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Presentation of information

In the Report and Accounts, and unless specified otherwise, the term �company� means The Royal Bank of Scotland
Group plc, �RBS� or the �Group� means the company and its subsidiary undertakings, �the Royal Bank� means The
Royal Bank of Scotland plc and �NatWest� means National Westminster Bank Plc.

The company publishes its financial statements in pounds sterling (�£� or �sterling�). The abbreviations �£m� and
�£bn� represent millions and thousands of millions of pounds sterling, respectively, and references to �pence�
represent pence in the United Kingdom (�UK�). Reference to �dollars� or �$� are to United States of America (�US�)
dollars. The abbreviations �$m� and �$bn� represent millions and thousands of millions of dollars, respectively, and
references to �cents� represent cents in the US. The abbreviation ��� represents the �euro�, the European single
currency and the abbreviations ��m� and ��bn� represent millions and thousands of millions of euros, respectively.

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

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

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

International Financial Reporting Standards

As required by the Companies Act 1985 and Article 4 of the European Union IAS Regulation, the consolidated
financial statements of the Group are prepared in accordance with International Financial Reporting Standards
issued by the International Accounting Standards Board (�IASB�) and interpretations issued by the International
Financial Reporting Interpretations Committee of the IASB (together �IFRS�) as adopted by the European Union. On
implementation of IFRS on 1 January 2005, the Group took advantage of the option in IFRS 1 �First-time Adoption of
International Financial Reporting Standards� to implement IAS 39 �Financial Instruments: Recognition and
Measurement�, IAS 32 �Financial Instruments: Disclosure and Presentation� and IFRS 4 �Insurance Contracts� from 1
January 2005 without restating its 2004 income statement and balance sheet. The date of transition to IFRS for the
Group and the company and the date of their opening IFRS balance sheets was 1 January 2004.

The Group�s published 2004 financial statements were prepared in accordance with then current UK generally
accepted accounting principles (�UK GAAP� or �previous GAAP�) comprising standards issued by the UK
Accounting Standards Board, pronouncements of the Urgent Issues Task Force, relevant Statements of
Recommended Accounting Practice and provisions of the Companies Act 1985. The Group also presents
information under generally accepted accounting principles in the US (�US GAAP�).

2

Edgar Filing: ROYAL BANK OF SCOTLAND GROUP PLC - Form 20-F

9



Forward-looking statements

Certain sections in this document contain �forward-looking statements� as that term is defined in the United States
Private Securities Litigation Reform Act of 1995, such as statements that include the words �expect�, �estimate�,
�project�, �anticipate�, �believes�, �should�, �intend�, �plan�, �probability�, �risk�, �Value-at-Risk (�VaR�)�, �target�, �goal�,
�objective�, �will�, �endeavour�, �outlook�, �optimistic�, �prospects� and similar expressions.

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

Other factors that could cause actual results to differ materially from those estimated by the forward-looking
statements contained in this document include, but are not limited to: general economic conditions in the UK and
in other countries in which the Group has significant business activities or investments, including the United States;
the monetary and interest rate policies of the Bank of England, the Board of Governors of the Federal Reserve
System and other G-7 central banks; inflation; deflation; unanticipated turbulence in interest rates, foreign
currency exchange rates, commodity prices and equity prices; changes in UK and foreign laws, regulations and
taxes; changes in competition and pricing environments; natural and other disasters; the inability to hedge certain
risks economically; the adequacy of loss reserves; acquisitions or restructurings; technological changes; changes in
consumer spending and saving habits; and the success of the Group in managing the risks involved in the
foregoing.

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

For a further discussion of certain risks faced by the Group, see Risk factors on page 6.

3
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Operating and financial review

Description of business

Introduction

The Royal Bank of Scotland Group plc is the holding company of one of the world�s largest banking and financial
services groups, with a market capitalisation of £62.8 billion at the end of 2006. Headquartered in Edinburgh, the
Group operates in the UK, US and internationally through its two principal subsidiaries, the Royal Bank and
NatWest. Both the Royal Bank and NatWest are major UK clearing banks whose origins go back over 275 years. In
the US, the Group�s subsidiary Citizens is ranked the eighth largest commercial banking organisation by deposits.
The Group has a large and diversified customer base and provides a wide range of products and services to
personal, commercial and large corporate and institutional customers.

The Group had total assets of £871.4 billion and shareholders� equity of £40.2 billion at 31 December 2006. It is
strongly capitalised with a total capital ratio of 11.7% and tier 1 capital ratio of 7.5% as at 31 December 2006.

Organisational structure and business overview

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

Corporate Markets is focused on the provision of banking, investment and risk management services to medium
and large businesses and financial institutions in the UK and around the world. Corporate Banking and Financial
Markets was renamed Corporate Markets on 1 January 2006 when we reorganised our activities into two
businesses, Global Banking & Markets and UK Corporate Banking, in order to enhance the service provided to
these two customer segments.

Global Banking & Markets (�GBM�) is a leading banking partner to major corporations and financial institutions
around the world, providing an extensive range of debt financing, risk management and investment services to its
customers. GBM has a wide range of clients across its chosen markets. It has relationships with an overwhelming
majority of the largest UK, European and US corporations and institutions. GBM�s principal activity in the US is
conducted through RBS Greenwich Capital.

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

Retail Markets was established in June 2005 to lead coordination and delivery of our multi-brand retail strategy
across our product range and comprises Retail (including our direct channels businesses) and Wealth Management.

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

In core retail banking, Retail offers a comprehensive product range across the personal and small business market:
money transmission, savings, loans, mortgages and insurance. Customer choice and product flexibility are central
to the retail banking proposition and customers are able to access services through a full range of channels,
including the largest network of branches and ATMs in the UK, the internet and the telephone.

Retail also includes the Group�s non-branch based retail businesses that issue a comprehensive range of credit
and charge cards to personal and corporate customers and provides card processing services for retail businesses.
Retail is the leading merchant acquirer in Europe and ranks fourth globally.
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It also includes Tesco Personal Finance, The One account, First Active UK, Direct Line Financial Services and
Lombard Direct, all of which offer products to customers through direct channels principally in the UK. In
continental Europe, Retail offers a similar range of products through the RBS and Comfort Card brands.

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

Ulster Bank Group brings together the Ulster Bank and First Active businesses to provide a comprehensive range
of products and services to retail and corporate customers in the island of Ireland.

Ulster Bank Retail Markets serves personal customers through both the Ulster Bank and First Active brands. Ulster
Bank provides branch banking and direct banking services throughout the island of Ireland. First Active, through its
branch network, serves personal customers in the Republic of Ireland with its separately branded product offerings,
including mortgages and savings.

Ulster Bank Corporate Markets caters for the banking needs of business and corporate customers, including
treasury and money market activities, asset finance, e-banking, wealth management and international services.
Business and corporate banking services are provided via centrally-based relationship management teams and
dedicated Business Centres located across both Northern Ireland and the Republic of Ireland.

Citizens is the second largest commercial banking organisation in New England and the eighth largest commercial
banking organisation in the US measured by deposits. Citizens provides retail and corporate banking services
under the Citizens brand in Connecticut, Delaware, Massachusetts, New Hampshire, New Jersey, New York state,
Pennsylvania, Rhode Island and Vermont and the Charter One brand in Illinois, Indiana, Michigan and Ohio.
Through its branch network Citizens provides a full range of retail and corporate banking services, including
personal banking, residential mortgages and cash management.

4
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In addition, Citizens engages in a wide variety of commercial lending, consumer lending, commercial and consumer
deposit products, merchant credit card services, trust services and retail investment services. Citizens includes
RBS National Bank, our US credit card business, RBS Lynk, our merchant acquiring business, and Kroger Personal
Finance, our credit card joint venture with the second largest US supermarket group.

RBS Insurance is the second largest general insurer in the UK, by gross written premiums. It sells and underwrites
retail, SME and wholesale insurance over the telephone and internet, as well as through brokers and partnerships.
The Retail Divisions of Direct Line, Churchill and Privilege sell general insurance products direct to the customer.
Through its International Division, RBS Insurance sells motor insurance in Spain, Germany and Italy. The
Intermediary and Broker Division sells general insurance products through its network of independent brokers.

Manufacturing supports the customer-facing businesses and provides operational, technology and customer
support in telephony, account management, lending and money transmission, global purchasing, property and
other services.

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

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

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

Recent development

In response to press speculation on a potential bid for the Dutch bank, ABN AMRO, the Group, Fortis SA/NV and Santander
Central Hispano S.A. (collectively, �the Banks�) confirmed that they had submitted a joint letter dated 12 April 2007 to the
Chairmen of the Supervisory and Managing boards of ABN AMRO to express the Banks� interest in putting forward a proposal for
the acquisition of ABN AMRO and their preference to work with ABN AMRO to make an offer to ABN AMRO shareholders. The
Banks requested access to the same due diligence information given to Barclays.

In response to this letter, a meeting between the Banks and ABN AMRO was arranged for 23 April 2007 when the Banks would
clarify their intentions and interests and allow their proposals to be considered by the Board of ABN AMRO alongside any
proposals from Barclays.

However, on 23 April 2007 ABN AMRO and Barclays announced that they had reached agreement on the terms of a merger, and
ABN AMRO announced that it had decided to sell LaSalle Bank to Bank of America. In view of these developments, the Banks
requested further information to understand the circumstances under which the sale of LaSalle Bank can be terminated.
Accordingly, the Banks did not consider it appropriate to meet with ABN AMRO as arranged and are currently considering their
position.

Competition

The Group faces intense competition in all the markets it serves. In the UK, the Group�s principal competitors are
the other UK retail and commercial banks, building societies and the other major international banks represented
in London.

Edgar Filing: ROYAL BANK OF SCOTLAND GROUP PLC - Form 20-F

13



Competition for corporate and institutional customers in the UK is from UK banks and from large foreign financial
institutions who are also active and offer combined investment and commercial banking capabilities. In asset
finance, the Group competes with banks and specialised asset finance providers, both captive and non-captive.

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

In the personal banking segment the Group competes with UK banks and building societies, major retailers, life
assurance companies and internet-only players. In the mortgage market the Group competes with UK banks and
building societies. National Westminster Life Assurance Limited and Royal Scottish Assurance compete with
Independent Financial Advisors and life assurance companies.

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

In Wealth Management, The Royal Bank of Scotland International competes with other UK and international banks
to offer offshore banking services. Coutts and Adam & Company compete as private banks with UK clearing and
private banks, and with international private banks. Competition in wealth management activities has intensified
as banks have increased their focus on competing for affluent and high net worth customers.

RBS Insurance competes in personal lines insurance and, to a limited extent, in commercial insurance. There is
strong competition from a range of insurance companies which now operate telephone and internet direct sales
businesses. Competition in the UK motor market remains particularly intense. RBS Insurance also competes with
local insurance companies in the direct motor insurance markets in Spain, Italy and Germany.

In Ireland, Ulster Bank and First Active compete in retail and commercial banking with the major Irish banks and
building societies, and with other UK and international banks and building societies active in the market.
Competition is intensifying as UK, Irish and other European institutions seek to expand their businesses.

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

In other international markets, principally in continental Europe, the Group faces competition from the leading
domestic and international institutions active in the relevant national markets.

5
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Operating and financial review continued

Risk factors

Set out below are certain risk factors which could affect the Group�s future results and cause them to be materially
different from expected results. The Group�s results are also affected by competition and other factors. The factors
discussed in this report should not be regarded as a complete and comprehensive statement of all potential risks
and uncertainties.

The Group's business and earnings are affected by general business and geopolitical conditions

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

The financial performance of the Group is affected by borrower credit quality

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

Changes in interest rates, foreign exchange rates, equity prices and other market factors affect the
Group�s business

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

The Group�s insurance businesses are subject to inherent risks involving claims

Future claims in the Group�s general and life assurance business may be higher than expected as a result of
changing trends in claims experience resulting from catastrophic weather conditions, demographic developments,
changes in mortality and other causes outside the Group�s control. Such changes would affect the profitability of
current and future insurance products and services. The Group re-insures some of the risks it has assumed.

Operational risks are inherent in the Group�s business

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

Each of the Group�s businesses is subject to substantial regulation and regulatory oversight. Any
significant regulatory developments could have an effect on how the Group conducts its business and
on the results of operations

The Group is subject to financial services laws, regulations, administrative actions and policies in each location in
which the Group operates. This supervision and regulation, in particular in the UK and US, if changed could
materially affect the Group�s business, the products and services offered or the value of assets.

Future growth in the Group�s earnings and shareholder value depends on strategic decisions
regarding organic growth and potential acquisitions

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

The risk of litigation is inherent in the Group�s operations

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

The Group is exposed to the risk of changes in tax legislation and its interpretation and to increases
in the rate of corporate and other taxes in the jurisdictions in which it operates

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

6
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As discussed on page 2, the consolidated financial statements of the Group are prepared in accordance with
International Financial Reporting Standards. The Group took advantage of the option in IFRS 1 to implement IAS 32,
IAS 39 and IFRS 4 from 1 January 2005 without restating its 2004 income statement and balance sheet. The
implementation of IAS 32, IAS 39 and IFRS on 1 January 2005 had a significant effect on the Group's balance sheet.
Therefore the income statements for 2006 and 2005 as compared with 2004 and the balance sheets at 31
December 2006 and 31 December 2005 as compared with 31 December 2004 discussed in the Operating and
financial review are not directly comparable.

Financial highlights

for the year ended 31 December
2006
£m

2005
£m

2004
£m

Total income 28,002 25,902 23,391
Profit before tax 9,186 7,936 7,284
Profit attributable to ordinary shareholders 6,202 5,392 4,856
Cost:income ratio (1) 44.6% 46.1% 44.3%
Basic earnings per share (pence) 194.7 169.4 157.4
Return on equity (2) 18.5% 17.5% 18.3%

at 31 December
2006
£m

2005
£m

2004
£m

Total assets 871,432 776,827 588,122
Loans and advances to customers 466,893 417,226 347,251
Deposits 516,365 453,274 383,198
Shareholders� equity 40,227 35,435 33,905
Risk asset ratio � tier 1 7.5% 7.6% 7.0%
                        � total 11.7% 11.7% 11.7%

Notes:

(1) Cost:income ratio represents operating expenses expressed as a percentage of total income.
(2) Return on equity represents profit attributable to ordinary shareholders expressed as a percentage of average

ordinary shareholders� equity.
7
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Operating and financial review continued

Summary consolidated income statement for the year ended 31 December 2006

2006
£m

2005
£m

2004
£m

Net interest income 10,596 9,918 9,071

Fees and commissions receivable 7,116 6,750 6,473
Fees and commissions payable (1,922) (1,841) (1,926)
Other non-interest income 6,239 5,296 4,126
Insurance premium income 6,243 6,076 6,146
Reinsurers� share (270) (297) (499)

Non-interest income 17,406 15,984 14,320

Total income 28,002 25,902 23,391
Operating expenses 12,480 11,946 10,362

Profit before other operating charges and impairment losses 15,522 13,956 13,029
Insurance claims 4,550 4,413 4,565
Reinsurers� share (92) (100) (305)
Impairment losses 1,878 1,707 1,485

Operating profit before tax 9,186 7,936 7,284
Tax 2,689 2,378 1,995

Profit for the year 6,497 5,558 5,289
Minority interests 104 57 177
Preference dividends 191 109 256

Profit attributable to ordinary shareholders 6,202 5,392 4,856

Basic earnings per ordinary share 194.7p 169.4p 157.4p

Diluted earnings per ordinary share 193.2p 168.3p 155.9p

8
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2006 compared with 2005

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

Total income
The Group achieved strong growth in income during 2006. Total income was up 8% or £2,100 million to £28,002
million.

Net interest income increased by 7% to £10,596 million and represents 38% of total income (2005 � 38%).
Average loans and advances to customers and average customer deposits grew by 14% and 11% respectively.

Non-interest income increased by 9% to £17,406 million and represents 62% of total income (2005 � 62%).

Net interest margin
The Group�s net interest margin at 2.53% was down from 2.60% in 2005, due mainly to the business mix effect of
growth in corporate and mortgage lending and the impact of the flatter US dollar yield curve.

Operating expenses
Operating expenses rose by 4% to £12,480 million.

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

Cost:income ratio
The Group�s cost:income ratio was 44.6% compared with 46.1% in 2005.

Net insurance claims
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