37,378 62,210
Citizens — 2,372
Total 37,378 64,582

Reverse repos at 31 December 2015 were £39.9 billion (2014 - £64.7 billion). Fair value of securities received as collateral for reverse
repos was £39.8 billion (2014 - £64.7 billion), of which £29.0 billion (2014 - £60.2 billion) had been rehypothecated for RBS’s own

transactions, in line with normal market practice.
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The table below shows RBS's principal funding sources excluding repurchase agreements (repos) by currency.

2015 2014
GBP usD EUR Other Total GBP usD EUR Other Total
By currency £m £m £m £m £m £m £m £m £m £m
Deposits by banks 5,301 3,570 17,651 1,540 28,062 6,501 5,741 20,715 2,849 35,806
Debt securities in issue
commercial paper (CP) — — — — — — 73 525 27 625
certificates of deposit (CDs) 892 50 2 — 944 910 82 185 2 1,179
medium-term notes (MTNSs) 2,695 5,744 11,754 1,986 22,179 4,592 10,332 16,672 4,192 35,788
covered bonds 1,079 — 4,506 — 5,585 1,090 — 6,024 — 7,114
securitisations 403 713 1,326 — 2,442 1,245 1,895 2,434 — 5,574
5,069 6,507 17,588 1,986 31,150 7,837 12,382 25,840 4,221 50,280
Subordinated liabilities 1,028 12,848 4,963 1,008 19,847 1,718 13,134 6,372 1,681 22,905
Wholesale funding 11,398 22,925 40,202 4,534 79,059 16,056 31,257 52,927 8,751 108,991
% of wholesale funding 14% 29% 51% 6% 100% 15% 29% 48% 8%  100%
Customer deposits 282,152 20,912 35,680 7,247 345,991 276,039 28518 39,526 10,238 354,321
Total funding excluding repos
and Citizens 293,550 43,837 75,882 11,781 425,050 292,095 59,775 92,453 18,989 463,312
Citizens — — — — — — 67,529 — — 67,529
Total 293,550 43,837 75,882 11,781 425,050 292,095 127,304 92,453 18,989 530,841
% of total funding 69% 10% 18% 3% 100% 55% 24% 17% 4%  100%
Notes issued - residual maturity profile by note type
The table below shows RBS's debt securities in issue and subordinated liabilities by residual maturity.
Debt securities in issue
Other CP Covered Subordinated Total notes Total notes
and CDs MTNs bonds  Securitisations Total liabilities inissue inissue
2015 £m £m £m £m £m £m £m %
Less than 1 year 742 6,639 2,171 4 9,556 323 9,879 20
1-3 years 202 5,567 758 — 6,527 2,801 9,328 18
3-5 years — 6,203 1,627 — 7,830 317 8,147 16
More than 5 years — 3,770 1,029 2,438 7,237 16,406 23,643 46
944 22,179 5,585 2,442 31,150 19,847 50,997 100
2014
Less than 1 year 1,655 7,741 1,284 10 10,690 3,272 13,962 19
1-3 years 144 11,474 2,229 — 13,847 906 14,753 20
3-5 years — 6,623 812 3 7,438 2,663 10,101 13
More than 5 years 5 9,950 2,789 5,561 18,305 16,064 34,369 46
Total excluding Citizens 1,804 35,788 7,114 5,574 50,280 22,905 73,185 98
Citizens 665 960 — — 1,625 226 1,851 2
Total 2,469 36,748 7,114 5,574 51,905 23,131 75,036 100
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Liquidity and funding risk

The contractual maturity of balance sheet assets and liabilities reflects the maturity transformation role banks perform, lending long-term
but obtaining funding predominantly through short-term liabilities such as customer deposits. In practice, the behavioural profiles of
many liabilities exhibit greater stability and longer maturity than the contractual maturity. This is particularly true of many types of retail
and corporate deposits which, despite being repayable on demand or at short notice, have demonstrated very stable characteristics
even in periods of acute stress. In its analysis to assess and manage asset and liability maturity gaps RBS determines the expected
customer behaviour through qualitative and quantitative techniques, incorporating observed customer behaviours over long periods of
time. This analysis is subject to governance through ALCos down to a segment level.

Contractual maturity analysis and net behavioural funding surplus/(gap) are set out below.

Behavioural maturity

Net surplus/(gap) Net surplus/(gap)
Less than Greater than Less than Greater than
1 year 1-5 years 5years Total 1 year1-5 years 5 years
2015 £bn £bn £bn  £bn £bn £bn £bn
UK PBB 8 1 9 18 123 (24) (81)
UB Rol 3 (4) 3) 4 11 (4) (11)
CB 5 15 (22) (2) 55 (37) (20)
PB 1 3 8 12 18 (4) (2)
RBSI 1 5 8 14 19 (3) (2)
CiB ® @ — (10) @ O —
CR (1) 4 (1) (1) 2 13 (6) (5)
W&G 1 2 1 4 20 (7) 9)
Central 4 — — 4 4 — —
24 14 — 38 254 (86)  (130)
UK PBB
UB Rol
CB
PB
RBSI
CIB
CR (1)
W&G
Central
Citizens
Total
Note:

(1) Capital Resolution

The net funding surplus has increased by £18 billion during
2015, largely reflecting Capital Resolution (£18 billion) and
CIB (£5 billion) rundown of loans faster than associated
liabilities when compared with the prior year end. This was
partly offset slightly by lending growth in UK PBB during the
year.

Total
£bn

18
4)
2
12
14
(10)
2

4

4
38

Contractual maturity

Loans to customers Customer accounts

Less than Greater than Less than Greater than

1 year1-5 years 5years Total 1 year 1-5 years 5years Total
£bn £bn £bn  £bn £bn £bn £bn  £bn
12 27 81 120 135 3 — 138

1 5 1 17 12 1 — 13
34 37 20 91 89 — — 89
5 4 2 1 23 — — 23

2 3 2 7 21 — — 21
14 2 — 16 5 1 — 6
12 7 5 24 25 1 — 26
4 7 9 20 24 —_ — 24

2 — — 2 6 — — 6
86 92 130 308 340 6 — 346

Customer deposits and customer loans compare broadly
from a behavioural perspective. The net surplus position
increase has largely been seen within the 1 to 5 year
bucket, in addition to the funding gap having closed in the
greater than 5 year bucket during 2015. Reasons for these
movements include longer-dated behaviours in RBSI during
2015 and quicker than previously anticipated rundown of
Capital Resolution and CIB, offset slightly by an increased
funding gap within CB in the longest dated bucket.
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The following table shows the residual maturity of financial instruments, based on contractual date of maturity. Held-for-trading (HFT)
assets and liabilities have been excluded from the maturity analysis in view of their short-term nature and are shown in total in the table
below. Hedging derivatives are included within the relevant maturity bands.

2015
Cash and balances at
central banks
Bank reverse repos
Customer reverse repos
Loans to banks
Loans to customers
Personal
Corporate
Financial institutions
Debt securities
Equity shares
Settlement balances
Derivatives
Total financial assets

Bank repos
Customer repos
Deposits by banks
Customer accounts

Personal

Corporate

Financial institutions
Debt securities in issue
Settlement balances
Short positions
Derivatives
Subordinated liabilities
Other liabilities
Total financial liabilities

Less than
1 month
£m

79,939
535
26
7,425
34,439
5,875
23,976
4,588
3,246
4,116
484
130,210

609
1,542
6,023

315,641
145,786
126,306

43,549

442
3,397

4
1,886
329,544

1-3 months 3-6 months

£m

748

217
8,039
2,575
4,932

532
2,766

11,770

536
5,101
3,131
1,314

656
3,410

144
162

9,353

£m

17
8,501
3,277
4,072
1,152
5,662

14,180

30
4,023
1,826
1,689

508
1,523

291
88

5,955

6 months
-1 year
£m

27
17,243
5,805
7,699
3,739
2,866

1,106
21,242

739
4,455
3,323

830

302
2,727

69

7,990

Subtotal
£m

79,939
1,283
26
7,686
68,222
17,532
40,679
10,011
14,540
4,116
1,590
177,402

609
1,542
7,328

329,220
154,066
130,139
45,015
8,102
3,397

435

323
1,886

352,842

Other than held-for-trading (HFT)

1-3 years
£m

1,571
59,592

4,372
3,199
786
387
5,666

605
2,801

13,444

3-5 years
£m

21
41,151
15,640
24,046

1,465
6,932

433
48,537

427
13
364
50
7,513

413
317

8,670

More than
5 years
£m

1
130,219
99,778
28,126
2,315
17,988
725

231
149,164

265
61
57

4
5,986

1,150
16,406

Total
excluding
HFT

£m

79,939
1,283
26
7,708
290,414
152,063
119,311
19,040
46,659
725
4,116
3,825
434,695

609
1,542
7,593

334,080
157,278
131,346
45,456
27,267
3,397
2,603
19,847
1,886

HFT
£m

11,069
27,532
11,295
17,559
35
4,644
12,880
35,857
660
258,719
362,691

9,657
25,570
20,469
11,911

1,503
10,408

3,883
20,809

252,130

23,868 398,824 344,429

Total
£m

79,939
12,352
27,558
19,003
307,973
152,098
123,955
31,920
82,516
1,385
4,116
262,544
797,386

10,266
27,112
28,062
345,991
157,278
132,849
55,864
31,150
3,397
20,809
254,733
19,847
1,886
743,253
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Liquidity and funding risk continued

Other than held-for-trading

Total
Less than 6 months More than  excluding
1 month 1-3 months 3-6 months -1 year Subtotal 1-3years 3-5years 5 years HFT HFT Total
£m £m £m £m £m £m £m £m £m £m £m
Cash and balances
at central banks 74,872 — — — 74,872 — — — 74,872 — 74,872
Bank reverse repos 1,801 778 — — 2,579 — — — 2579 18,129 20,708
Customer reverse repos 969 — — — 969 — — — 969 43,018 43,987
Loans to banks 8,372 1,130 576 913 10,991 221 50 9 11,271 11,773 23,044
Loans to customers 32,509 13,690 13,579 23,903 83,681 54,322 46,195 127,959 312,157 23,038 335,195
Personal 5,653 2,596 3,181 5,601 17,031 18,398 14,916 94,290 144,635 120 144,755
Corporate 21,462 10,025 8,334 14,445 54266 30,141 29,568 31,156 145,131 7,060 152,191
Financial institutions 5394 1,069 2,064 3,857 12,384 5783 1,711 2,513 22,391 15,858 38,249
Debt securities 2,512 2,695 2,232 2,740 10,179 5272 6,056 15916 37,423 49,226 86,649
Equity shares — — — — — — — 814 814 4,821 5,635
Settlement balances 4,667 — — — 4,667 — — — 4,667 — 4,667
Derivatives 622 — — 1,491 2,113 2,291 701 336 5,441 348,149 353,590
Total financial assets
excluding Citizens 126,324 18,293 16,387 29,047 190,051 62,106 53,002 145,034 450,193 498,154 948,347
Citizens 5,732 1,271 2,119 3,688 12,810 14,897 15,578 34,372 77,657 566 78,223
Total 132,056 19,564 18,506 32,735 202,861 77,003 68,580 179,406 527,850 498,720 1,026,570
Bank repos 565 304 — — 869 — — — 869 23,990 24,859
Customer repos 297 1,069 — — 1,366 — — — 1,366 35,985 37,351
Deposits by banks 6,370 1,067 616 128 8,181 795 8 704 9,688 26,118 35,806
Customer accounts 311,212 8,643 5,878 7,087 332,820 4,888 1,097 208 339,013 15,308 354,321
Personal 139,131 5,667 2,956 4,751 152,505 3,492 191 18 156,206 — 156,206
Corporate 128,811 2,180 2,390 1,449 134,830 913 702 178 136,623 1,675 138,298
Financial institutions 43,270 796 532 887 45,485 483 204 12 46,184 13,633 59,817
Debt securities in issue 660 1,776 1,593 5465 9,494 11,496 6,928 15,872 43,790 6,490 50,280
Settlement balances 4,503 — — — 4,508 — — — 4,503 — 4,503
Short positions — — — — — — — — — 23,029 23,029
Derivatives — 140 348 — 488 789 543 1,801 3,621 346,184 349,805
Subordinated liabilities 682 486 1,192 912 3,272 900 2,539 16,194 22,905 — 22,905
Other liabilities 1,800 — — — 1,800 — — — 1,800 — 1,800
Total financial liabilities
excluding Citizens 326,089 13,485 9,627 13,592 362,793 18,868 11,115 34,779 427,555 477,104 904,659
Citizens 56,070 2,064 858 4,976 63,968 3,069 852 362 68,251 1,810 70,061
Total 382,159 15,549 10,485 18,568 426,761 21,937 11,967 35,141 495,806 478,914 974,720
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RBS evaluates the extent to which assets can be financed in a
secured form (encumbrance), but certain asset types lend
themselves more readily to encumbrance. The typical
characteristics that support encumbrance are an ability to pledge
those assets to another counterparty or entity through operation
of law without necessarily requiring prior notification,
homogeneity, predictable and measurable cash flows, and a
consistent and uniform underwriting and collection process.
Retail assets including residential mortgages, credit card
receivables and personal loans display many of these features.

RBS’s balance sheet encumbrance ratios are set out below.

RBS categorises its assets into three broad groups; assets that
are:

already encumbered and used to support funding currently
in place via own asset securitisations, covered bonds and
securities repurchase agreements.

positioned with the central bank as part of RBS’s
contingency funding.

not currently encumbered. In this category, RBS has in
place an enablement programme which seeks to identify
assets which are capable of being encumbered and to
identify the actions to facilitate such encumbrance whilst not
impacting customer relationships or servicing.

2015

%

Total 11%
Excluding balances relating to derivative transactions 11%
Excluding balances relating to derivative and securities financing transactions 8%

Encumbered as a result of transactions
with counter parties other than central

Assets encumbered at the

banks central bank and unencumbered assets
Covered Repos Total Positioned Readily Capable
bonds and and encumbered atthe available for of being  Cannot be
central bank encumbrance encumbered encumbered
securitisations (1)Derivatives  similar (2)  assets (3) (4) (5) (6) (7) Total Total

2015 £bn £bn £bn £bn £bn £bn £bn £bn £bn £bn
Cash and balances
at central banks — — 2.5 2.5 70.5 6.8 0.1 — 77.4 79.9
Loans and advances
- banks 1.5 11.0 0.4 12.9 1.5 2.8 1.3 0.5 6.1 19.0
- residential mortgages

- UK 15.2 — — 15.2 81.3 18.6 8.4 — 108.3 123.5

- Irish 7.4 — — 7.4 1.2 4.0 — 0.1 5.3 12.7
- credit cards — — — — — 4.4 0.2 — 4.6 4.6
- personal loans — — — — — 6.0 5.1 — 11.1 11.1
- other 0.8 17.2 0.4 18.4 8.3 8.9 98.4 22.1 137.7 156.1
Reverse repos — — — — — — — 39.9 39.9 39.9
Debt securities — 2.9 31.9 34.8 20.9 26.3 0.5 — 47.7 82.5
Equity shares — — — — — 0.8 0.2 0.4 1.4 1.4
Settlement balances — — — — — — — 41 41 41
Derivatives — — — — — — — 2625 262.5 262.5
Intangible assets — — — — — — — 6.5 6.5 6.5
PPE — — 0.3 0.3 — — 3.1 1.1 4.2 4.5
Deferred tax — — — — — — — 2.6 2.6 2.6
Other assets — — — — — — — 4.5 4.5 4.5
Total 24.9 31.1 35.5 91.5 183.7 78.6 117.3 3443 7239 8154
Securities retained 2.9
Total liquidity portfolio 186.6
Liabilities secured
Intra-Group - secondary liquidity (4.0) — — (4.0)
Intra-Group - other (6.2) — (6.2)
Third-party (8) (8.0) (31.1 (39.6) (78.7)
Total (18.2) (31.1) (39.6) (88.9)

For the notes to this table refer to the following page.
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Liquidity and funding risk continued

Balance sheet encumbrance

Encumbered as a result of transactions
with counter parties other than central

Assets encumbered at the

banks central bank and unencumbered assets
Covered Total Positioned Readily Capable
bonds and Repos and encumbered atthe available for of being  Cannot be
central bank encumbrance encumbered encumbered
securitisations(1) Derivatives similar (2)  assets (3) (4) (5) (6) (7) Total Total
2014* £bn £bn £bn £bn £bn £bn £bn £bn £bn £bn
Cash and balances
at central banks — — 2.4 2.4 66.7 5.8 — — 725 74.9
Loans and advances
- banks 4.9 11.5 0.5 16.9 0.4 1.7 4.0 — 6.1 23.0
- residential mortgages
- UK 25.4 — — 25.4 69.9 10.2 7.7 0.1 879 113.3
- Irish 8.6 — — 8.6 0.9 4.3 — 0.1 5.3 13.9
- credit cards 2.7 — — 2.7 — 2.3 0.2 — 2.5 5.2
- personal loans — — — — — 6.4 2.9 — 9.3 9.3
- other 6.0 21.9 0.5 28.4 7.9 9.7 110.3 37.2 165.1 193.5
Reverse repos — — — — — — — 64.7 64.7 64.7
Debt securities — 5.6 26.7 32.3 13.8 39.7 0.8 — 54.3 86.6
Equity shares — 0.3 2.6 2.9 — 2.2 0.2 0.3 2.7 5.6
Settlement balances — — — — — — — 4.7 4.7 4.7
Derivatives — — — — — — — 353.6 353.6 353.6
Intangible assets — — — — — — — 7.8 7.8 7.8
PPE — — 0.4 0.4 — — 3.7 2.1 5.8 6.2
Deferred tax — — — — — — — 1.9 1.9 1.9
Other assets — — — — — — — 5.8 5.8 5.8
Total excluding Citizens 47.6 39.3 33.1 120.0 159.6 82.3 129.8 478.3 850.0 970.0
Citizens — 0.3 16.4 16.7 13.8 8.5 1.7 40.3 64.3 81.0
Total 47.6 39.6 49.5 136.7 173.4 90.8 131.5 518.6 914.3 1,051.0
Securities retained 13.6
Total liquidity portfolio 187.0
Liabilities secured
Intra-Group - secondary liquidity (13.1) — — (13.1)
Intra-Group - other (11.6) — (11.6)
Third-party (8) (12.7)  (39.6) (64.7) (117.0)
Total excluding Citizens (37.4) (39.6) (64.7) (141.7)
Citizens — — (104 (10.4)
Total (37.4) (39.6) (75.1) (152.1)

*Restated - refer to page 267 for further details.

Notes:

(1) Covered bonds and securitisations include securitisations, conduits and covered bonds.
(2) Repos and other secured deposits, cash, coin and nostro balance held with the Bank of England as collateral against deposits and notes in circulation are included here rather
than within those positioned at the central bank as they are part of normal banking operations.
(3) Total assets encumbered as a result of transactions with counterparties other than central banks are those that have been pledged to provide security for the liability shown
above and are therefore not available to secure funding or to meet other collateral needs.
(4) Assets positioned at the central bank relates to RBS’s liquidity portfolio and comprises cash balances at central banks, high quality debt securities and loans that have been pre-

positioned with central banks. In addition, the liquidity portfolio includes securitisations of own assets which has reduced over the years and has been replaced by loans.

(5) Readily available for encumbrance: including assets that have been enabled for use with central banks but not positioned; and unencumbered debt securities.
(6) Other assets that are capable of being encumbered are those assets on the balance sheet that are available for funding and collateral purposes but are not readily realisable in
their current form. These assets include loans that could be prepositioned with central banks but have not been subject to internal and external documentation review and

diligence work.

(7) Cannot be encumbered includes:

(a) Derivatives, reverse repurchase agreements and trading related settlement balances.

(b) Non-financial assets such as intangibles, prepayments and deferred tax.

(c) Loans that cannot be pre-positioned with central banks based on criteria set by the central banks, including those relating to date of origination and level of
documentation.

(d) Non-recourse invoice financing balances and certain shipping loans whose terms and structure prohibit their use as collateral.

(8) In accordance with market practice, RBS employs securities recognised on the balance sheet, and securities received under reverse repo transactions as collateral for repos.

Secured derivative liabilities reflect net positions that are collateralised by balance sheet assets.
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Business risk*

Business risk is the risk that RBS makes inappropriate business
or strategic choices or that RBS is not able to execute its chosen
strategy in line with its budget. The risk is that RBS does not
deliver its budgeted performance which could lead to a
deterioration in stakeholder trust and confidence or to a breach of
regulatory thresholds.

RBS could make inappropriate business or strategic choices if it
fails to adequately assess the current and prospective operating
environment. RBS may not be able to execute its chosen strategy
in line with its budget if there are material changes to its internal
or external operating environment.

All the disclosures in this section are unaudited.

Business risk arises as a result of the bank’s exposure to the
macro-environment, to the competitive environment, and to
technological changes. In addition, internal factors such as
volatility in sales volumes, and input costs, and other operational
risks such as RBS’s ability to assess the business operating
environment, or to execute its chosen strategy, contribute to
business risk.

RBS reduced its business risk profile by implementing its
strategic plan to shift the business mix towards the UK and the
retail and commercial banking segments, with riskier activities in
CIB and Capital Resolution curtailed via disposals and run-down.
In addition, RBS continued with its simplification agenda and
cost reduction programme.

RBS’s “Top Risks” process became more firmly embedded. In
addition, RBS’s stress testing processes continued to develop,
improving the management of business risk. Additional stress
testing was undertaken in response and scenario modelling
capability was enhanced further.

The Board has ultimate responsibility for business risk and for
approving strategic plans, initiatives and changes to strategic
direction. Refer to the Risk governance section on page 135.

RBS’s strategic planning process is managed by Strategy and
Corporate Development. The Risk and Finance functions are key
contributors to strategic planning. As part of the process, each
customer business develops a strategic plan within a framework
set by RBS’s senior management. The strategic plans are
consolidated at RBS-wide level, and reviewed and assessed
against risk appetite by the Chief Executive, the Chief Financial
Officer and the Director of Strategy and Corporate Finance
before presentation to, and approval by, the Board.

Responsibility for the day-to-day management of business risk
lies primarily with the franchises with oversight by the Finance
function. The franchises are responsible for delivery of their
business plans and the management of such factors as pricing,
sales volumes, marketing expenditure and other factors that can
introduce volatility into earnings.

Business risk is directly managed and controlled through RBS’s
strategic planning, budgeting and new product development
processes, in which the following elements are incorporated:

Evaluation of the macroeconomic environment;

Industry analysis;

Competitor analysis, across geography, product, customer;
Customer behaviour analysis (i.e. understanding customer
segments, trends and behaviours);

Understanding of technological developments;
Assessment of regulatory developments and changes; and
Evaluation of the political environment.

The following aspects of the strategic planning process also
control business risk:

The Top Risks process which aims to identify early, monitor
closely and avoid or otherwise manage effectively strategic
risks that have the highest likelihood of impacting strategic
plans; and

At the end of the strategic planning process sensitivity
analysis is undertaken on the consolidated budget to assess
the robustness of the plan and compliance with strategic risk
objectives, including under a variety of stressed conditions

Furthermore, business risk is controlled as a result of having a
requirement for RBS and each business to incorporate the
following elements when formulating strategic plans:

Organisational capabilities;

Organisational resources;

Organisational commitment; and

Stakeholder requirements, including customers, regulators,
employees, and investors.

Business risk is also controlled via the monthly performance
review processes which include financial reviews carried out by
the Finance Function via the franchise Finance Directors and
Financial Planning & Analysis. These reviews are carried out to
understand emerging trends, issues and, where there are
adverse variations from plans, enable management to take
appropriate actions. A wide variety of financial, risk, customer
and market metrics are monitored to assess business
performance and hence the effectiveness of chosen strategies.
Deviations from plan are analysed to determine drivers which
could be strategic, environmental or management-related. The
monthly performance review process also includes the provision
of monthly reports to the Executive Committees and the Board.

In addition, business performance reviews are carried out on a
quarterly basis to discuss detailed business issues and agree
action plans. These are led by franchise Chief Executive Officers
and Finance Directors, with RBS’s Chief Executive, Chief
Financial Officer, Chief Risk Officer and other stakeholders in
attendance.

Finally, business risk is controlled through the adoption of policy
standards that inform the approach to strategy development and
business planning. Examples include the policy standards on
Corporate Governance, Business Commitment Approval
Process, Acquisitions & Disposals, Capital Management and
Political Legislative & Regulatory Environment.
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Business risk*

Refer to the Risk appetite section on page 140.

Business risk is identified and managed at the product and
transaction level. Estimated revenue, costs and capital, including
the potential range of outcomes, are key considerations in the
design of any new product or investment decision. All policies
that ultimately seek to manage and control financial impact at the
product and transaction level are therefore relevant to business
risk management, including policies on conduct, funding and
investment spending.

Business risk is reported, assessed and challenged at every
governance level within the organisation. Each franchise
monitors its financial performance relative to plans and reports

this on a regular basis to the Finance Directors of each franchise.

The monthly and quarterly performance review processes
described above, as well as the Top Risks process are also all
central to the identification and monitoring of business risk.

Business risk is reviewed and assessed through the planning
cycles. Financial plans are developed on a bottom-up basis and
refined under expected and potential scenarios reflecting
expectations of the external environment and strategic priorities.
These scenarios are tested against a range of sensitivities and
stresses to identify the key risk drivers behind any potential
volatility, together with management actions to address and
manage them.

RBS operates a monthly rolling forecasting process to identify
projected changes in, or risks to, key financial metrics, and
ensures appropriate actions are taken.

Key strategies are reviewed and approved by the Board. These
reviews are intended to maximise the capture of market and
customer insight while providing independent scrutiny and
challenge. Strategic plans contain analysis of current and
expected operating conditions, current and targeted competitive
and market positioning, key strategic initiatives, financial and

customer targets and milestones, and upside and downside risks.

A major part of the Top Risks process is to ensure that all
appropriate action is taken to mitigate the most material risks to
strategic objectives.

A full sensitivity analysis of the consolidated strategic plan is
undertaken, at the end of the strategic and financial planning
process, to assess the robustness of the plan, and compliance
with strategic risk objectives, under a variety of stressed
conditions. In certain cases, following consideration of an
opportunity, RBS may decide not to pursue the opportunity as a
result of a perceived strategic risk.

RBS also undertakes strategic reviews to decide on how to react
to specific developments.

A wide variety of financial, risk, customer and market metrics are
used to monitor business performance and thus, inter alia, the
effectiveness of chosen strategies. Any deviations from the
expected values are analysed to determine drivers which could
be strategic, environmental or management. Example metrics
include: customer attrition, deposit balances, revenues,
impairments or loan losses, profitability and risk-weighted returns.

The stress test outcomes form a core part of the assessment of
earnings and capital adequacy risk appetite and are approved by
the Board. The measurement of change in profit and loss of the
franchises under stress thereby acts as a measure of business
risk. Franchises also conduct their own bottom-up stress testing
exercises to assess the financial performance of their businesses
under stress.

Reputational risk*

Reputational risk is the risk to RBS’s public image owing to a
failure to meet stakeholders’ expectations in relation to
performance, conduct and business profile. Stakeholders include
customers, investors, employees, suppliers, government,
regulators, special interest and consumer groups, media and the
general public.

All the disclosures in this section are unaudited.

Reputational risk can arise from the conduct of either RBS as a
whole or that of the individuals it employs; from the activities of
customers and the countries in which they operate; from the
products RBS offers and the transactions it supports; and from its
operations and infrastructure.

The importance of reputational risk was reinforced with the
implementation of a Reputational Risk Policy across customer-
facing businesses and functions to improve the identification,
assessment and management of customers and issues that
present a reputational risk.

This resulted in the strengthening of governance frameworks in
businesses including enhancing reputational risk forums that
consider customers, transactions, products or issues that present
material reputational risks. The membership of the most senior
RBS-wide Reputational Risk Forum (RRF) was also reinforced
through the addition of the Chief Marketing Officer as a member.

Reporting on cases and issues that have been discussed at
RRFs was strengthened, including the review of selected cases
and issues by senior business committees and the Board Risk
Committee. This ensures lessons are learned on reputational risk
management both within businesses and across franchises.
Management information has also been improved, with a central
register of cases and issues under development.
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The most material threats to RBS'’s reputation continued to
originate from historical and more recent conduct issues. As a
result, RBS has been the subject of investigations and reviews by
a number of its regulators, some of which have resulted in fines
and public censure. Refer to the Litigation, investigations and
reviews section of Note 30 on the consolidated accounts on page
334.

Reputational risk is of significant importance and is controlled by
a governance framework, with Board-level oversight reinforced
by a Reputational Risk Policy.

Reputational risk appetite is agreed at RBS-wide level by the
Executive Risk Forum (ERF) and cascaded to business
franchises and functions.

The Sustainable Banking Committee is responsible for
overseeing how RBS manages its reputation and delivers its
commitments on trust, advocacy, and customer service.

The Board’s oversight of reputational issues is supported by the
senior RBS-wide RRF which opines on cases that represent a
material reputational risk to the whole organisation. The RRF,
which has delegated authority from the ERF, also acts as a
central forum to approve sector or theme-specific reputational
risk appetite positions (including Environmental, Social & Ethical
risk positions) following review at business franchise risk
committees.

Refer to the Risk appetite section on page 140.

Emerging reputational issues are identified by business
franchises and functions with the Sustainability Services and
Enterprise Wide Risk teams focusing on new and emerging
sustainability and strategic risks respectively. The Risk
Management Monthly Report, provided to the Executive Risk
Forum and the Board Risk Committee (BRC), may also discuss
reputational risks facing RBS, and the annual Sustainability
Report covers progress on sustainability principles.

Management information on customers, transactions, products or
issues that have been escalated to relevant reputational risk
approving authorities and forums is captured by each business
franchise with select cases being reviewed by senior risk
committees within the businesses. A summary of material
reputational risk issues discussed at the senior RBS-wide
Reputational Risk Forum is also provided in the Risk
Management Monthly Report.

ESE ratings of customers and transactions are captured and
analysed centrally by the Reputational and ESE Risk Team and
reported externally in the annual Sustainability Report.

Reputational risk is mitigated through governance frameworks
and training of staff to ensure early identification, assessment
and escalation of cases with potential reputational risk, if
appropriate. This includes creating appropriate fora, for example
reputational risk committees or individual reputational risk
approvers.

Also important is the setting of clear reputational risk appetite
criteria, ensuring higher risk cases are escalated for informed
debate and senior-level approval. Effective communication
channels and incident response planning also ensure that cases
resulting in reputational impact are appropriately managed, for
example by declining or exiting business or by ensuring incident
management plans are implemented to manage the impact of
negative media coverage.

Conduct and regulatory risk*

Conduct and regulatory risk is the risk that the behaviour of RBS
and its staff towards customers, or in the markets in which it
operates, leads to unfair or inappropriate customer outcomes and
results in reputational damage, financial loss or both. The
damage or loss may be the result of a failure to comply with (or
adequately plan for changes to) relevant official sector policy,
laws, regulations, or major industry standards, or of failing to
meet customers’ or regulators’ expectations.

All the disclosures in this section are unaudited.

Conduct and regulatory risk exists across all stages of RBS’s
relationships with its customers, from the development of its
business strategies, through governance arrangements, to post-
sales processes. Activities through which conduct risk may arise
are diverse and include product design, marketing and sales,
complaint handling, staff training, and handling of confidential and
non-public price sensitive information. Conduct risk also exists if
RBS does not take effective action to prevent fraud, bribery and
money laundering. Regulatory risk arises from the regulatory,
business or operating environment and from RBS’s response to
it.

As set out in the Litigation, Investigations and Reviews section,
RBS and certain members of it are party to legal proceedings and
are subject to investigation and other regulatory action in the UK,
the US and other jurisdictions.
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Conduct and regulatory risk*

RBS continued to remediate historical conduct issues, while also
focusing its customer-facing businesses and support functions
around the needs of its customers.

The remediation of PPI continued and RBS increased its
provisioning by £500 million, following the issuance of the
consultation paper by the FCA in November 2015; this sets out
proposed rules and guidance for how firms should handle PPI
complaints fairly. The Consultation Paper also contains proposals
for the introduction of a deadline date for complaints in 2018.

During 2015 a new Conduct Risk Appetite Framework was
established and is being embedded across RBS.

Bank wide Conduct Risk
Appetite supported by the
7 Risk Appetite Statements

Group Policy Standard
Zero Tolerance

The minimum standards which
the business can augment with
specific Conduct Risks inherent
with their business model

Statements of Risk
Appetite

Businesses undertake
self assessments with
C&RA providing

challenge and support

Objective qualitative
and quantitative M|
linked to the 7 Risk
Appetite pillars

The Conduct Risk Appetite Framework is divided into seven
pillars, ensuring that conduct risk exposures are understood and
managed in accordance with agreed risk appetite and that there
is regular, consistent assessment and reporting of both risk
exposures and the operating effectiveness of controls, across the
businesses.

Product profitability and
pricing structures and fair
are transparent

Our business model is
consistent with our
strategy and serves our
customers well whilst
balancing the commercial
needs of the bank

Our products and services are
designed to meet customer
needs, the level of complexity
is appropriate for the target
market and they also work in
the way they are expected to

Product

Profitability
& Pricing

We have no appetite for

actions that resultin Our customers are sold

Qur governance, i i .

olicgies - inappropriate outcomes for products and services
p our customers or breach legal appropriate for their
procedures ensure or regulatory requirements

needs. Any information
or advice provided is
suitable, relevant and
communicated in a
clear, fair way. Delivery
of post sales support
Financial meets customer

Crime expectations

that good customer
and conduct
outcomes are
achieved. We abide
by all relevant laws
and regulations and
conflicts of interest
are managed

Customer
Lifecycle

leading to censure or
financial penalty

Governance

Our people are trained,
managed and rewarded to
serve customers well and
deliver good outcomes. Our
people act with integrity and
understand the impact of their
decisions and behaviours on
customer outcomes

We have robust systems
and controls in place to
prevent financial crime

The Framework enables the implementation of a consistent
approach to assessing conduct and regulatory risk; the removing
of silos and duplicative testing in businesses; and the design of a
simplified risk assessment process across conduct and
operational risk.

Other activities undertaken to address regulatory risk included:

Migration to simpler, principle-based policies with
accountable executives identified and roles, accountabilities
and responsibilities defined;

Roll-out of RBS-wide policies, processes and strategic
systems to identify and manage conflicts of interest better;
Implementation programmes to prepare for ring-fencing and
the UK’s new individual accountability regime, as well as
other future regulatory requirements;

Enhancement of the RBS-wide surveillance programme;
and

Significant investment in anti-money laundering controls,
governance and training.

Conduct & Regulatory Affairs (C&RA) is responsible for defining
appropriate standards of conduct, and for driving adherence to
them, for designing the framework for managing conduct and
regulatory risk, and for overseeing remediation activity. It also
provides appropriate controls, challenge and oversight to ensure
good customer outcomes. In so doing, C&RA acts as a second
line of defence control function.

Key elements of the governance structure are set out below:

The C&RA Executive Committee considers emerging issues
material to C&RA’s strategy, and implements Board and
Executive Committee risk management policy decisions;
The Financial Crime Accountable Executive Committee
(accountable to the Executive Risk Forum) ensures that the
customer businesses and the Services function fulfil
strategic objectives by identifying and managing their
financial crime risks effectively; and

The Mandatory Change Advisory Committee (MCAC),
reports to the Bank-Wide Investment Committee, and
comprises representatives of the customer businesses and
functions. The MCAC acts as the ‘reception committee’ for
reviewing externally mandated changes that may affect RBS
and recommending appropriate responses, including the
timely mobilisation of change implementation activities. In
doing so, it agrees business or function owners of individual
risks; and commissions and reviews impact assessments
from customer businesses and functions.

Under the RBS Policy Framework, C&RA owns 23 conduct risk
policies. Each policy is designed to provide both high-level
direction and RBS-wide requirements. The policies are designed
to ensure RBS meets its regulatory obligations, and to provide
the necessary clarity for staff on their conduct obligations.

C&RA’s Regulatory Affairs department separately oversees the
regulatory changes, interactions with regulators and regulatory
approvals for individuals.
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Assurance and monitoring activities are essential to help
measure the extent to which RBS manages its delivery of specific
customer outcomes.

Risk assessments are used to identify material conduct risks and
key controls across all business areas. The risk assessment
process is designed to confirm that risks are effectively managed
and prioritised and that controls are tested.

Scenario analysis is used to assess the impacts of extreme but
plausible conduct risks including financial crime. The scenarios
assess the exposures that could significantly affect RBS’s
financial performance or reputation and are an important
component in the operational risk framework and capital model.

Work to refine and embed the risk appetite framework and
associated control processes continued in 2015. The risk appetite
statements set the minimum standards which the RBS franchises
augment with specific conduct risks inherent in their business
model. The franchises undertake an annual self-assessment of
the inherent and residual conduct risks against the risk appetite
statements.

C&RA works closely with the customer-facing businesses to
assess business models, strategy and products and influence
better outcomes for customers.

RBS’s senior boards and committees receive updates on conduct
risk exposures and action plans through monthly C&RA-initiated
reporting. The reporting is intended to be focused, forward-
looking and action-oriented.

C&RA provides appropriate reporting of all material regulatory
reviews and other regulatory developments worldwide to the
appropriate RBS-wide committees, including the Board, the
Group Audit Committee and BRC.

An annual Money Laundering Reporting Officer's Report is
submitted to the Board and the FCA. Covering the operation and
effectiveness of the systems and controls in place to comply with
Anti-Money Laundering (AML) law and regulation, it also
describes RBS’s AML framework. In addition, it covers the
systems and controls in place to prevent the financing of
terrorism and to ensure compliance with sanctions as well as
embargoes and export controls imposed by the UN, governments
and other supranational bodies.

The Group Audit Committee is provided with an annual
Whistleblowing Update Report. It details cases by internal
reporting categories based on the Public Interest Disclosure Act
(1998); identifies underlying causal and subject trends; and
highlights the outcome of investigations and actions taken.

C&RA is working with each business to enhance the
management information linked to their risk appetite statements.
This is required to ensure appropriate customer outcomes are
delivered, and that the management information is compliant with
the Basel Committee on Banking Supervision principles for
effective risk data aggregation and risk reporting.

C&RA communicates information on regulatory developments,
and follow-ups with regulators, to customer-facing businesses
and functions, helping them identify and execute any required
mitigating changes to strategy or business models.

Early identification and effective management of changes in
legislation and regulation, are critical to the successful mitigation
of conduct and regulatory risk. All regulatory and compliance
changes are managed to ensure timely compliance readiness.
Those changes assessed as having a ‘High’ or ‘Medium-High’
impact are managed especially closely, with the aim of mitigating
the impact through, for instance, changes to strategy or business
activities, or external engagement.

Operational risk*

Operational risk is the risk of loss resulting from inadequate or
failed internal processes, people and systems, or external event