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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', 'will', '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 Group's restructuring
and new strategic plans, divestments, capitalisation, portfolios, net interest margin, capital ratios, liquidity,
risk-weighted assets (RWAs), return on equity (ROE), profitability, cost:income ratios, leverage and loan:deposit
ratios, funding and risk profile; discretionary coupon and dividend payments; implementation of legislation of
ring-fencing and bail-in measures; sustainability targets; litigation, regulatory and governmental investigations; the
Group's future financial performance; the level and extent of future impairments and write-downs; and the Group's
exposure to political risks, including the referendum on Scottish independence, 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 cause actual results to differ materially from those estimated by the forward-looking
statements contained in this document include, but are not limited to: global economic and financial market conditions
and other geopolitical risks, and their impact on the financial industry in general and on the Group in particular; the
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ability to implement strategic plans on a timely basis, or at all, including the simplification of the Group's structure,
the divestment of Citizens Financial Group and the exiting of assets in RBS Capital Resolution as well as the disposal
of certain other assets and businesses as announced or required as part of the State Aid restructuring plan; the
achievement of capital and costs reduction targets; ineffective management of capital or changes to capital adequacy
or liquidity requirements; organisational restructuring in response to legislation and regulation in the United Kingdom
(UK), the European Union (EU) and the United States (US); the implementation of key legislation and regulation
including the UK Financial Services (Banking Reform Act) 2013 and the proposed EU Recovery and Resolution
Directive; the ability to access sufficient sources of capital, liquidity and funding when required; deteriorations in
borrower and counterparty credit quality; litigation, government and regulatory investigations including investigations
relating to the setting of LIBOR and other interest rates and foreign exchange trading and rate setting activities; costs
or exposures borne by the Group arising out of the origination or sale of mortgages or mortgage-backed securities in
the US; the extent of future write-downs and impairment charges caused by depressed asset valuations; the value and
effectiveness of any credit protection purchased by the Group; unanticipated turbulence in interest rates, yield curves,
foreign currency exchange rates, credit spreads, bond prices, commodity prices, equity prices and basis, volatility and
correlation risks; changes in the credit ratings of the Group; changes to the valuation of financial instruments recorded
at fair value; competition and consolidation in the banking sector; the ability of the Group to attract or retain senior
management or other key employees; regulatory or legal changes (including those requiring any restructuring of the
Group's operations) in the UK, the US and other countries in which the Group operates or a change in UK
Government policy; changes to regulatory requirements relating to capital and liquidity; changes to the monetary and
interest rate policies of central banks and other governmental and regulatory bodies; changes in UK and foreign laws,
regulations, accounting standards and taxes, including changes in regulatory capital regulations and liquidity
requirements; impairments of goodwill; pension fund shortfalls; general operational risks; HM Treasury exercising
influence over the operations of the Group; reputational risk; the conversion of the B Shares in accordance with their
terms; limitations on, or additional requirements imposed on, the Group's activities as a result of HM Treasury's
investment in the Group; 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 announcement, 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.

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.

Highlights

RBS reports a pre-tax loss for 2013 of £8,243 million, including regulatory and redress provisions of £3,844 million,
and impairments and other losses of £4,823 million related to the establishment of RBS Capital Resolution (RCR).
Excluding the impact of the creation of RCR, RBS operating profit(1) was £2,520 million, down 15% from 2012:

● Retail & Commercial down 4% to £4,078 million, with lower income in UK Corporate
and International Banking offsetting improved impairments in Ulster Bank and UK
Retail;

● Markets down 58% to £638 million, reflecting smaller balance sheet and reduced risk
levels; and

Edgar Filing: ROYAL BANK OF SCOTLAND GROUP PLC - Form 6-K

4



● Non-Core losses down 27% to £2,107 million, with the cost base falling in line with
run-off.

RBS has today updated on its comprehensive business review, aimed at transforming the bank (see page 16).

Key points

Building a bank that is trusted by its customers

● RBS announces a refreshed strategic direction with the ambition of building a bank that
earns its customers' trust by serving them better than any other bank.

● RBS will be structured around the needs of its customers, with seven existing operating
divisions realigned into three businesses: Personal & Business Banking, Commercial &
Private Banking and Corporate & Institutional Banking.

● Ulster Bank in Northern Ireland will benefit from a closer integration with our personal,
business and commercial banking franchises in Great Britain. We are continuing to
explore further opportunities in the Republic of Ireland with a view to being a challenger
to the systemic banks.

● To position RBS to deliver a sustainable overall return on tangible equity of 12% plus in
the long term, we must achieve a significant reduction in costs and complexity.

● This simplification is intended to deliver significant improvements to services delivered
to our customers while at the same time helping to bring our cost base down from £13.3
billion in 2013 to £8 billion in the medium term(2).

● Future performance will be reported against customer and financial measures. Further
details are set out on page 18.

Restructuring our balance sheet

● Third party assets were reduced by £130 billion over the course of 2013, with Markets
down £72 billion and Non-Core down £29 billion. In the five years since the end of
2008, the funded balance sheet has been reduced by £487 billion and total assets by
£1,191 billion.

● The Core Tier 1 ratio was 10.9% at 31 December 2013. On a fully loaded Basel III basis,
the Common Equity Tier 1 ratio was 8.6%. The impact of the regulatory and redress
provisions booked in Q4 2013 was already reflected in our future capital plan, and RBS
continues to target a fully loaded Basel III Common Equity Tier 1 ratio of c.11% by the
end of 2015 and 12% or above by the end of 2016.

● Continued improvement in credit quality, particularly in the UK Retail and Non-Core
portfolios, saw risk elements in lending fall by 4%. Reflecting the increased impairments
associated with the creation of RCR, provision coverage increased from 52% at end
2012 to 64% at end 2013.

● RBS remains highly liquid, with short-term wholesale funding down £10 billion to £32
billion at the end of 2013, covered more than four times by a £146 billion liquidity
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portfolio.

Highlights

Key points (continued)

FY 2013 operating results

● RBS recorded an operating profit(1) of £2,520 million excluding the impact of the creation of RCR which
reduced income by £333 million and increased impairments by £4,490 million. Including these RCR-related
impairment and other losses of £4,823 million(3), RBS recorded an operating loss of £2,303 million.

● Group income, excluding the RCR impact, was down 10% to £19,775 million, principally reflecting a £1,161
million reduction in Markets income, with expenses down 4% to £13,313 million.
○ Retail & Commercial operating profit, excluding £1,385 million of

impairments and other losses related to the creation of RCR, was down 4%
to £4,078 million, with lower income in UK Corporate and International
Banking offsetting improved impairments in Ulster Bank and UK Retail.

○ Markets operating profit, excluding £18 million of impairments related to
the creation of RCR, was down 58% to £638 million, reflecting its smaller
balance sheet and reduced risk levels.

○ Non-Core losses, excluding £3,420 million of impairments and other losses
related to the creation of RCR, were down 27% to £2,107 million, with the
cost base falling in line with run-off.

● Loss attributable to shareholders was £8,995 million, reflecting the charges relating to the creation of RCR and
legacy conduct litigation and redress, the write-down of goodwill and other intangible assets and deferred tax
assets.

● Tangible net asset value per ordinary and B share was 363p at 31 December 2013.

Q4 2013 operating results

● Operating profit in Q4 2013 totalled £204 million, excluding the impact of the creation of RCR.
○ Retail & Commercial operating profits in the fourth quarter were £997

million, down 11% from Q4 2012, with all divisions except Ulster Bank
showing a deterioration from the prior year.

○ Markets operating profit of £57 million reflected seasonal slower trading
together with the impact of the business's smaller balance sheet and
reduced risk envelopes.

○ Non-Core operating losses narrowed to £676 million, with costs and
impairments falling in line with the reducing asset base.

Delivering our capital plan

● To deliver its capital plan RBS has formed the Capital Resolution Group (CRG), which
is made up of four pillars: exiting the assets in RCR, delivering the IPOs for both
Citizens and Williams & Glyn, and optimising the bank's group-wide shipping business.

● RCR was set up from 1 January 2014 and will manage a pool of £29 billion of assets
with particularly high capital intensity or potentially volatile outcomes in stressed
environments, aiming to accelerate run-down of these exposures to free up capital for the
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bank. The revised strategy to run down high risk loans faster led to an increased
impairment charge. When originally announced, RCR assets were projected to be £38
billion at the end of 2013, but accelerated disposals and increased impairments have
reduced this total to £29 billion. Further details about RCR are set out on page 19 and in
Appendix 1.

● During the course of 2013 RBS sold two tranches of its remaining shares in Direct Line
Insurance Group, realising gross proceeds of £1,137 million. At 31 December 2013 RBS
held 28.5% of Direct Line Insurance Group. On 26 February 2014 RBS announced that
it had entered into a placing agreement to complete the sale of its residual interest
(except for 4.2 million shares held to satisfy long term incentive plan awards granted by
RBS to Direct Line Group management). Accordingly, on settlement of the placing, the
Group will have completed the disposal as required by the European Commission. 

Highlights

Key points (continued)

Delivering our capital plan (continued)

● On 27 November 2013 RBS announced the sale of its remaining economic interest in the
WorldPay global payments business. A gain on sale of £159 million was recognised in
Q4 2013.

● On 1 November 2013 RBS announced plans to accelerate the divestment of Citizens, its
US banking subsidiary. Preparations for a partial initial public offering (IPO) in 2014
remain on track, and the bank intends to fully divest the business by the end of 2016.

● Following the conclusion of a £600 million pre-IPO investment by a consortium of
investors led by global financial services specialists Corsair Capital and Centerbridge
Partners, and including the Church Commissioners for England and RIT Capital Partners
plc, the Williams & Glyn business (formerly known as "Project Rainbow") has made
good progress towards its IPO.

● Discussions with the UK Government over the retirement of the Dividend Access Share
(DAS) are well advanced. A successful restructuring of the DAS will represent a
significant step towards the normalisation of RBS's capital structure.

● On 16 December 2013 RBS cancelled its £8 billion Contingent Capital Facility with HM
Treasury.

Legacy conduct issues

● As announced in a trading update on 27 January 2014, RBS has provided £1,910 million
in Q4 2013 covering claims and conduct-related matters primarily relating to
mortgage-backed and other securities litigation. Regulatory and litigation provisions for
the full year amounted to £2,394 million.

● An additional £465 million provision for Payment Protection Insurance (PPI) redress
and related costs was booked in Q4 2013, making a total of £900 million for the full year
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2013. Out of a cumulative PPI provision of £3.1 billion, £2.2 billion had been utilised by
31 December 2013. The remaining £0.9 billion provision covers approximately 12
months at current levels of redress and administrative expenses.

● A further £500 million provision was made in Q4 2013 for interest rate hedging products
redress and administration costs, reflecting higher volumes, higher anticipated redress
payments and recalibration of our methodology based on more recent trends. The total
charge for the full year was £550 million making a total of £1.25 billion of which £0.2
billion had been utilised by 31 December 2013.

Serving our customers

● Investment of £700 million has been committed over the next 3-5 years to build the best
retail and commercial bank in the UK. Investment in digital channels continued, with
50% of eligible customers now banking online or on mobile.

● Mortgage balance growth was affected in H1 2013 by advisor training, but application
volumes recovered during the second half, helped by RBS's lead in launching the second
phase of the Help to Buy scheme. Gross new lending in 2013 was £14.3 billion, up 3%
from 2012. This represented an 8% market share, slightly in excess of RBS's share of
mortgage stock.

● UK Corporate will implement all the recommendations of the independent review of its
lending standards and practices led by Sir Andrew Large.

● Support for SME customers during 2013 included pro-active 'Statements of Appetite'
sent to over 12,000 customers, resulting in more than £5.9 billion of new loan offers.

Highlights

Key points (continued)

Serving our customers (continued)

● SME demand for credit has picked up over the course of the year, with new and
increased lending sanctioned in 2013, up 6% from the prior year to £9.9 billion. SMEs
drew down £6.4 billion of new loans in 2013, up 2% from 2012. However, businesses'
cash generation remained strong, with SME current account balances up 13% from the
end of 2012. Many customers increased their loan repayments and reduced overdraft
utilisation, which dropped to 37% at the end of 2013 compared with 42% a year earlier.

● Among larger businesses, £12.9 billion of new facilities were made available to new and
existing clients. RBS also helped UK companies, universities and housing associations
to raise £24.7 billion through bond issues in 2013.

● RBS repaid all its borrowings from the Bank of England Funding for Lending Scheme
(FLS) in 2013 but continues to participate fully in the scheme. In the period since launch
to 31 December 2013, RBS allocated more than £4.7 billion of new FLS-related lending
to business customers, with discounts targeted at SMEs and mid-sized manufacturers.
We intend to remain in the scheme throughout 2014 (subject to no further changes in the
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scheme rules).

● Total net lending flows reported within the scope of the FLS scheme were minus £2,295
million in Q4 2013, with net lending of plus £349 million to households and minus
£2,645 million to private sector non-financial corporations, of which minus £671 million
was to SMEs.

Notes:

(1) Operating loss before tax, own credit adjustments, Payment Protection Insurance costs,
Interest Rate Hedging Products redress and related costs, regulatory and legal actions,
integration and restructuring costs, gain on redemption of own debt, write-down of
goodwill, amortisation of purchased intangible assets, strategic disposals, bank levy,
write-down of other intangible assets and RFS Holdings minority interest ('operating
profit'). Statutory operating loss before tax was £8,243 million for the year ended 31
December 2013.

(2) Includes the impact of business exits such as Citizens Financial Group and Williams &
Glyn; bank levy; restructuring costs; and, from 2015, the EU resolution fund charge.

(3) During the year the Group recognised £4,823 million of impairment and other losses
related to the establishment of RCR.  This comprises impairment losses of £4,490
million (of which £173 million relate to core Ulster Bank assets which were not
transferred to RCR but are subject to the same strategy) and £333 million reduction in
income reflecting asset valuation adjustments.

Highlights

Outlook
We continue to see signs that the UK economic recovery is gaining traction and have observed higher levels of
activity and confidence amongst our customers; we are increasing and improving our front line capacity in order to
handle higher levels of new business more efficiently. We expect a lag between the economic recovery and our core
franchises starting to grow, given continued low interest rates, excess liquidity and our continued deleveraging in
commercial real estate and shipping.

We expect margins to be slightly up in 2014 but anticipate lower securities gains from our liquidity portfolio. While
the strategic repositioning of Markets announced in 2013 has progressed well, the external and regulatory
environment remains challenging.

The actions following our strategic review will start to drive cost reductions and improve efficiency during 2014.
Whilst it will take two to three years to fully implement these we expect our underlying cost base to be £1 billion
lower in 2014.

RCR has made a strong start. Its initial balance sheet, at £29 billion of third party assets, is £9 billion lower than the
original guidance of £38 billion, and RCR has a strong pipeline in the early months of 2014. Having recognised
significant impairment losses due to the revised strategy we expect our credit losses to revert to more normal levels of
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around 0.6% of loans in 2014.

We are working through our legacy conduct and litigation issues; the timings and amounts of any redress or
settlements however remain uncertain.

With the announcement of our strategic review, we expect elevated restructuring costs in the next two years to get the
bank's customer service and costs back to best in class levels in all respects.

Chairman's letter to shareholders

Five years ago RBS embarked on a strategic restructuring designed to correct the aspects of its business that made it
particularly vulnerable to the financial crisis of 2008. The execution of that restructuring has transformed the financial
position of the bank: we have reduced our balance sheet by more than £1 trillion, repaid hundreds of billions of
Government funding support and removed the imminent threat that our size, risk and complexity posed to the UK
economy. In 2013 we took further steps to resolve our remaining legacy balance sheet issues by announcing the
creation of RCR, with the aim of accelerating the removal of these legacy assets and releasing the capital they are still
tying up.

We have also taken very substantial charges for a variety of conduct-related issues, including LIBOR, PPI, interest
rate swaps and RMBS litigation. Almost all of these costs for RCR and conduct issues can properly be described as
legacy costs, arising from events and actions in the run-up to the financial crisis.

As our 2013 results make clear, however, restoring the strength of the bank's balance sheet was only one part of the
job. In June the Board announced that Stephen Hester, who had led our financial restructuring since 2008 very
effectively, would be stepping down as Group Chief Executive. We selected Ross McEwan to re-energise the task of
building a bank that earns its customers' trust, improves operating efficiency and can move down the path back to full
private ownership. The Board and I want to thank Stephen Hester for his dedication to RBS and to congratulate him
on his success in putting the bank on to a sound footing.

There have been a number of other changes to the Board's composition during the year. Bruce Van Saun took up his
new role as Chairman and Chief Executive of RBS Citizens Financial Group, Inc. on 1 October 2013 and has stepped
down from the Board having done an excellent job as our Group Finance Director. He was succeeded by Nathan
Bostock, who has since confirmed his resignation; his leaving date has not yet been agreed and the search for his
replacement is under way.

Two of our non-executive directors, Joe MacHale and Art Ryan, also retired from the Board in 2013 and Philip Scott
will step down from the Board by 31 October 2014. I thank them all for the hard work and wisdom they have brought
as directors. In December 2013, we also welcomed Robert Gillespie as a new non-executive director. I would like to
take this opportunity to express my appreciation to all of my fellow directors for their commitment and readiness to
deal with the unusual challenges of a government-controlled listed company.

Ross McEwan is bringing a fresh perspective to RBS's challenges, and that perspective is now bearing fruit in the
results of the strategic review that we are setting out today. The Board believes that this was the right time for this
review, so as to ensure that we target our future efforts firmly towards serving our customers, shareholders and wider
stakeholders in the best possible way.

Regrettably, last year brought further reminders that many of our customers and stakeholders do not trust us to do so.
In response to persistent criticism of our performance in lending to SMEs the Board commissioned an independent
review by Sir Andrew Large; we expect to adopt all of his recommendations.
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Chairman's letter to shareholders

We also faced accusations that our Global Restructuring Group had been culpable of "systematic and institutional"
behaviour in artificially distressing otherwise viable businesses. No evidence has been provided for that allegation but
it has, nevertheless, done serious damage to RBS's reputation. That is why we instructed the law firm Clifford Chance
to conduct an independent review. This is an area where all banks routinely make difficult judgments, and indeed the
banking sector has been criticised for excessive forbearance in recent years, charged with supporting unviable
"zombie" companies for too long.

Issues like this continue to underscore the important role played by culture and values in enabling us to become the
trusted bank we aspire to be. The Board fully supports the new values we launched in 2013, and it is vital that we
continue to set the tone from the top in the coming year to drive essential cultural change. 

On many of these issues we have engaged closely with HM Treasury (HMT) through UK Financial Investments,
which manages HMT's shareholding, and with our two main regulators, the Prudential Regulation Authority and the
Financial Conduct Authority. Over the course of the year they have all proposed actions for consideration by the
Board.

Ross McEwan has spoken of the need to reset our relationship with HMT and our main regulators. I hope and believe
that we have made good progress in this direction. There is a desire on all sides that our relationship with the
Government in its role as controlling shareholder should be primarily managed by UKFI on a commercial, arm's
length basis. I want to make it clear, however, that the path we have set and decisions we have taken reflect the
Board's view of what is in the interests of all RBS's shareholders and other stakeholders.

We are monitoring the debate on Scottish independence but, as I and my colleagues have said many times, we are
politically neutral. We don't support political parties or political movements. We will respond to whatever voters
decide and governments agree.

Clearly there are issues we are looking at - currency, the application of financial regulation, lender of last resort, credit
ratings - which could affect us.  But there is real uncertainty about how any of these matters would be settled in the
event of a Yes vote and the outcome would depend on negotiations between the two governments. Indeed, there could
be a prolonged period of uncertainty over each of the issues so it really is impossible to quantify with any precision
what the effects of each might be right now.

We are confident that the actions announced today will deliver a customer-focused bank with undoubted capital
strength, the potential for attractive returns and an ability to recommence dividends over the medium term.

Chief Executive's message

Since 2009 RBS has cleaned up the world's largest bank balance sheet by removing more than £1 trillion in assets.
This was a remarkable achievement, born of absolute necessity, but delivered with exceptional skill.

These skills now need to be deployed on a task of equal magnitude: creating a step-change in the customer service and
financial performance of RBS. The hardest part of our financial restructuring is now complete, and we now need to
use our strengths and capabilities to make RBS an example for everything that should be right with banking.
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