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Executive summary

The Government is today publishing details of the Asset Protection Scheme (APS) agreements
that it has entered into with The Royal Bank of Scotland (RBS) together with information on the
assets that are being covered by the APS.

The release of this information follows from the statement made by the Chancellor of the
Exchequer to the House of Commons on 3™ November. On that day, the Chancellor announced!
that:

«  Lloyds Banking Group (LBG) will not participate in the APS, but will instead raise an
additional £21bn in capital and pay a fee to the taxpayer for the implicit protection
provided to date. Since then, LBG has said that it expects to raise more capital still —
as much as £22.5bn. This will reduce the risk borne by the taxpayer, improving
value for money.

«  RBS will participate in the APS, but will do so under revised terms compared to the
in-principle agreement reached in February. These revised terms improve incentives
and deliver better risk sharing with the private sector.

. Both RBS and LBG have made a number of additional commitments, restricting
payment of bonuses and maintaining lending to households and businesses.

« To promote greater competition in UK banking, and to meet EU State aid rules,
both RBS and LBG will also be required to divest significant parts of their businesses
over the next four years — together representing nearly 10% of the UK retail banking
market.

APS agreement with RBS

The Government and RBS signed full, legally binding agreements on 26™ November.
Comprehensive detail of these agreements, including the APS rules, is today being put into the
libraries of both House of Parliament and is also available at www.hm-treasury.gov.uk.

The key terms in these agreements are consistent with those announced on 3™ November,
including:
« Alarger first loss to RBS than agreed in February — the first loss to be borne by RBS
has increased from £42bn to £60bn;

« Asmaller pool of insured assets — reduced from £325bn to £282bn based on RBS’s
balance sheet at 31 December 2008;

« A capital injection by the Government of £25.5bn in B shares — equal to the
£25.5bn total capital commitment announced in February, which comprised £13bn
in upfront capital, £6bn to be drawn down at the option of RBS and £6.5bn as a
fee taken as capital;

! Details of announcement at www.hm-treasury.gov.uk/financial_stability_agreements.htm
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« Afee to the Government, to be paid annually, of £0.7bn for the first three years,
followed by £0.5bn per year for the life of the APS — compared to an up-front fee
of £6.5bn paid in B-shares agreed in February;

« If RBS should in the future withdraw from the APS, then it will pay an ‘exit’ fee of
the larger of £2.5bn or 10% of the actual capital relief provided to RBS by the APS
less any annual fees already paid - it could only leave the APS with the FSA’s
approval; and

«  Removing the undertaking, agreed by RBS in February, to forego for up to five years
certain tax losses and allowances. This was estimated at a value of £9-11bn in RBS's
accounts.

As a result of the capital injection, the Government’s economic interest in RBS will rise to 84%,
consistent with the agreement in February, but the Government'’s ordinary shareholding will
remain at 70%.

To protect against a worst-case scenario, the Government will also provide a contingent capital
commitment of up to £8bn. This would be drawn down in up to two tranches and only should
RBS’s Core Tier 1 capital ratio fall below 5%.

HM Treasury has agreed not to convert any B shares to ordinary shares if and to the extent that
this would result in it holding more than 75% of the total issued ordinary shares.

The FSA has confirmed that, with these measures, RBS complies with its stress-testing
framework. Further detail of these arrangements is set out in section 4 of this document, with
detail on the assets covered by the APS given in Annex A. The design of the APS is covered in
section 5 and Annex B.

Establishment of the Asset Protection Agency

With RBS’s formal entry into the APS, the Government is also today announcing the launch of
the Asset Protection Agency (APA), an Executive Agency of HM Treasury. This follows the
announcement on 25th September 2009 of the appointment of Stephan Wilcke as Chief
Executive Officer of the APA.

The APA’s main objective is to operate the APS on behalf of HM Treasury in such a way as to
maximise the value of the assets protected by the APS. It will fulfil this objective by ensuring that
RBS complies with the APS rules when managing the protected assets.

The APA has effective powers to monitor asset performance and influence the management of
the assets so as to minimise risks to taxpayers. If necessary, it can intervene directly by, for
example, requiring alternative asset managers to be appointed or by stopping the sale of
defaulted loans to third parties at unattractive prices. It is staffed by specialists, largely recruited
from the private sector to carry out this specific task.

Further detail is set out in section 6. The Framework Agreement that has been agreed between
HM Treasury and the APA is at Annex C.

Costs of the APS

The eventual fiscal cost of the scheme is subject to a range of factors including wider
developments in financial markets and the economy, and cannot therefore be predicted with
certainty. Based on the due diligence of APS assets and assessment of the outlook for asset
prices and the economy, HM Treasury's central expectation is that overall net losses on the
insured pool of assets will not exceed the £60bn first loss. The direct cost to the taxpayer from
the APS is therefore expected to be nil.
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In Budget 09 HM Treasury set out it's assessment of overall loses on all its financial sector
interventions including on the Government's equity holdings. This assessment will be updated in
the forthcoming Pre-Budget Report and then at future Budgets and PBRs. HM Treasury will make
equivalent updates to its accounting treatment when producing its future Annual Report and
Accounts and through the Parliamentary Estimates process.

LBG and RBS have refunded to HM Treasury the costs it incurred developing the APS and setting
up the APA, including those resulting from HM Treasury’s use of professional advisers. LBG paid
£26m, reflecting its share of these costs through to 3 November. RBS is paying HM Treasury
£45m, which is HM Treasury’s estimate of RBS’s share of the costs through to 31 December
2009. While it remains in the APS, RBS will continue to refund to HM Treasury the operating
costs of the APA.
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Introduction

Background

1.1 The world economy was hit by a succession of economic shocks during 2007 and 2008.
Triggered by the US sub-prime mortgage market in mid-2007, the global credit shock caused a
tightening of credit conditions and a number of bank failures across advanced economies,
including the UK.

1.2 In October 2008, the Government announced a comprehensive package of measures to
support the recovery of the banking system and protect depositors. In November and December
2008 the shareholders of RBS, Lloyds TSB and HBOS approved their respective recapitalisations
through the Government recapitalisation scheme and the Government subsequently invested
£20 billion in RBS and £17 billion in what is now Lloyds Banking Group (created following the
merger of Lloyds TSB and HBOS in January 2009) through the acquisition of ordinary and
preference shares. The Government received a net repayment of approximately £2.5bn in June
2009 after LBG redeemed the Government's preference shares.

1.3 The October package was successful and achieved its objectives, preventing the collapse of
the banking system and providing stability for depositors and savers. It helped to stabilise
lending to banks and businesses by recapitalising the banking system and significantly increasing
the capital ratios of the participating banks. This provided the banking system with a buffer to
withstand the economic conditions at that time.

1.4 However, the global economic downturn continued to intensify. The deterioration of the
world economy undermined market confidence in the value of banks' assets, restricting banks'
capacity to lend to creditworthy borrowers. The total amount of lending fell short of what was
needed to meet the needs of the economy.

1.5 Investors remained wary of further asset deterioration. It had become clear in the months
after the recapitalisation that some banks remained unsure about the value of legacy assets on
their balance sheets and so were preferring to hoard capital rather than lend. The failure to
maintain lending was hindering economic recovery, which in turn was further weakening the
banking sector.

1.6 The Government concluded that further action was necessary to break the circle between
declining asset values, credit contraction and weakened consumer demand in order to reduce
the depth and length of the downturn. On 19th January 2009, the Government announced a
further package of measures to supplement the October package, including the APS to tackle
toxic assets on bank balance sheets. In return for a fee, the APS would see HM Treasury protect
exceptional credit losses on certain bank assets.

Why the APS?

1.7 Before deciding on the APS, the Government considered the alternatives — principally
temporary public ownership of banks and establishing a ‘bad bank’ to purchase toxic assets.
The APS was chosen for a number of reasons.
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1.8 The Government is clear that banks are ultimately better off in the private sector and that
temporary public ownership should only ever be used as a last resort. How well assets and
liabilities are managed drives overall value and the public sector is not generally well equipped to
manage such large, complex and international pools of assets on a permanent basis. The
delisting of a bank under temporary public ownership also complicates the eventual exit by
removing the price mechanism at which it would eventually be returned to the private sector.
Private sector involvement ensures that banks are subject to investor scrutiny and commercial
and private sector disciplines and this also allows easier exit from taxpayer support in the longer
term.

1.9 The APS has many of the ring-fencing virtues of a ‘bad bank’ approach, while leaving open
the option that the protected assets can be reintegrated with the rest of the bank when they are
no longer distressed, allowing the banks to move onto a more sustainable footing in the longer
term. Implementing a formal ‘bad bank’ split would be more complicated than any bank
resolution attempted so far and it would take much longer to set up the "bad bank’
infrastructure and transfer legal ownership of assets.

1.10 The Government introduced the APS in the context of an emerging global consensus on
the need to clean balance sheets of impaired assets in order to restore confidence in the banking
system. This approach was supported by the G20 and European Union Finance Ministers.

The IMF has advised that: “Governments in countries where market confidence in their financial
institutions is being hindered by large exposures to structured, securitised assets trapped on
balance sheets due to illiquid markets, or by other problem assets (whether US or domestic),
should similarly consider putting in place mechanisms for government purchase or funding of
problem assets. Authorities should ensure that these mechanisms are consistent with each other
in their design and underlying principles, to avoid adding to uncertainty over valuations of
assets.”

1.11 Many countries have now introduced schemes to address toxic assets. The choice of
scheme has been driven by country-specific circumstances. Germany is introducing a ‘bad bank’
scheme to tackle impaired assets. Ireland’s ‘bad bank’ scheme will focus primarily on loans
relating to commercial real estate. Switzerland, and the Netherlands have agreed tailored asset
relief schemes for UBS and ING respectively. The United States has adopted a range of
approaches including asset insurance and a system-wide troubled assets scheme involving
private sector partners.

“In-principle” participation in the APS

1.12 When it was announced in January 2009, the APS was made available system-wide to any
eligible institution on a non-discriminatory basis. An eligible institution was a UK incorporated
authorised deposit-taker (including UK subsidiaries of foreign institutions) with more than £25
billion of eligible assets.

1.13 Only RBS and LBG expressed a desire to enter the APS by the deadline of 31 March 2009.
An in-principle agreement was reached with RBS on 26 February 2009 and with LBG on 7 March
2009.

1.14 The in-principle agreement with RBS envisaged:

. Inclusion of £325bn of assets into the APS, with RBS bearing a first loss amount of
£42.5bn (including existing impairments and writedowns) in relation to protected
assets, HM Treasury bearing 90 per cent of losses thereafter, and RBS bearing the
remaining 10 per cent;
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«  Subscription by the Treasury of up to £25.5bn of B shares (non-voting ordinary
shares that constitute Core Tier 1 capital), £6bn of which would have been at RBS's
option and £6.5bn of which would have been used to pay the fee; and

« Anagreement for a number of years that RBS would forego certain UK tax losses
and allowances.

1.15 The in-principle agreement with LBG envisaged:

« Inclusion of £260bn of assets into the APS, with LBG bearing a first loss amount of
£35bn (including existing impairments) in relation to protected assets, HM Treasury
bearing 90 per cent of losses thereafter, and LBG bearing the remaining 10 per
cent; and

«  Payment of a fee of £15.6bn for participation in the APS to be funded by B shares
(non-voting ordinary shares that constitute Core Tier 1 capital).

1.16 In parallel to these agreements on the APS, both RBS and LBG agreed to enter into legally
binding lending commitments. RBS commited to lend an additional £25bn on commercial terms
and subject to demand, over the 12 months commencing 1 March 2009; £16bn of business
lending and £9bn of mortgage lending. The latter commitment has, in the interim, increased by
f£1bn to £10bn. Over the same period, and again on commercial terms, LBG committed to lend
an additional £14bn; £11bn of business lending and £3bn of mortgage lending.

1.17 A robust monitoring framework has been put in place around these lending commitments.
The Government will report to Parliament annually on their delivery.

Improved market conditions

1.18 The Government'’s interventions to stabilise the banking system have been decisive in
restoring financial stability and economic confidence. The announcement of the APS earlier this
year played a critical part in that.

1.19 The UK has also put in place a stringent bank stress-testing regime comparable with that of
any major economy. This has ensured that banks are able to withstand severe downside
scenarios while still being able to supply credit to the economy.

1.20 The action taken by the Government, and governments around the world, has reduced the
extreme risks that were faced by the financial system and wider economy. This is supporting the
return of confidence to the banking system. This renewed confidence means that banks are now
able to secure capital support from the private sector in a way that was not possible six months

ago.

1.21 In addition, there have been international and regulatory developments that we need to
take into account. In particular, in July, the European Commission agreed guidance explaining its
approach to restructuring aid given to the banking sector. It has also provided guidance on
burden sharing, setting out that investors in bank capital should share in the burden of
recapitalising and supporting banks. The Government supports this principle, but recognises that
this needs to be implemented in a transparent, fair and consistent way. It has also become
clearer how the Commission would, in its State aid considerations, interpret the guidelines in its
impaired assets communication published in February. These guidelines are primarily designed to
cater for "bad bank’ schemes. However, the Commission is seeking to apply some common
principles to asset protection schemes as well.

1.22 Following extensive due diligence, the Government knows considerably more about the
assets that LBG and RBS proposed to put into the APS. The FSA has also carried out rigorous
stress-testing more widely on both banks. This has given us greater clarity about the scale and
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timing of potential losses and the impact those could have on the two banks. As a result, on 3™
November, the Government announced certain changes to the in-principle agreements with RBS
and LBG, as set out in section 3.
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Financial Stability
Agreements finalised

2.1 On 3 November, the Government announced the conclusion of its discussions with LBG
and RBS in relation to the APS. We also announced certain additional commitments that we had
agreed with the two banks, as well as wide-ranging restructuring plans designed to promote
greater competition in the UK banking sector.

Conclusion of negotiations with LBG and RBS

2.2 The Government announced that RBS would participate in the APS, but under revised terms

compared to the in-principle agreement that the Government reached with RBS in February.

The Government and RBS signed full, legally binding agreements in line with these revised terms
on 26™ November. These agreements are being released alongside this document. Further detail
is set out in section 4.

2.3 LBG, on the other hand, withdrew from the APS. The actions taken by the Government, and
governments around the world, have reduced the extreme tail risks that were faced by the
financial system and wider economy earlier in the year and supported the return of confidence
to the banking system. This renewed confidence means that LBG is now able to secure capital
support from the private sector in a way that was not possible six months ago.

2.4 Rather than join the APS, LBG therefore announced on 3 November that it intends to raise
£21bn or more in new capital. Since then, LBG has said that it expects to raise more capital still
—as much as £22.5bn. This consists of:

«  £13.5bn equity by way of a rights issue; and

« Around £9bn by swapping existing debt for new contingent capital that will
automatically convert into equity if LBG’s Core Tier 1 capital should fall below 5%.

2.5 More than £15bn of the capital that LBG is raising will come from private sources. The
Government is then taking up its rights as a shareholder in LBG to participate in the planned
capital raising, investing £5.7bn net of a commitment fee. LBG will pay the Government an exit
fee of £2.5bn to reflect the implicit support it had received since it agreed in-principle terms on
the APS in March.

2.6 The Government'’s shareholding in LBG will remain at 43%, subject to minor adjustments
following completion of the debt-for-contingent capital exchange. The Government'’s
shareholding will continue to be managed by UK Financial Investments Ltd (UKFI). There will be
no change to UKFI’s mission of managing the Government'’s shareholding for value and
developing and executing a strategy for disposing of the investments in an orderly and active
way.

Commitments on pay, lending and a new customer charter

2.7 Both LBG and RBS have agreed that no discretionary cash bonuses will be paid in respect of
2009 performance to any of their staff who earn more than £39000. Even in the case of staff
earning less than that, all bonuses will be limited to £2000 in cash with the remainder on
deferred, non-cash terms. In addition, executive members of the LBG and RBS boards have
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agreed to defer all bonuses payments due for 2009 until 2012, to ensure that their
remuneration is better aligned with the long-term performance of their banks. As part of its
entry into the APS, RBS has also agreed that UKFI will have a right of consent over the size of the
bonus pool for 2009. These commitments build on both banks' existing commitments to
implement the G20 remuneration principles, the FSA Remuneration Code and any relevant
provisions accepted by the Government from the Walker Review.

2.8 Both RBS and LBG also reaffirmed their commitment to the lending agreements that were
agreed in February and March respectively. Under these lending commitments:

o LBG agreed to lend an additional £14bn on commercial terms and subject to
demand, over the 12 months commencing 1 March 2009; £11bn of business
lending and £3bn of mortgage lending.

«  RBS agreed to lend an additional £25bn on commercial terms and subject to
demand, over the 12 months commencing 1 March 2009; £16bn of business
lending and £9bn of mortgage lending. The latter commitment has, in the interim,
increased by £1bn to £10bn.

2.9 Similar lending commitments were made in respect of the 12 months from 1 March 2010,
and will be reviewed to ensure that they reflect the economic circumstances at the time. Both
RBS and LBG have agreed to contribute up to £100 million each to a national investment
corporation as part of their lending commitments to business.

2.10 Each bank has agreed to publish and implement a “Customer Charter” for lending to small
and medium enterprises (which equate to around 98% of each bank’s business customer base).
While the details are specific to each bank, these Charters will reinforce the banks’ individual
commitments to meet all reasonable applications for finance from viable businesses, and to
support both viable businesses in temporary financial difficulties and business start-ups.

2.11 Both LBG and RBS have agreed to implement in full any agreements made between the
Office of Fair Trading and the banking industry on bank fees and charges, and on the
transparency of personal current account costs and the process of switching accounts to
another bank. They will also both commit to observe best practice in relation to the future
publication of financial statements.

2.12 The Government has signed legally binding agreements with both LBG and RBS in respect
of these commitments. Details of these agreements are available in the libraries of the Houses of
Parliament and also on-line at www.hm-treasury.gov.uk.

HM Treasury costs met by banks

2.13 LBG and RBS have refunded to HM Treasury the costs it incurred developing the APS and
setting up the APA, including those resulting from HM Treasury’s use of professional advisers.
LBG paid £26m, reflecting its share of these costs through to 3™ November. RBS is paying HM
Treasury £45m, which is HM Treasury’s estimate of RBS’s share of the costs through to 31
December 2009. While it remains in the APS, RBS will continue to refund to HM Treasury the
costs of operating the Asset Protection Agency.

Divestments by banks to support competition

2.14 The restructuring plans announced on 3™ November will see both RBS and LBG divest of a
significant proportion of their retail and corporate banking assets over the next four years. The
divestments from each bank will each represent a viable stand-alone entity. Taken together, the
two divestments will represent nearly 10% of the UK retail banking market.
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2.15 RBS is expected to divest the Williams & Glyn brand, along with the associated
infrastructure needed to create a competitive new UK retail bank:

. 311 RBS branches in England and Wales;
. 7 Nat West branches in Scotland; and

« aBusiness Banking Infrastructure consisting of: 40 Business and Commercial
Banking Centres; 4 Corporate Banking Centres; 2 Direct Business Banking Centres;
and 3 Personal Relationship Manager Centres and 3 Operational Centres.

2.16 RBS will also divest RBS Insurance, Global Merchant Services, and its interest in RBS
Sempra, the commodities joint venture that is currently part of RBS’s Global Banking and
Markets division

2.17 RBS has also committed to run down £200bn of non-core assets and expects to achieve a
total balance sheet reduction of around £550bn by 31 December 2013. This is equal to around
41% of the balance sheet at September 2008. It will additionally dispose of businesses and
associated assets that aggregate to £60bn of risk weighted assets if its Core Tier 1 capital ratio
should fall below 5% at any time before 30 November 2014 or if RBS should fail to reduce its
funded balance sheet in line with its committed plans by £30bn or more. This will lead to RBS
being a leaner and more focussed organisation. Further, RBS has committed not to acquire
other financial institutions or make other acquisitions that extend its activities outside of its
business model for a minimum of three years.

2.18 LBG will divest a retail banking business with at least 600 branches. The business will
consist of:

«  the branches of Cheltenham and Gloucester;

. Lloyds TSB Scotland;

. additional Lloyds TSB branches in England and Wales;
« Intelligent Finance; and

. theTSB Brand.

2.19 In addition, LBG has committed to reduce the size of its balance sheet by a further £181bn
by the end of 2014. Combined with the retail divestment, this will lead to an overall balance
sheet reduction of around 27% of relevant assets. Again, this will lead to LBG being a leaner,
more focussed institution to the benefit of both consumers and taxpayers. Further, LBG has
committed not to acquire other financial institutions or make other acquisitions that expand its
activities outside its business model for a minimum of three years.

State Aid approval

2.20 The financial assistance given to banks across Europe over the past two years has in general
been subject to State aid approval. The UK is a strong supporter of the State aid framework,
which ensures that governments only give assistance to private institutions where it is absolutely
necessary to do so. The support given to RBS and LBG falls into this category.

2.21 In the light of the proposed restructuring packages, the European Commission gave its
formal approval to the State aid received by LBG on 18™ November. Agreement on RBS’s
restructuring has been reached in principle with Commissioner Kroes, and is now subject to
agreement by the College of Commissioners. The Government is confident that the measures
proposed will meet the concerns of the Commission.
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Agreement with Royal
Bank of Scotland

The final terms of RBS's participation in the APS are:

An increased first loss of £60bn (including impairments already identified by RBS) to be
borne by RBS.

A reduced asset pool of £282bn based on RBS’s balance sheet as of 31 December
2008.

An up-front capital injection of £25.5bn.
An annual fee of £0.7bn for the first three years and £0.5bn thereafter.

A potential exit fee, if RBS should leave the APS, of the larger of £2.5bn or 10% of the
actual capital relief provided by the APS less any annual fees already paid.

Removal of the undertaking, agreed by RBS in February, to forego for up to five years
certain tax losses and allowances — this was estimated at a value of £9-11bn in
RBS’s accounts.

In addition, the Government will provide a contingent capital commitment of £8bn, only to
be drawn down if RBS’s capital position should deteriorate sufficiently. In return for the
capital it is providing, including this contingent capital, the Government will receive a fee of
4% per year calculated on the basis of the unused capital commitment.

How and why has the deal changed?

3.1 The Government made clear in February 2009 that the in-principle agreement made with
RBS was subject to due diligence and State aid clearance from the European Commission. Since
then, we have carried out extensive due diligence and engaged in extensive discussions with the
Commission. A number of changes have been made as a result — the final terms agreed with
RBS are set out below.

3.2 First, the in-principle agreement envisaged the Government providing £25.5bn of capital in
B-shares, which comprised £13bn in upfront capital, £6bn at the option of RBS and £6.5bn to
finance the fee for APS entry. This capital injection was designed to address the capital legacy of
previous poor management decisions. Under the new arrangements, this capital injection will
simply be £25.5bn upfront. As before, it will take the form of B shares.

3.3 Second, as the result of our due diligence, we know considerably more about RBS assets
proposed for inclusion in the APS, and the losses they might sustain in different economic
scenarios. We have agreed to reduce the APS pool by £43bn overall, to take account of assets
that are incompatible with the APS rules, reduce complexity, and to exclude assets that no
longer require protection. This smaller pool further reduces the taxpayer’s direct exposure to
these assets and leaves the bank free to manage them with incentives better aligned.

3.4 Third, the first loss amount has increased from £42bn to £60bn — this includes certain losses
on APS assets that have already been incurred by the bank. The first loss is the amount of loss
that RBS bears before it can claim protection from the Government (the equivalent of the
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‘excess’ under a normal insurance policy). This change puts the first loss in line with HM
Treasury’s current view of the most likely level of losses on APS assets, given the outcome of its
due diligence and its assessment of the economic outlook. It is now also expected that the
agreement with RBS will be fully in line with the Commission’s State aid requirements as set out
in its Impaired Assets Communication. By increasing the loss on which RBS is at risk, this change
should improve the incentives on RBS to manage its APS assets as effectively as possible.

3.5 Fourth, the previous upfront fee of £6.5bn has been replaced with an annual fee of £0.7bn
for the first three years of the APS followed by £0.5bn a year thereafter. In addition, we have
removed the proposed tax undertaking that RBS agreed in February, which would have required
RBS to forego its rights to certain tax losses and other tax allowances for up to five years.
Previously, the fee would have taken the form of B shares. It will now take the form of cash or,
with the Government’s consent, of B shares or of tax assets. If tax assets are used then they will
carry a surcharge of at least 20% relative to payment in cash or B-shares.

3.6 Under the new arrangement, RBS will pay for the insurance as it is used, and subject to FSA
approval, will be able to exit the APS if it pays an appropriate exit fee. If RBS should leave the
APS in circumstances where it has made no claim or has repaid any claims with an appropriate
rate of interest, it will be required to pay an exit fee that will amount to the larger of £2.5bn or
10% of the actual regulatory capital relief provided to RBS while it was in the APS (calculated ex-
post); in both cases less the total of the annual fees already paid. Where substantial claims have
been made by RBS and have not been repaid, the terms of exit will be by negotiation and
subject to the same minimum aggregate fee as set out above.

3.7 Finally, in the event that the bank’s capital position deteriorates sufficiently, the Government
has agreed to provide up to £8bn additional capital in return for B shares — in two tranches, a
first of £6bn and a second of £2bn — on a contingent basis. This will ensure that RBS is properly
and robustly secured in a severe downturn. This commitment has a duration of five years.

3.8 RBS will pay a premium of 4% a year for the capital that HM Treasury is providing, including
this contingent capital, calculated on the basis of the amount of the unused capital
commitment. The capital would only be subscribed if RBS’s Core Tier 1 capital ratio should fall
below 5%. It can be retired early only if the FSA judges that it is no longer needed. The
introduction of this new instrument is good for the bank and for savers and borrowers, who
know that they are well protected. It is also good for taxpayers who will receive an additional
fee, even though the commitment may never be drawn.

3.9 As a result of the capital we will now provide, the Government’s economic ownership stake
in RBS is expected to rise to 84.4%. This is in line with the February in-principle agreement,
assuming that RBS had exercised the £6bn option for the Government to subscribe to B-shares
and issued the Government with the £6.5bn B shares for the APS fee as announced as part of
that package. The Government's stake now takes the form of ordinary shares and B shares
including a new Dividend Access Share that carries a right to a preferential coupon, that is
discretionary but must be paid as an ordinary dividend is paid. The combination of the B shares
and Dividend Access Share effectively means that if RBS should pay a dividend before its share
prices reaches 65p for a set period then the Government will receive a preferential dividend —
the greater of 250% of the ordinary dividend and 7% of the technical issue price of the B shares.
In the February agreement, the preferential aspects of the dividend were attached to the B
shares and not separated out into a Dividend Access Share. If all of the contingent capital facility
should be subscribed then the Government’s economic ownership stake could rise again
(depending on the levels of other investor take-up), potentially to 86.4%. HM Treasury has
agreed not to convert any B shares to ordinary shares if and to the extent that this would result
in it holding more than 75% of the total issued ordinary shares.
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3.10 The Government'’s shareholding in RBS will continue to be managed by UK Financial
Investments Ltd (UKFI). There will be no change to UKFI’s mission of managing the
Government’s shareholding for value and developing and executing a strategy for disposing of
our investments in an orderly and active way.

3.11 Taken together with RBS’s commitments on remuneration and disclosure set out in section
3, as well as the lending commitments, these changes will help ensure that RBS is stabilised,
secured and well placed to contribute effectively to the economic recovery, while at the same
time minimising any ultimate cost to the taxpayer. The FSA has confirmed that this package of
measures, together with RBS's strategic plan, satisfies its stringent stress tests.

What due diligence did HM Treasury carry out?

3.12 Under the terms of the APS, HM Treasury is taking on a risk from RBS. The due diligence it
conducted was designed to give a better understanding of the level of that risk. This process
inevitably took time to complete. RBS wanted to put a large number of assets into the APS, of
varying type and size, and this made for a time consuming process. Furthermore, RBS is a global
bank and its assets are global in nature. HM Treasury’s due diligence therefore had to allow for
the economic context not just in the UK, but also in Ireland, Europe and the United States, as
well as other parts of the world.

3.13 HM Treasury’s principal objectives in relation to due diligence and loss estimations were to:

« gain a better understanding of the size and nature of the risks being taken on by
HM Treasury;

« gain assurance that the most appropriate assets were being included in the APS;
. inform the design of the APS and development of its terms and conditions;

« gain assurance that the asset data provided by the bank was sufficiently accurate
and complete to allow the APS to be operated post-completion and to enable HM
Treasury to estimate the possible future losses;

«  provide information to support the State aid clearance process; and
«  provide estimated losses for fiscal, budgetary and public accounting purposes.

3.14 To deliver these objectives, HM Treasury and its independent external advisers, in
coordination with the Bank of England and the Financial Services Authority, deployed
experienced teams, to review the assets that RBS proposed for includionin the APS.

3.15 HM Treasury and its advisers took a ‘bottom-up’ approach to the due diligence process.
This required first a detailed review of the different classes of assets that RBS wanted to put in
the APS. Then, the individual characteristics of each asset class were reviewed to produce an
assessment of the risks associated with that class. And, finally, these were aggregated to build
up an overall view of the risks for the APS as a whole.

3.16 Our due diligence has informed a number of changes to the pricing of the APS. In
particular, the first loss has increased to £60bn — in line with our view of the expected losses on
the assets that are going into the APS. It also underpinned the changes to the total size of the
pool — the assets that have dropped out were considered either to be incompatible with the APS
rules, to entail disproportionate complexity or to no longer require protection. This has resulted
in a fall in the total value of assets to be included in the APS from £325bn to £282bn.
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How much will the APS cost the taxpayer?

3.17 The eventual fiscal cost of the APS is subject to a range of factors including wider
developments in financial markets and the economy, and cannot therefore be predicted with
certainty. Based on the due diligence of APS assets and assessment of the outlook for asset
prices and the economy, HM Treasury's central expectation is that overall net losses on the
insured pool of assets will not exceed the £60bn first loss. The direct cost to the taxpayer from
the APS is therefore expected to be nil.

3.18 In Budget 09 HM Treasury set out it's assessment of overall losses on all its financial sector
interventions including on the Government's equity holdings. This assessment will be updated in
the forthcoming Pre-Budget Report and then at future Budgets and PBRs. HM Treasury will make
equivalent updates to its accounting treatment when producing its future Annual Report and
Accounts and through the Parliamentary Estimates process.

What assets is RBS putting into the APS?

3.19 The assets in the APS are spread across RBS’s business, and vary by asset type, by location
of origin and by currency. The three tables below set this out.

Table 3.A: Asset Class

Asset class Converted assets

(£bn)
Residential mortgages 15.4
Consumer finance ' 54.5
Commercial real estate finance 39.9
Leveraged finance 27.7
Lease finance 2.4
Project finance 2.2
Structured finance 19.2
Loans ? 80.0
Bonds 1.6
Derivatives 3 39.0
Total 281.9

Table 3.B: Location of Obligor Incorporation

Location of obligor incorporation Covered assets

(£bn)
United Kingdom 114.5
Other EU 75.4
United States of America 43.6
Other 48.4
Total 281.9

" Includes Small Business Finance
2 Includes significant portion of loans collateralised by real estate
3 Includes Credit Derivatives and Structured Finance exposure in derivative form
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Table 3.C: Currency of assets

Currency of asset — GBP equivalent

Covered assets

Australian Dollar 4.0
Euro 73.0
GB Pound 121.4
Japanese Yen 2.2
US Dollar 77.3
Other 4.1
Total 281.9

3.20 A more detailed asset class by asset class summary is included at Annex A. This is drawn
from HM Treasury’s due diligence and is therefore against the bigger asset pool against which
HM Treasury carried out its due diligence. Annex A also includes a summary table identifying
the changes that were subsequently made — again asset class by asset class — to reduce the size

of the pool to £281.9bn.
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Asset Protect Scheme
design

The APS has been designed to protect against losses suffered if certain credit events occur in
relation to the assets that are being covered.

There is a First Loss amount on which the bank bears all losses, set at £60bn.

Above the First Loss, HM Treasury bears 90% of all losses but also benefits from 90% of all
relevant recoveries associated with the covered assets.

RBS bears the other 10% of losses above the First Loss and benefits from the other 10% of
recoveries.

The APS assets will remain on RBS's balance sheet. RBS will also remain the primary
manager of the assets, but the APS agreements give HM Treasury significant rights over how
these assets are managed.

The APS rules require that RBS complies with wide-ranging asset management, reporting
and governance conditions, designed to ensure that the taxpayer is properly protected and
that bank customers are treated fairly.

How does the APS work?

4.1 The APS has been designed to provide protection in respect of certain losses if certain credit
events occur in relation to the assets that have been put in the APS. For example, if a business
RBS had made a loan to should become insolvent, then, assuming that that loan is one of the
assets covered by the APS, HM Treasury will in defined circumstances protect RBS in respect of
an element of the credit losses it would otherwise have faced. The APS is intended to provide
protection in respect of these credit losses, while also ensuring that the taxpayer is properly
protected and that bank customers whose assets are in the APS continue to be treated fairly.

4.2 All of the assets against which HM Treasury will provide protection were on RBS's
consolidated balance sheet on 31st December 2008. Protection is provided to the extent that
overall credit losses on these assets exceed a First Loss amount — the equivalent of the “excess”
under a conventional insurance policy. This is now set at £60bn for RBS.

4.3 RBS will bear all losses on its APS assets up to this First Loss amount. If total losses should
surpass £60bn, then HM Treasury will pay out 90% of the outstanding amount of a covered
asset (up to an agreed limit) in respect of which a relevant credit “trigger” has occurred.
Bespoke arrangements are in place where appropriate, but generally the triggers are:

« acounterparty to a covered asset has failed to pay an amount due on the covered
asset (after a specified grace period has expired).

« acounterparty to a covered asset has become bankrupt or insolvent.

. a covered asset is restructured (such as, for example, through the implementation
of a debt for equity swap) and it was or thereby becomes the subject of a specific
accounting impairment.
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4.4 Where HM Treasury has paid out in respect of a covered asset, it will receive 90% of any
relevant recoveries associated with that asset.

4.5 Further detail on the operational elements of the APS, including in relation to asset
coverage, triggers, losses, recoveries and calculation of payments are included in Annex B.

Protections for the taxpayer

4.6 Assets included in the APS will remain on RBS’s balance sheet. RBS remains the primary
manager of the assets. However, RBS will be required under the APS rules to manage such assets
in accordance with a combination of overarching and detailed requirements covering various
aspects of the management and administration of the assets included in the APS. These include
the requirement to manage and administer the APS assets:

« inaccordance with an overarching “asset management objective” being, in
summary, to maximise the expected value of the APS assets, including by
minimising the losses and maximising the recoveries in respect of such assets;

. so as to ensure that there is no prejudice to, or discrimination against, the APS
assets when compared with RBS's other assets which are not in the APS;

« inaccordance with an “asset management framework” and “a conflicts
management policy” — the first of which ensures that RBS has an appropriate
internal framework in place to comply with the management objectives specified in
the APS rules and the second of which ensures that RBS has an appropriate
framework in place to ensure that certain conflicts are avoided (where possible) and
appropriately managed when not);

« in a manner which will facilitate compliance with the various monitoring, reporting,
governance and oversight conditions set out in the scheme rules (as summarised
briefly below and in more detail in Annex B below); and

«  broadly, in accordance with the ordinary course business and banking policies and
practices of RBS, to the extent that these are consistent with the business and
banking policies of a reasonable and prudent banking organisation and good
industry practice.

4.7 These and other aspects of the APS rules have been designed to ensure that the taxpayer is
properly protected and also that RBS’s customers are fairly treated. So, for example, the APS
rules specify certain monitoring and reporting conditions, which will ensure that the APA has at
all times full visibility over RBS’s management of the assets included in the APS. These include:

« the provision of detailed data on the APS assets, some of which will need to be
updated by RBS on an ongoing basis at pre-agreed time intervals;

.  the obligation on RBS to provide a wide range of other information, including
quarterly information on (amongst other matters) triggers, losses and recoveries in
respect of the APS assets and certain reports requested by the APA covering, for
example, the performance of the APS assets and any events affecting the level of
losses and recoveries on the APS assets; and

. theright for the APA at any time to conduct an audit, investigation and review of
RBS’s group and certain other matters in connection with the APS (including
compliance with the scheme rules and the performance of the APS assets).

4.8 The APS rules also specify a number of governance and oversight conditions. These are
designed to ensure that RBS has at all times an appropriate governance framework in place so
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that the covered assets are managed in a way that gives the APA sufficient oversight over their
management. These conditions include the requirement to:

establish a “Senior Oversight Committee”. This will consist of senior management
personnel of RBS charged with, for example, developing a strategy for, and
providing oversight and supervision of, compliance with the APS and reviewing the
business strategies and governance arrangements of RBS in connection with the
APS. The APA will also be able to appoint one or more non-voting observers to this
committee.

appoint a “Scheme Head” dedicated to the APS, as the APA’s primary senior point
of contact in RBS with respect to the APS. This position will have responsibility for
leading, overseeing and ensuring the performance by a newly established “Scheme
Executive Team”, including the day-to-day oversight of compliance with the
requirements of the APS.

4.9 The rules also include remuneration conditions covering the implementation of policies for
RBS personnel involved in managing assets covered by the APS and extending, in certain
respects, to senior management and directors of RBS. These conditions require RBS to establish
and implement a remuneration policy to ensure that:

RBS personnel working on the APS are remunerated at an equivalent level to those
working on non-APS assets; and

a substantial majority of any incentives given to such APS personnel, and an
appropriate proportion — subject to HM Treasury consent — of the incentives given
to certain specified senior executives of RBS’s group, is linked to performance
targets and measures of compliance with the APS.

4.10 The rules also include certain other provisions that, for example, provide the APA with
sufficient remedies in the event that RBS does not comply with the requirements of the APS.
These include:

rights to suspend (or terminate) APS payments, following the breach of certain of
the obligations that RBS is entering into in the APS documents;

rights to require RBS to appoint special advisers to the “Senior Oversight
Committee” (SOC), which APA senior managers attend, to advise the SOC on the
management of particularly difficult asset clases, such as leveraged loans,
structured finance and commercial real estate, as well as all impaired or triggered
assets;

rights to take a more active role in the management of an asset, including by
requiring the appointment of one or more “Step-In Managers” to oversee or
directly manage APS assets, again in certain defined circumstances — linked to, for
example, the level of losses suffered by RBS in respect of the APS assets or
compliance with the APS documents; and

an indemnity from RBS in favour of HM Treasury (and the APA), covering all losses
and damages suffered by HM Treasury and other government bodies (other than a
loss under the APS) with respect to RBS, either in relation to APS assets or
otherwise.

4.11 Further detail on these principles and on other key provisions of the APS rules is set out at
Annex B. Detail of the agreements, including the full APS rules, has today been placed in the
libraries of the Houses of Parliament and is also available at www.hm-treasury.gov.uk.
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Asset Protection Agency

HM Treasury has established a new Asset Protection Agency (APA) to manage the rights it
receives through the APS agreements with RBS.

The APA will operate at arms length from HM Treasury. It will take operational decisions
relating to the APS on a commercial basis informed by appropriate specialist knowledge and
expertise.

Decisions that could have particularly significant implications for the taxpayer or that carry
wider sensitivities remain subject to ministerial approval, as are any policy decisions that
relate to the APS or the Government’s other interventions in financial markets.

Asset Protection Agency

5.1 HM Treasury has established the Asset Protection Agency (APA), a new Executive Agency of
HM Treasury. The APA will manage HM Treasury’s rights that HM Treasury under the APS
agreements with RBS. As announced on 25th September 2009, Stephen Wilcke has been
appointed as Chief Executive Officer of the APA. The APA Board will include APA executives,
independent members and representation from HM Treasury.

5.2 The APA will operate at arms length from HM Treasury. This is intended to ensure that,
where appropriate, ongoing operational decisions relating to the APS are taken on a commercial
basis informed by appropriate specialist knowledge and expertise. Interventions that could have
particularly significant implications for the taxpayer or that carry wider sensitivities remain
subject to ministerial approval, as are any policy decisions that relate to the APS or the
Government'’s other interventions in financial markets. While it remains in the APS, RBS will
refund to HM Treasury the operating costs of the APA.

5.3 The APA’s role will be to manage the APS on behalf of HM Treasury. A Framework
Agreement has been agreed between HM Treasury and the APA - see Annex C.

5.4 In fulfilling its role, the APA will have three main responsibilities:

« ensuring that RBS complies with the terms and conditions attaching to its
participation in the APS, including through proactive and timely exercise of HM
Treasury’s rights, and engagement with RBS to determine appropriate asset
management strategies for the covered assets;

«  Forecasting potential future payouts under the APS so that HM Treasury can predict
any fiscal impact; and

«  Verifying losses and recoveries on covered assets and advising HM Treasury on any
payments to be made under the APS.

5.5 The Chief Executive Officer is responsible to HM Treasury and is to provide Treasury Ministers
with any information they need in the course of Parliamentary business. The APA will prepare
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and publish an Annual Report and Accounts each year. This will be laid before Parliament in the
normal way.
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Table A.2: Summary table of portfolios

Portfolio used for due diligence Proposed covered Asset exclusions Covered assets
assets at due diligence

(£bn) (£bn) (£bn)
UK — Retail Residential Mortgages 10.4 0.0 10.4
UK- Retail Personal Loans 9.3 0.0 9.3
UK — Retail Overdrafts 3.3 0.0 3.3
UK — Business Banking/SME 10.3 0.0 10.3
UK — REF/CRE 32.1 (0.0) 32.0
UK — Corporate Lending 25.6 (0.3) 25.3
UK — Corporate Leasing 3.3 0.0 3.3
EME — Retail Residential Mortgages 4.7 0.0 4.7
EME — Retail Personal Loans 0.8 0.0 0.7
EME — Business Banking/SME 1.4 0.0 1.4
EME — REF/CRE 13.0 (6.6) 6.4
EME — Corporate Lending 7.6 0.0 7.6
GBM — REF 23.5 (1.6) 22.0
GBM - Net Portfolio Management 50.4 (1.0 49.4
GBM - Leveraged Finance 19.8 0.1) 19.6
GBM — C&S DCM 6.3 (0.3) 6.0
GBM — AAAH Credit Markets 1.6 (0.6) 1.0
GBM - GCT 4.2 (2.0) 2.2
GBM - SAU 34.1 0.0 34.1
GBM — STMF 3.9 (3.3) 0.7
GBM — Mortgage Trading 4.1 (0.7) 34
GBM — RLMCC - Delta 30.6 (14.5) 16.1
GBM — Equities 3.7 (1.2) 2.5
GBM — Mortgages & FI DCM 12.4 (7.5) 5.0
GBM - Aviation 1.5 (0.1) 1.4
GBM — SAF 0.0 0.0 0.0
GBM - Shipping 3.9 (0.2) 3.7
Total 322.0 (40.0) 282.0
Notes:

. the portfolios identified above reflect the provision of due diligence data and
represents the internal business structure of RBS in 2008

« allinformation presented in the rest of this annex is on the basis of the £322bn of
assets that were the subject of due diligence; the amount of APS covered assets
was subsequently reduced by some £40bn.

. further information on the covered assets is contained in RBS’s recent circular to

shareholders
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o asset maturity information in the following portfolio disclosures does not take account
of specific APS conditions

UK Retail Residential Mortgages

Portfolio Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
UK — Retail Residential Mortgages 10.4 33

Portfolio overview

Composition .
of the

portfolio

Asset inclusion .

The UK Retail Residential Mortgages portfolio contains £10.4bn of
residential mortgages (3.3% of the total APS asset pool)
representing approximately 70,000 loans, indicating an average
loan size of some £150,000. 86% of loans have balances less
than £300,000.

Repayment mortgages comprise 50% of the portfolio, interest
only loans 46% and the balance of 4% a mix of capital repayment
and interest repayment.

Buy-to-Let represents 11% of the portfolio.

Assets have been selected for inclusion in the scheme based on
criteria linked to loan-to-value ratios or affordability.

Portfolio characteristics

Asset .
origination

Asset maturity .
Portfolio .

concentration

Asset security .

93% of the UK residential mortgages are NatWest and RBS
branded loans. These are standard, fixed term mortgages with no
facility limits.

A majority of the loans (over 90%) were originated between 2006
and 2008.

The majority of the portfolio (57%) has a maturity date between
20-30 years although early redemptions/ prepayments would
reduce the average maturity date.

There is wide geographical spread across England, Scotland and
Wales with £5.2bn (50%) of mortgages relating to properties in
Greater London, the South East and the North West.

The average indexed loan-to-value ('LTV’) of the scheme portfolio
was 95% at 31 December 2008.
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UK Retail Personal Loans

Portfolio

UK — Retail Personal Loans

Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
9.3 2.9

Portfolio overview

Composition .
of the

portfolio

Asset inclusion .

The UK Retail Personal Loans portfolio contains £9.3bn of
personal loans (2.9% of the total APS asset pool) from a total
£19.4bn UK Retail Personal Loans book.

Approximately 1 million loans have been included in the scheme,
with an average loan size of approximately £10,000.

Loans consist of “direct” loans, sourced through brands such as
Lombard, Churchill and Mint (11% of assets included in the
scheme), and “network” loans sourced through existing banking
relationships (89% of assets), primarily under the Nat West brand.

All outstanding direct loans have been included in the scheme
together with a high proportion of network loans.

Network loans have been included in the scheme on the basis of
credit risk (i.e. the customer is deemed to be over-indebted, the
loan is already in default or at greatest risk of default based on an
internal scoring method).

Portfolio characteristics

Asset .
origination

Asset maturity .
Portfolio .

concentration

Asset security .

The majority of the loans (approximately 65%) were originated in
2007 and 2008.

The average maturity date for UK Personal Loans is between three
and four years.

There is no significant customer exposure within the book.

All UK personal loans are unsecured loans.
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UK Retail Overdrafts

Portfolio

UK — Retail Overdrafts

Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
3.3 1.0

Portfolio overview

Composition .
of the

portfolio

Asset inclusion .

The UK Retail Overdrafts portfolio contains £3.3bn of assets (1.0%
of the total APS asset pool) from a total £14.1bn UK Retail
Overdrafts book.

Approximately 3.2 million accounts have been included in the
scheme, with an average balance of approximately £1,000.

£1.4bn of the balance included in the scheme represents
undrawn balances on committed facilities.

All outstanding direct loans have been included in the scheme
together with a high proportion of network loans.

Network loans have been included in the scheme on the basis of
credit risk (i.e. the customer is deemed to be over-indebted, the
loan is already in default or at greatest risk of default based on an
internal scoring method).

Portfolio characteristics

Asset .
origination

Asset maturity .
Portfolio .

concentration

Asset security .

The majority of the loans (approximately 65%) were originated in
2007 and 2008.

The average maturity date for UK Personal Loans is between three
and four years.

There is no significant customer exposure within the book.

All UK personal loans are unsecured loans.
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UK Business Banking/Small Medium Sized Enterprises

Portfolio

UK — Business Banking/SME

Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
10.3 3.2

Portfolio overview

Composition .
of the

portfolio

Asset inclusion .

The UK Business Banking portfolio contains £10.3bn of assets
(3.2% of the APS asset pool) from a total £21.1bn UK Business
banking book.

The portfolio consists of approximately 275,000 accounts
including floating rate loans and overdrafts.

Included within the scheme is £0.5bn of undrawn balances at 31
December 2008.

Assets have been included in the scheme from the total UK
Business Banking book at 31 December 2008 on the basis of their
risk profile (e.g. refinancing risk).

Portfolio characteristics

Asset .
origination

Asset maturity

Portfolio .
concentration

Asset security .

99.5% of the assets included within the scheme portfolio are
based in the UK.

Approximately £2.0bn of the portfolio (20%) is due to mature
within 2009, although over £4.5bn (44%) of assets is due to
mature after 2020.

There is no customer concentration within the book.

As at 31 December 2008, 43% of the portfolio by covered
amount related to the property sector with a further 18% to the
wholesale and retail sector.

As at 31 December 2008, the portfolio includes a mix of secured
lending (56%) and unsecured lending (44%).
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UK Real Estate Finance/Commercial Real Estate

Portfolio

UK — REF/CRE

Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
32.1 10.1

Portfolio overview

Composition
of the
portfolio

Asset inclusion

The UK Real Estate Finance ('‘REF’)/Commercial Real Estate (‘CRE’)
portfolio contains £32.1bn of assets (10.1% of the total APS asset
pool) from a total £57.2bn UK REF/CRE book.

The portfolio consists of approximately 46,000 loan facilities
(predominantly term loans and overdrafts) to some 18,000
different real estate and property clients. Clients are
predominantly medium sized Commercial and Corporate
borrowers with turnover of £1m to over £25m.

Drawn balances amount to £25.3bn together with £6.8bn of
undrawn balances as at 31 December 2008.

Assets included in the scheme from the total UK CRE book are: all
loans which have been provided against, all loans in default, all
restructured loans, all loans on the internal watch list, together
with other assets which were considered to have the highest
probability of default.

Portfolio characteristics

Asset
origination

Asset maturity

Portfolio
concentration

Asset security

All loans were originated either in the UK or the Channel Islands

Approximately one-third of assets by value (£10.7bn) included in
the scheme is due to mature within 2009 including £8.4bn
relating to term lending. A further £5.7bn of the book expires in
2010.

The largest 50 counterparties comprise approximately 24% of the
UK CRE assets included in the scheme.

55% of the UK CRE portfolio is concentrated in property
investment with a further 44% in relation to property
development.

As at 31 December 2008, approximately 75% of the portfolio was
secured lending with 25% unsecured. Security was
predominantly held against residential, office or retail property in
the UK (89%) with the balance in offshore jurisdictions.
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UK Corporate Lending

Portfolio

UK — Corporate Lending

Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
25.6 8.1

Portfolio overview

Composition .
of the

portfolio

Asset inclusion .

The UK Corporate Lending portfolio contains £25.6bn of assets
excluding derivatives (8.1% of the APS asset pool) from a total
£109.8bn UK Corporate book.

The portfolio consists of approximately 43,000 loan facilities
(including term loans, multi-option loans and overdrafts) to some
25,000 customers. Customers range from small businesses to
large corporate entities.

Included within the scheme is £7.2bn of undrawn balances at 31
December 2008.

Assets included in the scheme from the total UK Corporate
Lending book at 31 December 2008 are all loans in default at that
time, all loans then under review by the Global Restructuring
Group or on the watch list, and also those that were considered
by RBS to be at a high risk of default.

Portfolio characteristics

Asset .
origination

Asset maturity .
Portfolio .

concentration

Asset security .

91% of the book relates to UK lending, 9% to the Channel Islands
and other offshore jurisdictions.

£8.5bn of the portfolio (33%) is due to mature within 2009, with
a further £1.6bn (6%) due to mature in 2010. However,
approximately £6.1bn of the portfolio, which is due to expire in
2009 relates to overdrafts, which will generally roll automatically
subject to annual review.

The largest 50 counterparties comprise approximately 26% of the
portfolio.

As at 31 December 2008, 62% of the portfolio by covered
amount relates to the wholesale, retail, tourism, property and
construction and manufacturing sectors.

As at 31 December 2008, 90% of the book was denominated in
Sterling, 6% in Euros and approximately 4% in US Dollars.

As at 31 December 2008, the portfolio had £10.1bn of related
collateral security (in the form of physical securities and
guarantees). 74% of the security and guarantees are in the form
of a fixed charge over freehold property.

Royal Bank of Scotland: details of Asset Protection Scheme and launch of the Asset Protection Agency
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UK Corporate Leasing

Portfolio

UK — Corporate Leasing

Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
3.3 1.0

Portfolio overview

Composition .
of the

portfolio

Asset inclusion .

The UK Corporate Leasing portfolio contains £3.3bn of assets
(1.0% of the APS asset pool) from a total £10.6bn UK Corporate
Leasing book.

The portfolio consists of approximately 100,000 lease/loan
agreements primarily relating to the finance of vehicles under
finance lease or hire purchase arrangements.

Included within the scheme is £623 million of undrawn balances
at 31 December 2008.

Assets have been included in the scheme from the total UK
Corporate Leasing book at 31 December 2008 on the basis of
their risk profile (e.g. loans in default, in arrears or in high risk
sectors).

Portfolio characteristics

Asset .
origination

Asset maturity .
Portfolio .

concentration

Asset security .

As at 31 December 2008, approximately 70% of the assets
included in the scheme related to the UK and Northern Ireland
and 30% to the Republic of Ireland (and is denominated in Euros).

Approximately £1.9bn of the portfolio (58%) is due to mature
before the end of 2012.

There is no customer concentration within the book.

The loan portfolio is spread across a number of sectors but, as at
31 December 2008, 15% related to unit stocking loans to car
dealerships to fund the acquisition of motor vehicles.

The majority of security for the UK Corporate Leasing portfolio is
against motor vehicles.
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EME Retail Residential Mortgages

Portfolio

EME — Retail Residential
Mortgages

Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
4.7 1.5

Portfolio overview

Composition .
of the

portfolio

Asset inclusion .

The EME Retail Residential Mortgages portfolio contains £4.7bn
of residential mortgages (1.5% of the total APS asset pool) from a
total £24.8bn EME Residential Mortgages book.

Approximately 20,000 loans have been included in the scheme,
with an average loan size of some £222,000. 80% of loans have
outstanding balances between £100,000 and £350,000.

Approximately one-third of the portfolio is Buy-to-Let.
Assets have been included in the scheme on the basis of loan-to-

value ("'LTV’) and risk of loss. 62% of the portfolio has an indexed
LTV of over 100% as at 31 December 2008.

Portfolio characteristics

Asset .
origination

Asset maturity .
Portfolio .

concentration

Asset security .

61% of the assets included within the scheme were originated
under the First Active brand, a Republic of Ireland entity, which
has been integrated into Ulster Bank and has branches across the
Republic of Ireland and Northern Ireland. Of the balance, 32%
were originated in the Republic of Ireland and 7% in Northern
Ireland.

A majority of the loans (over 80%) were originated between 2006
and 2008.

Over 80% of EME residential mortgages have an original term of
between 20 and 40 years.

10% of mortgages are secured on properties in the Greater Dublin
and Belfast areas with the remainder located across the Republic
of Ireland and Northern Ireland.

£4.4bn (over 90%) of EME Residential Mortgages are

denominated in Euros.

As at 31 December 2008, over £2.8bn of EME mortgages had an
indexed LTV of over 100%.
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EME Retail Personal Loans and Overdrafts

Portfolio

EME — Retail Personal Loans

Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
0.8 0.2

Portfolio overview

Composition .
of the

portfolio

Asset inclusion .

The EME Retail Personal Loans portfolio contains £0.8bn of assets
(0.2% of the total APS asset pool) from a total £4.4bn EME Retail
Personal Loans book.

The portfolio consists of unsecured personal loans (£663m, 87%)
and personal overdrafts (£100m, 13%).

Over 150,000 loans and overdrafts have been included in the
scheme, with an average balance of approximately £5,000.

EME Retail Personal Loans and Overdrafts have been included in
the scheme on the basis of credit risk criteria including: all default
accounts, all accounts with arrears greater than one month, all
accounts less than two years old and those with an internal
probability of default assessment over 7.5%.

Portfolio characteristics

Asset .
origination

Asset maturity .
Portfolio .

concentration

Asset security .

The majority of EME Retail Personal Loans (87%) were written
under the Ulster Bank brand, 7% under the Tesco brand and 6%
under the First Active brand.

85% of personal loans were originated in 2007 and 2008 whilst
over 40% of overdrafts originate from accounts opened before
2000.

Whilst 95% of overdraft balances have no expiry date, personal
loans have an average original term of approximately three and a
half years.

Over 70% of the portfolio included within the scheme is in the
Republic of Ireland and denominated in Euros, with the balance

of 28% being in Northern Ireland and denominated in Sterling.

All EME Retail Personal Loans are unsecured.
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EME Business Banking/SME

Portfolio

EME — Business Banking/SME

Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
1.4 0.5

Portfolio overview

Composition .
of the

portfolio

Asset inclusion .

The EME Business Banking portfolio contains £1.4bn of assets
(0.5% of the APS asset pool) from a total £2.4bn EME Business
Banking book.

The portfolio consists of approximately 48,000 accounts with an
average balance of some £26,000.

Included within the scheme is £156 million of undrawn balances
at 31 December 2008.

Assets have been included in the scheme from the total EME
Business Banking book at 31 December 2008 on the basis of their
risk profile (e.g. loans in default and those exposed to industries
which RBS deems to be high risk such as property and
construction).

Portfolio characteristics

Asset .
origination

Asset maturity

Portfolio .
concentration

Asset security .

As at 31 December 2008, approximately 70% of the assets
included in the scheme related to the Republic of Ireland and 30%
to Northern Ireland.

Approximately £0.6bn of the portfolio is due to mature within
20009.

There is no customer concentration within the book.

The loan portfolio is spread across a number of sectors but, as at
31 December 2008, construction and property comprised
approximately 29% of the portfolio and agriculture approximately
20%.

The EME Business Banking portfolio contains a mix of secured and
unsecured lending.

Royal Bank of Scotland: details of Asset Protection Scheme and launch of the Asset Protection Agency
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EME Real Estate Finance/Commercial Real Estate

Portfolio Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
EME — REF/CRE 13.0 4.1

Portfolio overview

Composition «  The EME Real Estate Finance (‘'REF’)/Commercial Real Estate (‘CRE’)
of the portfolio contains £13.0bn of assets (4.1% of the total APS asset
portfolio pool) from a total £19.7bn EME REF/CRE book.

«  The portfolio consists of approximately 10,000 loan facilities
(predominantly term loans and overdrafts) to almost 4,000
borrowers and approximately 2,300 different real estate and
property groups. Clients range from large corporate real estate
clients to small private residential property developers.

. Included within the scheme is £0.8bn of undrawn balances as at
31 December 2008.

Asset inclusion o Assets included in the scheme from the book are all loans in
default at that time, all loans then under review by the Global
Restructuring Group or on the watch list, and also those that
were considered by RBS to be at a high risk of default.

« Assets that were potentially eligible for transfer to the Republic of
Ireland’s National Asset Management Agency were excluded
when the covered amount was decreased.

Portfolio characteristics

Asset « All'loans were originated in the Republic of Ireland and Northern
origination Ireland.

«  Over 90% of the covered amount of loans included in the scheme
were loaned to legal entities incorporated either in the Republic of
Ireland (61%) or the United Kingdom (32%). The balance was
loaned to companies incorporated in the Channel Islands, Isle of
Man or other locations.

Asset maturity o  Over half of assets have short term maturity
Portfolio « Thelargest 50 counterparties comprise approximately 33% of the
concentration EME REF/CRE assets included in the scheme with the 150 largest

counterparties representing 51%.

e 64% of loans are denominated in Euros and 36% in Sterling

Asset security «  The book is predominantly secured against residential property
(45%) and retail property (19%).
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EME Corporate Lending

Portfolio

EME — Corporate Lending

Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
7.6 2.4

Portfolio overview

Composition
of the
portfolio

Asset inclusion

The EME Corporate Lending portfolio contains £7.6bn of assets
excluding derivatives (2.4% of the APS asset pool) from a total
£24.4bn EME Corporate book.

The portfolio consists of approximately 14,000 loan facilities
(including term loans, multi-option loans and overdrafts) to some
6,000 customers. Customers range from small businesses to large
corporate entities.

Included within the scheme is £0.9bn of undrawn balances at 31
December 2008.

Assets included in the scheme from the total EME Corporate
Lending book at 31 December 2008 are all loans in default at that
time, all loans then under review by the Global Restructuring
Group or on the watch list, and also those that were considered
by RBS to be at a high risk of default.

Portfolio characteristics

Asset
origination

Asset maturity

Portfolio
concentration

Asset security

Assets included in the portfolio have been made by three legal
entities: First Active and Ulster Bank (in both the Republic of
Ireland and Northern Ireland).

Approximately half the portfolio (£4.0bn) is due to mature within
2009, of which £3.4bn is term funding.

The largest 20 counterparties comprise approximately 22% of the
portfolio.

As at 31 December 2008, 17% of the portfolio by covered
amount related to the construction industry, 11% to hotels and
11% to the retail sector.

As at 31 December 2008, 72% of the book was denominated in

Euros.

As at 31 December 2008, £7.2bn (94%) of the portfolio had
some form of guarantee or security.

Royal Bank of Scotland: details of Asset Protection Scheme and launch of the Asset Protection Agency
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GBM Real Estate Finance/Commercial Real Estate

Portfolio

GBM — REF

Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
23.5 7.4

Portfolio overview

Composition .
of the

portfolio

Asset inclusion .

The Global Banking Markets (‘GBM’) Real Estate Finance
('REF")/Commercial Real Estate ('CRE’) portfolio contains £23.5bn
of assets ('CRE’) (7.4% of the total APS asset pool) from a total
£38.3bn GBM REF/CRE book.

The portfolio consists of approximately 650 loan facilities to some
375 different real estate and property groups. Products within
GBM REF/CRE include senior secured loans, revolving credit
facilities, mezzanine bridging loans and unsecured corporate
funding to International Corporates.

Included within the scheme is £1.7bn of undrawn balances as at
31 December 2008.

Assets have been included in the scheme from the total GBM
REF/CRE book on the basis that, as at 31 December 2008, they
were being monitored by the Global Restructuring Group, held on
the REF watch list or that RBS felt that assets were experiencing
significant deterioration in the value of the underlying collateral,
nearing or in breach of covenant limits, together with those assets
that RBS considered to be otherwise at a high risk of default

Reverse repurchase arrangements were excluded when the
covered amount was decreased.

Portfolio characteristics

Asset .
origination

Asset maturity .
Portfolio .

concentration

Asset security .

The GBM REF/CRE portfolio is concentrated in the UK and
European commercial property markets. Germany represents the
largest concentration at 29%, with the UK at 27%.

£2.2bn of assets (9%) is due to mature within 2009 included
within a total of £14bn (60%), which is due to mature before the
end of 2012.

Portfolio investment and single asset investment represents
£17.6bn (75%) of the portfolio.

The largest 35 counterparties comprise approximately 50% of the
GBM REF/CRE assets included in the scheme.

The book is predominantly secured against office property (31%)
and retail property (26%).
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Global Banking Markets — Net Portfolio Management

Portfolio

GBM — Net Portfolio
Management

Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
50.4 15.9

Portfolio overview

Composition .
of the

portfolio

Asset inclusion .

The GBM Net Portfolio Management portfolio contains £50.4bn
of assets (15.9% of the APS asset pool) from a total £357.8bn
GBM Net Portfolio Management book.

The portfolio consists of approximately 2,200 loan facilities
including term loans, overdrafts, revolving credit facilities, letters
of credit and multi-option loans.

Included within the scheme is £20.2bn of undrawn balances as at
31 December 2008.

Assets have been included in the scheme from the total Net
Portfolio Management book at 31 December 2008 on the basis of
their risk profile.

Portfolio characteristics

Asset .
origination

Asset maturity .
Portfolio .

concentration

Asset security .

As at 31 December 2008, the portfolio included approximately
57% of assets originated by RBS and approximately 43% by ABN
Amro.

Approximately £13.6bn of the portfolio is due to mature by the
end of 2009 of which £6.2bn related to term or syndication
funding.

There is a degree of customer concentration within the portfolio
with 42 of the largest customers (by Covered amount) comprising
30% of the book as at 31 December 2008.

The portfolio is concentrated in a small number of sectors
including manufacturing (22% by Covered amount as at 31
December 2008), financial services (21%) and media and
technology (11%).

Geographically, the USA represented 22% of covered amount as
at 31 December 2008, The Netherlands 13% and the UK 10%.

By currency, 38% of the portfolio is denominated in US Dollars,
34% in Euros and some £5bn in Sterling with the balance in a
variety of other currencies.

As at 31 December 2008, RBS estimate over 95% of the portfolio
is senior lending.
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Global Banking Markets — Leveraged Finance

Portfolio

GBM — Leveraged Finance

Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
19.8 6.2

Portfolio overview

Composition .
of the

portfolio

Asset inclusion .

The APS portfolio contains £19.8bn of assets (6.2% of the APS
asset pool) from a total £30.6bn RBS Leveraged Finance book.

The portfolio typically consists of loans to fund the acquisition of
companies, often with the support of a private equity house.
Lending includes senior lending (approximately 90% of the
portfolio as at 31 December 2008) and subordinated loans or
bonds (mezzanine finance).

Included within the scheme is £3.4bn of undrawn balances as at
31 December 2008.

All drawn assets within the RBS Leveraged Finance portfolio have
been included in the scheme to reflect the sensitivity of highly
leveraged transactions in the economic downturn and the lack of
liquidity in the secondary loan market.

Portfolio characteristics

Asset .
origination

Asset maturity .
Portfolio .

concentration

Asset security .

Approximately 85% of assets were originated by RBS with
approximately 15% originated by ABN Amro.

The majority of the portfolio (£14.8bn, 75%) is due to be repaid
between 2012 and 2016.

The top 25 customers represent 63% of par exposure as at 31
December 2008.

The portfolio is concentrated in a small number of sectors
including industrials (41% by Covered amount as at 31 December
2008), media and technology (34%) and Consumer and Retail
(22%)

Geographically, Continental Europe represented 55% of covered
amount as at 31 December 2008, the USA 22% and the UK 18%.

By currency, 42% of the portfolio is denominated in Euros, 41% in
US Dollars and 13% in Sterling with the balance in a variety of
other currencies.

As at 31 December 2008, approximately 90% of the portfolio is
senior lending.
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Corporate and Structured Debt Capital Markets (‘C&S DCM’)

Portfolio

GBM - C&S DCM

Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
6.3 2.0

Portfolio overview

Composition
of the
portfolio

Asset inclusion

The APS portfolio contains all £6.3bn of assets (2.0% of the APS
asset pool) from the GBM C&S DCM book. The portfolio includes
Project Finance (structured trade finance in emerging markets),
Commodity Finance (typically primary sector assets) and Corporate
loans transferred from other parts of the business.

All assets within the GBM — C&S DCM book have been included in
the scheme on the basis that the assets within the portfolio were
typically held with the intention of syndication which, due to
either specific or general economic reasons, has subsequently not
occurred.

Portfolio characteristics

Asset
origination

Asset maturity

Portfolio
concentration

Asset security

The loans were originated within both RBS and ABN Amro.

Assets included within the scheme have a weighted average life
from term to maturity of approximately five years.

The top 3 customers represented 46% (£2.9bn) of par exposure as
at 31 December 2008.

Asset security is typically the asset under purchase/construction or
related receivables.
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Global Banking Markets — AAAH Credit Markets

Portfolio

GBM — AAAH Credit Markets

Covered amount at 31 Dec 08 % of total APS assets
(£bn) %
1.6 0.5

Portfolio overview

Composition .
of the

portfolio

Asset inclusion .

The AAAH portfolio contains £1.6bn of assets (0.5% of the APS
asset pool).

The portfolio consists ABN Amro Australia project finance loans
(£1.4bn, approximately 87%) and corporate bond exposures
(£0.2bn, approximately 13%).

Of the corporate loans included within the portfolio, 85% are
term loans and 14% are revolving credit facilities.

Approximately £0.6bn of par as at 31 December 2008 represents
undrawn balances.

Assets have been included in the scheme on the basis of
illiquidity, that they are capital intensive or have impaired market
values.

Portfolio characteristics

Asset .
origination

Asset maturity .
Portfolio .

concentration

Asset security .

Assets included within the portfolio were originated within ABN
Australia.

Approximately half the portfolio as at 31 December 2008 is due
to be repaid between 2014 and 2018.

There are 25 exposures included within the loans portfolio.
Approximately 95% of bond exposures were issued by one
company.

By currency, approximately 85% of loan positions are
denominated in Australian Dollars, 10% in New Zealand Dollars
and the balance split between Euros and US Dollars.

Within the loans portfolio, secured loans represent 87% of
exposures as at 31 December 2008. Approximately 95% of bonds
are classified as senior secured.
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