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Chairman's statement

On 19 April 2011 it was announced that a substantial part of the business activities of RBS N.V. would transfer to
RBS plc. The majority of the transfers were concluded in 2011 and 2012. A few businesses remain, including India,
Indonesia and China, and their future is being considered in light of the recently announced changes to our wholesale
banking proposition. As confirmed on 19 April 2011, the RBS Group is committed to provide the necessary support to
ensure that RBS N.V. continues to meet its commitments during and after the transfer of businesses to RBS plc.
During 2014, the activities of the RBSH Group in Thailand transferred to RBS plc in addition to other separate assets
and liabilities.

A major milestone we reached last year was the completion of the Asset Quality Review as mandated by the European
Central Bank (ECB). As the RBS Holdings (RBSH) Group was designated as a significant institution, a detailed
review of the RBSH Group’s balance sheet took place. We were pleased with the outcome as no major items were
raised. Subsequently, on 4 November the ECB formally took over the role of lead supervisor of the RBSH Group from
the Dutch Central Bank (DNB). The DNB continues to be part of the Joint Supervisory Team headed by the ECB.

In February 2015, RBS Group announced changes to its Corporate & Institutional Banking (CIB) business to build a
stronger, safer and more sustainable business, focused mainly on UK and Western European customers, both
corporates and financial institutions, supported by trading and distribution platforms in the UK, US and Singapore. As
a consequence, RBS Group will reduce its geographical footprint to approximately 13 countries, compared with 38 at
the end of 2014.

As announced, we are exploring the option of a sale for the countries that are to be exited. If this is not feasible, it is
expected that the countries will be wound down. The full impact of the announced changes on RBS N.V. is currently
being reviewed.

Under the new structure, the RBSH Group and its businesses moved to the new Capital Resolution organisation. For
2015, the focus will remain on the further de-risking of our balance sheet.

Results of operations in 2014

Operating loss before tax was €57 million compared with a loss of €142 million in 2013. This was largely due to lower
expenses as a result of lower staff and non-staff costs, due to business transfers to RBS plc, partly offset by lower
income due to the transfers of business and the loss on sale of the majority of the liquidity portfolio.

Net interest income decreased due to transfers to RBS plc and the continued low interest rate environment, while
non-interest income decreased mainly due to higher losses on the sale of available-for-sale securities.

Total equity as at 31 December 2014, was €3.5 billion, an increase of €0.6 billion compared to 31 December 2013,
mainly due to unrealised gains and realised losses on available-for-sale assets.

Capital
RBSH Group continues to be well capitalised. On 31 December 2014, RBSH Group’s Total capital ratio was 33.9%,
the Tier 1 capital ratio was 24.5% and the Core Tier 1 capital ratio was 16.2%.

Outlook

The outlook for the global economy over the near to medium-term is for modest growth. Risks to growth and stability
stem mainly from continued imbalances - among and within countries - and from uncertainty about how economies
will respond as the extraordinary monetary policy measures implemented during the crisis are unwound and to other
measures that have just been instigated..
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Against this background, commercial performance is expected to remain broadly flat.

I would like to conclude by referring to a statement recently made by RBS Group Chief Executive, Ross McEwan:
“Last year we identified the areas we needed to improve in order to deliver our strategy - cost, complexity, capital and
trust from our customers. The energy and resolve of our people have resulted in significant progress on each, and we
have delivered on the goals we set for 2014.”

On behalf of the RBS N.V. Managing Board, I would like to thank all our employees and clients for their continued
commitment during 2014.

Jan de Ruiter

Chairman of the Managing Board RBS Holdings N.V.

Amsterdam, 30 April 2015
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Presentation of information

In this document and unless specified otherwise, the terms 'company' and 'RBS Holdings' mean RBS Holdings N.V..
RBS Holdings N.V. is the parent company of The Royal Bank of Scotland N.V. (RBS N.V.) consolidated group of
companies and associated companies (RBSH Group). The Royal Bank of Scotland Group plc (RBSG) is the ultimate
holding company of RBSH Group. RBS Group refers to RBSG and its consolidated subsidiaries and associated
companies. RBS plc refers to The Royal Bank of Scotland plc. The terms 'Consortium' and 'Consortium Members'
refer to RBSG, Stichting Administratiekantoor Beheer Financiéle Instellingen (the Dutch State, successor to Fortis)
and Banco Santander S.A. (Santander) who jointly acquired RBS Holdings on 17 October 2007 through RFS
Holdings B.V. (RFS Holdings).

The company publishes its financial statements in 'euro’, the European single currency. The abbreviations '€m' and '€bn’
represent millions and thousands of millions of euros, respectively. Reference to '$' is to United States of America
(US) dollars. The abbreviations '$m' and '$bn' represent millions and thousands of millions of dollars, respectively.

Certain information in this report is presented separately for domestic and foreign activities. Domestic activities
consist of transactions within the Netherlands. Geographic analysis has been compiled on the basis of location of
office.

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

All annual averages in this report are based on month-end figures. Management does not believe that these month-end
averages present trends materially different from those that would be presented by daily averages.

International Financial Reporting Standards

Unless otherwise indicated, the financial information contained in this Annual Report has been prepared in accordance
with International Financial Reporting Standards (IFRS) as adopted by the European Union (EU) and IFRS as issued
by the International Accounting Standard Board (IASB).

Revised organisational structure
During 2014, the RBS Group introduced a new organisational structure - see page 8 for details. Segmental data for
RBSH Group for prior years have been restated accordingly.

Glossary
A glossary of terms is included on pages 195 to 201.
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Forward-looking statements

Certain sections in this document contain ‘forward-looking statements’ as that term is defined in the United States

Private Securities Litigation Reform Act of 1995, such as statements that include the words ‘expect’, ‘estimate’, ‘project’,
‘anticipate’, ‘believe’, ‘should’, ‘intend’, ‘plan’, ‘could’, ‘probability’, ‘risk’, ‘Value-at-Risk (VaR)’, ‘target’, ‘goal’, ‘objective
‘endeavour’, ‘outlook’, ‘optimistic’, ‘prospects’ and similar expressions or variations on such expressions.

In particular, this document includes forward-looking statements relating, but not limited to: the impact of certain
aspects of the transformation plan announced by the RBS Group on RBSH Group, the impact of the restructuring of
the RBS Group’s CIB business on the remaining transfers of certain of the businesses of RBSH Group to RBS plc (the
“Transfers), the impact on RBSH Group of the implementation of the ring-fence of the retail banking operations of
RBS Group, divestments, capitalisation, portfolios, net interest margin, capital and leverage ratios, liquidity,
risk-weighted assets (RWAs), RWA equivalents (RWAe), Maximum Distributable Amounts (MDA), minimum
requirements for eligible liabilities (MREL), return on equity (ROE), profitability, cost:income ratios, loan:deposit
ratios, funding and risk profile; discretionary coupon and dividend payments; litigation, regulatory and governmental
investigations; RBSH Group’s future financial performance; the level and extent of future impairments and
write-downs; and RBSH Group’s exposure to credit rating risk and to various types of market risks, such as interest
rate risk, foreign exchange rate risk and commodity and equity price risk. These statements are based on current plans,
estimates and projections, and are subject to inherent risks, uncertainties and other factors which could cause actual
results to differ materially from the future results expressed or implied by such forward-looking statements. For
example, certain market risk disclosures are dependent on choices about key model characteristics and assumptions
and are subject to various limitations. By their nature, certain of the market risk disclosures are only estimates and, as
a result, actual future gains and losses could differ materially from those that have been estimated.

Other factors that could adversely affect RBSH Group’s results and the accuracy of forward-looking statements in this
document include the risk factors and other uncertainties discussed on pages 181 to 192. These include: RBSH Group’s
reliance on the RBS Group, RBSH Group’s ability to achieve its capital targets, RBSH Group’s ability to attract and
retain qualified personnel; uncertainties regarding the outcomes of legal, regulatory and governmental actions and
investigations that RBS Group and RBSH Group are subject to and any resulting material adverse effect on RBSH
Group of unfavourable outcomes; heightened regulatory and governmental scrutiny and the increasingly regulated
environment in which RBSH Group operates; operational risks that are inherent in RBSH Group’s business; the
potential negative impact on RBSH Group’s business of actual or perceived global economic and financial market
conditions and other global risks; uncertainties regarding RBSH Group’s exposure to any weakening of economies
within the EU and renewed threat of default by certain counties in the Eurozone; the achievement of capital and costs
reduction targets; ineffective management of capital or changes to regulatory requirements relating to capital adequacy
and liquidity; the ability to access sufficient sources of capital, liquidity and funding when required; deteriorations in
borrower and counterparty credit quality; the extent of future write-downs and impairment charges caused by
depressed asset valuations; the impact of unanticipated turbulence in interest rates, yield curves, foreign currency
exchange rates, credit spreads, bond prices, commodity prices, equity prices; basis, volatility and correlation risks;
changes in the credit ratings of RBSG, the Bank or other entities of the RBS Group; changes to the valuation of
financial instruments recorded at fair value; competition and consolidation in the banking sector; regulatory or legal
changes; changes to the monetary and interest rate policies of central banks and other governmental and regulatory
bodies; changes in laws, regulations, accounting standards and taxes; the high dependence of RBSH Group’s
operations on its information technology systems and its increasing exposure to cyber security threats; the reputational
risks inherent in RBSH Group’s operations; the risk that RBSH Group may suffer losses due to employee misconduct;
the recoverability of deferred tax assets by RBSH Group; liabilities resulting from the legal demerger of ABN Amro
Bank N.V.; and the success of RBSH Group in managing the risks involved in the foregoing.
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The forward-looking statements contained in this document speak only as of the date of this announcement, and the
RBSH Group does not undertake to update any forward-looking statement to reflect events or circumstances after the
date hereof or to reflect the occurrence of unanticipated events.

The information, statements and opinions contained in this document do not constitute a public offer under any
applicable legislation or an offer to sell or solicitation of any offer to buy any securities or financial instruments or any
advice or recommendation with respect to such securities or other financial instruments.
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Financial review

Description of business
Introduction
RBS Holdings offers a range of banking products and financial services, principally in Europe and Asia.

In 2007, RFS Holdings, which was jointly owned by RBSG, Fortis (succeeded by the Dutch State in 2008) and
Santander (together, the 'Consortium Members') completed the acquisition of RBS Holdings.

RBS Holdings has one direct subsidiary, RBS N.V., a fully operational bank within RBSH Group. RBS N.V. is
independently rated and regulated, effective from 4 November 2014 the Dutch Central Bank was replaced as the main
regulator by the European Central Bank (ECB) in conjunction with the Dutch Central Bank. Certain assets within
RBS N.V. continue to be owned by the Dutch State or shared by the Consortium Members.

Since 31 December 2010, RBSG's shareholding in RFS Holdings has been 97.72%. RFS Holdings is controlled by
RBSG, which is incorporated in the UK and registered at 36 St Andrew Square, Edinburgh, Scotland. RBSG is the
ultimate parent company of RBSH Group. The consolidated financial statements of RBSH Group are included in the
consolidated financial statements of RBS Group.

RBSH Group had total assets of €23.6 billion and Total equity of €3.5 billion at 31 December 2014. RBSH Group’s
capital ratios were a Total capital ratio of 33.9%, a Tier 1 capital ratio of 24.5% and a Common Equity Tier 1 capital
ratio of 16.2% as at 31 December 2014.

Organisational structure and business review

On 27 February 2014, RBS Group announced the reorganisation of the previously reported operating divisions into
three franchises: Personal & Business Banking, Commercial & Private Banking and Corporate & Institutional
Banking (CIB). Only CIB, comprising the former Markets and International Banking divisions, is relevant for RBSH
Group. CIB is a single reportable segment.

Corporate & Institutional Banking is the wholesale banking business comprising, Markets and Transaction Services
which work closely together to serve customers. The businesses operate internationally providing lending, fixed
income, foreign exchange, rates, credit, securitisation and transaction banking services primarily to large UK and
international corporates and financial institutions.

Services supports the customer-facing businesses and provides operational technology, customer support in telephony,
account management, lending and money transmission, global purchasing, property and other services. Services drives
efficiencies and supports income growth by using a single, scalable platform and common processes wherever
possible. It is the centre of excellence for managing large-scale and complex change. Services costs are allocated to
the operating segments and is not deemed a reportable segment.

Central Functions comprises corporate functions, such as treasury, finance, risk management, legal, communications
and human resources. Central functions manages RBSH Group's capital resources and provides services to the
operating segments.

RBS Capital Resolution (RCR) became fully operational on 1 January 2014 with pool of ¢.£29 billion of RBS Group
assets (of which approximately £1.5 billion related to RBSH Group) with particularly high long-term capital intensity,
credit risk and/or potentially volatile outcomes in stressed environments. RCR brings assets under common
management and increases focus on managing these assets so as to release capital.
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Strategic review of CIB

On 26 February 2015, RBS Group announced that it is making further changes to improve its medium-term returns,
building a stronger, safer and more sustainable business, focused mainly on UK and Western European customers,
both corporates and financial institutions, supported by trading and distribution platforms in the UK, US and
Singapore. These changes will create a more focused corporate and institutional bank built on existing product and
service strengths. RBS Group will have a strong, client-focused product offering in sterling, US dollar and euro,
including:

o Debt financing, with debt capital markets, structured finance and loans.
. Risk management in currency, rates and inflation.
Transaction services, with UK-focused cash, payments and trade.

CIB will reduce its geographical footprint to approximately 13 countries, compared with 38 at the end of 2014, though
RBS Group will also retain its back office operations in Poland and India. In addition to its main distribution and
trading hubs in the UK, US and Singapore, RBS Group will remain present in a number of Western European
countries with coverage teams. A small sales team will be retained in Japan. US operations will shrink, while retaining
the presence required to support the US dollar needs of RBS Group’s UK and Western European customers. Priority
client sectors will be targeted in infrastructure, transportation, financial institutions, energy and resources.

CIB will continue to reduce its balance sheet and risk profile. RWAs will be reduced by 60% by 2019, with a
reduction of more than £25 billion targeted in 2015. Third party assets will be reduced by more than 60% by 2019.
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Financial review

This CIB strategy leaves RBS Group well-placed to meet the ring-fencing requirements of the Banking Reform Act
2013. As previously indicated, RBS Group intends to place most banking services inside the ring fence. CIB’s
remaining ‘“Markets” activities, the operations of RBS International and some corporate banking activity are expected to
remain outside the ring-fenced bank in separate legal entities.

Transfers of a substantial part of the business activities of RBS N.V. to RBS plc

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.

In 2013, assets and liabilities relating to businesses in Russia, Romania, Korea and North America were transferred to
RBS plc by a combination of local schemes of arrangement, cross-border merger, novations and subsidiary share
sales.

During 2014, the Thailand business was transferred to RBS plc.

RBS N.V. US branches
The RBS N.V. US branches will be closed once the remaining tail assets have been transferred and applicable
regulatory approval has been received.

Competition
RBSH Group faces strong competition in all the markets it serves. Banks’ balance sheets have strengthened whilst loan
demand has been subdued as corporate investment levels remain low and economic growth is fragile.

Competition for corporate and institutional customers in the Netherlands and abroad is from Dutch banks and from
foreign banks that offer investment and corporate banking services. In addition, RBSH Group’s Corporate and
Institutional Banking (CIB) business faces competition from dedicated investment banks and from non-bank
institutions via disintermediation in credit and financing products. In European, American and Asian corporate and
institutional banking markets RBSH Group also competes with the large domestic banks active in these markets and
with the major international banks.
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Financial review

Risk factors

Set out below is a summary of certain risks which could affect RBSH Group. RBSH Group is a subsidiary of RBSG
and accordingly, risk factors which relate to RBSG and the RBS Group will also be of relevance. This summary
should not be regarded as a complete and comprehensive statement of all potential risks and uncertainties. A fuller
description of these and other risk factors is included on pages 181 to 192.

*RBSH Group is reliant on the RBS Group as it receives capital, liquidity and funding support from the RBS Group
and its banking operations function on the RBS Group’s integrated global infrastructure, and such reliance will
increase as RBSH Group continues to divest a number of its businesses and portfolios.

. The RBS Group’s restructuring of its CIB business will impact RBSH Group as well as the planned transfers
or sale of a substantial part of the business activities of RBS N.V. and the execution and/or delay in the
execution or non-completion of the approved transfers or sale of such business activities may have a
material adverse effect on RBSH Group. There is no assurance that RBSH Group will be able to sell and/or
run-down the remaining businesses they are seeking to exit or sell asset portfolios either on favourable
economic terms to RBSH Group or at all, and RBSH Group will remain exposed to prevailing market
conditions as well as risks relating to liabilities, obligations and/or indemnities arising in connection with
such sales or transfers.

e Operational risks are inherent in RBSH Group’s businesses and these risks will increase as a result of the
restructuring of the RBS Group’s CIB business. RBSH Group’s operations are also highly dependent on its
information technology systems and RBSH Group is exposed to the risk of cyber-attacks and other cyber security
threats.

*The RBS Group has started implementing the ring-fence of its retail banking operations in the UK which must be in
place by 2019, and which may impact RBSH Group if the remaining disposals of its business are not completed by
that date.

*RBS Group and RBSH Group are subject to a number of legal, regulatory and governmental actions and
investigations. Unfavourable outcomes in such actions and investigations could have a material adverse effect on
RBSH Group’s operating results, investor confidence or reputation. It is expected that the RBS Group and RBSH
Group will continue to have a material exposure to litigation and governmental and regulatory proceedings and
investigations in the medium term.

*RBSH Group may be unable to attract or retain senior management (including members of the supervisory board)
and other skilled personnel of the appropriate qualification and competence, due to RBS Group’s changing strategy,
including the restructuring of the RBS Group’s CIB business as well as the imposition of restrictions on
compensation or other regulatory initiatives. RBSH Group may suffer if it does not maintain good employee
relations or as a result of employee misconduct.

*RBSH Group operates in markets that are highly competitive and subject to rapid change. Recent regulatory and
legal changes are likely to result in new market participants and changed competitive dynamics in certain key areas
and other competitors may have more efficient operations as well as access to lower cost/funding and better client
and employee retention rates.

*RBSH Group’s businesses and performance can be negatively affected by actual or perceived global economic and
financial market conditions and other global risks. RBSH Group is also exposed to any weakening of the European
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economy and the renewed threat of default by certain countries in the Eurozone.

*RBSH Group’s business performance could be adversely affected if its or the RBS Group’s capital are not managed
effectively or as a result of changes to capital adequacy and liquidity requirements. In addition, RBSH Group’s ability
to meet its obligations including its funding commitments depends on RBSH Group’s ability to access sources of
liquidity and funding which may be affected by credit markets and the monetary policies of central banks.

*RBSH Group’s borrowing costs, its access to the debt capital markets and its liquidity depend significantly on its and
the RBS Group’s credit ratings. Any further reductions in the long-term or short-term credit ratings of RBS Holdings,
RBS N.V., RBSG, RBS plc or one of their subsidiaries would increase borrowing costs and may limit RBSH Group’s
access to capital and money markets and trigger additional collateral or other requirements as well as limit the range
of counterparties willing to enter into transactions with RBS Holdings and may adversely affect RBSH Group’s
competitive position.

*RBSH Group’s businesses are subject to substantial regulation and oversight. Significant regulatory developments
and increased scrutiny by RBSH Group’s key regulators has increased compliance risks and has had and is likely to
continue to have a material adverse effect on how RBSH Group conducts its business and on its results of operations
and financial condition. The RBS Group is also subject to resolution procedures under resolution and recovery
schemes which may result in various actions being taken in relation to the RBS Group and any securities of the RBS
Group and which may adversely affect RBSH Group.

¢ The financial performance of RBSH Group has been, and may continue to be, materially affected by deteriorations in
borrower and counterparty credit quality and further deteriorations could arise due to prevailing economic and
market conditions and legal and regulatory developments. Depressed asset valuations resulting from poor market
conditions may also result in further impairment charges and write-downs of RBSH Group’s assets. In addition,
changes in interest rates, foreign exchange rates, credit spreads, bond, equity and commodity prices, basis, volatility
and correlation risks and other market factors have significantly affected and will continue to affect RBSH Group’s
business and results of operations.

10
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*The value of certain financial instruments recorded at fair value is determined using financial models incorporating
assumptions, judgements and estimates that may change over time or may ultimately not turn out to be accurate.
RBSH Group’s valuation, capital and stress test models and the parameters and assumptions on which they are based
rely on market data inputs and need to be constantly updated to ensure their accuracy. Failure of these models to
accurately reflect changes in the environment in which RBSH Group operates or the failure to properly input any
such changes could have an adverse impact on the modelled results.

®The legal demerger of ABN AMRO Bank N.V. (as it was then named) has resulted in a cross liability that changes
the legal recourse available to investors.

11
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Key financials

Total income
Loss before impairment losses
Operating loss before tax

Total assets

Funded assets (1)

Loans and advances to customers
Deposits

Equity attributable to controlling interests
Capital ratios (2) - Common Equity Tier 1/Core Tier 1

-Tier 1
- Total

Notes:

(1)
(@)

12
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€m
273
(46
(57

2014

2014

€m
23,551
19,119
3,539
8,112
3,473
16.2
24.5
33.9

Funded assets represents total assets less derivatives.
2014 on CRR transitional basis.

%
%
%

€m
437
(100
(142

2013

2013

€m
39,808
35,026
3,784
23,094
2,942
20.5
23.2
26.1

%
%
%

)

2012
€m
708
(822 )
(887 )

2012
€m
70,954
63,399
6,380
37,103
1,799
11.7 %
13.9 %
19.8 %
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Summary consolidated income statement

2014 2013 2012

€m €m €m
Net interest income 187 238 605
Fees and commissions receivable 158 119 469
Fees and commissions payable (16 ) (49 ) (198 )
Other non-interest income (56 ) 129 (168 )
Non-interest income 86 199 103
Total income 273 437 708
Operating expenses (319 ) (537 ) (1,530 )
Loss before impairment losses (46 ) (100 ) (822 )
Impairment losses (11 ) (42 ) (65 )
Operating loss before tax (57 ) (142 ) (887 )
Tax charge (58 ) (12 ) (129 )
Loss from continuing operations (115 ) (154 ) (1,016 )
Profit from discontinued operations, net of tax 15 19 17
Loss for the year (100 ) (135 ) (999 )
2014 compared with 2013

Operating loss before tax was €57 million compared with a loss of €142 million in 2013. This decrease was due to lower
operating expenses partially offset by lower income, reflecting the transfers of businesses to RBS plc.

Total income decreased by €164 million to €273 million. This is mainly due to lower non-interest income.

Net interest income decreased by €51 million to €187 million, mainly reflecting business transfers and the continued low
interest rate environment.

Non-interest income decreased by €113 million to €86 million compared with €199 million in 2013. This included higher
losses on the sale of available-for-sale securities in Treasury partially offset by higher profits from interests in

associates and an increase in the value of own credit adjustments.

Operating expenses decreased by €218 million to €319 million mainly due to reductions in both staff and non-staff costs
as a result of business transfers to RBS plc.

Impairment losses decreased by €31 million to €11 million driven by a smaller number of individual cases.

Tax charge for 2014 was €58 million compared with €12 million in 2013.

2013 compared with 2012

Operating loss before tax was €142 million compared with a loss of €887 million in 2012. This decrease was due to
lower operating expenses partially offset by lower income.

Total income decreased by €271 million to €437 million. This is mainly due to lower net interest income.

Net interest income decreased by €367 million to €238 million, reflecting further reductions in interest income, in

particular in CIB, due to further business transfers to RBS plc and the continued low interest rate environment.
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Non-interest income increased by €96 million to €199 million compared with €103 million in 2012. This increase is
mainly due to the €776 million lower loss on own credit adjustment resulting from the widening of credit spreads of
UK banks. This was partially offset by lower net fees and commissions as a result of business transfers to RBS plc,
and lower profit on sales of subsidiaries and associates and securities.

Operating expenses decreased by €993 million to €537 million due to reduced staff and non-staff costs as a result of staff
transferring as part of business transfers to RBS plc and business divestments.

Impairment losses decreased by €23 million to €42 million. The 2013 charge is driven by a small number of individual
cases. The reduction reflects business transfers to RBS plc.

Tax charge for 2013 was €12 million compared with €129 million in 2012. The higher rate for 2012 was mainly the
result of the reduction in carrying value of the deferred tax asset in respect of losses in Australia

13
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Analysis of results
Net interest income

2014 2013

€m €m
Interest receivable 532 768
Interest payable (1) (345 ) (493 )
Net interest income 187 275
Yields, spreads and margins of the banking business % %
Gross yield on interest-earning assets of the banking business (2) 2.1 1.8
Cost of interest-bearing liabilities of the banking business (1.9 ) (1.3 )
Interest spread of the banking business (3) 0.2 0.5
Benefit from interest-free funds 0.5 0.2
Net interest margin of the banking business (4) 0.7 0.7
Gross yield (2)
- Group 2.1 1.8
- Domestic 1.3 1.1
- Foreign 35 3.2
Interest spread (3)
- Group 0.2 0.5
- Domestic 0.2 ) 04
- Foreign 0.4 1.0
Net interest margin (4)
- Group 0.7 0.7
- Domestic — 0.5
- Foreign 2.1 1.0
Notes:
@) Interest payable decreased in 2013 by €37 million in respect of adjustments in 2014 (2012 nil).
2) Gross yield is the interest rate earned on average interest-earning assets of the banking business.

2012
€m
1,628
(1,023 )
605

%
2.1
1.4 )
0.7
0.1
0.8

2.1
1.4
2.8

0.7
0.1 )
1.6

0.8
0.2 )
1.8

(3)Interest spread is the difference between the gross yield and the interest rate paid on average interest-bearing

liabilities of the banking business.

(4)Net interest margin is net interest income of the banking business as a percentage of average interest-earning assets

of the banking business.

(5) The analysis into Domestic and Foreign has been compiled on the basis of location of the office in which the

transaction takes place.
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Average balance sheet and related interest

Assets

Loans and advances to

banks - Domestic
- Foreign

Loans and advances to

customers - Domestic
- Foreign

Amounts due from

ultimate holding

company - Domestic

Debt securities - Domestic
- Foreign

Interest-earning assets - banking business
- trading business

Interest-earning assets

Non-interest-earning

assets

Total assets

Percentage of assets applicable to
overseas operations

Liabilities

Deposits by banks - Domestic
- Foreign

Customer accounts:

demand deposits - Foreign

Customer accounts:

savings deposits - Foreign

Customer accounts:

other time deposits - Domestic
- Foreign

Debt securities in issue- Domestic
- Foreign

Subordinated liabilities- Domestic
- Foreign

Internal funding of

trading business - Foreign

Interest-bearing - banking business

liabilities )

- trading business

Average
balance
€m

4,414
3,477

422
4,380

2,428
8,924
1,280
25,325
912
26,237

6,492
32,729

41.6

9,056
1,689

597
264

402
1,500
52
421
4,949
99

410
18,619

2,855
21,474

%

2014
Interest
€m
18
30
22
234

151
20
57
532

26
24

15

10
67

11
176

345

Average
Rate balance
% €m

0.4 6,130

0.9 5,755

5.2 1,002

5.3 6,386

6.2 2,805

0.2 18,014

4.5 1,876

2.1 41,968
2,021
43,989
17,493
61,482
41.0 %

0.3 20,711

1.4 7,064

0.3 2,733

5.7 554

2.5 547

4.5 1,950

1.9 115

2.6 641

3.6 3,488

6.1 2,089

1.7 ) (779 )

1.9 39,113
2,694
41,807

2013

Interest
€m

51
49

32
307

183
53
93
768

117
71

11

21

16
82

13
41
125

@8 )

493

0.8
0.9

32
4.8

6.5
0.3
5.0
1.8

0.6
1.0

04
3.8
29
4.2
35
2.0
1.2
6.0
1.0

1.3

Rate
%
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Interest-bearing
liabilities
Non-interest-bearing
liabilities:

Demand deposits

Other liabilities
Owners' equity
Total liabilities and
owners' equity

Edgar Filing: RBS Holdings N.V. - Form 20-F

- Domestic 122 311

- Foreign 443 861
7,745 15,942
2,945 2,561
32,729 61,482

Percentage of liabilities applicable to

overseas OpCI’&tiOI’lS

41.6 % 40.1 %

For notes to this table refer to previous page.
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Average balance sheet and related interest continued

Assets

Loans and advances to banks - Domestic
- Foreign

Loans and advances to customers - Domestic
- Foreign

Amounts due from ultimate holding

company - Domestic

Debt securities - Domestic
- Foreign

Interest-earning assets - banking business
- trading business
Interest-earning assets

Non-interest-earning assets

Total assets

Percentage of assets applicable to overseas operations

Liabilities

Deposits by banks - Domestic
- Foreign

Customer accounts: demand deposits - Domestic
- Foreign

Customer accounts: savings deposits - Foreign
Customer accounts: other time

deposits - Domestic
- Foreign

Debt securities in issue - Domestic
- Foreign

Subordinated liabilities - Domestic
- Foreign

Internal funding of trading business - Foreign
Interest-bearing liabilities - banking business (1)
- trading business
Interest-bearing liabilities
Non-interest-bearing liabilities:
Demand deposits - Domestic
- Foreign
Other liabilities
Owners' equity
Total liabilities and owners' equity

Percentage of liabilities applicable to overseas operations

Average
balance
€m

7,779
15,615
6,691
16,677

2,091
24,274
4,086
77,213
5,623
82,836
32,904
115,740

50.5 %

26,210
15,613
7,090
12,900
768

1,372
3,767
4,258
1,038
4,375
2,776
(4,429 )
75,738
11,934
87,672

706
2,084
21,466
3,812
115,740

54.9 %

2012

Interest
€m

59

148
154
711

114
272
170
1,628

283
129
60
66
28

44
140
63
22
70
162
(44
1,023

0.8
0.9
23
4.3

55
1.1
4.2
2.1

1.1
0.8
0.8
0.5
3.6

32
3.7
1.5
2.1
1.6
5.8
1.0
14

Rate
%
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For notes to this table refer to page 14.

16

30



Edgar Filing: RBS Holdings N.V. - Form 20-F

Financial review

Analysis of change in net interest income — volume and rate analysis

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

2014 over 2013 2013 over 2012
Increase/(decrease) due to changes Increase/(decrease) due to changes
in: in:
Average Average Net Average Average Net
volume rate change volume rate change
€m €m €m €m €m €m
Interest-earning assets
Loans and advances to banks
Domestic (10 ) (23 ) (33 ) (13 ) 5 (8 )
Foreign (20 ) 1 (19 ) (85 ) (14 ) (99 )
Loans and advances to customers
Domestic (28 ) 18 (10 ) (166 ) 44 (122 )
Foreign (103 ) 30 (73 ) (485 ) 81 404 )
Amounts due from ultimate holding
company
Domestic (24 ) (8 ) (32 ) 44 25 69
Debt securities
Domestic (22 ) (11 ) (33 ) (57 ) (162 ) (219 )
Foreign (28 ) (8 ) (36 ) (105 ) 28 (77 )
Total interest receivable of the banking
business
Domestic (84 ) (24 ) (108 ) (192 ) (88 ) (280 )
Foreign (151 ) 23 (128 ) (675 ) 95 (580 )
(235 ) ) (236 ) (867 ) 7 (860 )
Interest-bearing liabilities
Deposits by banks
Domestic (37 ) (54 ) (91 ) 51 115 166
Foreign (78 ) 31 47 ) 82 24 ) 58
Customer accounts: demand deposits
Domestic — — — 30 30 60
Foreign (7 ) (2 ) (9 ) 43 12 55
Customer accounts: savings deposits
Foreign (14 ) 8 (6 ) 8 (1 ) 7
Customer accounts: other time deposits
Domestic 4 ) (2 ) (6 ) 24 4 28
Foreign (20 ) 5 (15 ) 75 (17 ) 58
Debt securities in issue
Domestic (1 ) (2 ) @3 ) 96 (37 ) 59
Foreign (6 ) 4 2 ) 8 1 9
Subordinated liabilities
Domestic 37 98 135 13 16 29
Foreign (121 ) 2 (119 ) 41 “4 ) 37
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Internal funding of trading business
Foreign

Total interest payable of the banking
business

Domestic

Foreign

Movement in net interest income

Domestic
Foreign

17

(5
(244
(249

(79
93
14

13

40
61
101

(64
(38
(102

P N —

15

35
(183
(148

(143
55
(88

(37 )

214
220
434

22
(455 )
(433 )

128
(32
96

40
63
103

(36

342
188
530

62
(392
(330

)
)
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Segment performance

In February 2014, RBS Group announced the reorganisation of the previously reported operating divisions into three
franchises: Personal & Business Banking, Commercial & Private Banking and Corporate & Institutional Banking
(CIB). Only CIB, comprising the former Markets and International Banking divisions, is relevant for RBSH Group
CIB is a single reportable segment.

RBS Capital Resolution (RCR) was established with effect from 1 January 2014 by the transfer of capital intensive
and higher risk assets from previous divisions. Non-Core was dissolved on 31 December 2013. No business lines
moved to RCR and so comparative data has not been restated. RCR will be reported separately until wind-down.

The results of each segment are set out below. Services directly attributable costs have been allocated to the operating
segments, based on their service usage. Where services span more than one segment an appropriate measure is used to
allocate the costs on a basis which management considers reasonable. Services costs are fully allocated and there are
no residual unallocated costs.

2014 2013 2012
Operating profit/(loss) before tax €m €m €m
Corporate & Institutional Banking 2 5 (321 )
Central items (106 ) (359 ) (535 )
RCR 47 n/a n/a
Non-Core n/a 212 (31 )

(57 ) (142 ) (887 )

Employee numbers at 31 December
(full time equivalents rounded to the nearest hundred)

2014 2013 2012
Corporate & Institutional Banking 1,400 1,800 8,400
Central items 100 100 300
RCR 200 n/a n/a
Non-Core n/a 600 2,600
1,700 2,500 11,300
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Segment performance continued
Corporate & Institutional Banking

2014 2013 2012
€m €m €m
Net interest income 134 112 422
Non-interest income 150 326 514
Total income 284 438 936
Direct expenses
- staff costs (21 ) (70 ) (602 )
- other (189 ) (180 ) (657 )
Indirect expenses (71 ) (131 ) 13
Operating expenses (281 ) (381 ) (1,246 )
Profit/(loss) before impairment losses 3 57 (310 )
Impairment losses (1 ) (52 ) (11 )
Operating profit/(loss) before tax 2 5 (321 )
€bn €bn €bn
Balance sheet
Third party assets 12 16 34
Third party liabilities 12 16 43

2014 compared with 2013
Operating profit before tax was €2 million compared with a profit of €5 million in 2013.

Total income decreased by €154 million to €284 million mainly attributable to a decrease in non-interest income.
Net interest income increased by €22 million to €134 million compared with €112 million in 2013.

Non-interest income decreased by €176 million to €150 million in 2014 compared with €326 million in 2013, reflecting
reduced deployment of resources.

Operating expenses decreased by €100 million to €281 million compared with €381 million in 2013. This reflected the
continued focus on cost savings across both business and support areas and the transfer of businesses to RBS plc.

Impairment losses were €1 million compared with €52 million in 2013, reflecting a low level of new impairments. The
impairments in 2013 reflected a small number of single name provisions.

2013 compared with 2012
Operating profit before tax was €5 million compared with a loss of €321 million in 2012. This improvement of €326
million was mainly due to lower operating expenses.

Total income decreased by €498 million to €438 million mainly attributable to a decrease in net-interest income.

Net interest income decreased by €310 million to €112 million compared with €422 million in 2012. This reflects the
transfer of businesses to RBS plc.
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Non-interest income decreased by €188 million to €326 million in 2013 compared with €514 million in 2012, primarily
due to lower fee and trading income as a result of the transfer of businesses to RBS plc. This was offset by lower
losses in other operating income.

Operating expenses decreased by €865 million to €381 million compared with €1,246 million in 2012. This reflects the
continuing transfer of businesses to RBS plc.

Impairment losses increased by €41 million to €52 million compared with €11 million in 2012. The impairments in 2013
and 2012 reflect a small number of single name provisions.
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Segment performance continued
Central items

2014 2013 2012

€m €m €m
Central items not allocated (106 ) (359 ) (535

2014 compared with 2013

Central items not allocated were €106 million compared with €359 million in 2013. Items not allocated in the year
mainly relates to the loss on the sale of available-for-sale securities partially offset by an increase in profits from
interests in associates.

2013 compared with 2012

Central items not allocated reduced €176 million to €359 million mainly reflecting lower own credit adjustment
attributable to the tightening of credit spreads.

20
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Segment performance continued
RBS Capital Resolution (RCR)

Net interest income
Non-interest income

Total income

Direct expenses

- staff costs

- other

Indirect expenses
Operating expenses

Profit before impairment losses
Impairment releases
Operating profit before tax

Balance sheet
Third party assets
Third party liabilities

2014
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€m
65

66

6
(11
10
27
39

47

~

2014

P N

€bn

Operating profit before tax of €47 million reflects the benefit received from life settlement and project finance income.

Operating expenses of €27 million is largely as a result of costs associated with RCR disposal activity.

The favourable market and economic conditions resulted in an €8 million impairment release.
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Segment performance continued

Non-Core
2013 2012
€m €m
Net interest income 138 217
Non-interest income 106 (15 )
Total income 244 202
Direct expenses
- staff costs (31 )y (77 )
- other (38 ) (115 )
Indirect expenses (19 ) (10 )
Operating expenses (88 ) (202 )
Profit/(loss) before impairment releases/(losses) 156 —
Impairment (releases)/losses 56 (31 )
Operating profit/(loss) before tax 212 (31 )
€bn €bn
Balance sheet
Third party assets 7 8
Third party liabilities 6 5

Non-Core was dissolved on 31 December 2013.
2013 compared with 2012
Operating profit before tax was €212 million compared with a loss of €31 million in 2012, largely due to higher total

income, lower expenses and impairment releases.

Total income increased by €42 million to €244 million compared €202 million in 2012 mainly due to higher non-interest
income.

Net interest income decreased by €79 million to €138 million compared with €217 million in 2012 following continuing
Non-Core disposals.

Non-interest income increased by €121 million to €106 million compared with a loss of €15 million in 2012.

Operating expenses decreased by €114 million to €88 million compared with €202 million in 2012, reflecting continuing
disposals.

Impairment releases were €56 million compared with losses of €31 million in 2012.
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Consolidated balance sheet at 31 December 2014

Assets

Cash and balances at central banks

Loans and advances to banks

Loans and advances to customers

Amounts due from ultimate holding company
Debt securities and equity shares

Settlement balances

Derivatives

Deferred tax

Interests in associates

Prepayments, accrued income and other assets
Assets of disposal groups

Total assets

Liabilities

Bank deposits

Repurchase agreements and stock lending
Deposits by banks

Customer accounts

Debt securities in issue

Settlement balances and short positions
Derivatives

Accruals, deferred income and other liabilities
Deferred tax

Subordinated liabilities

Liabilities of disposal groups

Total liabilities

Total equity
Total liabilities and equity

23

2014

€m

1,135
7,696
3,539
123
3,243
40
4,432
34
947
1,105
1,257
23,551

4,542
636
5,178
2,934
1,017
34
4,555
1,122
88
5,104
46
20,078

3,473
23,551

2013

€m

3,193
5,695
3,784
2,820
15,583
10
4,782
40

785
1,068
2,048
39,808

7,233
11,710
18,943
4,151
1,319
105
5,862
1,065
63
4,951
407
36,866

2,942
39,808

2012

€m

2,294
12,206
6,380
2,949
23,782
31
7,555
420
734
799
13,804
70,954

21,841
12,624
34,465
2,638
2,602
107
9,644
1,782
40
6,851
11,026
69,155

1,799
70,954
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Commentary on consolidated balance sheet

2014 compared with 2013

Total assets were €23.6 billion at 31 December 2014, a decrease of €16.2 billion, or 41%, compared with €39.8 billion at
31 December 2013.

Cash and balances at central banks decreased by €2.1 billion or 64% to €1.1 billion at 31 December 2014 reflecting
reduced liquidity requirements.

Loans and advances to banks increased by €2.0 billion, or 35%, to €7.7 billion at 31 December 2014, principally due to
an increase in balances with fellow subsidiaries.

Loans and advances to customers declined €0.2 billion, or 6%, to €3.5 billion, reflecting repayments and business
run-down.

Debt securities and equity shares decreased by €12.3 billion, or 79%, to €3.2 billion at 31 December 2014, mainly
reflecting the sale of €9.0 billion of securities held as part of the liquidity portfolio.

Derivative assets decreased by €0.4 billion, or 7%, to €4.4 billion, and derivative liabilities decreased by €1.3 billion, or
22%, to €4.6 billion mainly reflecting reduced deployment of resources.

The decrease in assets and liabilities of disposal groups is due to the completion of transfers to RBS plc in 2014.
These businesses were included in held for disposal as at 31 December 2013.

Deposits by banks decreased by €13.8 billion, 73%, to €5.2 billion, with lower repurchase agreements and stock lending
(repos), down €11.1 billion to €0.6 billion. This reduction is mainly due to planned reductions in funding from RBS plc
in addition to the transfer of businesses to RBS plc during the year.

Customer accounts were down €1.2 billion, 29%, to €2.9 billion, mainly reflecting balance sheet reduction in CIB and
RCR.

Debt securities in issue declined €0.3 billion, 23%, to €1.0 billion largely reflecting decreases in medium-term-notes in
CIB.

Owners’ equity increased by €0.5 billion, 18%, to €3.5 billion, largely due to favourable mark-to-market movements on
available-for-sale debt securities offset by an ordinary dividend of €300 million.

2013 compared with 2012

Total assets were €39.8 billion at 31 December 2013, a decrease of €31.2 billion, or 44%, when compared with €71.0
billion at 31 December 2012.

Cash and balances at central banks increased by €0.9 billion or 39% to €3.2 billion at 31 December 2013.

Loans and advances to banks decreased by €6.5 billion, or 53%, to €5.7 billion at 31 December 2013 principally due the
transfer of businesses to RBS plc during the year.

Loans and advances to customers declined €2.6 billion, or 41%, to €3.8 billion. This reflected the transfer of businesses
to RBS plc during the year, in particular within CIB.
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Debt securities decreased by €7.4 billion, or 33%, to €15.3 billion, reflecting bond maturities, the transfer of businesses
to RBS plc and the sale of part of the liquidity portfolio.

Equity shares decreased by €0.8 billion, or 74%, to €0.3 billion. This reflected the transfer of businesses to RBS plc.

Derivative assets decreased by €2.8 billion, or 37%, to €4.8 billion, and Derivative liabilities decreased by €3.8 billion, or
39%, to €5.9 billion, this was largely attributable to the transfer of businesses to RBS plc.

The decrease in assets and liabilities of disposal groups is due to the completion of transfers to RBS plc in 2013.
These businesses were held for disposal as at 31 December 2012.

Deposits by banks decreased by €15.5 billion, 45%, to €18.9 billion, with lower repurchase agreements and stock
lending (repos), down €0.9 billion, 7%, to €11.7 billion. This reduction is mainly due to the transfer of businesses to
RBS plc during the year. In addition the decrease is due to planned reductions in funding from RBS plc.

Customer accounts were up €1.5 billion, 57%, to €4.2 billion.

Debt securities in issue declined €1.3 billion, 49%, to €1.3 billion largely decreases in notes and commercial paper
reflecting reduced positions in CIB and Treasury.

Owners’ equity increased by €1.1 billion, 64%, to €2.9 billion, largely due to favourable mark-to-market movements on
available-for-sale debt securities, offset by the attributable loss in the year.
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Presentation of information
Except as otherwise indicated by an asterisk (*), information in the Capital and risk management section (pages 25 to
78) is within the scope of the Report of independent registered public accounting firm.

Capital and risk management are conducted on an overall basis within RBS Group. Therefore the discussion on
Capital and risk management on pages 25 to 78 refer principally to policies and procedures in RBS Group that also
apply to RBSH Group.

Risk governance*
Governance structure

Capital and risk management strategies are owned and set by the Managing Board of RBSH Group and are
implemented by the executive management. There are a number of committees and executives that support the
execution of the business plan and strategy. Two of these committees are dedicated to RBSH Group and report to the
RBSH Group Managing Board. These are depicted and described in the structure chart and table below. Matters not
specifically delegated are reserved for the Managing Board.

There are also risk functions and committees that cover RBS Group and (parts of) RBSH Group reflecting the
integrated manner in which the business is managed within RBS Group. Service Level Agreements are in place
between RBSH Group and RBS Group to accommodate this integrated risk management oversight, including
escalation procedures to the RBSH Group Managing Board as appropriate.

During 2014 the RBSH Group Chief Risk Officer had a reporting line into the CRO of Divested Businesses.
Risk management within RBSH Group focuses on all material risks including credit, market, operational, regulatory
and country risk and business activities. Liquidity risk and the day-to-day management of liquidity and funding of the

book are the responsibility of RBSH Group Treasury.

For a summary of the main risk types faced by RBSH Group and how it manages each of them, refer to pages 33 and
34.

*unaudited
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Risk governance*

RBS Group governance structure

RBS Group is committed to achieving the highest standards of corporate governance in every aspect of its business,
including risk management. A key aspect of the Board’s responsibility as the main decision-making body is the setting
of risk appetite (refer to page 31 for more information on risk appetite) to ensure that the levels of risk RBS Group is
willing to accept in the attainment of its strategic business and financial objectives are clearly understood. The Board
delegates authority for risk management to specific committees.

The risk governance structure and the main purposes of each of the committees is illustrated below:
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The following table shows details of the key RBSH Group Board and Committees and their responsibilities.

Board/Committee

Supervisory Board

Membership:
Consists of three members. Three are
executives of RBS Group.

Managing Board

Membership:

Four members led by the RBSH

Group Chairman, RBSH Group Chief
Administrative Officer (CAO), RBSH Group
Chief Financial Officer (CFO), RBSH Group
Chief Risk Officer (CRO)

RBSH Group Risk and Control Committee
(RCC)

Membership:

Chaired by the RBSH Group CRO. Members
include Chairman Managing Board, RBSH
Group CFO, Senior N.V. Risk Manager, N.V.
delegate of RBS Group Credit, Market, and
Operational Risk, RBS N.V. Head of Conduct
& Regulatory Affairs, Chief Risk Officer
Asia.

Responsibilities

The Supervisory Board is responsible for supervising
RBSH Group’s management and RBSH Group’s general
affairs and the business connected with it as well as for
advising the Managing Board.

Reports to the Supervisory Board. It is the principal
decision-making forum for the RBSH Group, setting
policy framework, operating structure and yearly plan
(including objectives and budgets). All members of the
Managing Board have responsibility for RBSH Group.
As well as their overall corporate responsibilities, the
members of the Managing Board manage one or more
units, for which they have primary responsibility.

The responsibilities of the RCC include:

Advising the Managing Board on the risk appetite of
the RBSH Group and receiving direction from the
Managing Board on the risk appetite;

Providing input to the RBSH Group
risk-appetite-setting process in the context of the Group’s
overall risk appetite;

Overseeing the risk framework within RBSH Group
and report directly to the RBSH Group Managing Board
on the performance of the framework and on issues
arising from it;

Monitoring the actual risk profile of RBSH Group,
ensuring that this remains within the boundaries of the
agreed risk appetite or else escalating excesses to the
RBSH Group Managing Board. Prior to escalation, the
RCC can ask the appropriate risk committee in RBS
Group or in the business that normally monitors and
controls the risk item to address any excess.

The remit of the Committee also includes Credit,
Market, Operational and Regulatory Risk within RBS
N.V.. Changes to the Terms of Reference of the RBSH
Group RCC must be approved by the RBSH Group
Managing Board. To execute its authority the RCC has
access to all relevant risk information relating to RBSH
Group available within RBS Group including escalations
from and to Group or segmental Committees.
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RBSH Group Asset and Liability Committee
(ALCo)

Membership:

Seven permanent voting members led by the
RBSH Group Chairman for the Managing
Board, RBSH Group CFO, RBSH Group
CAO, RBSH Group CRO, RBS N.V.
Treasurer, RBS Group Treasurer and Global
Head of Equity and Liquidity.

*unaudited
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The mandate of ALCo covers the following specific
areas in respect of RBSH Group:

The overall governance responsibility for the
strategic management of the RBSH Group Balance
Sheet;

The review, approval and allocation of balance
sheet, capital, liquidity and funding limits;

The liquidity, funding, foreign exchange and interest

rate exposures of RBSH Group’s balance sheet;

The balance sheet structure and risk-weighted assets
position of RBSH Group;

Decisions on capital repatriation and loss coverage;

Compliance with all regulatory requirements at all
times;

The implementation and maintenance of transfer
pricing policies (although setting the liquidity spread
curve remains the responsibility of the RBS
Group ALCo;

The approval and implementation within RBSH
Group of RBS Group Treasury policies and procedures;
and

RBSH Group ALCo is responsible for oversight of
retained business (shared assets) and residual ABN
AMRO business.
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Three lines of defence

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 defines accountabilities and responsibilities for managing
risk across the organisation.

First line of defence - Management and supervision

The first line of defence includes customer franchises, Technology and Operations and support functions such as HR
and Communications. Responsibilities include:

¢ Owning, managing and supervising, within a defined risk appetite, the risks which exist in the business area.

e Ensuring appropriate controls are in place to mitigate risk: balancing control, cost, customer service and competitive
advantage.

eEnsuring 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.

Second line of defence - Oversight and control
The second line of defence includes RBS Group Risk Management and RBS Group Conduct and Regulatory Affairs.

Responsibilities include:

*Owning and developing 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 design, development and communication of the bank'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 support and advice to the business on risk management.

*Providing senior executives with relevant management information and reports and escalating concerns where
appropriate.

. Undertaking assurance.
Third line of defence - Internal Audit
Responsibilities include:

. Providing assurance on the key risks to the organisation by assessing the entire control framework.

¢ Holding RBS Group Risk Management accountable for establishing an appropriate risk management framework.
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Management structure
RBS Group’s management structure and the main elements of each role are illustrated below.

Notes:

€)) RBS Group Risk Management

The RBS Group Chief Risk Officer (CRO) leads RBS Group Risk Management. The CRO reports directly to the RBS
Group Chief Executive and the Board Risk Committee, with a right of access to the Chairman of the Board Risk
Committee.

RBS Group Risk Management is an independent function, structured by risk discipline to facilitate the effective
management of risk.

In 2014, Risk Management, which had previously been spread across the different business segments, re-organised
itself into five functional areas: Operational Risk, Support Functions & Divested Businesses; Credit Risk; Market
Risk; Enterprise-Wide Risk Management and Risk Infrastructure. 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 Group-wide risk appetite and standards within their respective
disciplines and report directly 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 Group CRO.

Risk committees in the customer businesses oversee risk exposures arising from their business activities and focus on
ensuring that they are adequately monitored and controlled.

2) Conduct and Regulatory Affairs

Conduct & Regulatory Affairs (C&RA) is led by the Chief Conduct & Regulatory Affairs Officer, who reports
directly to the Chief Executive. It is responsible for providing oversight of conduct risk and regulatory risk at RBS
Group, and does so by setting bank-wide policy and standards, providing advice to each customer business, and
ensuring that the mitigating controls are suitable. C&RA also provides leadership of the bank’s relationships with its
regulators.

The functional heads (the directors of Remediation, Compliance Services, RBS Americas, Financial Crime,
Regulatory Affairs and Advisory) report directly to the Chief Conduct & Regulatory Affairs Officer. Each is
responsible, where appropriate, for the bank-wide risk appetite and standards of their respective areas:

A Chief Compliance Officer in each franchise, reporting to the Director of C&RA Advisory, provides advisory
support to assist businesses in their management of conduct, regulatory affairs and financial crime.

*unaudited
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Risk appetite and culture*

Risk appetite

RBSH Group’s risk appetite establishes the level and type of risk that it is willing to accept in order to meet its
strategic objectives and its wider obligations to stakeholders.

RBSH Group has developed a framework that sets and implements an appropriate risk appetite supported by a regular
monitoring and review process. A risk appetite statement setting out overall risk limits for different risk types is
approved by the Supervisory Board. Risk appetite limits and risk exposures are reported monthly to the Risk &
Control Committee, the Managing Board and the Supervisory Board. Any limit breach is reported to the Managing
Board. The Managing Board may grant a temporary waiver or require the position to be adjusted to comply with the
risk limit.

Strategic risk objectives

Risk management plays an integral role in the delivery of strategic goals. The implementation of a stronger and more
effective culture of risk management and control provides the platform necessary to address vulnerabilities, rebuild on
core strengths and position RBS Group on a sustainable and profitable path for future growth.

Financial strength and resilience are at the heart of the strategic plan. RBS Group has defined this level of robustness
as that which is capable of achieving and sustaining a standalone credit rating (i.e. without government support) that is
in line with those of its strongest international peers.

Given this central aim, the RBS Group Board has set out four key strategic objectives, aligned with the strategic plan:

Maintain capital adequacy.
Deliver stable earnings growth.
Ensure stable and efficient access to funding and liquidity.
Maintain stakeholder confidence.

Each objective is essential in its own right, but also mutually supportive of the others. The strategic risk objectives are
the bridge between the RBS Group-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.

This is how the strategic plan is brought to life in our management of risk:

Risk appetite measures
A range of different but complementary tools has been developed to measure whether strategic plans are consistent
with risk appetite, to test broader ‘what if” questions and to assess the impact of changes in key assumptions:

o Stress testing - assesses how earnings, capital and funding positions change under an unfavourable, yet plausible,
scenario. Stress scenarios can differ by theme, geographical location or severity.

eEconomic capital - provides complementary insights, with a breadth of understanding of risk profile changes and ‘tail
risks’ across millions of different modelled scenarios.

e Sensitivity analysis - provides ‘ready reckoners’ around changes in key variables. It offers a high-level view on

questions such as ‘what if gross domestic product worsened by a further 1%, identifying certain tipping points where
the bank’s risk profile moves outside appetite.
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Risk control frameworks and limits

Risk control frameworks and their associated limits are an integral part of the risk appetite framework and a key part
of embedding risk appetite targets 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 Group Policy Framework directly supports the qualitative aspects of risk appetite, helping to rebuild and maintain
stakeholder confidence in RBS Group’s risk control and governance. Its integrated approach is designed to ensure that
an appropriate standard of control is 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 standard within the Group Policy
Framework. This standard 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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Culture, values and remuneration

Objectives for risk culture

The establishment of a strong risk culture is essential to the realisation of RBS Group’s ambition to build “a truly
customer-centric bank”. A strong risk culture is a key part of ensuring risk appetite is effectively embedded across RBS
Group. The link between risk appetite and strategic objectives encourages people at all levels of the business to think
about risk, how they identify it and how they manage it. It incorporates the quantitative and qualitative aspects of risk
and uses both absolute and relative risk measures.

Risk culture policies

A core principle behind the development of the risk appetite framework is that risk appetite contributes to a strong risk
management culture, in which risk is clearly and meaningfully aligned with business behaviours and outcomes. RBS

Group’s values - of “serving customers”, “working together”, “doing the right thing” and “thinking long term” - act as a clear
starting point for a strong and effective risk culture. A wide range of communication and engagement activities

(detailed below) has been undertaken to discuss the meaning of each value with employees and how they affect and

guide day-to-day activities.

The embedding of RBS Group’s values into a strong risk culture is supported by a revised and more focused 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 business 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
business principles facilitates sound decision making and a clear focus on good customer outcomes in ‘the moments
that matter’. It is 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 I am doing keep our customers and RBS Group safe and secure?
. Would customers and colleagues say I am acting with integrity?

. Am I happy with how this would be perceived on the outside?

. Is what I 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 Group’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.

Training

Across the risk management function, a series of events and activities have been undertaken to bring alive the bank’s
values and culture for employees. This is supported by performance management processes that hold individuals to
account for poor behaviour and reward the behaviour that supports the bank’s purpose, vision and values.
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RBS Group Risk Management runs a Risk Academy which helps to train staff and to spread a common risk culture
across the bank. Training plans are aligned with Risk function strategy to ensure staff have the skills and capabilities
to support business and to meet changing regulatory and policy requirements.

Risk-based key performance indicators
RBS Group-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 152.

*unaudited
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Risk coverage

The main risk types faced by RBSH Group are presented below.

Risk type

Conduct and
legal risk

Regulatory
risk

Operational
risk

Capital
adequacy
risk

How the risk arises

Conduct risk can result in fines and
reputational damage if customers are not
treated in line with their and other
stakeholders’ expectations.

Conduct risk exists across all stages of the
RBSH Group’s relationships with its
customers, from sales through service

delivery to post-sales processes. It also exists

in the activities RBS Group undertakes to

manage its business, from the development of

business strategies, through governance and
human resource management. Conduct risk
also exists if the RBSH Group does not take

effective action to prevent fraud, bribery and

money laundering.

2014 overview

RBS Group continued to remediate
historical conduct issues, while also
restructuring its customer-facing
businesses and support functions around
the needs of its customers. In RBSH
Group (legacy) rate setting has also been
the primary focus from a conduct
perspective. Although the impact of
conduct risk is considered less of a
concern for RBSH Group at the end of
2014, it remains of high priority due to its
importance to RBS values.

Regulatory risk arises from the RBSH Group’s The level of regulatory risk remained high

regulatory, business or operating
environments and from how it responds to
them.

Operational risk may arise 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.

Capital adequacy risk arises from inefficient
management of capital resources.

for RBS Group as policymakers and
regulators continued to strengthen
regulations and supervision in response to
the events of 2007 and 2008. For RBSH,
regulatory risk is continuously decreasing
as a result of significant reduction of the
balance sheet of RBSH and the on-going
sale of front line businesses.

To ensure operational risk is managed in a
more standardised and consistent manner,
work was started to enhance the
operational risk management framework
(ORMF).

The threat to the security of RBS Group’s
information from cyber attacks is a key
focus for operational risk as well as
measures to address weaknesses after the
major IT incident of 2012.

The RBSH Group’s Core Tier 1 ratio on a

CRR transitional basis was 16.2%. RBSH

Group plans for and maintains an adequate
amount and mix of capital consistent with

its risk profile. The amount of capital
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Liquidity
and funding
risk

Reputational
risk

*unaudited
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Liquidity and funding risk arise through the
maturity transformation role that banks
perform. RBSH Group exposed to capital
adequacy risk if it manages its capital
resources inefficiently.

Liquidity and funding risk arises from
day-to-day operations.

Reputational risk can arise from the conduct
of either RBSH Group as a whole or that of

the individuals it employs; as well as its wider

conduct, policies and practices.

required is determined through risk
assessment and stress testing.

As one of the primary operating entities of
the RBS Group, RBSH Group’s liquidity
risk is monitored and managed centrally
by the RBS Group in line with policies
and processes set by the RBSH Group’s
Managing Board.

The most material threat to RBSH Group’s
reputation continued to originate from
historical conduct deficiencies. RBSH
Group has been the subject of
investigations and review in relation to
(legacy) rate setting concerns, some which
have resulted in dismissals.
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Risk type How the risk arises

Creditrisk  The risk that RBSH Group will incur losses
owing to the failure of a customer or
counterparty to meet its obligations to settle
amounts outstanding.

Market risk  The majority of the RBSH Group’s traded
market risk exposure arises in CIB and RCR
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 commercial banking
activities from assets and liabilities that are
not classified as held for trading.

Country risk Country risk arises from possible economic or
political events in each country to which the
RBSH Group has exposure, and from
unfavourable conditions affecting daily
operations in a country.

It has the potential to affect all parts of the

RBSH Group’s portfolio across wholesale and

retail activities that are directly or indirectly
linked to the country in question.

The activities of several customer businesses,
particularly CIB, expose the RBSH Group to
country risk.

Business Business risk exists at all levels of the

risk organisation and is generated at the
transaction level. It is affected by other risks
the RBSH Group faces, which could
contribute to any adverse changes in the
bank’s revenues or costs.

Strategic Strategic risk arises from strategic decisions

risk that fail to reflect the operating environment,
or which do not take adequate account of
execution challenges. These include decisions
related to the RBS Group products and

2014 overview

The RBSH Group manages credit risk
based on a suite of credit approval and risk
concentration frameworks and associated
risk management systems and tools. Credit
risk RWAs were €18.2 billion at 31
December 2014.

Market risk RWAs remained broadly flat
at €1.2 billion.

The RBSH Group maintained a cautious
stance as many clients continued to reduce
debt levels. Balance sheet exposure to the
eurozone countries continued to fall, and
was down €6.8 billion to €2.5 billion
reflecting risk reduction and capital
management focus.

RBSH Group reduced its business risk
profile as it made disposals through RCR,
sold a large part of its Liquidity Portfolio
and transferred out its business in
Thailand.

RBS Group announced the results of a
strategic review with a defined plan to
shift the business mix towards the UK and
the retail and commercial banking
segments, with the aim of a lower risk
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services which have implications for profile.
profitability, risk, the customer base, and for
business growth.

58



Edgar Filing: RBS Holdings N.V. - Form 20-F

Financial review Capital and risk management

Conduct risk*

Definition

Conduct risk is the risk that the behaviour of RBSH Group 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 breaches of regulatory rules or laws, or of failing to meet customers’ or
regulators’ expectations.

Sources of risk

Conduct risk exists across all stages of RBSH Group’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 RBSH Group does not
take effective action to prevent fraud, bribery and money laundering.

Governance
Effective conduct risk management is a commercial imperative for the bank: customers, clients and counterparties
demand it as a precursor to building trust.

Conduct & Regulatory Affairs (C&RA) is responsible for defining appropriate standards of conduct, and for designing
the framework for managing conduct risk, driving adherence, and 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:
e The C&RA Executive Committee considers emerging issues material to the C&RA strategy, and implements Board
and Executive Committee risk management policy decisions; and

¢ 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.

Controls and assurance

Under the RBS Group Policy Framework, C&RA owns 26 conduct risk policies, grouped under employee, corporate
and market conduct, and; and conduct towards customers. Each policy is designed to provide both high-level direction
and RBS Group-wide requirements. The policies and chapters are designed to ensure RBS Group meets its regulatory
obligations; and to provide the necessary clarity for staff on their conduct obligations.

Assurance and monitoring activities are essential to help measure the extent to which RBS Group manages its delivery
of specific customer outcomes. During 2014, in addition to the provision of risk-based assurance over key conduct,
financial crime, systems and infrastructure topics, the C&RA assurance function provided RBS Group-wide assurance
in support of Financial Conduct Authority (FCA) attestations, principally those relating to complaints and anti-money
laundering (AML).

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 controls are tested to
verify that they operate effectively.
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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 Group’s financial performance or reputation and are
an important component in the operational risk framework and capital model.

Risk appetite

RBS Group has articulated a customer-focused vision to be the leading UK bank for trust, customer service and
advocacy by 2020. In line with this, C&RA has evolved from focusing on policy compliance towards considering the
wider business implications of placing customers at the heart of the business.

A conduct risk appetite framework is being developed to ensure that RBS Group’s risk profile is based on its strategic
risk objectives, with quantitative targets supplemented by qualitative criteria focused on attaining good customer
outcomes, upholding market integrity, meeting stakeholder expectations and promoting a strong risk culture. Work to
refine and embed the risk appetite framework and associated control processes continues in 2015.

Risk monitoring and measurement
C&RA works closely with the customer facing businesses to assess business models, strategy and products and
influence better outcomes for customers.

RBS Group’s senior boards and committees receive updates on conduct risk exposures and action plans through
monthly C&RA initiated reporting. The reporting has been enhanced to be more focused, forward-looking and
action-oriented.

An annual Money Laundering Reporting Officer’s Report is submitted to the RBS Group Board and the FCA.
Covering the operation and effectiveness of the systems and controls in place to comply with Anti-Money Laundering
law and regulation, it also describes RBS Group’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 RBS 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) category, identifies underlying causal
and subject trends, and highlights the outcome of investigations and actions taken.

C&RA is working with the business franchises to define the data required to ensure appropriate customer outcomes
are delivered and are compliant with the Basel Committee on Banking Supervision principles for effective risk data

aggregation and risk reporting. RBS Group’s ability to aggregate, analyse and report conduct risk internally is being
enhanced so it can assess the effectiveness of mitigating actions.

*unaudited
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Operational risk*

Definition

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems, or
external events. It arises from day-to-day operations and is relevant to every aspect of the business.

Operational risks may have a direct customer or reputational impact (for example, a major IT systems failure or
fraudulent activity) or both. Operational risk failures may also have a link with conduct risk as evidenced by customer
complaints made in connection with Payment Protection Insurance.

Sources of risk

Operational risk may arise from a failure to manage operations, transactions and assets appropriately. It may arise
from forms of 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.

Governance

A strong operational risk management function is vital to support profitability. Better management of operational risk
directly supports RBS Group’s strategic objective of improving stakeholder confidence and is vital for stability and
reputational integrity.

The operational risk function, an independent second line of defence, plays a leadership role and seeks to achieve a
robust risk management framework and culture across the bank.

The operational risk function is responsible for the design and maintenance of the Operational Risk Management
Framework. The Operational Risk Policy and associated standards are incorporated in the RBS Group Policy
Framework and provide direction for the consistent identification, assessment, management, monitoring and reporting
of operational risk.

The Operational Risk Executive Committee (OREC), which is a sub-committee of the Executive Risk Forum, acts on
all operational risk matters. This includes; identifying and assessing material operational risks, encompassing both
current and emerging material risks; reviewing and monitoring the operational risk profile; and reviewing and
approving material policy changes.

Controls and assurance
Control Environment Certification (CEC) is used to review and assess the internal control framework.

Risk appetite

RBSH Group’s operational risk appetite statement is agreed by the RBSH Group Managing and Supervisory Board. It
comprises a number of specific measures of risk. To confirm that RBSH Group operates within the set risk appetite,
the high-level statement is supplemented by specific tolerances for different types of operational risk. Operational risk
appetite measures and frameworks are reviewed regularly and approved by the Supervisory Board.

The objective of operational risk management is not to remove operational risk altogether, but to manage it to an
acceptable level, taking into account the customer journey and the cost of minimising the risk against the resultant
reduction in exposure. Strategies to manage operational risk include avoiding undertaking a particular type of activity
or operating in a particular market; transferring the risk to a third party; accepting the risk as a cost of doing business;
or mitigating the risk by implementing controls.
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Risk identification and assessment

Risk assessments are used to identify and assess material operational risks and key controls across all business areas.
To provide a consistent categorisation of risks and controls across RBS Group and to support identification of risk
concentrations, all risks and controls are mapped to the risk taxonomy and the control catalogue. Risk assessments are
refreshed at least annually to ensure they remain relevant and capture any emerging risks.

The process is designed to confirm that risks are effectively managed and prioritised in line with the stated risk
appetite. Controls are tested frequently to verify that they remain fit for purpose and operate effectively. Risk
assessments are typically commenced in a workshop, bringing together subject matter experts and key stakeholders
from across the bank. Financial and non-financial risk impacts are captured and a risk appetite decision is made.

In 2014 there was a continued focus on implementing and embedding risk assessments across the bank. This included
the strengthening of links between risk assessments and other elements of the operational risk framework. In 2015, the
risk framework will be further enhanced.

The New Product Risk Assessment (NPRA) process aims to ensure that the risks represented by new products (and
material variations to existing products) are identified and assessed before launch. There is now a requirement to
demonstrate that all products provide fair outcomes to customers.

Risk mitigation
Risks are mitigated by a suite of regularly assessed controls but, where the residual exposure is outside of risk
appetite, the relevant customer business must decide how to reduce it.

RBS Group purchases insurance to provide the business with financial protection against specific losses and to
comply with statutory or contractual requirements.

Risk monitoring
Monitoring and reporting are part of RBS Group’s operational risk management processes, which aim to ensure that
risks and issues are identified, escalated and managed quickly.

Risk measurement

Scenario analysis is used to assess the impact of extreme but plausible operational risks and is a key input to the
capital model. It provides a forward-looking basis for managing risk exposures, with a structured and consistent
approach to scenario scoping and measurement.

*unaudited

36

62



Edgar Filing: RBS Holdings N.V. - Form 20-F

Financial review Capital and risk management

Event and loss data management

The event and loss data management process aims to ensure compliance with standard requirements for the
management of operational risk events and the capture of loss data. It also entails reporting operational risk events that
meet defined threshold criteria to RBSH Group senior management. RBS Group has continued to focus on the timely
and accurate capture of operational risk losses; the use of a single RBS Group-wide repository of operational risk
events; and the escalation of material operational risk events.

All losses and recoveries associated with an operational risk event are reported against their financial accounting date.
A single event can result in multiple losses (or recoveries) that may take time to crystallise. Losses and recoveries
with a financial accounting date in 2014 may relate to events that occurred, or were identified in, prior years.

Capital
RBSH Group calculates the Pillar 1 capital requirement for operational risk using the standardised approach. For
2014, RBSH Group’s minimum Pillar 1 capital requirement was €58 million.
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Regulatory risk*

Definition

Regulatory risk is the risk of material loss or liability, legal or regulatory sanctions, or reputational damage, resulting
from the failure to comply with (or adequately plan for changes to) relevant official sector policy, laws, regulations, or
major industry standards.

Sources of risk
Regulatory risk arises from the regulatory, business or operating environment and from RBSH Group’s response to it.

Governance

C&RA maintains well-established policies and supporting processes to ensure timely identification of, and effective
responses to, changes in official requirements affecting the bank. C&RA also maintains a structured and open
engagement with regulators. That engagement underpins a range of other policies and processes that address on-going
compliance with regulatory obligations (refer to the section on conduct risk for further information).

To help manage the risks, the Mandatory Change Advisory Committee (MCAC), chaired by C&RA, was established.
The MCAC reports to the Bank-Wide Investment Committee, and comprises representatives of the bank’s customer
businesses and functions. The MCAC acts as the ‘reception committee’ for reviewing externally mandated changes that
may affect RBS Group 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. RBS Group Board and Executive Committee
oversight of changes to regulatory requirements is supported by the MCAC (refer to above).

C&RA’s Regulatory Developments team maintains and develops RBS Group Political, Legislative and Regulatory
Environment Policy and supporting documents, together with associated processes, tools and governance. It also
oversees the regulatory developments operating framework, to ensure it meets the needs of all businesses and
functions, and maintains the Relationships with Regulators Policy.

Risk appetite

RBS Group believes that maintaining a strong regulatory risk framework is fundamental to ensuring sustainable
growth, rebuilding its reputation and maintaining stakeholder confidence. Accordingly, its stated regulatory risk and
compliance risk appetite is for no material or widespread breaches of rules, expectations, regulations or laws,
individually or in aggregate. However, it also recognises that genuine errors occur, and so it accepts limited,
non-material regulatory risk and subsequent loss.

Risk monitoring and measurement

C&RA ensures appropriate reporting of all material regulatory reviews and other regulatory developments worldwide
to the appropriate bank-wide committees, including the RBS Group Board, the RBS Group Audit Committee, and the
RBS Group Risk Committee. Half-yearly reporting to the Group Audit Committee also captures all material
investigations and tracks the status of, and trends in, key regulatory relationships.

Regulatory risk remained a high priority during 2014, as policymakers and regulators continued to strengthen
regulation and supervision in response to the events of 2007 and 2008. This resulted in high levels of interaction
between RBS Group and supervisory authorities through meetings, requests for information, visits and investigations,

as well as in policy developments and proposals for new rules.

Risk mitigation
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C&RA also communicates information on regulatory developments and follow-up engagement with customer-facing
businesses and functions, helping them identify and execute any required mitigating changes to strategy or business
models. The key regulatory policies are reviewed annually.

Early identification and effective management of changes in legislation and regulation, as well as other requirements,

is critical to the successful mitigation of 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

*unaudited
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Reputational risk*

Definition

Reputational risk is the risk to RBSH Group’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.

Sources of risk

Reputational risk can arise from the conduct of either RBSH Group 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 RBSH Group offers and
the transactions it supports; and from its operations and infrastructure.

Governance
Managing reputational risk is taken very seriously, with RBS Group Board-level oversight reinforced by a
Reputational Risk Policy, and by governance frameworks across business franchises.

The RBS Group Board and the Executive Committee have the ultimate responsibility for managing RBS Group’s
reputation although all staff have some responsibility. The RBS Group Board has set RBS Group’s Purpose, Vision
and Values, which outline the objective, which is “to be trusted, respected and valued by our customers, shareholders
and communities”. Refer to the Risk governance section on pages 26 to 30.

The Sustainable Banking Committee is responsible for overseeing and challenging how management is addressing
sustainable banking and reputation issues including risk appetite for environmental, social and ethical (ESE) issues.

The RBS Group Board’s oversight of reputational issues is supported by the senior RBS Group-wide Reputational Risk
Forum (RRF) which opines on cases that represent a material reputational risk to the whole organisation. The RRF,
which has delegated authority from the Executive Risk Forum, also acts as a central forum to review thematic issues
and risk appetite positions. Business franchises also have in place reputational risk approval fora to deliberate on
customers, transactions, products or issues that may present a reputational risk for their businesses. An example is the
Global Reputational Risk Committee in CIB.

Risk appetite

The Reputational and ESE Risk management team assists business franchises, as well as other control functions, to
articulate risk appetite to manage reputational risk. Risk appetite positions for certain issues or markets, for example
tax or money remitters, are developed through conducting research on legislation, regulation and potential reputational
risk factors, undertaking peer analysis and engaging with internal and external stakeholders to discuss the issues. The
risk appetite positions classify risks associated with a particular area into Normal, Sensitive and Prohibited. Customers
or transactions designated Sensitive require enhanced due diligence and escalation to a reputational risk forum or
individual while those rated Normal can be approved by the business without additional escalation. The team also
helps set risk appetite to manage reputational risk related to business engagements and customer relationships in some
sensitive industry sectors, such as mining and defence, through the ESE policy framework.

A Reputational Risk Policy has also been developed to help employees, businesses and functions effectively identify,
assess and manage issues that potentially represent a reputational risk. In addition, other policies, such as those related
to conduct, address key sources of reputational risk. These policies are implemented in accordance with the Policy
Framework through business and functional policy standard owners. The effectiveness of these policies within each
franchise is reported on through the Control Environment Certification process (Refer to the Operational risk section
on page 36). Reputational aspects also form a core part of the RBS Group conduct risk framework, with a series of
enhanced policies developed in line with conduct risk appetite.
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Risk monitoring and measurement

Emerging reputational issues are identified by the business and relevant teams, including RBS Group Sustainability
and Enterprise Wide Risk, which assess new and emerging business, sector and country risks for RBS Group. The
Risk Management Monthly Report, provided to the Executive Committee and BRC, may also discuss reputational
risks facing RBS Group, and the annual Sustainability Report covers progress on sustainability principles.

ESE ratings of customers and transactions are captured and analysed centrally by the Reputational and ESE Risk
Team.

Risk mitigation

Reputational risk is mitigated through governance frameworks and training of staff to ensure early identification,
assessment and escalation of customers, transactions or products 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
senior level approval. Effective communication channels and incident response planning also ensure that cases that
result 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.

*unaudited
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Capital management*

Definition

RBS Group aims to maintain an appropriate level of capital to meet its business needs and regulatory requirements,
and operates within an agreed risk appetite. The appropriate level of capital is determined based on the dual aims of:
(i) meeting minimum regulatory capital requirements; and (ii) ensuring RBS Group maintains sufficient capital to
uphold customer, investor and rating agency confidence in the organisation, thereby supporting its business franchises
and funding capacity.

2014 overview

RBSH Group’s Tier 1 ratio of 24.5% is higher than the end of 2013 primarily reflecting disposals of liquidity portfolio
and the transfer of the Thailand entity to RBS plc. There were also further reductions in the RCR portfolio. In the
second half of 2014 RBS Group paid down their Tier 2 capital to RBS N.V. of €2.5 billion and there was a dividend
upstream of €300 million from RBS N.V. via RBSH Group to RBS Group. The Tier 2 capital was treated as a full
capital deduction under the Capital Requirements Directive IV (CRD IV) rules.

Regulatory developments

Capital requirements regulation and directive

The European Union has implemented the Basel III proposals and a number of important changes to the banking
regulatory framework through the Capital Requirements Regulation (CRR) and the Capital Requirements Directive
(CRD) collectively known as the CRD IV package. The CRD IV package was implemented on 1 January 2014 with
full implementation to be completed on 1 January 2019. As part of the implementation of the CRD IV package, the
European Banking Authority’s technical standards, which are legal acts specifying particular aspects of the CRD IV
package, are either in progress to be finalised through adoption by the European Commission or now adopted.

The CRD IV package continues to require a total amount of capital equal to at least 8% of risk-weighted assets but the
share that has to be of the highest quality, that is Common Equity Tier 1 capital, increased from 2% to 4.5%. The
CRD IV package also introduces more stringent criteria for capital instruments, harmonised adjustments made to
capital recognised for regulatory purposes and establishes new capital buffers to be phased in from 1 January

2014. Once fully implemented on 1 January 2019 the following minimum requirements must be met:

o Pillar 1 requirement of: CET1 of 4.5% of RWAs; Tier 1 of 6%; and total capital of 8§%.

¢ Capital buffers: ‘capital conservation buffer’ of 2.5% of RWAs; ‘countercyclical capital buffer’ of up to 2.5%;
‘Global-Systemically Important Bank (G-SIB)’ surcharge of 1.5%; an ‘other systemically important institutions buffer’
for domestically or EU important institutions and if required by a member state an additional ‘systemic risk buffer.

. Minimum Tier 1 leverage ratio of 3%.

RBSH Group is managing the changes to capital requirements from new regulation (including model changes) and the

resulting impact on the Common Equity Tier 1 ratio alongside its strategy of risk reduction and deleveraging. This is

principally being achieved through the transfers/sales of countries and businesses to RBS plc and other interested

parties, the continued run-off and disposal of RCR assets and deleveraging in CIB businesses.

The overall impacts of the regulatory changes are fully factored into the capital plans of RBSH Group and its
businesses.

Banking Union: Single Supervisory Mechanism
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On 15 October 2013, the EU Council formally adopted the Regulation on the Single Supervisory Mechanism (SSM)
which became operational on 4 November 2014. The SSM is a new framework for banking supervision in Europe
with the aims of ensuring the safety and soundness of the European banking system and increasing financial
integration and stability in Europe.

The European Central Bank has to ensure that credit institutions not only meet the minimum prudential capital
requirements set by the CRR/CRD IV but also have an additional buffer reflecting their individual intrinsic risk
profile. This is organised through the SSM. The SSM has to ensure that credit institutions have sufficient capital to
cover unexpected losses or survive severe stressed economic and market conditions. The joint capital decision is the
key outcome of the Supervisory Review and Evaluation Process. In this process, the supervisor reviews the
governance and internal control arrangements used by each individual bank to manage its risks (i.e. the Internal
Capital Adequacy Assessment Process).

Overall this framework governs relations between the European Central Bank (ECB), national supervisors and banks
and is an important step towards banking union in the EU.

Starting late in 2013 and prior to the adoption of the SSM on 4 November 2014 a comprehensive assessment of
significant banks in the euro area (including RBSH Group) was conducted by the ECB. RBSH Group successfully
passed the comprehensive assessment which was a rigorous “financial health check” that included a comprehensive risk
assessment, a detailed asset quality review and a stress test. The results of the comprehensive assessment were made
public by the ECB in October 2014.

Governance and approach

RBSH Group Asset and Liability Management Committee (ALCo) is responsible for ensuring RBSH Group maintains
adequate capital at all times. The ALCo manages and plans RBSH Group capital levels taking into account current
and projected capital levels and provides input to and oversees capital levels agreed in the annual Internal Capital
Adequacy Assessment Process (ICAAP).

ALCo also plans and manages capital interaction with RBS Group. Such interaction would include, amongst other
matters, ALCo considerations around RBSH Group’s strategic asset sales/transfers to RBS Group which would need to
be capital neutral to RBS Group and are required to be structured in such way so as to satisfy DNB, ECB and PRA
regulatory requirements. The ALCo is in turn ultimately governed by RBSH Group’s Managing Board who approve
both ALCo and ICAAP capital management decisions.

*unaudited
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Determining appropriate capital

RBSH Group aims to maintain an appropriate level of capital to meet its business needs (which include requirements
of its parent company RBS Group) and its regulatory requirements and to operate within an agreed risk appetite.
Determination of appropriate capital levels involves regular ALCo capital monitoring and planning, budgeting cycle
forecasts, and an annual ICAAP. Capital plans are subjected to governance reviews, Managing Board oversight and
approval and the review by the appropriate supervisory authority.

Through the annual ICAAP process, RBSH Group makes a determination of its desired capital levels based on
maintaining a target external credit rating and risk appetite within both current and emerging regulatory requirements
. Desired capital levels are evaluated through the application of both internally and externally defined stress tests that
quantify changes in capital ratios under a range of scenarios. The stress tests are also used to identify management and
recovery actions that RBSH Group would expect to implement should such eventualities arise. These stress
assessments are a key part of capital management and contingency planning and therefore complement agreed capital
buffers.

Monitoring and maintenance

RBSH Group operates a rigorous capital planning process via ALCo aimed at ensuring the capital position is
controlled within the agreed parameters. This incorporates regular re-forecasts of the capital position of the RBSH
Group. In the event that the projected position deteriorates beyond acceptable levels, RBSH Group would revise
business plans accordingly. RBSH Group is managing the changes to capital requirements from new regulation and
model changes and the resulting impact on the Common Equity Tier 1 ratio, focusing on risk reduction and
deleveraging. This is principally being achieved through the transfers to RBS plc, the continued run-off and disposal
of RCR assets and deleveraging in CIB as the business focuses on the most productive returns on capital.

The overall impacts of the regulatory changes are fully factored into the capital plans of RBSH Group and its
businesses.

Capital allocation

Capital resources are allocated to RBSH Group’s businesses based on both key performance parameters agreed by the
RBS Group Board in an annual strategic planning process and the requirements of strategic asset transfer programmes
and capital allocation requirements determined in consultation with RBS Group.

RBSH Group has regard to the supervisory requirements of De Nederlandsche Bank (DNB) and the ECB under the
SSM. The DNB/ECB uses the capital ratio as a measure of capital adequacy in the Netherlands and Eurozone banking
sector, comparing a bank’s capital resources with its RWAs (the assets and off-balance sheet exposures are weighted to
reflect the inherent credit and other risks).

*unaudited
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Capital management* continued

Capital ratios and risk-weighted assets

RBSH Group aims to maintain an appropriate level of capital to meet its business needs and regulatory requirements.
RBSH Group’s capital ratios and RWAs are set out below.

CRR
transitional
basis Basel 2.5 basis
2014 2013 2012
Capital ratios % % %
Core Tier 1 16.2 20.5 11.7
Tier 1 24.5 23.2 13.9
Total 33.9 26.1 19.8
Risk-weighted assets €m €m €m
Credit risk 18,179 15,094 26,336
Market risk 1,182 1,171 3,389
Operational risk 732 1,088 2,994
Settlement risk 28 32 20
20,121 17,385 32,739

With effect from 1 January 2014 RBSH Group is regulated under the CRD IV package of Basel 3. The increase in
RWASs in 2014 largely reflects the proportional consolidation of Saudi Hollandi Bank, which was previously treated as
a capital deduction.

RBSH Group has used the basic indicator approach since 2013 to calculate the operational risk capital charge.

*unaudited
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Capital Management continued
Capital resources and flow statement
RBSH Group's regulatory capital resources were as follows:

2014
CRR
transitional
basis
Composition of regulatory capital €m
Tier 1
Controlling interests 3,473
Adjustment for:

- Goodwill and other intangible assets (44

- Unrealised losses on available-for-sale debt securities 54

- Unrealised gains on available-for-sale equities @

- Other regulatory adjustments (225
Core Tier 1 capital 3,251
Trust preferred securities 2,686
Less deductions from Tier 1 capital (1,008
Total Tier 1 capital 4,929
Tier 2
Unrealised gains on available-for-sale equities —
Subordinated debt 1,043
Additions to/(deductions from) Tier 2 capital 855
Total Tier 2 capital 1,898
Total regulatory capital 6,827

The table below analyses the movement in Core Tier 1 capital during the year.

Movement in Core Tier 1 capital

At 1 January 2014

Regulatory adjustment: fair value changes in own credit spreads
Foreign currency reserves

Loss of non-controlling interest and reduction in goodwill
Attributable loss

Ordinary dividend paid

Other

At 31 December 2014

*unaudited

2013
Basel 2.5

basis
€m

2,942

(1

883

@3
(260
3,561
2,365
(1,887
4,039

1,552
(1,061
494

4,533

2012
Basel 2.5

basis
€m

1,799

(4 )
2,492
(19 )
442 )
3,826
2,470
(1,757 )
4,539

19

3,218
(1,303 )
1,934

6,473

2014
€m
3,561
26
(78
(43
(100
(300
185
3,251

~— N N
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Liquidity and funding risk

Definition

Liquidity and funding risk is the risk that RBSH Group is unable to meet its financial obligations, including financing
wholesale maturities or customer deposit withdrawals, as and when they fall due.

The risk arises through the maturity transformation role that banks perform. It is dependent on company 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.

As one of the primary operating entities of the RBS Group, RBSH Group’s liquidity risk is monitored and managed
centrally by the RBS Group in line with the policies and processes set by the RBSH Group’s Managing Board.

Liquidity risk
Policy, framework and governance
Internal liquidity policies are designed to ensure that RBSH Group:

e Has a clearly stated liquidity risk tolerance: appetite for liquidity risk is set by the Board as a percentage of the
Individual Liquidity Adequacy Assessment (ILAA) stressed outflows, and is managed on a daily basis by legal
entity, country, region and business. In setting risk limits the Board takes into account the nature of RBSH Group
various activities, the overall risk appetite, market best practice and regulatory compliance.

e Has in place strategies, polices and practices to ensure that RBSH Group maintains sufficient liquidity: 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. RBSH Group maintains an adequate liquid asset portfolio appropriate to the business activities of RBSH
Group and its risk profile.

¢ Incorporates liquidity costs, benefits and risks in product pricing and performance management: RBSH Group 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 Managing Board. ALCo oversees the implementation of liquidity
management across RBSH Group.

In setting risk limits the RBSH Group Board takes into account the nature of the RBSH Group’s various activities, the
RBSH Group’s overall risk appetite and regulatory compliance.

Regulatory oversight*

With effect from November 2014, RBSH Group is subject to the European Central Bank’s (ECB), supervisory regime
for liquidity and each member of RBSH Group also complies with their local regulatory framework for the assessment
and management of liquidity risk as well as meeting internal standards.

Measurement and monitoring

In implementing the RBSH Group’s 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,
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asset and liability mismatches and funding concentrations, in addition to the level of liquidity risk.

Monitoring, reporting and internal limits are under regular review, given the need to appropriately represent and
control the business through its considerable changes over time.

RBSH Group maintains a Contingency Funding Plan (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 early warning indicators. 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. RBSH Group’s CFP is
fully integrated with the CFP of RBS Group.

Liquidity reserves
RBSH Group’s liquidity portfolio is managed centrally by RBS Group’s Treasury. In addition, local liquidity reserves
are the responsibility of local Treasurers who report to the RBSH Group Treasurer functionally.

Within the liquidity portfolio RBSH Group holds cash at central banks (€0.8 billion ) and high quality government
securities (€1.8 billion).

During 2014 the RBSH Group undertook an exercise to sell c.€9bn of less-liquid legacy securities to de-risk the
balance sheet and take advantage of favourable market conditions.

Funding risk

Funding markets

As part of the reduction in RBSH Group’s balance sheet, funding is now concentrated with RBS Group, who given
their active role in the money markets, and access to a broad funding base, provide funding to ensure RBSH Group’s
funding is sufficiently diversified.

RBSH Group 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 RBSH

Group to further diversify its funding mix and in certain limited circumstances demonstrate to regulators that specific
operating subsidiaries have market access in their own right.

*unaudited
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Funding sources

The table below shows RBSH Group’s primary funding sources excluding

repurchase agreements.

Deposits by banks
Debt securities in issue

Commercial paper and certificates of
deposit

Medium-term notes and other bonds
(including securitisations)

Subordinated liabilities
Wholesale funding

Customer deposits
Total funding

*unaudited
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€m
4,542

1,017
1,017
5,104
10,663
2,933
13,596

2014

334

7.5
7.5
37.5
78.4
21.6
100

%

€m
7,233

1,319
1,319
4,951
13,503
4,118
17,621

2013

41.0

7.5
7.5
28.1
76.6
234
100

%

€m
21,841

116

2,486
2,602
6,851
31,294
2,620
33,914

2012

64.4

0.3

7.4
7.7
20.2
923
7.7
100

%
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Financial review

Credit risk
Risk management is conducted on an overall basis within RBS Group. Therefore the discussion on pages 49 to 56
refer principally to policies and procedures in RBS Group that also apply to RBSH Group.

Definition
Credit risk is the risk of financial loss due to the failure of a customer or counterparty to meet its obligation to settle
outstanding amounts.

Sources of credit risk

The RBSH Group is exposed to credit risk through wholesale lending, derivatives and through off-balance-sheet
products such as trade finance and guarantees. The RBSH Group is also exposed to credit risk as a result of debt
securities held for liquidity management purposes.

Risk governance
The potential for loss is mitigated through a robust credit risk culture and a focus on sustainable lending practices.

Operating model

The RBS Group credit risk management function, which is led by the Group Chief Credit Officer (GCCO), acts as the
ultimate authority for the approval of credit and is responsible for ensuring that credit risk is within the risk appetite
set by the RBS Group Board. The function is also responsible for managing concentration risk and credit risk control
frameworks as well as developing and ensuring compliance with credit risk policies. In addition, the function conducts
RBS Group-wide assessments of provision adequacy.

Credit risk within RBSH Group is managed by the RBS Group credit risk function through an RBSH Group credit risk
delegate who reports to the GCCO and has a functional line to the RBSH Group CRO. RBSH Group credit risk
management activities include credit risk appetite setting, transaction and portfolio analysis, and ongoing credit risk
monitoring and oversight.

The Executive Risk Forum (ERF) has delegated approval authority to the Credit Risk Committee (CRC) to act on
credit risk matters. These include, but are not limited to, credit risk appetite and limits (within the overall risk appetite
set by the RBS Group Board and the ERF), credit risk strategy and frameworks, credit risk policy and the oversight of
the credit profile across RBS Group. There are separate CRCs for the wholesale and personal portfolios. These are
chaired by the GCCO or delegate.

The ERF has delegated approval authority to the RBS Group Provisions Committee to manage provisions adequacy,
both individual and collective. The RBS Group Provisions Committee, which is chaired by either the Chief Risk
Officer or the GCCO, approves recommendations from lower-level provisions committees, which in turn have
delegated approval thresholds for certain provision adequacy decisions.

Key trends in the credit risk profile of RBSH Group, performance against limits and emerging risks are set out in the
Risk Report provided to the RBSH Group Risk Controls Committee (RCC) and the Supervisory Board.

The Risk Infrastructure function provides a variety of services that enable the credit risk management function to
operate. These include reporting of credit risk data, risk assurance, provision of credit risk models, systems strategy
and change management.

Controls and assurance
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The RBS Group credit control and assurance framework has three key components: credit policy, policy compliance
assessment and independent assurance. These apply to both wholesale and personal credit risk at both portfolio and
individual customer level.

The first component is the RBS Group Credit Policy Standard, which is part of the RBS Group Policy Framework. It
sets out the rules that must be followed to ensure that credit risks are identified and effectively managed through the
credit lifecycle.

The second component is a policy compliance assessment activity that credit risk undertakes to provide the GCCO
with evidence of the effectiveness of credit risk management controls in place across RBS Group. The results of these
reviews support the self-certification that credit risk must complete every six months.

The third component of RBS Group credit assurance framework is the credit quality assurance activity carried out
independently by Risk Assurance, which is part of the Risk Infrastructure function. Risk Assurance independently
reviews lending activities to identify control breaches, assess portfolio quality and recommend process improvements.
These findings are escalated to senior management and plans to address shortcomings are recorded and tracked in
RBS Group’s operational risk system. Risk Assurance’s credit quality assurance activities are overseen by the RBS
Group Audit Committee and the results of its reviews are regularly shared with the regulators.

In addition, controls and processes are regularly reviewed by RBS Group’s Internal Audit (IA) function. IA provides
assurance to the Group Audit Committee and senior executive that the main business risks have been identified and
that effective controls are in place to manage these risks.

Risk management*

Risk appetite

Risk appetite across all risk types is set by RBS Group using specific quantitative targets under stress, including
earnings volatility and capital adequacy. The credit risk appetite framework has been designed to reflect the factors
that influence the ability to meet those targets. These include product and asset class, industry sector, single name and
country concentrations. Any of these factors could generate higher earnings volatility under stress and, if not
adequately controlled, undermine capital adequacy. Tools such as stress testing and economic capital are used to
measure credit risk volatility and develop links between risk appetite targets and the credit risk appetite framework.
The frameworks are supported by a suite of policies that set out the risk parameters within which franchises must
operate. Impairments, and associated key metrics such as loan loss rates and provision coverage, are an integral part of
standard credit risk portfolio reviews and are presented to CRC monthly. These metrics are also fully considered as
part of the sector and product class appetite reviews. RBS Group also manages its exposures to counterparty credit
risk closely, using portfolio limits and specific tools to control more volatile or capital-intensive business areas.

*unaudited
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Risk monitoring and problem debt management

A key aspect of credit risk management relates to problem debt management, from early problem identification
through to litigation and recovery of cash when there is no realistic potential for rehabilitation. Various tools and
techniques are deployed during this part of the credit cycle including the offering of forbearance. For further
information refer to the Wholesale credit risk management sub-section.

Impairments and write-offs

Internal measures of credit risk are stated gross of impairments. However, impairments and write-offs are used as key
indicators of credit quality as part of the overall assessment of credit risk incurred by RBS Group. These are estimated
as follows:

Impaired definition

A financial asset is impaired if there is objective evidence that an event or events since initial recognition of the asset
has adversely affected the amount or timing of future cash flows from it. The loss is measured as the difference
between the carrying value of the asset and the present value of estimated future cash flows discounted at the original
effective interest rate.

For wholesale exposures, days-past-due measures are typically used to identify evidence of impairment. In corporate
portfolios, a period of 90 days past due is used. In sovereign portfolios, the period used is 180 days past due. Other
factors are considered including: the borrower’s financial condition; a forbearance event; a loan restructuring; the
probability of bankruptcy; or any evidence of diminished cash flows.

Provisioning

If there is objective evidence that an impairment loss has been incurred, the amount of the loss is measured as the
difference between the asset carrying amount and the present value of the estimated future cash flows discounted at
the financial asset’s original effective interest rate. The current net realisable value of the collateral will be taken into
account in determining the need for a provision. This includes cash flows that may result from foreclosure less the
costs of obtaining and selling the collateral, whether or not foreclosure is probable. No impairment provision is
recognised in cases where amounts due are expected to be settled in full on realisation of the security. RBSH Group
uses primarily one of the following two different methods to assess the amount of provision required: individual; and
latent.

Individually-assessed provisions

Loans and securities above a defined threshold deemed to be individually significant are assessed on a case-by-case
basis. Assessments of future cash flows take into account the impact of any guarantees or collateral held. Estimating
the amount and timing of future cash flows involves judgement based on the facts available at the time and
assumptions related to the future financial performance of the customer or counterparty and any guarantors as well as
future economic conditions and the value of collateral. Projected cash flows are reviewed on subsequent assessment
dates as new information becomes available.

Latent loss provisions

In the performing portfolio, latent loss provisions are held against losses incurred but not identified before the balance
sheet date. Latent loss provisions reflect probability of default (PD) and loss given default (LGD) as well as
emergence periods. The emergence period is the period between the occurrence of the impairment event and the
identification and reporting of a loan as impaired.
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Emergence periods are estimated at a portfolio level and reflect the portfolio product characteristics such as coupon
period and repayment terms, and the duration of the administrative process required to report and identify an impaired
loan as such. Emergence periods in RBSH Group vary across different portfolios from 150 days for non-forborne
exposures to 365 days for forborne exposures. They are based on actual experience within the particular portfolio and
are reviewed regularly.

Latent provisions are computed by applying portfolio-level LGDs, PDs and emergence periods. The wholesale
calculation is based on similar principles but there is no segmentation into portfolios. PDs and LGDs are calculated
individually.

*unaudited
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Available-for-sale portfolios

RBSH Group reviews its portfolios of available-for-sale financial assets for evidence of impairment, which includes:
default or delinquency in interest or principal payments; significant financial difficulty of the issuer or obligor; and
increased likelihood that the issuer will enter bankruptcy or other financial reorganisation. However, the
disappearance of an active market because an entity’s financial instruments are no longer publicly traded is not
evidence of impairment. Furthermore, a downgrade of an entity’s credit rating is not, in itself, evidence of impairment,
although it may be evidence of impairment when considered with other available information. A decline in the fair
value of a financial asset below its cost or amortised cost is not necessarily evidence of impairment. Determining
whether evidence of impairment exists requires the exercise of management judgement. Unrecognised losses on
RBSH Group’s available-for-sale debt securities are concentrated in its portfolios of asset-backed securities. Such
losses reflect the widening of credit spreads as a result of the reduced market liquidity in these securities and the
current uncertain macroeconomic outlook in Europe. The underlying securities remain unimpaired. See also the AFS
analysis table on page 63.

Sensitivity of impairments to assumptions

Key assumptions relating to impairment levels of secured lending relate to the valuation of the security and collateral
held, the timing of asset disposals based on the underlying market depth and liquidity and customer cooperation.
Assumptions on timing also include an assessment of the ease and timing of the enforceability of loan agreements in
varying legal jurisdictions. Assumptions are made on a case by case basis in the case of individually assessed
provisions and are often based on judgement.

Key assumptions relating to impairment levels of unsecured lending relate to economic conditions and the interest rate
environment, which have a direct impact on customers' debt servicing capabilities. For individual impairments greater
than £1 million, oversight is provided by the RBS Group Provisions Committee.

Write-offs

Impaired loans and receivables are written-off, that is, the impairment provision is applied in writing down the loan's
carrying value partially or in full, when there is no longer any realistic prospect of recovery of part or all of the loan.
For loans that are individually assessed for impairment, the timing of write-off is determined on a case-by-case basis.
Such loans are reviewed regularly and write-offs may be prompted by bankruptcy, insolvency, forbearance and similar
events.

Risk measurement*

Risk exposure measurement

RBSH Group uses a range of measures for credit risk exposures. The internal measure used, unless otherwise stated, is
credit risk assets (CRA) consisting of:

e[ ending exposure - measured using drawn balances and includes cash balances at central banks and loans and
advances to banks and customers (including overdraft facilities, instalment credit and finance leases).

¢ Counterparty exposures - measured using the marked-to-market value of derivatives after the effect of enforceable
netting agreements and regulator-approved models but before the effect of collateral. Counterparty exposures include
rate risk management, which includes those arising from foreign exchange transactions, interest rate swaps, credit
default swaps and options.

¢ Contingent obligations - measured using the value of the committed amount and including primarily letters of credit
and guarantees.
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CRA exclude issuer risk (primarily debt securities) and securities financing transactions. CRA take account of
regulatory netting although, in practice, obligations are settled under legal netting arrangements that provide a right of
legal set-off but do not meet the offset criteria under IFRS.

Risk models

RBS Group uses the output of credit risk models in the credit approval process -as well as for ongoing credit risk
assessment, monitoring and reporting - to inform credit risk appetite decisions. These models may be divided into
three categories:

Probability of default (PD)
PD models assess the probability of a customer failing its credit obligations over a one-year period.

® Wholesale models - A number of credit grading models consider risk characteristics relevant to different customer
types. These models use a combination of quantitative inputs, such as recent financial performance, and qualitative
inputs such as management performance or sector outlook. As part of the credit assessment process, RBS Group
assigns each customer an internal credit grade based on its PD.

Exposure at default (EAD)

EAD models provide estimates of credit facility utilisation at the time of a customer default, recognising that
customers may make further drawings on unused credit facilities prior to default or that exposures may increase due to
market movements. Regulatory requirements stipulate that EAD must always be equal to, or higher, than current
utilisation. Exposure can be reduced by a legally enforceable netting agreement.

*unaudited
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Loss given default (LGD)

LGD models estimate the amount that cannot be recovered in the event of customer default. When estimating LGD,
RBS Group’s models assess both borrower and facility characteristics, as well as any credit risk mitigants. The cost of
collections and a time-discount factor for the delay in cash recovery are also incorporated.

Changes to credit models

RBS Group reviews and updates models on an ongoing basis, reflecting the impact of more recent data, changes to
products and portfolios, and new regulatory requirements. Extensive changes were made to wholesale models in 2012
and 2013. This continued in 2014 with further changes, notably in the corporate exposure class.

New PD models are being implemented for large corporate customers. The roll-out will be completed by mid-2015.
The updated calibrations associated with these new models, which reference over 20 years of rating agency default
experience, may result in downwards rating migrations across internal asset quality bands. For further information
regarding the impact of this change refer to the Asset quality section on page 59.

Economic capital
The credit economic capital model is a framework that allows for the calculation of portfolio credit loss distributions
and associated metrics over a given risk horizon for a variety of business purposes.

The model takes into account migration risk (the risk that credit assets will deteriorate in credit quality across multiple
years), factor correlation (the assumption that groups of obligors share a common factor) and contagion risk (for
example, the risk that the weakening of the sovereign’s credit worthiness has a significant impact on the
creditworthiness of a business operating in that country).

Risk mitigation

Risk mitigation techniques are used in the management of credit portfolios across RBS Group, typically to mitigate
credit concentrations in relation to an individual customer, a borrower group or a collection of related borrowers.
Where possible, customer credit balances are netted against obligations.

Mitigation tools applied can include: structuring a security interest in a physical or financial asset; use of credit
derivatives, including credit default swaps, credit-linked debt instruments and securitisation structures; and use of
guarantees and similar instruments (for example, credit insurance) from related and third parties.

When seeking to mitigate risk, at a minimum RBS Group considers the following:

. The suitability of the proposed risk mitigation, particularly if restrictions apply;

*The means by which legal certainty is to be established, including required documentation, supportive legal opinions
and the steps needed to establish legal rights;

*The acceptability of the methodologies to be used for initial and subsequent valuation of collateral, the frequency of
valuations and the advance rates given;

o The actions which can be taken if the value of collateral or other mitigants is less than needed;

. The risk that the value of mitigants and counterparty credit quality may deteriorate simultaneously;
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. The need to manage concentration risks arising from collateral types; and
. The need to ensure that any risk mitigation remains legally effective and enforceable.

The RBS Group business and credit teams are supported by specialist in-house documentation teams. RBS Group uses
industry-standard loan and security documentation wherever possible. However, when non-standard documentation is
used, external lawyers are employed to review it on a case-by-case basis. For further information refer to the
Wholesale credit risk management sub-section.

Wholesale credit risk management
Wholesale credit risk management focuses on the credit risks arising from activities with corporate and SME clients as
well as banks, other financial institutions and sovereigns.

Risk appetite frameworks

Four formal frameworks are used to manage wholesale credit concentration risk. RBS Group continually reassesses its
frameworks to ensure they remain appropriate for its varied business franchises and current economic conditions as
well as to reflect further refinements in RBS Group’s risk measurement models.

Through the overlay model, RBSH Group’s concentration risks are captured in and primarily governed by, the RBS
Group’s risk control frameworks. However, concentration risks are actively monitored from an RBSH Group
perspective through monthly reporting and appropriate action is taken if necessary.

Single name concentration
A single name concentration (SNC) framework addresses the risk of outsized loss arising from a concentration of

credit risk to a single borrower or borrower group. The framework includes elevated approval authority, additional
reporting and monitoring, and the requirement for plans to address exposures in excess of appetite.

*unaudited
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SNC excesses are reviewed on a gross basis as well as on a net basis after taking mitigation into account. All net
excesses are managed through an approved, customer specific, exposure management plan. To reduce its SNC
exposures, RBS Group may decide to sell excess amounts or rely on mitigation. To be considered effective under the
framework, mitigation must be “eligible”. Examples of eligible credit risk mitigants include cash collateral, government
or bank guarantees, credit default swaps or trade insurance. Eligible credit risk mitigants must also be structurally
effective, legally certain, enforceable and characterised by an appropriate maturity profile.

Sector concentration

Sector concentration risk is the risk of an outsized loss arising from a concentration of credit risk to customers in the
same sector or across sectors that are susceptible to similar stress events. The sector concentration framework enables
RBS Group to manage this risk and acts as one of the primary mechanisms for cascading the RBS Group
Board-approved risk appetite to business franchises. It also details the controls for managing and reporting credit
exposure to industry sectors.

The sector concentration framework was revised in 2014. Previously, sectors were classified according to size. Under
the revised sector framework, sectors are classified according to their risk (based on EC and various qualitative
factors) as well as size. This classification drives the level of oversight and frequency of sector reviews. Reviews may
include an assessment of business strategy, credit risk profile, key risks and mitigants, the current and expected future
external environment, vulnerability to stress events, regulatory developments and economic capital usage to derive a
proposed risk appetite along with transaction acceptance standards.

Product and asset class concentration framework

Product and asset class concentration risk is the risk of an outsized loss arising from a concentration in certain
products or asset classes. The product and asset class framework monitors specific credit risk types such as settlement
or wrong-way risk and products such as long-dated derivatives or securitisations. These product and asset classes may
require specific policies and expertise as well as tailored monitoring and reporting measures. In some cases specific
limits and thresholds are deployed to ensure that the credit risk inherent in these lines of business and products is
adequately controlled. Exposures are reviewed regularly in accordance with the product and asset class concentration
framework. The reviews consider the risks inherent in each product or asset class, the risk controls applied,
monitoring and reporting of the risk, the client base, and any emerging risks to ensure risk appetite remains
appropriate.

Country concentration
The country concentration framework is described in the Country risk section on pages 72 to 77.

Risk assessment
The credit risk function assesses, approves and manages the credit risk associated with a borrower or group of related
borrowers.

The Group Chief Credit Officer has established a framework of individual delegated authorities, which are set out in
the RBS Group Credit Risk Policy. The framework requires at least two individuals to approve each credit decision,
one from the business and one from the credit risk function. Both must hold appropriate delegated authority, which is
dependent on their experience and expertise. Only a small number of senior executives hold the highest authority
provided under the framework. While both parties are accountable for the quality of each decision taken, the credit
risk approver holds ultimate sanctioning authority.

Assessments of credit risk must, at a minimum, specifically address the following elements:
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o The amount, terms, tenor, structure, conditions, purpose and appropriateness of all credit facilities;
. Compliance with applicable RBS Group-wide and/or franchise-level credit policies;

*The customer’s ability to meet obligations, based on an analysis of financial information and a review of payment and
covenant compliance history;

*The source of repayment and the customer’s risk profile, including its sector and sensitivity to economic and market
developments, and any credit risk mitigation;

e Refinancing risk - the risk of loss arising from the failure of a customer to settle an obligation on expiry of a facility
through the drawdown of another credit facility provided by RBSH Group or by another lender;

e Consideration of other risks such as environmental, social and ethical, regulatory and reputational risks; and

¢ The portfolio impact of the transaction, including the impact on any credit risk concentration limits or agreed
business franchise risk appetite.

At a minimum, credit relationships are reviewed and re-approved annually. The renewal process addresses borrower

performance, including reconfirmation or adjustment of risk parameter estimates; the adequacy of security;
compliance with terms and conditions; and refinancing risk.
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Risk mitigation
RBS Group mitigates credit risk through the use of netting, collateral and the use of market standard documentation.

The types of collateral RBS Group takes to mitigate the credit risk arising from wholesale lending varies according to
the nature of the counterparty and its assets. The most common types are:

e Physical assets - These may include stock, plant, equipment, machinery, vehicles, ships and aircraft. Such assets are
suitable collateral only if RBS Group can identify, locate, and segregate them from other assets on which it does not
have a claim. RBS Group values physical assets in a variety of different ways, depending on the type of asset
concerned and may rely on balance sheet valuations in certain cases.

eReceivables - These are amounts owed to RBS Group’s counterparties by their own customers. RBS Group values
them after taking into account the quality of its counterparty’s receivable management processes and excluding any
that are past due.

All collateral is assessed case-by-case to ensure that it will retain its value independently of the provider. RBS Group
monitors the value of the collateral and, if there is a shortfall, will seek additional collateral.

Problem debt management

Early problem identification

Each segment has defined early warning indicators (EWIs) to identify customers experiencing financial difficulty, and
to increase monitoring if needed. EWIs may be internal, such as a customer’s bank account activity, or external, such
as a publicly-listed customer’s share price. If EWIs show a customer is experiencing potential or actual difficulty,
credit officers within the business franchise may decide to place the customer on the Watchlist.

Watchlist*

For customers not managed in RCR, there are three Watch classifications - Amber, Red and Black - reflecting
progressively deteriorating conditions. Watch Amber customers are performing customers who show early signs of
potential financial difficulty, or have other characteristics that warrant closer monitoring. Watch Red customers are
performing customers who show signs of declining creditworthiness and so require active management usually by
Restructuring (formerly known as Global Restructuring Group). The Watch Black portfolio includes AQ10 exposures.

Once on the Watchlist, depending on the severity of the financial difficulty and the size of the exposure, the customer
relationship strategy is reassessed by credit officers, by specialist credit risk or relationship management units in the
relevant business or by Restructuring. In accordance with RBS Group-wide policies, a number of mandatory actions
are taken, including a review of the customer’s credit grade and facility and security documentation.

In more material cases, a forum of experienced credit, portfolio management and remedial management specialists in
either the relevant business or Restructuring may reassess the customer relationship strategy.

Appropriate corrective action is taken when circumstances emerge that may affect the customer’s ability to service its
debt. Such circumstances include deteriorating trading performance, imminent breach of covenant, challenging
macroeconomic conditions, a late payment or the expectation of a missed payment.

For all Watch Red cases, credit specialists in the relevant business are required to consult with their counterparts in

Restructuring on whether the relationship should be transferred to Restructuring (for more information on
Restructuring, refer to the section below). Watch Red customers that continue to be managed by the business tend to
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be those requiring subject matter expertise that is available in the business rather than in Restructuring.

Remediation strategies available in the business include granting a customer various types of concessions. Any
decision to approve a concession will be a function of specific country and sector appetite, the credit quality of the
customer, the market environment and the loan structure and security. For further information, refer to the
Forbearance section below.

Other potential outcomes of the relationship review are to: take the customer off the Watchlist; offer additional
lending and continue monitoring; transfer the relationship to Restructuring if appropriate; or exit the relationship
altogether.

Customers managed in RCR are by their nature subject to heightened scrutiny and regular review against specific
disposal plans. RCR customers are separately identified in RBS Group’s internal Watchlist reporting, with their
Watchlist classification based on asset quality.

Restructuring

Separately to the Credit Risk management function, the Restructuring team manages RBS Group’s wholesale problem
debt portfolio in cases where its exposure to the customer exceeds £1 million. In addition, Restructuring has a
specialist credit function, the Strategy Management Unit, for distressed bilateral lending where the exposure is
between £250,000 and £1 million.

The factor common to all customers managed by Restructuring is that RBS Group’s exposure is outside risk appetite.
The primary function of Restructuring is to restore customers to an acceptable credit profile, minimise losses to RBS
Group and protect RBS Group’s capital.

Specialists in Restructuring work with customers experiencing financial difficulties, and showing signs of financial
stress, with the aim of restoring their business to financial health whenever possible. The objective is to find a

mutually acceptable solution, including repayment, refinancing or transfer to another bank if that is the customer’s
preferred option.

*unaudited
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The specialists conduct a detailed assessment of the viability of the business, as well as the ability of management to
deal with the causes of financial difficulty, focusing on both financial and operational issues. Following the
assessment, various options are discussed with the customer (which may involve debt restructuring or forbearance or
both) and bespoke solutions are developed.

If the customer’s finances are not viable and a mutually agreed exit is not possible, insolvency may be considered as a
last resort. However, helping the customer return to financial health and restoring a normal banking relationship is
always the desired goal.

Forbearance

Definition

Forbearance takes place when a concession is made on the contractual terms of a loan in response to a customer’s
financial difficulties.

Concessions granted where there is no evidence of financial difficulty, or where any changes to terms and conditions
are within usual risk appetite (for a new customer), or reflect improving credit market conditions for the customer, are
not considered forbearance.

A number of options are available. These are tailored to the customer’s individual circumstances. The aim is to restore
the customer to financial health and to minimise risk to RBS Group. To ensure that forbearance is appropriate for the
needs and financial profile of the customer, RBS Group applies minimum standards when assessing, recording,
monitoring and reporting forbearance.

At 31 December 2014, loans totalling €57 million (2013 - €44 million) were subject to forbearance procedures but had
not reached legal completion, the forbearance completed in 2014 was €7 million (2013 - nil).

Types of wholesale forbearance
Wholesale forbearance may involve the following types of concessions:

Payment concessions and loan rescheduling, including extensions in contractual maturity, may be granted to improve
the customer’s liquidity. Concessions may also be granted on the expectation that the customer’s liquidity will recover
when market conditions improve. In addition, they may be granted if the customer will benefit from access to
alternative sources of liquidity, such as an issue of equity capital. These options have been used in CRE transactions,
particularly during periods where a shortage of market liquidity has ruled out immediate refinancing and made
short-term collateral sales unattractive.

Debt may be forgiven, or exchanged for equity, where the customer’s business condition or economic environment is
such that it cannot meet obligations and where other forms of forbearance are unlikely to succeed. Debt forgiveness
can be used for stressed corporate transactions and are typically structured on the basis of projected cash flows from
operational activities, rather than underlying tangible asset values. Provided that the underlying business model,
strategy and debt level are viable, maintaining the business as a going concern is the preferred option, rather than
realising the value of the underlying assets.

The contractual margin may be amended to bolster the customer’s day-to-day liquidity to help sustain its business as a

going concern. This would normally be a short-term solution. As set out above, RBS Group would seek to obtain a
return commensurate to the risk that it is required to take and this can be structured as set out above.

92



Edgar Filing: RBS Holdings N.V. - Form 20-F

A temporary covenant waiver, a recalibration of covenants or a covenant amendment may be used to cure a potential
or actual covenant breach. In return for this relief, RBS Group would seek to obtain a return commensurate with the
risk that it is required to take. The increased return for the increased risk can be structured flexibly to take into account
the customer’s circumstances. For example it may be structured as either increased margin on a cash or payment in
kind basis, deferred return instruments or both. While RBS Group considers these types of concessions qualitatively
different from other forms of forbearance, they constitute a significant proportion of wholesale forborne loans and are
therefore included in these forbearance disclosures.

Loans may be forborne more than once, generally where a temporary concession has been granted and circumstances
warrant another temporary or permanent revision of the loan’s terms. All customers are assigned a PD and related
facilities a LGD. These are re-assessed prior to finalising any forbearance arrangement in light of the loan’s amended
terms and any revised grading is incorporated in the calculation of the impairment loss provisions for RBS Group’s
wholesale exposures. Where forbearance is no longer viable, RBS Group will consider other options such as the
enforcement of security, insolvency proceedings or both.

The ultimate outcome of a forbearance strategy is unknown at the time of execution. It is highly dependent on the
cooperation of the borrower and the continued existence of a viable business. The following are generally considered
to be options of last resort:

e Enforcement of security or otherwise taking control of assets - Where RBS Group holds collateral or other security
interest and is entitled to enforce its rights, it may enforce its security or otherwise take control of the assets. The
preferred strategy is to consider other possible options prior to exercising these rights.

eInsolvency - Where there is no suitable forbearance option or the business is no longer sustainable, insolvency will
be considered. Insolvency may be the only option that ensures that the assets of the business are properly and
efficiently distributed to relevant creditors.

Impairments for forbearance
Wholesale loans granted forbearance are individually assessed in most cases and are not therefore segregated into a

separate risk pool.

Forbearance may result in the value of the outstanding debt exceeding the present value of the estimated future cash
flows. This may result in the recognition of an impairment loss or a write-off.

Provisions for forborne wholesale loans are assessed in accordance with normal provisioning policies. The customer’s
financial position and prospects as well as the likely effect of the forbearance, including any concessions granted, are
considered in order to establish whether an impairment provision is required.

*unaudited
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All wholesale customers are assigned a PD and related facilities a LGD. These are re-assessed prior to finalising any
forbearance arrangement in light of the loan’s amended terms and any revised grading incorporated in the calculation
of the impairment loss provisions for RBS Group’s wholesale exposures.

For performing loans, credit metrics are an integral part of the latent provision methodology and therefore the impact
of covenant concessions will be reflected in the latent provision. For non-performing loans, covenant concessions will
be considered in determining the overall provision for these loans.

In the case of non-performing forborne loans, the loan impairment provision assessment almost invariably takes place
prior to forbearance being granted. The amount of the loan impairment provision may change once the terms of the
forbearance are known, resulting in an additional provision charge or a release of the provision in the period the
forbearance is granted.

The transfer of wholesale loans subject to forbearance from impaired to performing status follows assessment by
relationship managers and the Credit Risk function in Restructuring. When no further losses are anticipated and the
customer is expected to meet the loan’s revised terms, any provision is written-off and the balance of the loan returned
to performing status. This course of action is not dependent on a specified time period and follows the credit risk
manager’s assessment that it is appropriate.

Impairments
Impairments in the wholesale portfolio decreased compared with 2013. This reflected a better economic environment
as well as an ongoing decrease of the RBSH Group credit portfolio following further transfers of assets to RBS Group.

Watchlist*

The following table shows a sector breakdown of credit risk assets of Watchlist Red
counterparties managed by Restructuring.

At 31 December 2014, exposures to customers reported as Watchlist Red and managed by the
business totalled €10.0 million (2013 - €10.2 million; 2012 - € 10.6 million).

2014 2013 2012
Watchlist Red CRA by current exposure €m €m €m
Property — 2 4
Transport 179 113 212
Retail and leisure — 8 99
Services — 1 4
Other — 198 122
Total 179 322 441

*unaudited
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Balance sheet analysis

Sector and geographic concentration

The analyses in this section is provided to support the discussion on credit risk on pages 48 to 56. All disclosures are
audited.

The following tables provide an analysis of the credit concentration of financial assets by sector and geography.
Geographical regions are based on the location of the office.

Loans and
advances Securities  Derivatives Other (1) Total
2014 €m €m €m £€m €m
Central and local government 59 2,093 32 — 2,184
Financial institutions (2) 9,227 1,092 4,033 1,174 15,526
Personal 9 — — — 9
Corporate 2,177 77 367 1 2,622
Total gross of provisions 11,472 3,262 4,432 1,175 20,341
Provisions (114 ) (19 ) — — (133 )
Total 11,358 3,243 4,432 1,175 20,208
2013
Central and local government 85 5,937 45 6 6,073
Financial institutions (2) 9,826 9,412 4,385 3,197 26,820
Personal 227 — — — 227
Corporate 2,356 246 352 — 2,954
Total gross of provisions 12,494 15,595 4,782 3,203 36,074
Provisions (195 ) (12 ) — — (207 )
Total 12,299 15,583 4,782 3,203 35,867
2012
Central and local government 891 7,783 55 2 8,731
Financial institutions (2) 16,424 15,347 6,657 2,312 40,740
Personal 283 — — — 283
Corporate 4,278 757 843 11 5,889
Total gross of provisions 21,876 23,887 7,555 2,325 55,643
Provisions (341 ) (105 ) — — (446 )
Total 21,535 23,782 7,555 2,325 55,197
Notes:
(D Includes settlement balances of €40 million (2013 - €10 million; 2012 - €31 million).
) Includes reverse repurchase agreements of €1.1 billion (2013 - €0.1 billion; 2012 - €0.1 billion).

Loans and advances to banks and customers by geographical region
The table below analyses loans and advances net of provisions by geographical region (location of office).

2014 2013 2012
€m €m €m
Loans and advances to banks
Netherlands 4,048 1,673 3,565
US — 117 391
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Rest of world

Loans and advances to customers
Netherlands

US

Rest of world

Balances with ultimate holding company

Netherlands
Total

58

3,648
7,696

645

2,894
3,539

123
11,358

3,905
5,695

638
37
3,109
3,784

2,820
12,299

8,250
12,206

1,518

4,862
6,380